/@40( dE

Approved For Release 2001/08/28 : CIA-RDP63- 00084A000100150002-8 JQ’W

‘ y / ,,ﬂ,lfj :
&RET VA |
_ 1 g ?ﬁ,/ -

CFEP DRAFTING GROUP By
ECONOMIC DEFENSE POLICY REVIEW [, —

N
o
i N\
AN
s

N '
N\

a“ “;‘
Y

EY

Staff Study No. 10
Draft of June 22, 1955

{ sition of Financial (blocking and import) Controls vis a vis
Y W l - e SoTrIe—Fioc Countries Other than Communi st ﬁlm

This draft of Staff Stud;y No. 10, "Impositlon of Financial
(blocking and import) Controls vis a vis the Soviet Bloc Countries
‘Other Than Communist China", is transmitted for your use in con-

hection with the work of t.he CFEP Drafting Group on Economic Defense
Policy Review. )

In compliance with the request of the Chairman of the
Drafting Group, the Executive Secretary, EDAC ’ is providing repro-
duction and distribution facilities as a service to further the
work of the CFEP Drafting Group.

Irving I. Kramer
Executive Secretary

Distribution: -
CFEP Drafting Group

*TREA Declass/Release Instructions On File*

D

—— 4
Approved For Release 2001/08/28 CIA RDP63 00084A000100150002 8




;" Approved For Release 2001/08/28': CIA-RDP63-00084A00010

cm BRLFTING GROUP

ww‘

sutf study llo. 10
- Draft of Jupe 22, 1955
(Contributed by rnasury,
.' . ' Comrco) "'t' (‘4'
~} F . ) ¥
z-i(:. : ofmeial block iz und '-.TW*‘W‘*"”“I‘““.
Q;WAA e A & f‘“»b
I,[,_'zﬁ‘:!; g Téf'
gw g ¢ 2) wami

oL
e o r“()

\‘

1. THi’storicaJ; o 3

- ' W ¥ J\ g
':gglwmnm sountries and mer a5 “‘mi'ub aet ,qm—%
econdmic warfare munre SLinst the Ax;ls pmrs. n marek C i o ERd
\ c“r" {hﬁn{' i €
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phole for evading freezing control. After the
thé bloeking controls were’ extended autonatioally
to all Japaness ec ‘i the Far Bast. i R
‘At its inception, .th Fpreipfnnds Control of World Var IT had as its
primary purpose the Préte64isn of the assets within the Tnited Statés of
invaded countriea in ordoi‘ to preﬁent their’ falling into the handa of the
invaders and in’ order to,: 'prétect Amorican institutions

claims AS the’ intcl;‘luftf

“erisis dsepened, the Qlocking contml was used

as a weapon of oeononi . directed against the Axis powers thronzh

aevering an fina.ncial and-_:eomreial intercourse ’ trado and ceuunieaticn,

direct or' indirect, ‘between 1 tke!nited States and the Axis and Axi'-denimted
countries, and prenn

_"”v"ﬁnancial and comsreial int

‘between the United Bt;tes and"my foreigi country whioh direetly or indirectly
benefited the Axis.,

At the end of ﬂorld Yir II the blocld.ng coxatmls raro 1ift.ed from the :

~ assets in the United Statu or ‘the fomerly occnpiad countries. The United
f ﬂsuﬁf assqts othhe chi L. en eqy countries, Gernany and Japan, were vested
L~ 0@71”-“‘

&

T

i Gt nt) fhe World War II assets in this Gountry of the kxis
satellites, Rlinania, Hungary a.nd Bulgaria, which are now Swiet satellites,
are still blocked under the juricdictien of the Jusf.ice Bepartnent (whieh
succeeded the i‘reasury as t&inistrator of World War IT blceked property) but

assets accruing to these countries since December 19&5 are 'not blooked at

present. The world ‘iiar II asaets ef I.atvia, Iithuania and Bstonia and some
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Separate controls over imports of nerdhandise originating in Axis held
territory were unnecessary during the Horid War II period since such products
were prevented from reaching the United suﬁes by the Allies naval blockade.

(B) Imposition of controls vis a vis Communist China and |

North Korea in December 1950.

The present blocking regulations; the Foreign Aasets Control Regulations,
were one 61‘ the economic warfare measures takez; by this Governmeni in December
1950 when the Chinese Communists intervened in Korea. These Regulations were
intended to deprive Communist China and Horth Korea of foreign exchange which
could be used im support of their> aggression. The Regulations block all
property in the United States in which thgro exists any Communist Chinese
or North Korean mﬁrust and prohibit all trade or other financial trans-
actions with those countries.

Imports of goods of Commimist Chinese and North Eorean origin are pro-
hibited as a part of this program to deny China fofeim exchange. MNoreover,
in order to effectuate this policy, the Control has found it necessary to
prohibit the unlicensed importation of various types of merchandise
historically imported from China, regardless of the alleged place of
origin of the merchandise. These restrictions have been imposed because
of the extent to which products of Communist China had been misdescribed
as the growth or product of some other country in an effort to evade the
Regulatiens.

SECRET
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2. Legal Authority. Statut;ery‘" authority now exists for Secretary of the
Treasury to impose blocking and import controls under Section 5(b) of
the Trading with the Enemy Act.

By Executive Order 9193 the President has conferred upon the Secretary of
the Treasury all powers and authority vested in the President by §§ 3(a) and
5(b) of the Trading with the Enemy Act (4O Stat. 412, k15, as amended; 50 U.8.C.
App. (3) (a) amd (5)). This delegation carries with it responsibility in time
of national emergency for the regulation, where required, of an dealings in
property subject to the jurisdiction of the United Stp.tes in which any
foreign country or national has any interest and of all trade and financial
trangactions with such countries or persons.

The Foreign Assets Control Regulations were issued pursuant to this
statutory authority following the ﬁoclaration of a national emergensy by
the President on December 16, 1950, The same statutory authority may be
utilised to impose blocking and import controls on the other Soviet bloc
countries if desired.

3. Objectives and Basic Concepts of this Control Mechanism.

While the United States has since December 1950 imposed blocking and
import controls on Communist China and North Korea (as well as a virtual
export embargo) such controls have not been iiposed on the assets of and
import from the countries of the Buropean Soviet Bloc. In the case of the
Buropean Soviet Eloc countries the United States has thus far been concerned
only with denying to such countries goods of significance to the Bloc's war
potential and for this purpose has chosen as its primary instrument inter-

national security export controls.

SECRET
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Certain basic questions which would be involved in extending blocking
and import controls to the countries/io'.tfe Eurcpean Soviet Eloc would seem
to require some discussion before considering the economic impact of such
controls on the Bloc and ceriain administrative problems which would be
jnvelved in such an extension of thess sontrols. The questions are the

following:

(A) Is the economic purpose in the case of the Soviet Hloc; as

in the case of ¢ ist Gxina %o den foreign_e‘zcha.ggg 80

as to prevent aequiaitien of _goods and services therewith?

- The primsry economisc purposo of imposing blocking and financial controls
on Communist China and North Korea is % deprin those countries of reroi.m
exchange -=through inobiliaing the dollar asaots they hold in the United
States; closing the inpcrt;nt United States -arket t0 their goods, and
cutting off the exchange which normally would accrue to the Communist
authorities if peraons’ in the United States could freely contimue to
send support and other remittances to persons in China.

Although the !uropegnAsOviet BEloc does not have as many unblocked
assets here as Communist China did prior te ‘our blocking that country's
assets and is not dependent on the United States market for its exports
to the extent the Chinese were, the economic warfare objective in extending
the blocking and import controls to the European Soviet Bloc would be the
same as in the case of Communist China, namely to deal as hard a blow to
their economy as we are capable of through action which deprives them of
needed foreign exchange with which they might otherwise acquire goods and

services in the United States and abroad. This is not to say that in any

SECRET
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extension of these controls to the Eufepean Floc this economic warfare
objective would be the paramount consideration involved. Indeed, political
and psychélogical aspecis vquid probably be of considerably more importance
in any determination to extend these controls. However, aside from any
political and psychological reasons for imposing blooking contrbls on the
European Soviet Bloc ocur economic purpose would be to deal a blow to their
econemy, through depriving ﬁhen of foteign exchangs.

Tt has been suggested that blocking the Burcpean Soviet countries
might be done to prevent them from using tﬁeir doller assets and earnings
for propaganda and subversion and to provént ther from financing in dollars
imports into the Bloc from third countries of qtrategie'gbods, while non-
inimical uses of their dollar assets could be licensed. It would be
diffioult if not impossible te operate an effective blocking centrol
which would achieve these objectives. In licensing transactions gonsidered
not inimical to the United States; the licensing apthority uouid have to
rely in the main on either representations made to it by Bloc applicants
or on onerous investigations. The only operatianalli feasible approach
would appear to be a firm policy of denying all gpplieations for licenses
to use Bloc issets except in unusual circunstaneosog This would probably
amount to denying use of Bloc assets in almost all cases so that we would
wind up with close to complete blocking.

Moreover, even the most rigid blocking would not eliminate cloaked
assets and transactions. Propaganda amd subversive activities could still
be financed from assets cloaked in the names of nationals of friendly

foreign countries and in the names of secret agents in the United States.

SECRET
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Blocking controls ‘like;wiao would not proglndo elpaked illegal sirateglec
trade dollar transactions financed through institutioms in non-blocked
countries, where the transactions are cloaked and neither the bank abroad
nor the U. 8. bank hélding the cover dollar account is aware of the purpose
of the paymsnt. In short, direct enforcement could hamper, but not prevent,
cloaked activities.

The blocking and import controls, however, ‘would, through the demial
of foreign exchange to the European Soviet Bloc countries, have some effest
on undetected cloaking activities. Since the Bloc would have less exchinge
available for goods and ‘sorvices‘ some subversive activities and some |
clandestine strategic trade might be eiinj.natod as a by-product of tho'
denial of exchange to the VBloc.

The basic economic warfafe ebjective '@hat a blocking and import corntrol
dircctcd' at the Buropean Soviet Bloc countries could have weuld therefors
appear to be a denial of dollars to the Eloc to prevent their obtaining

w The Thee Wsrtd.
goods and se cos4through their trade and financial transactions _w’i_tg_

" the United States.

(B) Are there difficulties ooncoztﬁ;l}_.y in having import
n .~ controls without blocking Soviet Eloc assets here and

: ; ,\\\(«,\E‘IF ! without preventing non-trede remittances to the Hloc?

It would be difficult to justify a program having as its ebjective the
denying of foreign exchange to the European Eloc countries if the United
States merely banned imports but at the same time allowed these countries
the free use of their dollar balances here and placed no restraint on the

gransmission of funds by Americans to these countries. There would appear

- SECRET
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to be no logical answer to queries ‘n'om the public asking why, if the U. 8.
was interested in depriving .the Bloc of foreign exchange, it did not take
all effective measures at its disposal to aoconplish this objective and not
Just impose controls on imports. United States importers affected by import
restrictions under such circumstances could and undoﬁbtedly would complain.
They would allege discrimination since they could not buy goods from the
Bloc and make payment thpréfor although othexf_ Anri‘cins oould freely make
any type of payment they wished to the Bloc countries such as for services
or support reniﬁtancu withont let or hindrance. my 'would point out that
the dollars accruing to the Eloc in this fuhion, though perhaps not ag
voluminous as those which it might derive fm"l.lnitqd States imports, were
mnetheless valuable dollars to the Bloc.

