-RDP63-00084A000100020019-4

Approved For Release 2001/Q3/02 :

IV. ilternative Posgibilit es in Trade Control Poliey

A. BEaport Controls

1. Techaiques spd Administyation of Controls

In deternining a system of export controls, the first deg‘s'exz to
te made lies in & cholce betueen & complete esbargo and selective deniml un the
basis of some predetermined stenderd. 1In large part the szosls of the export
control program will determine the cholce of the system of controla: thal system
;s most desirable which will adm uister the program s0 &8 mogt effectively io
asccaplish its erds. In brief, the purpose of the program determines the best
form of sdministration as well as the pusber and extent of commodities controlled.

Obwviously the imposition of the maximum econoimic injury by the Yest
on the Bloc via export controls would entail o complete gmbargc egainat ell snles
or shipments of goods =nd services to the Bloe. The advantages of = complete
egbargo lie in the fact that it !s unmmbiguous and eesy to Justify: why contr!-
bute at all to the production capae’ ty of a country with which you mey one doy
be &b var? In fact, & complete embarzo might well arouse less opposl o, or
less vocal opposition, 1m the exporting community then & selective system bosed
on broad conasiderations which zre Bousd to be somewhet equivoeol in interpreto-
tion. On the other hend = complete embargo would provide excellent ammunition
for the propaganiists of the Bloc, who could tersm it unduly restrictive.

A system bvased on selective deniul would entsll greater costs of
sdministration that a complete cabavgc beeause of the necessity for reseerch and
negotirtion, the processing of export llcenses and such. Export controls besed
on broedly-defined eommodity categories sre, ln moat cases, more efficient In
accomplishing the goals of an export coutrol prograu than & system based on
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nerrowly defined commodity items, ror the Possibllity of circumventing iue intent
of the program is smaller. Conlrgls btased on broad categories have a more defensille
economic Justification then contrals based on narrovly defimed items. Morsover
intelligence comcerulng Bloc Supply and requirements is frequently not sufficieatl;
complete Lo permit fine distimctiops. Broad categories, on the other hand, are
more likely to be comsidered an “upreascnmble” restrictiion of trade by coumertbul
circles, and therefore the chance of cpposition to and circumventicn of controls
is grester.
An export control pragram adeinistered through a system of value-
quotas for Free World exports tc eagh Bloe country would not culy Le expensive
of administretion and diffiewlt of Begotiation, but would aceouplish 1ittle other
than to serve 23 & wernlng of the West's awareness of the existence of bLeuelits
from trade. It is hard to conceive af & goal or set of goals of a trade contrel
yrogram thet would m’s.be better administered by other neans ,

A system of flexible, $hifting controls would provably create more
confusion in the Free World then in the Biog where a basic philosophy of autarky
would jJustify a retreet from trade. %he Bloc could, of ecourse, resgt by plecipg
large orders for goods currently "off the list” whiek it would shortly canecel.

The resl costs of gueh & aystem to the West wouls VEry probably be higher thanp

the injury to the Bloe.

Withim the chjectives of = trade cantrol policy &s stated by the
BSC end dlacugased in earlier sections @i this report, there are varioug posalble
techniques for messuring, snd weys of defining, "s significant comtribution to

the war potential of the Bloe.” The enly operstionslly significant definition
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of war potentisl, ms earlier paragrsphs heve pointed out, lies in terms of &
meagure of the totel productive ability of the economy. But even within these
terms, 2 "signifieant contributlon” io total “productive ability” |s susceptibile
of various interpretations.

Trede controls are Justified only if they hurt tbe Bloe more tusn
they hurt the Wast, both politically and economieally. any progrem that limits
the volume of exchange will impose scme loss on the ireding partuars jnvolved,
for trade, in permiting the asguieition of goods with e minimun expendlture of
production resources, thereby increpscs their productivity., The aiw of any trade
sontrol progrem, therefore, must imvolve mepximizing the injury or loss imposed on
the Bloe with & minimus of loss to tie West In this sectiocn, we ahall be eon-
ecersed oaly with the var.ous Possibliities for messuring &und defining the etounic
loss to the Bloe resulting frow o cyriailment of Bloc imports.

