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The ‘concuic UDefense Uivisisn is responsible for providing econoric
intelligence regarding the Soviet Hloc and its relations with other
countrier as needed for policy decisions and operating prograns by
agencies of the .5, Govermment charged with the adninistration of
econonic defense lepislation argl molicy directives,

The feonomic Defense Division shall: !

1. frovide intelligence lor the develomment and application of export
contrals axnd ancillary economic defense measures apainst the Soviet Hoc.

2. Develop intellizence on current transactions which are, or are
suspected of being, in evazion of free-world economic defense neasures;
and maintain a central inter-agency reference service on such transactions,

3. Hobilize intelligencc about foreign firmes and indlividuals enpased
in financial or foreign trade transactions with the Sovist Iloc contrary
to V... securlty interests.

ke Furmsh the Chairman and Zecretariat of the Intellijence “orking
roup.

e Furnish Agency representation on inter-agency committecs and
working groups in the economic defense fleld.

5. Prepare collection regiirements in support of the functions
outlined above and evaluations of intellipence materials ss requested,
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Finm«:ing of veotelast Trade

Introductions

less intellipence is available on the financing of clandestine hesteFast
tra e than on &y other {acet of this extersive trafiic. This lack of
infornation 1 due principelly to the existence of rigid bank secrecy
lmes in most countrles which prohidit the furnishdng of informetiion on
clients' accomtis to wnavtborized personsg. An "eve® In such Lanks is
consequently a very sensitive souree, and, in %edizerland for example, would
be liaile to prosecution under the esplonage laws, T rtherrare, rowndeabout
processcs of Tinancing whicl are fundarentsl to any foreign trade transaction,
and particularly to clandestine trade, are =ost carefully gnamded secrets
of the ¥/ traders. Moreover, lack of tecinical financlal backrround on the
rart of the source often resulte In "parblen” rwmmi wiiek is of 1little
assistace In tracing the actual finsneing of a trgnsactio,

In site of the gbove mentioned diffiecultlien it has Leen possible to
obtain some Lndications as to how the Soviet loc has been paying for
clendestine shipuente of sirate ic cwmwodities including the ori-cipal
senters and banks invelved and ile changing tactics erployed, DJeveral
thousa:? documenis have bee: exanined coverins /Y trade transactions over
the past two years, Uwl esphasis nas been placed on thc period »f the last
eightern monlls,

A2 beckground for understanding the role of Tinancing, the following
- deseription is offered of ‘he mectanice of west-"88t trade in strate-le
commoditles that pess in tranelt statns tlrovr: &y of le Yfreewnort®
countries of Turope. Althouph specilfically referring to lelslun, it 1s of

such peneral applicabllity that it warrants citing ar a very lopical pattern, y

I Ty Intelllgence Report §fﬁ?€! 1h July 1501,
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The Communists rarely purchase strategic saterials direntlyy rather trey
maintain individuale, companies, or banks sbroad which nave secret funds
at thelir disposal, These individuvalsor fires esploy sgents wio contact
weastern firus which, In the hope of & rood profit will asree to sell for
delivery to the Soviei Bloc. Often these latter collevorating firms are
well-knon and wellwconsidered, They justify their action by the fact that
legislation and commercial ‘reaties do not prohibit this trade with the Tast
and it iz sévantagecus %o their national econory as well az ~ery profitable
te themselves, Aio

In order to avoidfconsequences of this trale (black 1ist, refusal of
vizas, ete.), these respectable firms often orpanize covert selling companics
af not teo sound a nature or a corporstlon with a ridiocunlously s=all capital
managed by a trusted persom such ae 8 former emploves,

On their side the Commmist firmg and thelr agmts alse often foem
covert or front companies which stterpt to estshl ' sh relationships with the
regularly established companies which have a reputation of willinmgness to
engape in operations retuming a rood profit,

In addition to the participation of commercial firms and banke, trade
with the Soviets requires the cooperation of maritlme agencles for the
transportation of merchandise, The Cowaumists have riendly stipeing
agents in every maritime comtiry, often su;vpor‘bnd ty financial assiriance,
hut there are also rempectable naritime ajenclea which lend themselves to
irregular operstions in exchan e for gzood coms-issions.