(C) Is it 11logical when viewed sole fmn aﬁ eednb‘nie “defense

ctandpoint, to have selective hport controls with possible

exception of alloving certain atutwm for onrridig‘

reasons? 5 , B
While it might be o#giir as a purcly:g»aﬁnni'u’intive matter for the
United States to impose import controls on a 1limited number of Soviet Hloc
products--for example on the Eloc's larger dollar earners--such selective
import controls would be diffieult to justify assuming the U. S. objective
in imposing controls is to limit the purchasing power of the Hloc. In the
short run the imposition of restrictions on the most important exports of
the Bloc to the U. S. would deprive the Bloc of substantial dollar exchange.
However, depending on the importance of such loss of exchange to the Bloc
and whether a market could be found here for other pProducts, the Bloc might

SECRET
Approved For Release 2001/08/28 : CTA-RDP63-00084A000100150002-8




Approved For Release 2001/08/28 : CIA-RDP63-00084A000100150002-8
SECRET

-9 -

within & ressonsble time substitute unrestricted products for their
restricted imports. This would then necessitate our imposing new import
restrictions after each significant change in the composition of Eloc
exports to the U. S. if we wish to keep down their do_llar earnings.

Additionally, and probably more important, since selective import
controls would affect only those import businesses concerned with the
controlled commodities and the importers from the Bloc of unrestricted
commodities would not be af.fectod, such & policy would bo difficult to
Justify to the United States importers of restricted coﬁqoditios. If our
reason for imposing import contrqls is to deny oxcﬁange to the Bloc there
is no reason for singling out a particular group of importers to bear the
burden of the control, other than perhaps ;dminiytratiio conn:ii.nco ihich
is not likely to be a convineing reason for the 'digg'rininaﬁonQ

However, it would appear to be defensible to allow some Eloc imports
to come in while others are excluded if the basis for the admission is
overriding defense considerations. In the case of our present Gmmunist
China import controls at one time we licensed imports of cértniﬁ Chinese
commodities held by the Defense Department to be essential to the defense
effort--it being felt that our obtaining the commodity was more important
to the U. S. than the fact that the Commnists obtained foreign exchange
therefor. However, short of such a justification it would be difficult to
defend publicly a program which allowed some commodities to come in and kept
others out sc long as our reason for keeping some commodities out is damage

to the Bloe through their loss of dollar earnings.

SECRET
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If the U. S. were to exclude certain Soviet Bloc commcdities for a
purpose other than to deny the Bloc the dollar Proceeds of such sales as
for example import restrictions inposeci for sgsentially protective tariff
reasons or to prevent the U. S. from unduly relying on imports of certain
commodities from the Blbc s such a pmgrm; could be defended logically.
However, this could not be justified on the ground their purpose is to hurt

the Bloc through deprivation of dollar purchasing power.

() Do blockingg:ontmis including import controls imply a

cessation of exports to the Soviet Hloc too except_to

extent we are willing to_allow imnocuous exports for

" free nchagg"? :

If the economic purpose of imposing .bléekiiﬁg:and import controls on the
European Soviet Bloc is .to deprivé tho#e countries of foreign exchange with
which they can freely acquire goods and uoﬁicag both in this country and.
abroad it would be consistent with"t.his objective to license such exports
to the Furopean Soviet Bloc as we may desire provided they are willing to
pay for such U. S. exports with new funds remitted from abread for such
purpose. This is the situation which exists at present with respect to the
exporting of publications to Communist China, viz’waily the only exports the
Ue. S. is willing to allow to go to that sountry. A Department of Commerce
general license authorizes the export of publications to Communist China but
the applicable Treasury general license only authorizes payment therefor
from new fre‘e funds remitted to the U. S. for this purpose by the Chinese
Communists. |

If the U. S. objective in imposing import controls was not to deprive

the European Soviet Bloc of the use of all foreign exchange, in so far as
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it is in our power to do so, but merely to control the use of the Hloc's
dollar eamnings we could permit non-gtrategic exports to the Bloc to be

paid for from their blocked assets. Under such a program it would be possible
to liconse‘ exports of non-strategic ccmoditie@ to the Bloc if payment were
made from blocked accounts established with the Proceeds of imports from the
Bloc which have been licensed. This, however, would not be 'a U. S. control
for the purpose of denying utilisation of EHloc q;mings from transactions
with the U. S. It would be allowing the Bloc to utilize such agsets and
earnings for such exports as we are willing to permit, and more importantly,
which the Bloc deems it im its interest to acquire through the Proceeds of
its exports to the U. S. Moreover, it would be unlikely that if the European
Soviet Eloc were Slocked, but with the privilege "of using the proceeds from
its exports to the U. S. for certain U. S. goods, they would be willing to
export goods to the U. S. to aequire blocked do'].lars. For the value to

them of such blocked dollars would be limited to obtaining certain innocuous
merchandise which they could probably obtain anywhere in the world and where
they would not be in as much danger of losing the use of the blocked proceeds
of their exports if the U. S. later decided to impose a more severe blocking
control. Even if we were to permit the utilization of the proceeds of Bloc
exports to the U. S. to pay for authorized U. S. exports to the Hloc, it
would not be logical to allow the Soviet Bloc to use its blocked assets not
accruing from current transactions for exports to the Hloc, however innocuous,
since the result of such a policy would be that any pressure ﬁhich the blocking
of these funds might otherwise have had would be substantially dissipated.

SECRET
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Tt would seem, therefore, that if the U. S. objective in imposing
blocking and import controls .is’to d@prive the Bioc of what it would be
able to acquire with 1_t_.g dollar assets and earnings it necessarily follows
that they should not be allowed to acquire any goods whether they be U. S.
exports or not with any of their assets or earnings. For if we allow the
Floc to use dollar eamings to pay for U. S. exports we should recogaize tha.t_r
while we are controlling their imports into the U. S. so that they may only
acquire therewith U. 5. goods which we desire to sell them, these goods must
also be the commodities they desire to buy from us or they would not allow
exports to the U. S. in payment. Such a. controlled system of U. 5. Seviet
HEloc trade would also necessitate our forcing mto Soviet Bloc trade Mels
those Bloc exports to the U. S. that normally move here through third countries.
We could not allow indirect 1mpor’oﬁ from the Bloc ’throngh third countries
since they would be acquiring free exci;ange with their sales of suéh goods
in third countries, while if they sold to the U; S. directly the proceeds
of the exports to the U. S. would be blocked. We would have to bar such
indirect imports in any scheme to tie their imports into ‘the U. S. with their
purchases from the U. S. Of conrge, if our import controls were enforced to
bar any useful employment of Soviet Bloc foreign exchange earmings this
jndirect trade would have to be bamned too.

In sumaary it may be said that to the extent that U. S. exports are
allowed to the Bloc for its déllar earnings we are softening the impact
which our import controls could have on the Bloc if f.hey were used to deprive
the Soviets completely, rather than partially of the U, S. market foi' these
goods.

SECRET
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(B) Is it feasible to impose selective import controls to

promote primarily non-ecgn@nic defense U. S. objectives,

such as allowing certain imports only if the proceeds are
utilized for purchases of U. S. agricultural surpluses?

As pointed out above, allowing the Soviet Bloe to buy with the dollar
earnings from its exports to the U. S. some selected goods from this country
(in essence U. S. exports agreed to by both the U. S. and the Bloc) is not
logical if our aim is to deliver the maximum economic blow to the Bloc which
can be brought about through the imposition of import controls.

' However, if the purpose of the U. S. in imposing import controls is
something other t.iaan to deprive the Soviet Bloe of goods useful to it through
curtailing its foreign exchange earnings, import controls might be appropriately
used in conjunction with selective export controls. For example, if it were
dcterl:l_n‘ed to be U. S. governmental policy to promote the sale of agricultural
surpluses to the Soviet Bloc we might bar imports from the Bloc unless their
proceeds were used to purchase such U. S. agricultural commodities. or
course, if the Bloc did not wish to utilize exports to the U. S. for the
agricultural commodities this procedure would not work. But if the Bloc

were willing to acquire the commodities in‘qtiestion. in exchange for its
exports to the U. S.--import controls and controls blocking the proceeds

of such imports except as released for agricultural purchases could be used
as a mechanism to effectuate such a program.

This, however, would not be a program to deprive the Bloc of the purchasing
power of its dollar earmings. It would merely be a plan to give it only those
goods for its dollar earnings that the U. S. wished to sell to it and which

SECRET /
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would only be bought by the Soviet Bleoc with :‘it.a' dollar earnings if the Bloc
considered it to be to its advantage to do so. If it did not, there would
be no U. 5. imports from the Bloc and accordingly no sales of agricultural
surpiuses to the Bloc.

h. Administrative Problems involved in Extension of Controls.

(4) Difficulty of blocking assets of and preventing dollar
transactions by Soviet agents and cloaks located in

friendly foreign countries.

If the blocking controls were extended to the Buropean Soviet Bloc
countries the assets here of agents and cloaks of the Bloc who live in
friendly foreign countries wouid be tochnicéily blocked undbr the Regulations
but in practice their American assets would not be blocked unless the Govern-
ment or the American financial institution had reason to believe that the
person was a Eloc agent or cloak. &usﬁcww information that such persons
were agents or cloaks would usually be difficult to come by for it must be
remembered that a national of the United States or of a friendly country
cannot be blocked on mere suspicion.

Thers might also be involved difficulties with friendly foreign
countiries if the U. 5. should block some of their nationals, as nationals
of a Soviet bloc country. This is obvious in the case of ostensibly
respectable businessmen. Even blocking a notorious Communist leader in
one of the Western Buropean countries on the ground that he is an agent
of the U.S.S.R. might be a cause of friction between this country and the

country concerned, which the Bloc would be certain to exploit.

SECRET
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(B) Difficulty of controlling certain imports from the Eloc

physically indistinguishable from imports from friendly

countries.

In the case of Communist China the U. S. import controls are relatively
easy to enforce because Chinese sxports to the U. S+, by and large, are rew
materials physically distinguishable in many cases from similar rav materials
produced elsewhere; Buropean bristles for example can generally be distinguished
from Chinese bristles. Imports to the U. S. from the Bloc countries, however,
particularly from some of the satellites, would invelve many different
manufactured products indistinguishable from similar products made in
Western European countries. In the Far East the U. S. hag entered into
agreements with the principal countries;, such as Hong Kong, Japan, and |
Formosa, whose products are similar to Communist China's; under which these
governments certify to the U. S. that their exports to the U. S. of Chinese
type goods are not in fact of Commmist Chinese origin. Imports so certified
are admissible into the U. S. under a general license. Such certification
procedures have only had to be get up with a relatively small number of
countries and commodities. The Czechs have been exporters to the U. S, of
semi-precious stones and the East Germans of considerable amounts of photo-
graphic equipment. In order to prevent such products from continuing to
enter the U. S. through other countries in Europe masquerading as the
products of such countries it would probably be necessary to bar similar
products from all EFuropean countries in the absence of a certification
procedure, as described above. It may well be that it would be an impossible

burden on the trade between the U, S. and the Western European countries to

SECRET
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set up such certification ﬁroccdnros »fc;r all Soviet Bloc type products.
To the extent such procedures wers not or could not po set up thers would
be avenues through these countries for some products of the Soviet Bloe
countries to continue to reach the U. S.

5. BEconomic impact of application by U. S. of financial (blocking and

import) controls on Soviet Bloc other than Communist China.