As a first spproaimation, the sconcmie loss, which the cessstion of
trade in certain iiems would lgpose on a country being exsbargoed, can be defiped
86 the gain which the country bad besn receiving from trede. The gains from
trade can be defined sz the differenge in the amount of productive rescurces re-
quired for the acquisition of the imgorted cvmmodities through domestie production
as compared with f.hat required for the production of exports to be sold in forelgn
trade. The eost © the Bloc of its lgports from the West is represented by the
productive resources 1t mimt devete P produsing exports sold to the West. Ir
trnde 1z curtailed, the volune of experts required to finsnce fmports will be
smaller snd the decline in production for exports will relesse certain productive

rescurces. The amount of rescurces reguired o expand the output of the import-

G
Approved For Release 2001IO3I§£‘C@EJDP63-OOO84AOOO100020019-4



Approved For Release 2001/03/028 EGE,:‘H‘BF63-00084A000100020019-4
replecing industries however, will be grester than that relessed by export eon-
traction, the difference in resourcs requirements representing the gains froo
trede. If on the other hand, 4rude hes not been motivated by economic considera-
tioms, the rescurece requirements of expanding the import-replacing industries =may
be less then the releassed rescurces of the export irﬁt;strieﬁ ; the difference indi-
eating the cost of the non-econcmie zaing fras trade. Here we shall essume that
on the whole Bloc trade has been etonoumically motivated.

The guins from trade, or the burden ilnvolved 1n = loss of trade,
can thus be meagured in terms of the different amounts of resources required bvefore
and after trade to produce the samé lists of goods available to the dmmestic economy.
It could slsc be deflned 1n terms of the different amounts of goods svailsble ic
the domestic ecohomy from the sume Quantlties of resources before sad after trade.
In the secomd case changes in the level of total output {e.g., Gross Netiomsl
Product in eonstant prices) before and sfter trade would be measured ruther than
the quantities of resources required. Both definitions arewmsentially concerned
Witk the effects of trede on the Fralactivityier productive resources. Thus our
first approximetion to a defimition of ths sconanie loss resulting from trade cou-
trols cen be smenfled to refer to the difference im the productivity of the economy's
productive resoureces when used in isclstion and vwhen used in intermetional trade.

In the sections that follow we shall be concerned with an atienpt
to measure the effects of Bast-West trade in various commodities on Bloc rescurce
requirsments, by sttempting to Aa:zswar the question "Hov much additionsl r@#8#¥ces

would the Bloc have to use to produce by itself the comuodities which it now imports:”

SLCRET
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Ruble-Dollsr Rutlos

The affectiveness of & Progre of t¥efie controls caa he Judped
by the secnomlc loas which the cessetion of trade would impose on the ecuntry
being embargowd. This loss can be rcasured by the difference in the amounts of
produetive rescurces required for the acquisition of u given commodlity, or list
of commodities, through domestic preduction es compared with the rescurce require-
ments for the export of other commodities in foreign trade. These different
quantities of resources could be steted as two lists of the different smounts
of lsbor of different types ard of *}armus xinds of meteriels required for the
expansion of the import-replacing industry amd releaged by the contraction of
the export industry. The comparison of szuch lists, however, would be difficult
and the significsnce of their differances hard to comprehend. The merket value
of these resources would provide 2 eornvenient end sccurate way to sumnerize the
difference in requirements, provided that relstive prices in the coumtry reflect
relative scarcities of different zodds, escarcities in relstion toc ane ancther amd
in relation to the demend for them. If the prices of all inputs, lebor, capital
and meterisls equsl the opportunity cost of the imput--thet is, the merket value
of its contribution to output in lta best {i.e., most productive) alternctive
opportunity for amployment--apd I1f the prices of ell goods equel the total cost
of 81l inputs required to produce one unit of the good, then the use of market
values would sccurately reflect the differences in quentlties of resource require-
monts in terms of thelr relstive scarcities. With such o system of pricing, costs

of production of imports and exports eould be used to measure accuretely net resource

' requiremens .