The pw-chm end forwarding ol strategic merchandise i1g usually
accomplished In the following manner: The end rurchaser, that is, the
commanist purchasing orgpanisation, asks the Comrunist contr lled firess or acent
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to procure from the western companies strategic liems indispensaile o the
USSE or Setellites.
On sssurences that the gtrate;ic meveiandise is mpposedly destined
far a ¥ATO country or 8 newtral cowiry, the "respectable® compeny in any
eomtry (uiich often knows very well that the items will go to the Tast)
will offer the product directly or through & covert or {ront ecompany, let us
sy 1n Nelpiu, (with all necessary esport documents, licences, Ilnvolce, ete,)
The ssle is made CIF Belgium or CIF transit Delsiwm, Memntlme, the selling
‘ compary recelives notificstion that the merciendise has besn so0ld Lo a erpany
eatadblished in a country other than that of the primary destinstion and the
selling company is asked o asend the werchandise TIF trensit Belgiuw for
Denmark, Suitserland, Iran, etc. Of course the company to which tne werchandice
| is pesold Las a gonfidential relationship with the Communist apent.

At this Jucture, the original purchasing company recelves 2 notice of
eredit frex the end rurchaser snd gives a puarantee of delivery, which is
generally two per cent, As soon as the guarsntee of delivery is riven, the
original purchaser converts the credit to a =ipbt drafi.

Tre aiginal Commmnist buyer (identity of which is often hidden from meller)
prefers to buy FUB Turope with rgyment on receipt of shipping dooumente, As
the destinaticn of overseas merciandise sold 7IF Turope must be indicated on

' departure ad since the Comsanist buyer only clves a gizbt draft on receipt
of shipping doounents FOB Furope, & bank muet participate to finance the
mﬂmmmﬁg;m%t&t&mﬁhgwmﬁmmﬁwﬁmtbyﬁw
original or secondary purchasing company to point of final destination, Such
banke exist and they finance the operatlon for a two pergent commlssion.

iAs i3 seen {rom the above suwsary, the original purclase of strategic
materisl is perfectly lepal end expedition to & Puropesn port is also effected
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in & legal menner. Onee the sale is conmusrated, and while the gpoods are
in transit, the oriziral buyer sells ihe o <5 1o a second company, often
fietitiously. This latier company, which musi necessarily Le located in
a eomntry other than the mme to which the pouds were g:ld and shipped,
advises the maritize ayoney that the poods hEre been resold 4o 8 Satellite
and that the degtination previocuely indicated no lonper holde sood, The
maritine agency therefore does not make & debarkation decluration for the
eountry desipn:zted by the ori-inal seller, Lut {ransfers the coods YOO to
the shipper of ihe prinary buyer. As lony @s Tort of “ustoms astioritles
receive no corplaint, they do not intervene beocause the operstion does
not concern thelr couwntyy.

The first legally gullty zarty ls the seonmdery purchaser which gave
the mariiime ageney the order to change the destination of the roods knowing
trat tre zoods had oriylinally Deen purclared Por a YATD or neuiral coumbry.
The second gulilty party is the maritire srency wiich tramsflers the goods
to an Taglern destinatlon mowlng that acwrding to the shippine docwwents of
the oripiral purchaser, the [oods were destined for a ¥ATU or new’'ral ecouniry.
There are graver caseg also, as for exaple when the ~aritisme ayemey dellvers
fictitious shiprping documents o the second jurchascr showing dem%a‘z&ti&m
as & JAIO port and transiers tho goods to tre Tast. This iz Jone to
eliminate the flnancing bank end inereases profite for the selling comrany.