(A) Bstimate of magnitude of balances in U, S. which would be
blocked. | . ‘

In the absence of t.aki.ng an actual census of"the unblocked asssts
which the Buropean Soviet Bloc countries now hold in this country only
rough estimates can be made of the mgnitﬁdo of such assets. The following
table gives such an estimate for all the countries of the European Soviet
Bloe, to wit, Albania, Baléaria, Guchoslovakig, Estonia, East Germany,
Hungary, Latvia, Lithuania, Poland and Denzig, Rumania and the U.S.S.R.
These unblocked assets, estimated to amount to $21 million, would be
affected by the imposition of new blocking contrpls. It should also be
noted that there are presently blocked subject to the WO:Eld War II blocking
controls administered by the Office of Alien Property of the Department of
Justice approximately $50 million in assets of certain of these European
Soviet Bloc countries, to wit, Rumania, Hungary, Bulgaria, Latvia, Lithuania,
Estonia, Poland and Czechoslovakia. In addition, approximately $9 million
in Czechoslovakian assets are now blocked under Treasury controls, representing

the proceeds of the sale of a Czech steel mill.
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Estimated Unblocked Dollar Assets
of Eastern Buropean Countries in the United States
as ofL—'Lat-st' , AV: "'aﬂ;la"""i‘fof_m‘f” te

(In thousands of dollars)

Bank
Total Assets 1/ other 2/
ubl!ﬂ.&--....--.o.....-.. 192 192 3
cz‘chos:.ov‘ki............ 1,162 ’ 682 h
Poland and mzigcoooo veo 2’hh2 2,h27 15
Rmni‘.otooooocooooanooov h@h hgh
U.S‘S.R..'..........'.'.. 1'830 1 281
Total Bhor‘b-'rorl...... 6,030 h,850 1,180
vIgng-Torl yoooooo‘o 15 OGQ
Total Dollar Assets... 21,030

#

Note: Short-term assets of Esstern Buropean .countriés not listed appear to
be largely blocked. Data on holdings through third countries not
available. ' . ‘

1/ As reported by United States banking institutions as of March 31,
1955, except for Albania which is as reported by banks in the
Second Federal Reserve District as of December 31, 195k. Less
estimates for blocked balances derived largely from OAP-700 data.

_2/ As reported by United States commercial and industrial concerns
and brokers as of December 31, 195k.

3/ MNot available but believed to be negligible.

L/ ot available by country. Estimate based on United States
international investment position data as prepared by U. S.
Department of Commerce and on data from Treasury Department
capital movements forms. ‘

Source: Treasury Department Forms B-1, C-1/2, S-4, and S-1/3

0ffice of Alien Property Form OAP-T00

Department of Commerce, Survey of Current Business,
Hay ESho ) B
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Tt will be noted that the above estimate of approximstely $21
million does not include assets of the Europsan Soviot. Bloc countries
held here indirectly through accounts in the names of banking institutions
in third countries. It is not possible to cstiiato the amount of such
assets and the ownership of some bortion thereof might be so well concealed
that such assets would not be affected by blocking controls imposed on
the Buropean Soviet Bloc countries and their nationals.

(B) Estimate of magnitude of loss to bloc through U. S.

ban on imports of goods of Soviet Bloe origin.

(1) Yalue of U. S. imports from the BEloc.

The magnitude of U. S. imports of goods of European Soviet Hloc
and Outer Mongolian origin for the years 1952-195} is shown in the
following table.
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U, 8. Imports for Consumption from Soviet Bloc Countries
952 -
“{In thousands og do%arsi

, 295k 1953 952
Tﬁt‘lqocooo-oootaoooooo_-oooo 56!136 k2‘2& 7 222

Albanisecsvescescocrecsces 8 65 52
m‘.ﬂ‘ooocooooooo-oooooo 325 336 296
Czechoslovaki®eccssscocsse 2,960 1,92 1,531
Rastern Germanyecccccsccee h,h?g 5,356 6,732
Estoniasecescvecccsccocees - - %
HINgaryccccscccscescccnsee 1,309 1,527 2,8911»
L‘ltu“oo-noo‘ococvo-cooocooo - - L
Lithuanigeccocvecoccccvces 1 - 1l
Poland and Dansigecccescee 21,512 13,971 10,347
m’.‘ooooooyooco.aoooooo 381 275 638
UeSeSeReeossocsncsescscece 11,785 10,780 16,731
Outer Mongolidesececescssnes 7,385 8,02k 8,000 1/

% Less than $500.

1/ Not available separately; estimated
on basis of 1953 figure.

Source: Bureau of the Census, FT 110
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The Bureau of the Census and Bureau of Customs ordinary definition of
‘“country of origin® is the basis for these statistics. The Treasury's
Foreign Assets Control in adniniltorinﬁ its import controls vis-a-vis
Communist China also regards as of Commmnist Chinese origin products of
that country whiéh are processed in third countries, even though such
products would not be regarded as of conuniqt Chinou origin under the
usual Bureau of Customs and Bureau of the Census interpretation of that
term (See 5 (C) infrs)

The following table shows the principal U. S. imports from the
Soviet Hloc countries other than China, with a breakdown by countries
for the years 1952 and 1953.
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Principal U. S. Imports for censuﬁ tion from Soviet Bloc Countries,

1952 an
“{In thousands of dollars)

1953 1952
' (=] ' ol
dmoun$ Total Amount Total
Albanis.coccosees000000e000000000e 65 52
Fars, unmanufacturedcecccecsss 65 100 52 100
Bulz‘n‘ooco'oooooooooao'oooooooooo 338 » 296
Veg. 0ils & waxes, inedible... b3 72 226 16
Czechoslovakigeocosooecoscsssssesse 1,92h 1,531
Seml-precious stonescecceccoee &k 33 147 10
gotl—tlr pmdnctsooocoooocoooo 326 17 72 5
I“nrs & Hﬁﬂoooooooooooeoooooo. 138 7 172 1
Animal & animal products, _
- inediblo, Ne@eBocscssccesscsns 3 - 3“7 23
Eastem G.maoo.oooooooooooooao 5’356 6’732
Fertilizer.ceccecccecnceecesces 2,@5 50 2,727 hl
Photogﬂph’ic gocdﬂooooooocoooo 19316 25 1,911 28
Bmg‘l?ooocooooonaaoo.ooo-ooooaooo 1’527 2,8911
Animal & animsl products,
inedible; N.€cSoesesscecceace 757 50 19293 hs
Poland and Dangigececececscoseosos 139971 10,3&7
Meat products (hams & bacon).. 10,545 75 7,2hk 70
Animal & animal products,
) mdib]..’ No@eBosassoocooosssee 1’180 .8 1,&66 ].h
Hides & skinSoeocesscoecoccsse 986 7 395 . h
Rumanis®ecsceecsesccoccocosccooneonscos 275 638
Animal & animal products,
m@dibl., Ne@eBoeocoecoonocesee 100 36 256 hg
Furs & nfrﬂc_ooo-ooocoooeooeooo 37 13 287 hs
U.S.S.RQU0.000.000DG 00000000 DSOOO0S 10’780 16,731
Furs & Mfrscescsccecscosoascosoe 7,068 66 12,30‘1 .nl
Animal & animal products,
inedible; n.e.s. 1,011 9 903 5
Outer )bngﬂli‘o‘oooooooooooooooo.i 8,02& ( .
w0°1, unmanufacturedescccccees 5,599 70 (no‘b

mr' &mﬂoooooooooooooooooco 2,310 29

Source: Bureau of the Census; FT110, mzo.
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~ The following table shows a further commodity breakdown of
imports from the entire European Soviet Blec for the years 1952,

1953 and 195k and furnishes for comparison purposes a commodity
breakdown of imports from the Bloc for the year 1948.
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U. S. Imports from Soviet Bloc Countries in | Eumpv 1948, 1952, 1953 and 195k
(In thousand dollars) : :

European Soviet Bloe

Commodity L) AN 1952 1953  195h
Inportl for conaulption.......o...-o.no 115,35h 39,268 3’4,35& h2,639
u.‘t. and sausage cuings....n...ooo.. 919 ]4,782 10,653 17,726
Pish products including shell fish..o.. 696 585 334 - 38k
Qther foodl‘buffl.......u.......o....a. h61 Shé h96 279
Furs and nmanufacturesScececcsoccoscssccccs h2,15h 13,0‘48 7,h16 8,595
BrigtleScccscsecsccosesccsscssscscncsonse 2&2 1,275 1’286 860
r“th.r" CrUd®ceecesrcsssoscrcncnsscoe 1,7]-h 2’970 1,768 95h
Tobacco, wmanufacturedecccccsssccocsee h,281 5 36 21
Hop.......‘.'........."..........0.00‘ 3,058 - - -
Tm‘ O0d)lecseorosescoecrassoensassssosoon - - - -
cotton m“oocaoooooooooocooooouoooaoq h73 218 20 211
R“ cotton md 1mt‘"ooooooooooooooooo 1,985 776 562 781
w°°1’ mnf‘ctur.doloooooooo._o.ooofoo 1,181 - - 208
Hair and manufeacturesecccsccceccscescoen 506 338 369 22h
sm m“.‘.'..."..’..‘.........‘..’.'C. 117 1&2 32 270
Other textiles and manufacturescecccccee 1,831 - 795 621 1,1k8
Glags and gl..’ﬂ productBessecccoccavecs 2,’421 1,202 715 913
Pottery and clay productBeccecsccscccse 173 296 12 55
Precious and semiprecious stones,

imitations & industrial diamonds..... 3,569 153 655 ko3

mm.-. °r..00'.0.00.00-0oaoo...oooo.o 8 zla

chmu OF@sesoseonscesesscssscsscesensceneco ]J.;,OZh - - -
T\mg‘m O“QQOOQQ.-O......0000000‘00000. - - -
m....-...-ooooooo.oooooocoooo‘.oboooo ; - - -
Antj.mWOoq-cotoooooooooo.o.o-..o.o-ooo - 127 - -
Precious metials, jewelry and plated

"”oooooov-o.oooo-oooco-ooooooonoqoo. 3,083 11 660 239
Fertilizers and fertilizer materials... 798 2,76 2,8k 1,487
Hre worksSeececseseocsssccoscneacscsosasnan - - - 1
Phetogrlphie SOOdBooooouooooooooooooooo m‘ 1,916 1,353 1,78&
m. and ‘ntiqu.s..ooooocoooooooooe 19 117 91‘ SB
Boada and fhbrics and articles of beads 2,646 20 251 kho
Vessels r.tm.d (hnd Iﬁ“.)ooooaooooé 7,855 - - -
All other INPOrtBececsessccccscscconscen 7,866 h,201 h,085 S,h”

Source: Based on data prepared by
the International Economic
Analysis Division, Dept.
of Commerce, May 23, 1955
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(11) Bstimate of amount of such goods denied
import into the United States which could

be_s0ld in other markets and amount

Y

rulj‘.uj\_:].o‘bl the Hloc thereon.

An examination of the qik.-np of goods imported from the Bloc in 1954
indicates that alternative markeis in lieu of the U. S. will probably not
be readily found. A review of the individual commodities, on an item by
item basis, suggests that underdeveloped areas may be disregarded in
censidering possible altemative markets for these goods. Underdeveloped
areas do not require raw materials, pork products, furs or Christmas tree
ornaments. The utilisation ef commodities exported by the Hloc to ke
United States requires an economy with a pattern of consumption similar %o
that of the Unitod States--namely Westem Europe, the U. K. and Canada.

Meat and other foodstuffs imported by the U. S. from the Soviet Bloe
smounted to $18.4 million, of which $17.7 million were pork products,
$0.; million fish products and $0.3 million other foodstuffs. U. K.
demand for protein foods is high. In 1954 the U. K. imported $30.9
million (eif basis) worth of Polish pork products of which $28.4 million
was bacon. It appears reasonable to assume that the U. K. could expand
its imports of these Polish pork products provided the price is right and
it 1s slso reasonable to assume that the U. K. would pay a lower price far
these products than the U. S. For working purposes, we may take the earnings
from sales in the U. K. at about 70 percent of the present level of sales
in the U. 8.
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By comparison with meat, it is difficult to envision possible markets
for the remaining $32 million worth of European Soviet Bloc and Outer
Mongolian goods. Furs, amounting to $9.2 million, do not appear io be
readily marketable in Westem Europe. ‘London is a world market for furs
but there is no real additional (consumption) demand in Western Burcpe,

U. K. and Canada for this commodity, esﬁecially under the Treasury concep$
of country of origin. Fertilizer, worth about $1.5 million may be a
marketable item in these areas. Cashmere hair, anounting.to $5.4 million,
would be saleable in Western Europe (including U. K.) and a substantial
quantity of the manufactured product of this material could be exportod

to the U. S. (e.g., sweaters or.co;tl)'. In order to sell their commodities
in Free World markets, the Eloc supplisrs would be forced to compete with
Free World suppliers of the same types of commodities; $his would of
necossj.ty result in price cﬁtting by the Bloec ‘seller. Tt would appear,
even if prices were significantly lowered, that the Eloc could sell in
other markets only minor quantities of products outside the food greup.