QILEILT
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lLet us sscume such & pricing cystem in each of two eoumtries, A
and B. Iet us sssume that A's values are steted in rubles per unit, thet B's
values are stated in dollers per unit. If each country A and B, produces two
camodities, X and Y under the following costs per unit, then io Country &, ¥

A(R) B(¢) R/$
- 10 2 511
Y 30 20 131

qaits three times a3 much to produees as X, or for every unit of ¥ given up, 4o
eould produce 3 unlts of X. In country B, Y 1s 10 times as expensive as X, or
for every uait of ¥ given up 10 usits of ¥ could be obimined. Ualder these cond. -
tiems it would be to the advantege of A to produce Y amd cbtain X in exchange;
similarly, it would be to B's advagiage to produce X apd cbtsin Y Lo exchaage.

If in trede Y will exchange for uore than 3 X, A would te better off. Gince B
cen get 10 X for mry unlt of ¥ given up in demewtic production, if B could zet
more than %ﬁ in exehange for X in frade, B would bte betier a;f"f. Thus an exchange
ratio between Y= I and ¥* 10X wom vepellt sach country. Ruble coste is & are
higher than § costs in B, but X i5 5 times as costly id / as ian B, vaile ¥ is Gily

w13 times as costly.

The distributiom heMen countries A m;dh of the potential geins
from trede vwill be determined by the rate of exchange between their two comrencics
{the nymber of R required to purchage one §), or by the terms of the barter scree-
ment by which they trede X for ¥. $hus & barter sgreement in which Y is exchuuged
for 6X would result in & falrly evem distribution of the geins from trade, wiile

an exehange of IX for Y would egnfer on couptry B all of the benefits from trede.

QECRET
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he Importance of tbe Price-Cost Ratio

With & knowledge of relative costs, those foreisn trade items eapeble
of ylelding the trading countries most gein could be determined. The sctuel zain
from trede, however, would depend on the gpecific comditioms of exchange. If
domestic prices sre proportionsl to costs in sech country (even though they form
a different propertion in each), it would be possible to determine the items in
which trede is petentislly most galnful by comparing prices in the two countries.
Thus if prices in country A‘m;xm the average total unit cest of esch commodity,
and if faetor prices are eQusl to the return which esch input could get in its
npaxt best altermstive occupatiom, then it could confidently be stated thet en
expansion of the output of X (in the example given sbove) by ome unmit with full
euployment of resousrces vould requlpe s contraction of Y's cutput by one~third of
& unit.

If, heweveyr, not ell fauctor prices equal their opportunity costs,
and if prices besr 2 verylng kelstionship to cost in éiffer;zn‘b industrics, amd as
betuesn countries, then the ratic of prices may yield ulslesding indications of
comparstive gaing from trade. Thus n the US the exipgtence of varying degrees of
monopoly smong infustries and fector markets implies prices lu & varying relatlon
to gpportunity costs. Simllaerly govermment interference with the price systewm by
seans of supports, subsidles or taxes can mean that the relation betweern price and
¢ost is distorted; and by different degrees in different induastries. In the USSR,

vages and profits are included in costs, but the existence of rent, depletion, and

interest {ihe retwrns to the stete owned factors of production) is dented.

SFURET
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Frus a stmple computetion of ruble-dollsr price ratios for e 1ist of imdividusl
cammodities would be subject to distortions of varicus dagrees and direction
becsuse of veristioms in the ratios of prices to costs. Without a thorough study
of the reletions between fioviet priees and costs tomether #1th mn adjustment, which
would necessarily De arbitrery, for the return to state-gwned factors, ruble prices
are only of sguivoesl sign'ficance io atesrpting to messurs even the relative maing
from trefle in gifferent commodities.

Noreover, even with complete knowledge of current costs of produetion
in the USSR and the US, the spplication of & ruble-dollar cost rztlio in »n estimate
of the gains from trade implies the essumption that domestic cotput can be exparded
at constant cogte. In many cases, imports represent such & mll proportion of
total domestic profuction in the Bloc that the sssumption aceords with reality
wighin the relevent renges of cutput. In those cases, however, where fmporic
coaprise a significant frection of domestic production, the eonstant cost assumption
requires examination. This is espbclelly true vhere the necessury expansion of
acmestic output comld only be schieved throuch an imcremse in the plant capacity
already #xisting in the lndustry. The proper cost of production eslculetiom would
inoiude only interest amd depraci&?.ioﬁ charges on the incvessed ocutput in the
current period. If, however, the achievement of this expenslon is only possible
with inereased investment, the burden on t e economy of replacing this import is
larger than that incurred in replacing an import from exlsting capaolty. Thus
even with complete knowledge of relstive costs, the use of mible-doller retios in
an estimmte of gains from trede would heve to be supplemented by considerstions of
existing capagity end the nature of costs .