The above outline of a &/ trace tranmaction sppears i be entirely
aredible, but &s in wmost reporting of ¥W/¥ traensactions, the aetual finareing
is glosscd over in & surmaxy z@mer,

Yarlious nethode of payment have been aztilimd‘mgiztg Trom eixple
barter transections, gold payments, sefllerent in 7.5, "ollar carreacy,

SECRET
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payment by check or benk draft, to ecomplicated credit mrrangements usually
involving some type of letter of credit,

Paris appesrs wnguestlonably as the principal eenter of Soviet
finaneing, with London in second plsee. The Soviet controlled banis in
these two cities masternind mueh of the finaneins 211 over tihe world and
srranpe for intermediate Tinancing in other eomtries, Many Owiszs Lankse
have been involved, as well am Lanks in Rotterdsm, Antwerp, fruese’s,

Jeirut and numercus other places, which will be mentioned later, but in

‘ most casca the finanein: was initisted in Taris or Tondon, Ianke in iongkong
usually participste in fissncing of shipments to Jommenigt Thina, The
internediory banks are sometines Soviot conirolled Lut :enerally are banks
avious to make a "last cdollar®™ without repard to destlinstion of the
shipment., Often banks with excellent reputations slso pariticipate in sweh
financing, In this commectlon, 1t must be rrpembered tizt as Tar as most
banks &re concerned, the [inancing of such transactions le quite leral as
feu countriss have Ithancisl conilrols to prohibit it, snd even wheo cerialn

‘ controls are in effest, loovholes in the law oan often be found., Unfortim:tely,
bowever, mavy of the binke collaborate even to Lhe extent of falsiflcsilon of

documenta, In the Tollowing pares an attempt will be mede to show ‘he role

25X PREEE by the princiral centers of /T finmenein;.
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Comnnist Chima
Although Soviet Bloc countries, as such, have not been treated individually
‘ 1nthism,Cmﬁat%imhamhlminviwotthemm,\cauMs
against China &

oy than ageinst other Sloc
countries, and also because of the U,S. Forelgn Assete Control regulations applied
following the aggression of the Coremnist Chiness in Xorea in 1950,
The Bank of China, Peiping, (which has various branches in other countries)
is under the direct control of the Chinese Communist ¥inistry of Finance.
Through its branch in Hongkong 1t controls various subsidiary banks in that eity.
The most important of these banks in Homgkong owned and operated by the Communist
‘ Chinese Government are:
1. Bavk of Communications
2. Chekiang Bank of Conmerce
3. Banyang Commercial Rank
lie Shanghai Commercial Benk
5. Peo Sheng Bank
Ths Pac Sheng Bank, in turn, eontrels the following Hongkong banks: ‘
1. Chins and South Seas Bank |
2, Chima State Bank
3. Kincheng Banking corporation

L. National Cosmercial Bank
S. HNational Industrial Bank of Chine

@/ Paris, Repto & 29 to London, (Info. Wash. A 1), 13 Aug 1953.

«

¥
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6. Sin Hoa Trust |

Te Wo M Bank

8. Yien Yieh Commercial Pank

9« Young Brothers Banking Corporation
10, Chiyu Banking Corporation
11. Homgkong and Swatow Cosssereial Benk
12, Rwangtung Provineial Bank

A1l of these banks are responsibls, under direction of the Bank of Chimm,
for sponsoring illegal trade with western countries and betwsen Hongkong and |
Chine. They make funds available to their branchee on the mainland to pay |

‘ for controlled goods illegally imported. 151/ They also maintain close contacts
with many Commnistecontrolled import-export firwme in Hongkong and either

2m}etm of credit for them directly or thrcugh Wesitern banks,

Sterling and Swiss France are the -ein currencies used for paywent, US
dollars being used less and less for fear of blocking of accounts by the .S,
under Foreign Assets Control regulations. Rarter trenssotions also appesr ime
portantly in Chinese Trade,
8irilar to other Soviet Bloe countries, China hes a national purchasing
oEX9A 38®0eYs the Chinese Nationel Ivport~Expart Compeny (GNIEC) with Head Office in
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Peiping and a vitally imcortant office in Eaet “erlin where western nrocurerant
has centered, Recently it ha= heen renorted tha: an of “ice hag been ozened in