In all, probably 50 percent of their present sales, or $25 milliom, would
be a maximum estimate of what the Bloc countries could realize for the
goods currently exported to the U. S. market.

(C) Estimate, if possible, the loss to the Bloc if the United

States ban on imports extended not only t0 goods entirely

produced in the Soviet Bloc but also extemded to goods

processed (as distinguished from manufactured) in friendly

countries from materials which are of Soviet Bloc origin.

It has not been found possible to estimate the loss which would be
imposed on the Bloc by banning such products.
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(D) Estimate of the magnitude of other remittances whicli would

be cut off, i.e., support remittances from relatives,

remittances for services, other invisibles, etc., as

. distinguished from payments for imports.
Remittances to the European Soviet Eloc from the United States are

estimated to have been §lh million in 1952, $17 million in 1953, and $15
million in 195h. Included in these figures is a substantial amount
attributable to gift parcels.

SUMMARY

CP———————

The estimated econecmic impact on the Soviet Bloc of an extension of

blocking and import controls would therefore appear to be:
(in millions of dollars)

Assets (exclusive of indirectly held uaoﬁa) $21

Imports denied ('S5h pasia) | $50 annually

Sales abroad of such éxports by the Bloc 25 annually
Estimated net loss from imports denied - S ammually . >
Denial of remittances $15 annually - ~
’
g " " ;*"b Lo , <

There would alao be an additional unestimatable loss to the Eloc through

the exc¢lusion of those Bloc products which are processed in third countries.
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6. ESTIMATE OF ECONCMIC IMPACT ON SOVIET BLOC OF
FREE WORLD FINANCIAL (BLOCKING AND IMPORT) CONTROLS

Assumptions and Conclusions

Assumptiona

The present discussion is based on the assumption that the multi-
lateral application of financiel controls vig-a-vis the Soviet Blos would
encompass the complete denial of exports, as well eas a control of cther
financial transactions ocampareble to that exercised by the Foreign Assets
Control. By their unselective nature, import and transaction controls
constitute an ultimate action directed against the entire economy of the
target area, and presumably would therefore be invoked only after, or in
conjunction with, application of a full embargo on exports. Mocordingly,
the possible consequences of financial controls will be discussed in terms
of a full cessation of trade between non-communist sreas and the Bloc.
The fundementel intereat of the Soviet Bloc in trade with non-communist
areas has been fooused on the import phase of this trade. The search
for vital supplies from aﬁroad, rather than an outlet for surplus |
domestic production, has hitherto provided the main impetus for economic
relations with the Free World. Accordingly, the present discusd on will
be devoted primarily to the foreseeable consequences of the deprivation
of acceas to imports from the Free World.

With respect to the effect on the Bloo's foreign exchange earnings,
deteiled comment has been omitted in the light of the following con-
siderations;

In the event of the full epplication of financial controls by the
entire Free World to the Bloc as a whole, the problem of the effect on
the exchange reserves of the Bloc would become academic as the present

Bloo trade with the Free World is roughly in balance. The impact of such
Approved For Release 2001/08/28 : CIA-RDP63-00084A000100150002-8
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an action on intra-bloc economic relations would call for a significant
reallocation of resources, the nature of which is regarded as outside the
scope of this studye. |

In the event of the full application of financiel controls by COCOM
countries only, the loss of the modest surplus earnings by the Bloo ($125
million in 1954) from this phase of its trade would not seriously intér-
fore with the procurement of easential goods from non-COCOM areas. Under
such circumsteances, the Bloc could bring into balance its payments with
non-COCOM areas by greater diversification of exports to underdeveloped
oountries, by marketing more of its raw materials in the non-COCM in-
dustrialized countries, or by the sale of precious metalse
Conclusions

The conclus?o'ns reached in the present paper with respect to the
effect on the u;;;etzn*?sOvie,t Bloc of the loss of Free World supplies
are as follows:

(1) If full finanoial controls (i.e., suspension of all trade)
were applied by CHINCQM countries to communist China alone, basic re-

M

visions and oonsidereble retardation of Chinat's industriglizetion pro-
‘--..‘W— s s S

gram would be required. The impact would be most telling with respect

i s e

to fertilizer, drugs, end machinery spare parts. Non-access to COC(M
sources of machinery and chemicals would incresse Chinats demsnds on
the rest of the Bloc, which presumably could be met insmofar as the

most urgent needs of that country are concerned.

(2) 1If such controls were also exercised by all non-COCCM Free
World countries, the non-aveilability of raw rubber, either by direet
shipment or transshipn;;ﬁt through Eastern Burope, would seriously hamper

China's rubber industry. Adverse effects would also be felt by the

e o
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cotton textile industry, particulsarly in years of short domestic orops,
although strict rationing ocontrols would be expected to cover minimum
requirements. The adoption of full finanoial controls by non-CHINCOM
countries would greatly facilitate the enforcement of CHINCOM actions.
(3) If full finenciel controls were applied by COCOM countries to
the entire Soviet Bloc, the inability to import raw metals and semi-

msnufactures from the West would seriously disrupt Bloo industrial

>’:‘ \\///

operations. Non-access to machinery end ships from COCQM areas would
deprive the Bloc of contact with Western technical innovetions and
improvements in labor productivity, of supplies of equipment to bolster
and balance domestic output, end of a means of freeing certein domestiec
produotion facilities for full concentration on military end p'oduotl‘.
Furthermore, the cessation of legal trade would dimdnish procurement
opportunities for clandestine acquisitions.

(4Y 1In the event of a complete cessation of trade rélations
between the non-COCM Free World and fhe Soviet Bloc, the principal
effect on the Bloc would be felt with respect to supplies of industrial
rew materials, particularly of natural rubber. Secondery effects would
ocour in respect to certain foodstuffs (fruit, spices, cocoa, tea) and
vegetable fibers (particularly textile produets such as wool, juté, and
cotton) related to the areas of civilian production and public morale,

Briefly, while the civilien sector of the economy would be materially
handicapped by the logs .of-Free World trede, the Bloo could, for the
short #ie,f"continue to maintain and improve its military pro_ductior;

1'“ and to expand basic industrial capabilities.

A e
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Discussion

(a) Traditional Significance of External Trade to Bloc Countries

The countries now camprising the Soviet Bloec were never counted emong
the leading commercial nations of the worlde By reason of their geography
and historical de’%el@pment, the principal members of the bloc, Russia amd
China, were long §haracterized by predaminantly egrarien economies. As
largely self-contained economic entities, their participation in world
trade was on a comparatively amall scale. Their c.apacity'to engage in
international trade was limited by a lack of significant export surpluses.
Th\is, in 1938 China ranked fifteenth in number among the pxporting nations
of the world, the U.S.8.Rs == twenty-sixth. The principal features of the
foreign trade in which these countries engaged over the years consisted,
in the main, of an exchange of damestic raw materials, chiefly agricﬁltural,
for imported industrial products.

As countries deficient in industrial production, Eastern Europe and
China in the past gravitated to the industrial countries of the West, and
to Japan in the Far East, as an outlet for their rew materials and as a
source for their princ-ipal imports. Thus, Chinats trade with nations out-
side the current Bloc normally accounted for over 90 percent of its entire
foreign commerce. In the case of the U.S.S.R., trade with the West also
approached 90 percent of the total; the present satellite oountries con=-
ducted about €5 percent of their trade with the West European and other
industrialized nations.

In the main, recent Eastern European bloc trade with the Free World

has been characterized by large scale imports of machinery and metals md
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a pattern of exports consisting principally of foodstuffs and raw materials.
The export content of Chinats trade has been basically the same; but its *
imports have fallen predominamtly in the categories of falricated intermediate
industrial products and industrial raw materials,

(b) Significance of East-West Trade in Soviet Bloc Economy

Since theirsubjection to Communist rule and Soviet forms of economiec
organization, the countries now in the Soviet Bloc have expanded significantly
the industrial sector of their economies. In the process of centrally directed,
forced tempo industrialization, the state of farm production was seriously un-
settled, chiefly as a result of the shift of consider;able labor resoureces
away from agriculture and the disruption of the former system of incentives
in the countryside. Despite the rapid expansion of their industrial plant .
expansion, the bloc countries have contimued to draw upon the world eem@
for a significant volume of economic resources required to raise the level .
of their industrial self-sufficieney.

Pollowing the extension of Soviet political domination over Eastern
Burope at the end of World War II, a major effort was made by the U.S.S.R.
to organize the ‘adjacent area into a trading bloc subject to its omn ef-
fective control. Within this enlarged trading zone at its disposal, the
U.5.8.R. proceeded to carry out a directed distribution of economic re-
sources in the interest of achievement of a maximum increase of economie
power as defined by Soviet standards. At the same time, the newly annexed
border area was made to serve as an instrument for economic warfare against

the West. Within the framework of this two-fold objective, trade relations

between the individual bloc countries in Eastern Europe and the outside

world were drastically cut but not sevared.
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Beginning in 1950, the first full year after the communist conquest

of the Chiness mainland, China began to be drawn systematically into the
Soviet Bloc trade orbit. Whereas, prior to communist rule, China's trade
with Eastern Europe had been under 10 percent of the total, in 1950 it

~reached 26 percent, and rose precipitously to 61 percent of total trade

_» turnover in 1951,
. g

w

: B ,M,:\A-.,._..,.__A_ e -
\ ‘;( Depending upon its utility to the U.S.S.R., the commercial inter—
T Y :

*

R {}.cénrse of each bloc country with the Free World was reduced systematically

Quring the postwar period to a minor proportion of its total international
\ trade turnover. By 1953, for example, the percentage of trade devoted to

areas outeside the bloc, as officially reported, was as follows for the in-
dividual bloc countriess Poland, 29.6; China, 25; Hungary, 23; Rast
Germany, 23; Czechoslovakia, 21.6; Rumania, 15,65 Bulgaria, 4.3 U.S.S.R.,
nabout 204", |
. Altho{lgh confined to a narrow, and presumably safe, segment of total
trade, the commodity exchange with the Free World economies has ocontinved
to contribute significant economic value to the Soviet Bloc countries., In
terms of its relative magnitude, as well as significant economic content,
recent East-West trade has loomed notably larger from the standpoint of
the bloc nations than from that of their trade partners in the Free World
countries. On the oné hand, for example, the volume of goods ir;volvad in
this exchange, valued at approximately 1,7 billién dollars each way in
1954, represented approximately 20% of the total trade turnover of the
countries comprising the Soviet Bloc, Measured against the full range
of the international commerce of the Free World, on the other hand, the

volume of goods exchanged with the Bloc accounted for only 2,2 percent

of thelr total trade,
SECRET
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As fer the commodities involved in the exchange are concerned, the
records indicate that the Bloc has mds'b commonly required from the Free
World countries carefully selected categories of goods of vital importance
to its further economic development end, what is more important, ave lable
fér the most part from the more industrialized Western nations. By the
same token, the types of commodities brought by the Bloc inmto 'xaat-Wes-E.
trade channels have generally fallen in the categories of goods marke table
chiefly among the nations constituting the Western coalitlone

In view of the fact that Soviet Bloo industry functions under a rigid
end unpredicteble planning system, its requirements for current oparat:lonﬁl
purposes could be met more edequately under conditions of relatively free
sccess to the markets of the outside world where, under normal conditions,
it is only necessary to have a&equate purchasing power in order to be able
to mrocure any volume of goods, of any speclified quality, at fair, com=
petiﬁively determined prices. |

From the stendpoint of the Free World, the Bloc has represented in
recent years s limited or marginal merket for hard-to move exports end an
alternatiwe (91' supplemental) sour¢e of Taw materials obtaineble for soﬁ
currency or, in effect, on barter terms.