ua_Ua lh l
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There are certdin imdustries for which tieconstant cost sasuaption
is more questioseble then for oiLiers. 7The extractive and rew material producing
industrieg are likely to become industries of repidly rising cosis if produetion
is pushed sufficlemtly, just becsuge the maturcl rRaources capable of jelding tivies
nimerel or crop sre of linmited Quagtity. Or sgain, certein maoufecturing industries
may experience declining costs with an exppusict of output Lecesee of tie existence
of external econoules or eccnumles of scale. Sowe knovledge of these lomg-run cost
conditions in the import-replacing sod export industries in necesssry if tie gfains
from trede srve to be acourately asapssed.

Fortupately toere is sveilsble the techuique of inter-industry
snalysis, whioh vis an imput-cutpui teble and inverse metrix, permits an exsming-
tien of the natuze of the impact laposed on the economy by the cessation of imports.
In indicating the nsture apd degree of both the direct snd indirect effects of an
expanaion of the impert-replacing iodustry, interindustry anelysis would aid in
lecating the potentim) short-rua Lottlenecks, which vesult fyrom 2 dlack of necessery
eapecity, and in suggesting the comsgiities subject Lo ineressing oy decrazsing
long-run costs. This technique can alsc be used to Fupplement and temt estisetes
of ruble costs derived from sctive gources. Within the next six wonthe there w.oll
be aveilsble for agplication an input~output table, & ccefficient and inverse metrix,
vhich will describe the interipdustry reletionships among Gl Procesaing and producing
sectors into which the totel of Soviet economic activiiy has been clessified.
Grouping all of ecomomic activity inta only 61 industries implies s iarge amount
of aggregeticn. This furtler meegs thet very detailed asd highly specific defini-
tions of import items Gemnot be bapdled. Thus ivom this metrix it will net be

pPossible to &xamine the impact cn the WSk of & cessation of lmports of capper wire;
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rather o cessation of imports of sll insulated wire and cable would have to be

exemined, & mach breomder category. Or sgain, the effects of an enbarge sgainst

the movement of Jiz-borers Lo the USER could not be examined; rather it would be
necessary to congider the affects of controlling all lmports of machine tools and
metal working machinery.

Exsuples of Ruble-Dollar Ratios

A prelizingry comparigon of 1550 ruble snd dollar prices for the
same coomodities, for exanple, revesls an average ruble-doller retic of 2.5 to 1
for certain machine tocl ltems, of 3@ 0 1 for egrieulturel camodities, and from
12 to 1 to 100 to 1 for certain nonferrous metals. On the bosks of these relative

each couptry,

it would appear that laports of sgrieultursl commodities and certainmnferrous

metals would offer most gain to the Boviet Union, and the cost of ilmporis gf to
the: would be minimized If they exported machine tools and electrical and electronic
equipment {for vhich avallsble ratiop averege about 7 te 1) in eschange.

For exnople, sgricultupal prices in the US and USSR, when capared,

show the following retios (rubles to one dollar):

Whast 25
Rye 30
Barley 37
Onts 32
Corn T2
Other oain 168
Rice 103
Cotton {fider) 15
Wool, gresse S
Potatoes 16
Boy besns 100
Figh

Bugsy beets 0

{;\

3iRET

2
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The ruble prices on vhich these ratios are baged include the turnover tax, but
exclude rentel phyment. As indlentors of relative costs the high ratios for vies

snd Tish are especially suspect. Rice 1s grovn in the USSR under the same condl-

tions as in the ¥S; it is hard to eonceive that the Boviet fishermen are 100G times
more inefficient then thalr U3 coudterparts.