25*@33\@!1 where close collsborsiion is raintained wi‘h the Rank of China. The CNIC
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Any discussion of Communist Chiness trade requiras scme mention of the

Portuguesze colony, Meeao, Branches of Chinese banks in Maceo, particulérly

‘ the Nan T'ung Bank & Nam Fwang Co., participeate in arrarging t-e finarcing
of shipments of strategle eormodities from the west, meny of which evertually

find their way inte China., Although it is well known that & great deal of

smuggling teakes plece betwsen Macao and Communist China, the extent of this

traffic is Aifficult to estinate, 461/
Communist China has been atterpting to cerry cn ss much trede as

o5y 8Repible on & so-called barter basis. Actuelly Ls/C and Ls/C are used but

SECRE] %
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often the western supplier must agree to scoept a2 similar value of commodities
befcre the CHIEC will agree to the contract. This is often very unantisféctory
to the western trader becsuse of the limited market in Rurope for China's few
exportable commodities,
China's trade with Japen is conducted alrost exclusively on 2 barter basis
but in cases involving credit or cash payment, the medium cof exchaenge utilised
18 pounds sterling. The Japanese Ministry of Imternational Trade and Industry
reported in 1953 that no transsctions denominated in dollars between Japasn
‘ end Communist China were permitted. In trade with Japsn under "Esorov barter,®
China is roquired to deposit with banks, sither Japanese or foreign, in Japan
the amount of money for tie sntire barter settlemesnt plus 50 percent of the sum
ap security. Another method of financing is & becketowback letter of credit in
Sterling., Under the beck-to-bsck L/C, Comurnist Chins must deposit with & bank
of & third country in Hongkong the amount of money for the entire barter settle-
ment plus 50 percent of the sum while Japan deposits the sum for the berter paye
rent c nly with the bank. Under this forrmla Japannse traders may meke shipments
‘ prior to the errival of collateral from Ped Chsna.lég/
Increased em'argo restriotions and the U.S.'e fight against the emuggling

of strategic goods to China forced the Uoviet purchasing organisation, ®CANF®

(the init%gﬂf.he Flussian name for this sgeicy) in 1953 to tske soms counter

25X9A1m0ﬁm'o
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No mention has been made in the foregoing descripticn of ¥/E fineneing
of the important role played by Soviet sales of gold btull on which have taken
on increased importance during the past year., This hes been done purrosely
28 the subjeot iaz of suffielent aignifiesnce to warrant a separate study,
currently being undertaken elsevhere in the agency. Newesrtheless, this paper
would be incomplete without some reference to these trensaetions., During the
past two years it has become more and rore difficult for the USSE and ite
satellites to expert in sufficlient quantities the commodities wanted by western
naticna. As & rasult the bloc has not ssrned encuch forsign currency to pay
for its current import program, propaganda sctivities, etec. 'n the %est.
Consequently, increasing amounts of soviet gold have been sold in London,
Paris, Amsterdam, and in Switzerland to replenish depleted reserves of sterling
and other ocurrencies.

Past patterns of ¥/E trading and financing could alter radieslly during the
coming menths depending on the outcoms of present negetiations in COCOM on
western controls sgainst the Ruropeen Soviet bloec and forthcoming negotiations
in CHINCCY on controls againgt Communist Chine. If oontrols are relaxed
appreciably, as appears likely at preseni, it may be unnecessary for the Soviet
bloc to go through the eircuitous .rocesses nov employed to obtaln embergoed
goods except on & very short list of commodities thet will be retained for
embargo and/or quantitative control, The life of W/¢ traders would accordingly

be greatly simplified.

25X9A1
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28 June 1954 5.,
ORR/D/x/C
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