(1) The Limits of Intra-Bloc Trade

There is & clearly discernible double standard underlying the Soviet
approach to foreign trade: the exchange of goods within the Bloc is
adjudged as a ccnstructive activity in economic cooperation, while ’crade'
with areas outside the frontiers of the Soviet empire is equated with
potential economic dependence. On the theory that this official dogma
is wholly accepted by pertners in the Bloc, the U.S.S8.R. has utilized its
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dominant position to devise legal instrumentalities and to‘axerb pressufe
for a maximum expansion of commodity trade inside the Bloc., As a result,
by 1949, two-thirds of the foreign trade of the U.S.S.R. was condueted
with its own satellites; by 1952 this percentags rose to 80, Within the
Bloc as a whole, the net effect has been the same: the scope of cmrciﬂ
contact with the outside world has been contracting steadily. In 1951,
non-Blcc trade smounted to 31% of total; by 1953, extra~Bloc trade was
further reduced tc 204 of the total trade turnover of the Sqviet orbit
countries,

As presently constituted, intra-bloc trade represents a fairly sub-
stantial transfer of goods across national frontiers. It must be re-
cognized, however, as a movement motivated only in part by considerations
of comparative economic advantage. In part, too, this trade is compounded
of a good deal of cross-hauling of goods from all parts of the orbit, via
the U.S.S5.R., a kind of movement that is justifiable chiefly on the grounds
of increasing the opportunities for penetration by the Soviet Unmion into
the internal economie life of the individual Bloc countries. It is quite
apparent, even from the meager official reports, that a substantial pro-
portion of the goods which the individual Hloc countries acquire via the
U.S.S.R. are in the nature of re-exports, brovided to them by the Soviet
trade monopoly in its capacity as the largest trader and self-elected
commercial intermediary for the area., Some of thess Soviet reexports
within its om orbit, to be surs, may originate in other Bloc countries.
In these categories are: coal, coke, petroleum, bauxite, synthetic
rubber, timber, paper, sugar, fertilizer, vegetable oils, oil caico,
zinc, copper, tin, lead; and machinery., Other groups of reexports pro-
vided by the“v{_’.loS.S.R. frequently have their origin in normal world trade
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.markets. Among these are: wool, cotton, jute, rubber, meats, animal fats,

vegetable oils, tea, cocoa, graphite, mica, industrial chemicals, and

machinery,

By means of this artificially inflated system of intra-Bloc trade,

" promoted and partly financed by the U.S.5.R., the individual Hloc countries

evidently succeed in meeting the bulk of their foreign commodity require-
ments. It is reasonable to assume, however, that in order to cover a
maximm of intra-Bloc needs through this channel the Bloc governments
have to be wil]iné to accept certain of their imports without regard te
minimum stendards and without the freedom to choose among all available
alternatives. In a world in which political power rather than purchasing
power speaks with the highest authority, the well-behaved Bloc participant
will usually be satisfied with the kind, and amount, of exports the Soviet
Union feels it can spare. For example, even a relatively abundant raw
material like iron ore, a cc;mmodity basic in the Bloc's drive for optimm
capacity in steel, has to be procured by several .sate]iiteu from Free
World sources, — from Burope, India, North Africa, and South Amerieca,

On the whole, true economic complimentarity appears to a rather
exceptional phenomenon within the Bloc. Many of its members, it will
be recalled, are in approximately the same stage of industrial development,
For this reason, they must contimue to turn to the world market for the
geographically localized raw materials as well as for industrial goods
of the latest technological guality awvailable in the world economy as a
whole.
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(2) Function of mic Intercourse with the Fre

As shown by Soviet Bloc practice, trade with the Free World reduces
itself in essence to a governmentai procurement operation. The chief in-
terest in the world market, on the part of the econcmic strateglsts of
the Bloc, stems unmistakably from the import side, to the extent that such
impofta are req'uirqd to provide added support for domestie program of
economic c:pa.niidn. Exports play a subsidiary, supporting role in Hloe
commercial calculations since, in theory at least, surpluses could be
prevented in & planned economy by a shift of resources to other areas of
production., To the extent, however, that essential goods from the world
economy at la.fge continue to be required, exports have to be mobilized by
Bloc economic authorities in sufficient volume to pay the costs incurred
in connection within the officlally approved import program,

For the purpose of conducting this type of controlled foreign trade,
ﬂfnhih the framework of a centrally directed economy, the U,S,S.R., has
devised, and the rest of the Bloc has emulated, a system of trading by
govermuent-ocwned corporations. While this elaborate system of state-
trading does not recommend itself for its flexibility or efficiency,
it does provide the assurance that (a) all commercial contacts with the
outside world will be funneled throﬁgfi a single ministry of the govern—
ment; and that (b) all activities in this sphere will be coordinated
with prcvailinghdgmestic economiec policies,

~ Hence, all goods procured by the Bloc countries from the Free World
must bo considered as constituting a list of offiecial requirements ’
soreened and approved against a standard of essentiality set up by -
highest political authorities within a Eloc country., To qualify by
SECRET |
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this standard, the selected goods must make a contribution towards the

development of forced industrialization, strategic self-sufficiency, and
maximum military power.,

From the standpoint of their end use, recent Bloc imports frem the
Free irm-ld have reflected a strong emphasis on thoA acquisition of in-
finatrial goods, of which machinery is a large component, required for
the purpose of stiinhting domestic economic development. More than 45
percent of all goods imported by the Bloc in 1953 fell within this broad
class of merchandise. The remaining categories of imports fell into two
other major groupingg, ®raw materials® and “foodstuffs® s comprising in
1953, respectively, 32% and 16%, of all goods bought by the Hloc in the
world market. The emphasis in the China pattern of trade was on raw
materials with machinerjr and metals nevertheless representing a most
important semeﬁt of the total,

Composition of Bloc Imports from Free World (in %)
| 95 982 1
FoOdstuffBerraanennern.  9uh 9.5  16.2
Raw materialse.........  39.7 424 32,1
Industrial goodSeeceses 4344 42,9  45.4
Othereseceeeercennnnsnas 75 5¢2 6.3
Total (1n %).eeveeee  100.0 100.0 100.0

Total (in millions of
dollars).......... 1,688 1,438 1,389

From the standpoint of their economic slgnificance, recent Rloc
imports from Free World sources can be identified as serving the following
purposes: '

1. providing the Bloc economies with a sizeable complement of

equipment for use in current exploitation as well as for
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technological development beyond domesticeapacity to produce;

2, helping to chamnel into the industrial plant of the Bloc a con-
siderable supply of industrial raw materials, thus contributing
towards the maintenance of a higher level of output and towards
reducing the idle time of industrial installations and manpower;

3., serving as a source of industrial semi-marufactures have been
szrving to compensate for planning mistakes of omission, un-
economical management, and shortfalls in the fulfillment of
estab]isﬁed production quotas;

4Le contributing substantial quantities of vital foodstuffs to
help maintain minimum diet standards, public health and morale,
and labor productivity;

5. relieving the pressure against the commodity resources of some
of the major suppliers within the Bloc, chiefly the U.S5.3.R.

(3) Capacity for Self-Sufficiency Within the Bloc

| The concept of economic develomment by which the Bloc countries are
guided, envisions, among other things, a process of maximum internal ex-
pansion of strategic aconomic capabilities based, in the first instance,
upon a coordinated distribtution of resources to be found within the area.
In this broad d'evelopnent program, the industrial sector of the economy
is admittedly the principal beneficiary of all new capital resources,
domestic or imported. For this reason, intra-Bloc commodity t;:'ade re-
flects a pre—occupation‘bwiﬂl the aecquisition and redistribution of
machinery and raw materials required to keep up a high rate of'ea:pansion
in heavy industry, by Soviet definition the main source of economic
growth,
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For a brief consideration of the effective self-sufficiency of the Bloe,

it should be most useful, therefore, to focus upon these two broad
categories of commodities, industrial machinery and raw materials,

At the present stage, intra-Bloc capabilities for the manufacture
of machinery are fairly oxtensive; if not too well distributed or economically
ba';ance;;. The three largest producers of equipment in the area (the U.S.8.R.,
East Germany and Czechoslovakia) appear to be making a conspicuous effort
to provide a flow of machinery to the other, less developed countries of
the Bloc, especially to China. It is of some interest to note, for example,
that the U.S.3.R. has recently identified the dollar value of its amual
machinery shipments within the Bloc at 200 million dollars yearly (1953).
But shortly thereafter, in an international forum, a Soviet spokesman
raised the figure to "three times as much" s or 600 million dollars.

Despite the extravagant claims made on behalf of the U.S.S.R. as a sup-
ﬁlier of machinery, the evidence seems to show that East Germany and
Czechoslovalda contribute a._larger volume of equipment for distribution
through intra-Bloc channels,

Yet, the evidence from East-West trade quite clearly identifies
machinery as one of the chief current deficiencies within the Soviet Bloe.
The value of imports in this categoxjy from non-Bloc sources in 1953 came
to about 230 million dollars, or 16.5% of all imports. This figure may
be assumed to represent an approved minimal procurement brogram. con~
ditioned principally by the scarcity of purechasing power, rather than a
full measure of the area's total requirements in machinery from the world
market. In the light of the Bloe's preoccupation with the devolopmenb of
millitary equipnent there is a strong suggestion in the evidence that the

Bloc continues to be dependent to a very marked degree upon the Free
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World for a balanced supply and for new technology in the civilian sector
of its machine-~building industry.

There is also considerabls firm evidence, from the Communist press
and ﬁ'om Bloc procurement activities, indicating that industry in the
Soviet or&lt has been unabls thus far to meet in full its current re-

- quirements for metals and other material ingredients,

On metals alone, for example, the bloc spent not less than 196 mil-
lion dollars in 1953, chiefly in the categories of steel exclusive of
trans-shipments, semi-mamifactures and non-ferrous metals (14% of total
imports). In the case of &t least two non-ferrous metals, mcopper and
lead, the urgency of Soviet Bloc current needs has been heavily under-
scored by the speclal pressure tactics, premium prices, and circuitous

channels used by Bloc purchasing agents in recent years to acquire these
commodities,

O_ther essential raw materials for which the Bloc is strongly de-
pendent on outside sources are: natural rubber, textile raw materials,
chemicals, hides, vegetable oils, abrasives, cork, sulfur, and a variety
of rare metals (cobalt, cadmium, mercury). In 1951, imports of rubber,
valued at $205 million, accounted for over 12% of Bloc purchases in the

world market; in part this rubber was evidently destined for the Soviet
atoclqﬂ.le.