Among nonferrous metsls the following ratios were fourd:

Alumimes: ingoet 18
caatings n
sheet " 16

rod {3
ieill/w“)lé
Cobalt 103
gopper, elsetrolytic 16
: sheet 1h

tbing 1o
wire 15
Mercury 7
¥iekel 37

The ruble prices on vhich these rat;:.‘. o8 sre besed exclude deplation and conseguently
are low.
The lowest yetiog are gmerally fourd for industrial equipment

as the fellowing exesples suggest:

Veartiehl boring and fuorniog mills L
Surfuce grirding meclines 7
Eng:ne and center lethes b
Horisontal turret l&@es 2
Trectors (100 BF and over) 6

011 products similerly are relstively cleap:

T

Agto~tractor oil

Dlesel motor oil E

Industrial oils 2
Chamicals relatlvely sxpenaive:

Tolulene 19

Eyrogen pertasde 23
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Again it should be reserbered that the rav materisl costa of these industries do
not include remt snd depletion peymemts.

Studiss slresdy completed indicate aun sverage ruble~dollar price
vatio for the totel of Boviet produetion of spprozimately 10 to 1. On this bas s
mwummeamaygm vetio Bver 12 to 1% is high, lower then 5 to 7 is
iow. B%111, however. the correlation between prices and cests for ratios within
this range iz entirely emblgucus. ¥e can, however, &t the present state of our'
inowledge suggest that in the emse of extremely high end extremely low ratics a
presusption exists that costs too mey be extreme, and thersfore the Bloe woudd

derive large gains from imports of those commadities besring very high ratios.
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Saggestions for Oparstions

In the 1INt of the above discussion although it would be most desirable
%o do able to draw up a detailed 1ist of £00-0dd Soviets imports ranked
m%ﬁmﬂ&tmlmt&Mmmwummdmue
sseneny, the censtruction of sveh 2 list would require far more price.cost
o faterindustry relationshdy informetion than we now have, or are likely to
have in the near future,

Within the range of the feasible, howsver, two courses of action can be
mggested, each of which would reguire the addition of a new attribute to the
sxiziing 1ist. 4s the entire previocus dlscussion imdicates, the criterion of
e amcumt of gain from trade, or $he oost incurred upan the cessation of trade,
Zow determining which western products are to be denied to the Bloc is en
svencaically sound and rationally defensible standard. It is thersfore suggested
thet & naw attridbule be added w ich states that, with esrtain specified excepilons,
thoss commdities would be subject to expart controls, the loss of imports of
whish would lspuse the greatest cost or the most distorting impact as the
ssanomy of the Blos, Such an sttridute should be accepted fairly readily hy
reasenshle free-world pariners, and once accepted wculd ecse considerably the
arden of megotintiony,

1. 4 Uat eounld be constructed of S0 or 60 commodity categories ranked
asocording to the cost whish the less of western Luporis would lmpose on the
domentic egenomy of the Plce, The examingtion of the domestic effects of a
mmaﬁmwdmﬂs,mmmtmh@.um‘u

eadsrtaken $x OBR as part of projegis already initiated, Moreover within the
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uﬁ-h}.ﬁmmrﬁ!pﬂlﬂmwmﬁnhm. This
addstionsl inforsstion, together with prics data we slready have, will neralt ue
um,hmxmwzenuu,wwdm
ﬁt&htmlmwtm&wdnuw. Trow by using
wmhmlmﬂzsammmmmm. supplsmented by the consider-
mmmawmummkwmm;m«maw
mkmwmmym,mumawum
ad secording to rélative costs. The task can be simplified gsomewhat, and
sxdsting in ormtion rupplemented by the following constderstions.

1. Prototypes, by Sefinftionm, are not domstisally produced in the Flee;
Mmm:n,snmmtuwmﬁﬂaﬂm&gamak
wm;&:ummmmmmm Because they are not pro-
MM,MmbMuthhmdmmwﬂd
Mmﬂ%&dmﬁni@di&ﬁﬁmﬁ%mﬁmmﬂ%h
1arge. (mpp;. below for a fartimr discussiem of the gains from imperting
prototypes). mmmmmmwuuhwﬁm
Maﬁumufthgmzﬁnmaﬁzﬂm.