A recent manifestation of weakness in Bloc self-sufficiency has

developed in a rather unexpected quarter, nﬁmely in foodstuffs. Soviet

Bloc imports of meat, fish, dairy products s fats and oils in the Free
World aggregated 225 million dollars, or 16% of total imports in 1953,
In more recent months, the intake of food products from the outside

world has continued, highlighted by large scale purchases of sugar and
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meat by the U.S.S.R,
(e) .Effedt on Soviet Bloc Economy of Free World Financial Controls at
Selected Levels of Effective Control

For the purposes of the present discussion the term "full Tinancial

controls" is construed to mean that no financial or economic transactions
of any kind will be permitted between Free World countries and the entire
Soviet Bloe, Congequently, only the movement of goods, services, etec.,
between the Free World and the Bloc will be considered,
Tnasmuch as the main value of -East-West trade to the Bloc is
generally agreed to arise from the opportunities it" af*:f'cwrdsi :'.t'olr 1{ gij?mM%{fiifi%a A
curement of selected goods essential to Bloc programs of edonomic de-

o e b et i ot

" velopment and viability, the following examination of the impact of
m-g;;aeiai contrgla is focussed on the movement of goods de the
Soviet-Blee: . It is assumed, in this context, that the pressures to
find markets for surpluses and to earn foreign exchange are, from the
Soviet Bloc viewpoint, incidental to the principal task of acquiring
imports;

From the standpoint of the opportunity for western action in the
field of foreign trade, it is important to note at this point that the
nations currently cooperating in the system of strategic trade controls
constitute a substantial factor in the world tr.ade of the bloc countries.
In 1954, 48.4% of the Hloe's imports from the Free World and 44.9% of
its exports to these areas involved the COCOM countries.

1. Application of Full Financial Comtrols by CHINCOM to China Only

China's trade with frae World areas has tended to stabilize cur-
rently at about 25 percent of her total trade. Of the estimated re-
corded imports into China from non-communist couxitries in 1953, totalling

: SECRET
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approximately $280 million, goods valued at $200 million were supplied by
Western Europe, Hong Kong, and Japan, Adjustments for goods in this total
not originating from CHINCOM areas would not basically reduce the relative
significance of this trade to communist China., Trade of such magnitude
with these industrialized areas is believed to represent both volition
and necessity. As to the first, despite the extremely close political
and military aligmment with the Eastern European sector of the Bloc, it
is not unreasonable to assume that China officially encourages some trade
ﬁith the West as a hedge against complete sconomic dependency on the Bloc.
At the same time because Chinese requirements towards its ambitiouws in-
dustrialization are essentially for invéstment goods, China must of neces-
sity look to that part of the Free World which possesses a eapacity to

supply such goods beyond availabilities in the Bloc.

China's principal imports from the CHINCOM area in 1953 were chemicals,
phamaceuticals s dyestuffs, fertilizer, industrial machinery, metals and
electrical machinery and spare parts,

These goods are required both for industrial maintenance énﬁ K
pansion and for agricultural developmental purposes, the latter not only
for domestic consumption, but also to generate surpluses for trade.

Essential to the expansion of agricultural output is the avail-
ability of fertilizer in large quantities. Such an availability of
chemical fertilizer could come about only through increased fertilizer
production not only in China itself but in other manufacturing couantries.
Since the European Bloc appears to raquire its own surplus production of
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fertilizer for its own trade with the Free World, China has been looking
largely to the West and to Japan as ité principal suppliers of chemiecal
fertilizer. Thus, as the Free World supplies approximately half of China's
chemical fertilizer requirement in the c¢urrent period, ‘the cut off of t,hn'
availability of such fertilizers would be likely to have a very significant
adverse effect on the maintenance of China's economic equilibrium.

Drugs and other chemicals have constiﬁuted an important component of
China's recorded imports from the CHINCOM area in recent Years, totalling
sbout $90 million in both 1953 and 1954, Purchases of drugs, particularly
of antibiotics, have had a high priority in China's import program, and
Bloc availability is both inadequate and uncertain., An effective suséension
;)t txfade vwhich would prevent China's acquisition of such drugs from CHINCOM
sources would complicate the task c;f maintaining adequate health standards
in the segment of the population essential to the fulfillment of nationsal
economic and political programs,

The Five Year Plan places a high priority on inereasing the toctal
output of such industrial chamicals as sulphuric and nitric acid, causbic
soda, soda ash, synthetic ammonia, calcium carbide and coal tar dyestuffs.
Pending the attainment of these goals, which are largely limited by ths
availability of produetion equipment, technical personnel, and raw
materials, China will have to continue to rsly on substantial imports
from both the Bloc and non~Bloc sources, The magnitude of these imports
from non-Bloc Qources, abouf $50 million yearly, suggests that, excapt

perhaps for some specialties, the Bloc would be in a position to furnish

the more essential requirements in the event of a cessation of CHINCOM
country trade with China,
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The Free World hes been supplying G%gina with sizeable amounts of metals,
machinery and equipment since 1950, rangigg_ from $125 million in 1950 to $20
million in 1952 and $70 million in 1957, The scale of machinery produstion |
in the European sector of the Bloc is evir;enﬂy quite large and varied, and
a large portion of China's requiremsnts (f aﬁ\estimated $600 million yearly)
is setisfied from these sourcss. It must be borne in mind, however, the
Buropean Bloc countries are themselves nst impbrbers of aimost the entire
renge of machinery. This fact has been rei’leéted in Chinats continued ef-
fort to prooure in the West and Japan waricas fypes of mashinery and equipment
both within and outside the embarge categories;,

China has needs for replacement parts for a considerable amount of
equipment originally installed by Western countries and Jepan. This need
has been reflected in recent months in a feirly substential number of
CHINCOM exceptions requests, While the vaiue of soms of these items is
seemingly inconsequential, it may well be that the actual cumulative effest
of the denial of such items wouid have “horseshoe nail®™ implications.

Present imports into Chine of metals of CHINCOM area origin are nct
considered here on the grounds that sush metals are embargoed and there=
fore fall outside le gitimate East-Wesht trade.

As to machinery and equipment, aside from the replasement part pro-
blem, the conclusion is that while sdditional requirements on the Blos
for Chins would produce some inconveniences and involve readjustments in
Bloc progrems, the comparetively small magnitude of present imports from
the Free World, as compared with the extensive Bloe produstion ocapasitles, .
and current heavy shipments therefrom to China indisate that the Bloe would
find the mesns to replace the Free World supplye
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5. Application of Fuil Financial Controls by Entire Free World to China

In the event of the additicnal application of full financial controls
: ;

malsa,by'non-GGGOli Free World countries, the Toss of imports to China, based
on 1953 trade, would be well over $LOC million.

As distinct from the CHINCOM countries, the categories of goods
acquired in.these markets are for the most part raw materials, the most
promineﬁt of which are rubber and textile fibres,

In recent years China has becams a substantial importer of raw
rubbei' from Ceylon (50,000 tons yearly) for ite growing rabber goods in-
dustry, which has been aiming at self=sufficiency in the manufacture of
truck and automobile tires, rubber footwear, and bicycle tires. In part,
the imported rubber is forwarded to the Eurcpean members of the Bloc.

Were China to be denied access to rubber from Free World sources,
and there were fairly effective contrcls militating against trans~
shipment from the rest of the Soviet Bloc; China's rubber industry would
be seriously hampered in its operation. The minor amount of natural
rubber trickling through to China would not be sufficient, even in the
1light of an expected adequacy in the supply of synthetie rubber from
Eastern Europe, to enable production of a durabls Standard produst.

While China's vital cobton textile industry has been maintained at
a high level of production, primarily on the basis of indigenous raw
cotton, significant amounts of imperted cotton, such as from Pakistan
and Egypt, have been required in recent years. In 1952, for example,
vPakist.an supplied $95 million worth of raw coticn, this constitubing
China's single larées‘b import item from the Free World,
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The cessation of imports from Free World sources would cause serious
probl@ for the textile industry, éspecially in years of domestiec ex:op
insufficiencles, Strict rationing controls would, of course, avert any
serious failures in the fulfillment of the minimum requirements, .
- It would appear from the above that the cessation of trade between

the Free World and China resulting from the full application of financial
| controls would have its principal impact in terms of China's acquisition
of rubber, chemicals, drugs, fertilizers, machinery and spare parts. Within
these commodity categories the loss of Free World supplies would be felt
adversely by the Chinese economy both directly and cumulatively. Such
controls, if applied by CHINCOM countries only, coupled with the effective
denial of such goods through diversion channels, would be such as to re-
quire some basic revisions and considerable retardation of China's in-
dustrialization program. The adoption of such controls by other Free
World countries would not only greatly facilitate the enforcement of
CHINCOM actions, but would operate to deny China access to substituted
sources of industrial supplies, and to key raw materials presently fur-

nished the J_g_‘hinese economy.

3. Application of Full Financial Controls by COCOM to Whole Blogs

The nations whc; cooperate in the security trade control system also
represent the principal sources of supply and markets of chief interest
to the Bloc. This is a fact that is admitted, even if grudgingly, by the
Soviet ieadership. Stalin, acknowledged this fact in October 1952, when
he warned the industrialized nations that "matters will soon reach a
point" where the Bloc will be able to dispense with Western industrial
gooda.and will, simultaneously, develop new types of surpluses to sell
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to the underdeveloped, neutral markets. Until that eventuality is reached,

however, the COCOM countries continue to #ccount for about half of the

- Bloc's commodity trade with the world market. What is more important,
they-provide the strategic substance of East-West trade, from the viewpoint
of the Bloc.

The effect of a full halt in trade with the COCOM countries may,
thez;efore, be expected to be feit by the Bloc chiefly in the following
camnodity groups: metals, semi-manufactures, foodstuffs, textiles,
machinery, and ships. While these types of imports are acquired in re-
latively modest quantities, supplemental to domestic production, they
constitute an important tributary to the pipeline servicing Soviet Bloe
industry. The inability to import raw metals and semi-manufactures from
the West would, therefore, have a seriously disruptive impaet on the
Bloc industrial plant by forcing it to depend wholly on an internal
ﬁupply system that has in the past been found to be inadequate and in-
flexible, as far as the civilian sector of production is concerned.

Even in the case of metals for which there are abundant raw materials

in the Bloec, the uneveh development of resources, and the frequent short-
falls in planned output, have made it necessary in the past to resort to
additional imports in order to keep supplies in harmony with the changing
pattern of consumption in industry.

The loss of the present degree of access to the vast pool of
machiﬁery and ships avallable in the COCOM areas would undoubtodly‘
constitute a setback of serious, if indefinable magnitude. As a result
of such a loss the Bloc would be deprived, among other things, of: (a)

a vital means ofmain‘bai.ning contact with the movement of innovation in
SECRET
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Western technology and improvements in labor productivity; (b) a source
of current supply of equipment to bolster and balance domestic output;
and (s) a means of freeing certain domestic production facilities for
full concentration on military end productse.
- The absence of regular, legal commercial exchanges with the GOCOM
countries would, furthermors, diminish opportunities for the acquisition
in these markets of a variety of small parcels of vitgl goods that lend
themselves to clandestine shipments to Soviet Bloc destinations.
4+ Application of Full Financial Controls by the Free World to_ the Whole Bloe

In the event of a full lreak in trade relations with the Free World,
the Bloc would feel the effects most acutely in the drying up of supplies
of réw materials vital for the operation of a large scale industrial plant.
Secondary effects would occur in the areas of foodstuffs and tropical
vegetable products not available within the boundaries of the Soviet power
orbit, The most prominent among the raw material products in the present
range of- Soviet Bloc imports has been natural rubber. Alt.houghbtho Bloe
can restrict aombﬂmt the tonnage intake of rubber in particular years,
as it did in 1954, to a little over 100,000 tons, its average requirements
in recent years (1948-54) have been approximately 170,000 tons per anmum,
In view of the absence of any substitde for this commodity in the Soviet
Bloc, the possible loss of access to natural rubber, needed to strengthen
the synthetic rubber product, may be expected to interfere rather seriously
with the known large scale production of civilian and military wehicles
within the Bloe.