2. mthmwywmwwsfwﬁ&wm
ummaormstdats,mﬁtmmﬂuumlmmmtobqwam
WW”WMh:ﬁwdmmhg,wh—
mmwm@eﬁatmﬁuﬁlmww&mmnau&s‘
tense of sisesble scomcmies of seale. Or azain, sny comseditiss known %o be
mhmthMﬁ@wIwQMthwhmm
of sizesbls zeing from trads. mmsmammx«mm
s signifiesnt fzpast on the dimestic ecsnowy.
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Maﬁuﬂmwuﬁmmmummm
uzhmummmmfmwama,wanﬁanmw
mmsimrmamwmwygmmuwmmm
thcmhﬂmaflwndrewmwm. doproxcimptely a year
will be required,

2. immﬁmmamhcw“ﬁﬂarm
ut&zmmw,aranmuwna,mmmumww
mumdmmuumwm. Within the teras of refersnce
¢hwmmmmmwmu,wmﬁ,a
mmmmu;wtyumammmﬁm
sesmation of imurts of & commsdity being cousidered as a suijest fer trede

soxtrela, I‘Mmmﬁhmmuwmm%,
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Even with cpmplete informtion on relstive sowts of produetion, there are
mmummﬁtaméuafn&haenuna;uaww
relstive gains fyom trafe. mmumamaramﬁatm
MﬁWmuhtiwmsﬂmmmdwmt&ﬂ&tmm
emmgtuumsmmmammtmmmum
plaee when they sre used, This trénsport cost In tarn depends om relstive
trangport rates snd actual gesgraphic leestions. It %s possible for transport
sosts to b so Righ, In relstion to relstive production costs, as to nezate
etirely ~aing from trade. Itu;mmtagomﬁelmﬁmhbt
eush that trads is gelnful despite neglisthble differences in relative produstion
sants.

The daia sk computationsl problems involved in matehimg a rate-times-Sis.
tanse for svery cemedity sre obvisus. 1Is a first spproximtion it eould be
Mhtmm"m&aﬁmmmﬁumthmuw
ratio %o cost (price). Transpert sosts will, of course, be a larger percest
dWMI@mwm;mswﬁm;mmamh,m,
e ratis of tramsport to production cests is 1iksly tols sbout the seme fér
enrtatn commwdlty crowps, especidly from the border of ome coustry to the berder
of the other, For exawle, trensport costs on bulky rew materials are likely
wbgwwmﬂmmemmntmuswh@hm
rieated goods. figs 1f within each catsgory of cowmdities bearing avproximately
mmmaﬁwmwwﬁmmu,wmmmm

to their cost (price) ratios from high to low, the list would also represent the
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exvhanges that would be most gainful, ceteris peritus, slthoush the amount of
zain fros trade {or loss from ebarge) could not be determined,

mmamwmwtmmmrmerumnmmm
soxte ave repres¢rntsd by a given ruble price, and thet fres world costs are
represented by & U3 prios. Use of A USSR price assumep that the Soviet Tniom
is the low cost producer of the itep in the Bloc, end that consequently the
Hee's galus frem trade implied in the ruble.dollar ratios are mexi-wm gains
nm«:m;«tun«w. Similarly use of a US price assumes that
4+3s sountyy 1s the low cost producer in the West and that the West's gains from
trede are saximag In feras of the apst of sxports. In each case use of ruble-
dallar ratios ssgumes that gaina are naxdismm in terms of the cost of imports,
Witk the expspilen of certaln machipery items produced in the satellites, this
asewmption about Floc costs is probably closs to reality. Where the nature of
intra-Bloc trade or other consideralions mske the sssumption seem imappropriate,
afditional informailion an costs in other paris of the Bloc will be sought. The
ssmoption sbout free world costs, however, 1s probably less Justified. 'hile
in the fisld ol asmmlactured g@odl,i US produetion costs in general are probebly
a8 low as those of any western couiry, if transportation coste to the Mloc are
ininded, Vestarn Zorupe mey Wil be 2 lower priced merket thon the US. The
same 32 trus in the case of raw nmsterials, with the edditional complications of
gewsrmunt suppotts for prise in mapy caser, Lmport quolas end otdwr Impadiments
te trade. izain, the cost data will have 1o be sdjnsted acoording to the

geographic patteen of Rast-Veat trade,
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i,