The loss of imports in the categaries of foodstuffs (fruit, spices,
coooa; tea) and of textile products (wool, jute, cotton) by the Bloc from

all sources would be felt above all in terms of morale among the technical
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Without the acquisition of an additional volume of gelected goods
annually from the Free World, the maintenance of the less favor;od, civilian
and consumer, areas of the Eloc economy would be materially handicapped.
(Given the present pattern of resource supply and use within the Bloe, how-
ever, it must be concluded that the Bioc could, for the short term, without
this trade contime to meet the strategic objectives of its economie pro-
graﬁn, namely the maintenance and improvement of its vast military production

and the expansion of its basic industrial capabilities.

5. ct of Denial of Shipping and Shi c

This analysis has not sought to estimate the impact on China and the
Soviet Bloc in the event of the denial to them of CHINCOM and other non-—
Bloe shipping and shipping services (re-insurance, bunkering, repair, ete.).
Two views have been expressed in NIE 100-55, "Cbmtrols on Trade with Gom-
nmn.’[st China®", with respect to thoAimpact of such actions directed at com-—
minist China,

One view is that if all non-Bloc shipping and shipping services were
denied to the uses of Chinese commerce, the Chinese economy would in the
short term be adversely affected and transportation costs increased. Ad-
justment would probably be made within a reasonable period by shifting a
share of China's seaborne trade now carried in non-Bloc vessels to the
Trans-Siberian railrosd, and provided non-Bloc vessels could be chartered
to free Bloc flag shipping for the China frado. If denial affected only
CHINCOM flag shipping and services, the Chinese could shift at least part
of thelir seaborne trade to non-CHINCOM flag vessels.

The other view is that the effect would be marked and adverse, and
that there would be considerable curtailment of Chinl‘;s foreign trade.
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This is based ontwo considerations: (1) that only & small portion of the

China trade could be handled through an increase or readjustment in the use
of Bloc shipping; (2) rail transportation faciiities within China and
between China and the Furopean Bloc probably are not adequate to handle
the additional tonnages involved. If denial affected only CHINCOM flag
shipping and services the Chinese could shift at least part of their sea-
borne commerce to non-CHINCOM vessels; but the mitigating effect would

not be significant in the light of the limited availability of non-CHINCOM
vessels and the anticipated reluctance of these countries to cammit their

vessaels to thls trade.
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Statistical Appendix
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,.A A m.u.oo World Trade with the Total Soviet Bloe:

?H—E.og of dollars)

1952-1954

Havou&u from total Soviet Bloc by

1/ 1954 preliminary figures.

Source: Adapted from data prepared by the International Analysis Division, Department of Commerce.

Exports _to total Soviet Bloc from
Other Other
Free Per Per Free Per Free Per Per Free Per
Year World cent COCOM cent Norld cent Norld cent COCOM cent World cent
1952 1,438 100.0 545 37.6 893 62,4, 1,626 100,0 756  46.5 870 53,5
1953 1,389 100.0 613 441 TI6 5.9 1,620 100.0 833 5l4 78T 486
19541/ 1,720 ,Hoo.o 832 48.4 888 51,6 1,738 100.0 957 55.1 781 449
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Class No,

II
III

a)

b)

e)

\ anoousonwm Imports from the Soviet B
(In millions of Uni

Commodi 1951

Imports, total..... 1,883.0
FoodstuffBececcosccsoocon 716.9
Raw materials(b.eccoccoces 62444

Industrial goods(including
gﬁpuhvaa°°°°°°°°0°0°°. wOQ.o

Other and unspecified
merchandis®@..ccocccccee NWb,o-N

Includes imports from Outer Mongolia.

Some "finished®goods are included under Class II as some commodity categories of this group inelud

Percent.

1952

100,0 a)1,625.6

38.1
33.2

16.3

12.4

T42.3
8)554.5

188,3

140.5

unknown amounts properly classifiable under Class Number III,

Includes ores and base metals.

loc by Broad Commodity Groups, 1951-1953
ted States dollars)

Percent 1953 Percent
100.0 a)1,620.0 100,0
45,7 665.1 4.1
34.1 2)602.0 37.2
11.6 220.1 13.6
8.6 132,.8 8.1
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[ : Free-World Exports to the Soviet Bloc by Broad Commodity Groups, 1951-53
(In millions of United States dollars)
Class No, Commodity 1951 Percent 1952 Percent 1953
gﬁﬂ» total,.s o“—.vmm‘we@ 100,0 Hucmow 100,90 Hnummo@ )
I Woaﬂ.ﬂaﬁﬂooooaouoooooo Humom 00# Huﬁem OQW ﬁom
11 Raw materials (including
ores)(@.ccoocescocoss 669¢5 39.7 610,3 42.4 446.1
III Industrial goods (in- ’
cluding metals)co.... 732.2 A3.4 616,.8 42,9 630.2
v Other and unspecified
!OH.OEWD.. e0o0c00o00e H.”-Nab -N.W Qbob, WON S.m

a) Some "finisghed goods® are included under Class II as some commodity categories of this group in-

clude unknown amounts properly classifiable under Class Number III,

Perssnt

100.0
16.2

32.1

hdeke

6.3
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Estimated Total n.ﬂwmow\ of the Soviet Bloc with the World in 1951
(Millions of U, S, dollars)

In million dollars

Percent Distribution 1
Total Trade with

Total Trade with
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8/ Exports plus imports.

n.a., - Not available,

Source: Based on percentages of trade distribution reported in official publications of Soviet Bloe

countries and data obtained from free world statistical sources.

With With
Total Free With Other Total Free . With Other
Country World World Soviet Blge World World Soviet Bloc
Total Soviet BloG.sceese 100,0 30.6 69.4 11,874 3,632 8,242
UeSeSeRoooooocooncssscos 10040 20,3 79.7 3,559 724 2,835
Ching..ccooccoevococsscce 1000 39.1 - 60,9 2,220 869 1,351
Total satellites..c..... 100.0 33.5 66.5 6,095 2,039 4,056
Eastern Germany..eccoc.o 10040 20,1 9.9 1,065 214 851
Poland,..ccccccecccccese 1000 41.8 58.2 1,685 704 981
Czechoslovakifeecooooooe 10040 39,7 60.3 1,820 722 1,098
Rumani@essccoocococcscccs 10060 22,7 77.3 475 108 367
HUDGArYeesecoosooscssocs  100e0 3443 65,7 787 270 517
Bulgarideecccocccosesccs 10060 8.0 92,0 263 21 242
Albanid.coccecoocccaceos 10060 n.a, n.a. n.a. n.,a, n.a.
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Estimated Total Hwnmom\ of the Soviel Bloec with the World in 1953
(Millions of U. S. dollars) .

Percent Distribution In million dellars
Total Trade with Total Trads with
With With
Total Free With Other Total Free With Other
Country World World Soviet Bleg - World World Soviet Blsee
Total Soviet Bloc..... 100.0 19,8 80,2 15,094 3,002 12,093
UeSeSeRovveennnanneono 100,0 13.7 86.3 5,700 798 45,902
Chindcooocoocosccoesss  100,0 25,0 75.0 2,887¢/ 7220/ 2,165¢/
Total satellites...... 100.,0 22,8 77.2 6,508 1,482 5,026
Eastern Germany....... 100,0 23.0 7.0 1,422 327 1,095
Poland.coccoccooccocono 100,90 29.6 70.4 1,622 480 1,142
Czechoslovakia........ 100.0 21,6 7844 1,576 34 1,235
Rumanis,oc.ccccovcccces 100.0 15.7 gow 812 128 0&
Hungarye...c.ccoooecee 10040 23.0 770 643 148 495
Bulgarig...c.cveeue.n. 100,0 14.3 85.7 403 58 345
Albania.....coc0000000 10040 1.0 9.0 30 b/ 30

8/ Exports plus imports,

b/ Less than $0.5 million,

¢/ Figures shown for China in this tabulation overstate the value of its trade because of statistiecal
duplication in the free world trade data. A more realistic estimate would be obtained by ad-
justing this figure downward by about 15%.

Source: Based on percentages of trade distribution reported in official publications of Soviet Blos
countrieas and data obtained from free world statistical sources.
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Free World Imports from the Soviet Bloc, by Principal Commodity Groups, 1951-53
(In millions of United States dollars) '

Commodity 1951 - 1952 1953
Inportag tOtllCOOOOOOUODODDOGOOOO 1’88300 1)1’625’6 1)1’62000

Live &niuls andmatoooooooooooooooee 79.5 7409 9200
Dairy product@e.coccccocococccecocessns 31.0 447 51,9
Cereals and preparationS..ccoccccocsso 219.9 346.0 229,0
Fruits and vegetables...ccooececcccccs 52,0 69.7 65.3
Sugar and preparationS....ccccccccecco 56.5 73.1 52.8
Other and unspecified food, beverages,

lm tomccooooooaoooooooocoo'-oooo. 11203 5508 5807
Ollseeds....oceevvccc-c0ocooocacoacosso 111.5 43.5 68.3
0118 and fat8.c.cccccoccoscecsosccccse 5402 34.6 47.1
Wood and lumber, unmanufactured....... 64.0 73.3 105.9
Other and unapecified wood, paper;, and

manufacturesd.coococococcecocccccace 62.5 32.8 27 .4
Wool and manufactures....ccccccecococe 24,9 1)11.6 1)31.3
Cotton and manufacturesS.cccccocccceces 58.6 41.4 4405
Other and unspecified textile fibers

and manufactures.c.cccccocecoesccos 783 35.9 50,0
Furskins and manufactures....cccccco-o 55.6 1)43.8 1)40.1
Other and unspecified inedible crude

materials and manufacturesS.c.cc.... 65.4 70.2 62,5
Fertilizers, crude and manufactured... 22.4 36.7 37.2
Coal and related fueld,.coocccccococoecn 256.2 199.6 173.8
Petroleum and productS.coccccoccoescoso 16.6 25,7 56 .4
Other and unspecified nonmetallic

minerals and nanmufacturesd.ccccosoo 6007 5202 5003
Base metals, ores, and manufactures... 37.5 31.8 32.9
Chemicals (excluding fertilizers)..... 60,3 31.5 433
Machinery.scooscooocoeoscoccoccossooao 45,1 38.0 41.8
Transport equipment..o.cosooccosososso 23.3 18.3 2467
Other and unspecified merchandise..... 234..7 140.% 132.8

1) Includes imports from Outer Mongolia.
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Froe World Exports to ths Soviet Bloc, by Prinecipal Commodity Groups, 1951-53
(In millions of United States dollars)

Commodi ty 1951 1952 1953
E!ports, tomoooooooooooooooooao 1y68709 194\3803 1’38809

Dairy prOductSooooaooooaooaa-oooooooeo 15.5 1905 6003
FiBheoocooooecocscooscooooosooocooncoo 2565 26,5 31.3
Other and unspecified food, beverages

amwbaGGOOOOOIDOOOOOOG00000000000 9403 75.8 1@.4
Oilseeds, fats and 0il8cccccoscococcccos 23.5 15.0 23.8
Crude rubber....cecococcococococccccsse 204.5 158.1 82.0
Wood, cork and manufactures, except