dowelop imto mmitere of enly simee sargisal significance, relevant in tie sase
of a fou wawditiss. Oertsinly wre lportant in swpplesating redls-dollar
mtise 22 & baslis Loy Wrelle aootawls is imewiedge of relatiwe dacand sad supoly
oondidtons in the Bloc. Yhe rubleedollar retieifer ene semmdity way e
mlstively ime, sy 5 %0 1, and yot the somsolily way be prefuced wnder sueh
repidly using sont conditicns thet iaperts are Bighly Lportast te the 3los and
evisrge wdd do algadfioent injury. Iwmpesing s esderge ea covmdity ssoh s
scoapdity would Stas do far mare igjary then e s & ssmedity fer w:ish the
relocdollar vatle is Nigher, Dut for wdoh desand sud sapply conditione in tie
blos see move slastlic. Imselar as yising sosts sre the sewslit of inadeqaute
sapscity or linited neturel yesowrage, it i heped thas interindusticy ssslysis

will oall sttantion to the disperity.

A dmowlodge af densnd and supply conditions laplics & knowledge of the du-
#res to wblsh one commedity is mdetitutable for anciber in predustiss or use,
and the degren io widek sukstitules are avallable, Such kmewlsdse e of so-vwe
Infinitely nere difrianlt to obiain WNin prises, or swen oot date. 4 metion of
thzn&ﬁmtmwdﬁwmnihw”mhﬁﬁﬁ”
chasgos n 1 pubRIR of SLas ooVars:£or voviarn seds. M dssveans a Zhes
cﬂmtwrm&amﬁm.m,wm'nhaﬂ

srlly short supply of the goed; e 1S my indisats an wpusrd ShifS inm demnd
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in the fese of relatively imslastic supply, or & politicllly motivated action.

Mm&.m,mb.mwmwmmwm
hmmmu:«mmmmunasmamﬁn
o in sonfunction with foreige trede. Mm«mmmhm
mﬁ&mmwmlmwam'

Mmuum;mmmmwamm

%@Mﬁmﬁnﬂﬂﬂn:ﬁf&lm hthemafotbarmﬁi‘h,
m,,m%smwumaaazmmﬂ.mmm
:mmwmxwmwmmmmmw
peried. &m&amw:muuuwm
Mﬁamﬁhﬂuhwwtmcm.
wm&mammammmumma
thm,iﬁmmutmmrmtzismmwhum&
mmmmﬁomgm
mwwa«mmnmhmm
hwawkmwwzmawmmn
seaslders strategic, Qnmalwh:mmmﬁlummma
wmtﬁmmmmutummm;mnmn
mzm,mtum»mwwamnww
mnwmma&aiwﬁnnthmwmm
of any materisl, mmm,m.mmmmmm
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teedis oentrols would ispose an economie eost. Sueh restricticns however,
aight alse promete lang-run aivautages io the USSR if they gerve ic stimidale
the preduction &f detter substitutes. Thug it seexs likely thet in tle Soviet
view ntarly all commedities are sare chemply atiained through domssiic prodestien
rather Uan through trade, becauss there would be included in the cost of imports
the sost of faregalng the securliy sdvanisges of producing the good ab houme
mnm%zmmw;&maﬁemﬂdmmmaawm
Zor whisk its owm pubstitutes are giill inferior. Through trade tigy gain time
for the ressareh and develogpment of new sources of their o, them, or insefar,
a%mmkmmmimtmummmgnm
restrictions can do them nc net injury. Considered in tiis light all losses,
WAk ene exeeption, inflisted on te Bloo through trede controls would be teuperary
md wuld be terminated wpon the wuccessful development of doaestic sources of
;pply.

in lmpertent eategery of Eloc imports frem the best, however, lies ia
mmtm&qumwmammmw. o long sa
mmmmw@maumnﬁamzatawcam
iz any specific line, the Blee can pave capital costs by lmporting protoiypes.
In this wey thelir sffective supply of research ability is enlargeg, and the
necsesity for bullding pilot plants is elisinated. ike loss to them, should
Mh@%%mﬁ%mﬁb&awtﬁmrﬁh«u@a
tamporary lozs, for they would have to devele more of their rescurces 4o ressereh
and development than they nox do.