PAPOY . 0 0000000000 00000s00000s000000 58.8 73.2 51.9
Paper, paperboard and manufactures.... 26,0 25.1 25,3
Raw wool and animal hair..ccccocvccoce 122,.3 50.3 103,2
Ra' cotton.o.oooocoooooooooooooooaovoo 121.7 197.9 7409
Other and unspecified textile fibers

and manufactured.....ccocccocccccoe 120,3 86.9 87.6
Other and umspecified inedible crude

materials and mamufactures.....c..o. 36.9 25,6 26.6
Fertilizers, crude and manufactured.., 27.4 37.5 24,0
Nonmetallic minerals and manufactures, 21,8 14.2 21,1
Iron and steel and manufactures...c.o... 107.8 7.8 126.9
Base metal ores and other and unspscified

base metals and manufactures....... 43.7 71.1 68.9
Dyeing, tanning and coloring materials 50,1 28.4 37.1
Medicines and pharmaceuticals.cocccc.. 41.3 37.7 40.7
Other and unspecified chemicalso....... 51,7 41.3 46,2
Electrical machinery...ccocoeccccocccss 61,5 5404 52.2
Mining, construction and industrial

machinery, including bearing®...... Vo7 67.0 69.4
Other and unspecified machinery....... 97.3 58.8 bho®
Ships and boat8.cccscceoccccocsccocose 63.2 Thods 57.9
Other and unspecified transport equipment 42,3 14.9 7.7
Prefabricated buildingsS.occccccccccoo 28.4 32.5 28,1
Other and unspeeified merchandisooooo. 127.4 T4e4 87.8
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T, Credit Extension to Soviet Bloc by Free World Countries

(A) Clearing Credits

1. Total Free World credits available to European Soviet Blo¢
countries fhiough clearing account "gwings® have been estimated at $125
million in mid-1954. Available data indicate that nine Buropean countries
(Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, and
Switserland) sccount in the aggregate for $95.6 million of these swing
facilities placed at the disposal of the BEuropean Soviet Bloc. The six
COCOM countries included in this group have extended a swing of $47.7
million to the Blos.
| 2, It has apparently been the policy of the Eurcpean Soviet
Bloc countries not only to utilize to the maximum, but where possible to
exceed the swing facilities made available to them. This is especially
tme in the case of weaker trading partners who find it more difficult to
stop payments to domestic exporters. Thus, at the end of 1953 clearing
indebtedness of the Soviet Bloc toward the six COCOM countries inm the
above group amounted to $50.7 million--$ii.l4 million in excess of agreed
sw:l.nga‘; By the end of June 1954, excess indebtedness had risen to $12.1
million (entirely atiributable to Italian and Danish credits)}. Outstanding
indobt;dness toward thess six COCOM countries toteled about $60 million at
that date.

3. Actual net swing credits wtﬂized by the Bloc vis-a-vis the
nine European countries for which data ars available amounted to $27
million in 1953 and $15 millicn--a continuation of the 1953 rate of wtilisation--
in the first & months of 1954. As regards the six COCOM countries included

SECRET
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in this group, their actual nei{ credits to the Soviet Bloc amounted to
$36 million during 1953. However, the first half of 1954 witnessed a
‘substlntial drop in the rate of Bloc utilization of credits from thess
countries. Net credits utilized totaled only $9 million during the
period and it is estimated that total utﬂiut,ion 4in the whole of 1954

should not exceed about $15 millien.

(B) Other Credits

» 1., Other credits no longer appear to be a large factor im balancing
the accounts of the Eloc with the Free World. The $200 million Swedish loan
of 1946 was fully usilized by the end of 1952, Western Buropean countries
are no longer providing credits to Poland for the purchase of machinery
repayable with deliveries of Polish coal,

2, Tn 80 far as information is available it would not appear that
any extensive use is being made of export credit and insurance facilities of
Western European Governments to finance exports to the Soviet Bloc. There
appear to have been only isclated instances of this type of credit being
made available to the Bloc im 195L.

8. Effect of Elimination or Reduction of Credits to Soviet Eloc

(A) GCessation of Further Credits - Necessarily tentative estimates

indicate that during 1954 COCOM credits to the Burcpean Soviet Elec--almost
entirely "swing® credite undsr payments agreemontsmﬂna'nced only & small.
percentage of an over-all Bloc payments deficit which fragmentary information
would place in the neighborhood of é&g@onﬂliono Cessation of future credits
of this type would not appear sufficient to force significant adjustments
upon the Seviet Bloc balance of payments--either in terms of reduced imports,
increased exports, or sales of gold. Although credits extended by the entire

SECRET
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Free World financed a.so-ewhata larger portion of the apparent Blec deficit,
the limited information at hand would not support the expectation that
cessation of all Free World clearing credits could pose a difficult adjust-
ment problem for the Blec,

(B) Elimination or Reduction of Outstanding Credits

1. With outstanding Free World credits to the Buropean Soviet Blge
at an estimated level of $100 million to $125 million, an immediate eliminatien
of Bloc indebtedness; taken together with a cessation of new credits, would
impose a rather substantial burden of adjustment on the curremt Soviet
balance-of-payments.

2. Assuming Soviet desire for continuation of apparent levels of
trade in 195h, the Soviet Bloc payments deficit (presumably requiring almost
entirely settlement in gold) would rise by about $150 million, or by about
50 percent; in the year in which credits ars retired. If the Bloc wished te
meet an extinction and cessation of Free World credits by an accomeadation
of trade levels, this would require either an increase Q,Sédct ﬁl@cf gép&rtgm
or a decrease in imports of abgmt 10 to 15 percent as compared to 1954 levels
of trade. The impact of extinétion and cessation of further credits by the
COCOM countries alone would be somewhat smaller, with adjustments required

on the order of 5 to 10 percent of current trade.

9, Soviet Blec Gold and Credits Problem

(A) Bloc Holdings and Sales

1. Russian gold holdings and production have not been made publis
since 1935 and such estimates as are available reflect rough projections and

conjecture from this uncertain base. Soviet gold stocks have bsen varieusly

/ :
Approved For Release 2001/08/28 'SMDP63-00084A000100150002-8




Approved For Release 2001/08/28 : CIA-RDP63-00084A000100150002-8
SECRET

= 62 =

estimated at from $2 billion to $17 billion and estimates of annual gold
production vary withim an equally wide range.

2, Estimates of uncertain reliability have placed Soviet Eloc gold
sales to the Free World during the years 1949-1952 at an average of somewhat
less than $100 million a year. The appearance of the U.S.S.R. on official
markets in 1953 has led observers to believe that larger quantities of gold

were disposed of in that year. Estimates of sales during 1953 range from $150.

~——— s

million to upwards of $200 million. Little is known concerning the extent of

Soviet gold sales in 195k ; one estimate puts the volume of sales at about
$125 million im 195h.
(B) Gold Sales and the Balance of Payments

1. In 1952, deliveries from Finnish reparations and utilization of
the Swedish credit of 1946 appear to have more than offset the estimated
Bloc deficit on trade and shippingo Gold sales which may have occurred in
that year served either t.o finance completely unrecorded transactions or teo

~ augment balances in Free World currencies.

2. The cessatien of Finnish reparations and sexhaustion of Swedish
credits in 1953 would seem to have resulted in 2 substantial deterioratisn in
the payments position of the European Soviet Bloc. It would appear that as
much as $i0 million to $50 million of Soviet gold sales in 1953 may have
been required to finance a current Bloc payments deficit with th: J’Freo World.

3. Highly tentative estimates place the balance-of-payments defiecit
of the European Bloc somewhere around $300 million in 195hL, substmtiaily
greater than any indicatad deficit during 1953. It would appear that sizeable
Soviet gold sales in 195h may have been required for financing a current pay-
ments deficit and that, in addition, the Blec may have been forced to effach

a drawdown of sterling and other Eurcpean currency balances im its pessession.
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(C) Current Position

1. The limited evidence available thus appears to imdicate that the
Eurepean Soviet Bloc entered 1955 with red}zced foreign exchange balances and
an indebtedness towaz;d bilateral trading partners near or in excess of the
limit of permissible "swings.* This nightg suggest that, if available “swings®--
and Free Werld credits over and above thex;--are not permitted to expand further,
a continuation of Free World-Hloc trade ia the 195k pattern would require
financing by increasing exports of gold.

2. If all free world countries simltansously insisted upon immediste
termination of their outstanding credits i;to the Soviet Bloc, the Blec would
have to sell an extra $100 million in gold or significant adjustments in trade
pattomi would be required. In all likoiihood, Soviet gold holdings are such
ﬁhat existing free world credits c¢ould be paid off without any significant
impact on the Soviet domestic economy. ‘

10. Soviet Blec Gold Problem

Blocking and import comtrols directed ugainst the Soviet Bloc by the
United States would, of course, include a rafusal to purchase geld from the
Soviet Bloc. To prevent the Bloc from using its gold elsewhers in the Free
World would require the extension of similar blocking controls by other
countries. In the absence of such controls our own controls could, te some
extent, at least, be frustrated by the imdirect sales of Russian gold to the
United States through other countries. Thu remedy would be to apply more
drastic controls over geld transactions wih third countries than would apply
to other financial and trade transactions 1ith such countries.

If the United States were tc refuse to purchase not only Soviet gold
but any gold from countries which received Russian gold, the action would

SECRET
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be tantamownt to the abandonment of the international gold bulliem standard P
which is basic to the operation of our menetary system as well as internationsl
transactions. Under the existing international gold bullion standard the
vilue of the dollar is maimtained at a constant relationship to gold through
the commitment of the Unit;d States to buy and sell gold freely from the nonetary
authorities of foreign wu;triea at the set price of $35 a fine ounce (plus or
minus the 'rrouury’ charge of 1/h of 1 porcont)o The dollar is kept at a constant
relationship with gold in the United States through the Treasury's purchase of
newly-mined gold at this priéo sand its sale of gold for legitimate industrial
and artistic purposes. \ |

Without substantially modifying eur gold standard principles, it would
be impossible to prevent Soﬂot gold transactions with other countries by
wilateral United States action. If, however, the other coumtries of the
Western Bloc adopted regulations similar to our own, it would be difficult
for the USSR to obtain commodities ‘bhronkh the sale of gold in other markets.
The only leak of a system of controls adopted by a large number of Western
countries would come through illicit sales of gold to the nationals of such
countries or through transactions with "neutral® countries, i.8., those which
refused to stop exchange and trade transactions with the Soviet Blec. If the
United States comtinued te purchase gold from these "neutrals®, the Seviet
would indirectly obtain goeds, since these countries could readily remelt
Soviet gold and sell it to the United States with their own mint marks.

As a deterrent the United States sould refuse te buy gold other tham
that held under earmark prior to a given date, or gold proved te be newly
mined in non-Seviet countries. This would mot be a fully effective device

since a substantial portion of the world’s geld reserves is held under earmark

S "
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at the Federal Reserve Bank of New Yerk. Commtries desirous of dealing with
the Soviets could sell this gold to the United States as they needed dellar
exchange and use the Russian gold to maintain reserves abroad. It is, however,
doubtful that they would do sq if they were uncertain of their ability te
resell this gold; and Soviet gold could be driven to a discount in the private
markets for gold.

To establish a fully effective control, the more extreme acﬁon, which
barred geld transactions with the "meutrals® cempletely or restricted inter-
national transactions in gold to countries which followed a Policy parallel to
our own, could be employed. This would require arrangements modelled om those
vhioch existed under the gold declaration of February 22, 19kk. Under this
declaration the United States anmnounced that it would met purchase and would
not recogmize the transference of title to gold which the Axis powers might
have leoted and that the United States would not buy gold physically lecated
outside of its territorial jurisdiction from any eountry whick had mot brokem
relations with the Axis, or which had purchased gold from any country the® had
not broken with the Axis, or which offered gold which had been releassd a8 a

‘result of acquisition from the Axis. Unmder the war conditioms prevailimg in

19hk, the U, K., the USSR, and other countries adopted this policy. A similar
policy applied to the Soviet Blec could mot be expected sxcept under conditiens
of war, or near war.

In suﬁ, the United States could carry eut a policy of reducimg the use-
fulness of gold to the Soviet Uniem enly by a refusal to purchase gold from
countries which did net adopt regulatiens zimilar to eur own. Thij abandonment

of our gold standard eught mot to be considered except as an axtreme measure.

SECRET

Approved For Release 2001/08/28 : CIA-RDP63-00084A000100150002-8