m%m&mwfn%hIntmﬂdth‘ﬂmudﬂa
Eloe as symoncmoul. zsmuwba-amme&tmmxdauwm
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dnteaumining thoss commoditiss in which trade would be most gainful. Our know-
ledge of interindustry relstiomships rolatsd to the USSR alene. Ideally we
should prefer such informatien relaling to the interindusiry relatlonships fer
the Dlac as a whcls, for it is entirely comowiveble that the USSR aicht be able
te pacs om the berdem of the loss fyom trade conirols to some other part of the
oo. Thms 1f sew other part of the Wloe 1s producing end using an evbarjoed
pest, e
eemmodity which $he UISR had obtained from the/\&wiet Union would probsbly
replese ity lost Lmports froa Ploc sources, and thus force the burden of adjast-
gt on to & satellite, ot amy Yise sources of comsoditlies conpldered strategle
by the USSR are wndoubtedly deing explolted already and are probably belng
shipped to the USSE. The only way the Bloc as a whole could escape the loms
weeld bs throngh the diseovery withdn the Bloc of new muress of supply. Further
if the sunivels aopliied is the USSH are not applied to the rest of the Wlog, then
the weasure 3f i8e coenumic loss i mesninsless. The omly loss involved would
be the extra respurees {if my) involved in importing frem the West vis those
eewskrisz to which the contrels do mot arply. It seess wnlikely, however, that
if sontrels are snifarnly applied $o the Bloe and affective, the resulting loss
“hmmwﬁf'fﬁmlémmby%m“amh. It slso
souns 15ksky thed the URSR is alresd- getting most, 1f wot all, of the ouiput
of stretegic itemn of ofher parts of the Moe,
1.8, Regiomel spplicstion

A Tres wmrid exbarge of shipmente of any singls itax to the Ploe wlll

e snocessful only if cwvery western coumtry producing the ltem agrees tc enforee

the sontrel. Thes & sholoe of any list of exvorts o be comtrolled -wst consider,
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fn ad¥itlon to the econemie leez It woild imnose on the Tloc, the faasability
of its baing acoepied by producing countries. Past exverience has indicated
thet the merw esoncrically dsvaleped countries sre more willing to undertske
such 2 pregraz while the econcmically underdeveloped ecuntries either will mot
or omnet.

If the sa=e controls ere ot applied %o the entire Tlos, the anvroprlate
sost ealcnlations are those based on the offecta of the least strincent 1ist,
That part of the Zloe azalngt wh'agh the wore strin ent e;ntmls arve gimed cen
sasily odtain throungh other Hloc partners vestern joods permitted to the latter,

2. Impert Centrols

Insofar as Floc somandities ars 2014 to the West for the purpose of
earaing forelgn exchange to finange Zloc lmparts, z limitation on "lec foreim
sxehange sarsings would sohieve ihe brosd purpose of centrel. Comtrol over
western imports fyem the Mog, however, couvld only 1imit the tols) amount of
sastern curvencies svallsdle, Py themselver such controls wuld not be sble to
deny specific wstern commdities to the Ploc,

I, hawever, Bloc efforts to svade export controls anpeared to be rela.
tively sascecsfu) - if the Bloc were scquiring significant quantitles of en-
bargosd wantern opwedities b naylng 3 sufficient premium &n the black market-
the export eonirols could be made more sffertive by 1imiting the amounis of
convertitls currencies svsiladle to the Moo, It seems rether 1ikely that the
Blos azents vhe clvomdvent oabtrols and ship ewbargoed zoods to the Elec inslist
o3 paymnt in mmyertidle currencies (the Conedian or US dollar, the Swiss Franc,
and muok). Such limitation wuld require comtrol over foreigneheld balences of

thess currencies, im arder that the; not be transferred to Bloc ownership, would
Approved For Release 2001/035@2[.:.@1393DP63-00084A000100020019-4
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require & limttation of all western purchases fron the Sloe requiring
paymente in these currencies, including western purchases of 5lec gold. The
sdainistrution of such & program would probably be diffiemlt,

In addition, if the West, espoclally western Turope, refused to purchase
Eles zold, it would denmy to itself the advantajes of larger 30ld ressurces.
The imcresss s imternsl and iniopaailonal cconcmie atabillty resuliing from
larger gold reserwes 2y well as the incrsase in oonf idence derived fros Luen is

aW%wM%Mtdmmﬂmﬁwm&ﬂawua&.
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