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REPORT_OF THE ECONOMIC COUNTERMEASURES TORKING GROUP

v s i 71

The Working Group was established upon the approval
of NSC 132/1 of June 11, 1952 to develop plans for economic
countermeasures to possible Soviet action against Berlin.
This report represents the results of spproximately a
month's study of this prqblem; While Soviet harassment
of Berlin appeers to-have suibsided for the present, a
very real possibility exists that such action will be
‘intensified later this year when the Contractural Agree-
ﬁents,and the EDC Agreement'come up for ratification in
Western Germany. - e Tt
Terms of Reference: : -

This report is not concerned with”pbéitivéIMeasﬁfes
for the support of Berlin in the event of Soviet blockade

_or other form of intensified action against the city. Plans
to support or strengthenkBerlin;‘such as stockpiling,'
airlift or .psychological: actién, lie beyond the scope of
the present Working -Group's: assignment.

This report deals with’ countermeasures in the economic
_field designed to put pressure on the Soviet bloc for the
purpose of inducing the 1ifting of Soviet restrictjons

,which,may,be directed at Berlin.- It should be noted,'
however, that while:plans‘aré'béing‘debeloped“in‘response

to

SECRET - SECURITY INFORMATION
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to the Berlin situation, they consiét by and large of

measures which could be‘applied in ény similar situation

in which the "estern Allies wish to?apply economlc pressure

to achieve a specific/objeétive or ﬁo counter certain
specific actions on the part of the Soviets. 1In a sense,

therefore, the report represents a Qurvey of the economic

weapons available to the Allies in éituations short of war.

It is assumed that Western couﬁtermeasures would be
1ifted when our particular objectives in Berlin are

obtalned., Such countermeasures shodld therefore Bg‘of:a

——

temporary and reversible character distinct frbm'the;

related field of multilateral trade%security controls
developed over the last three yearszthrough the Paris

Consultative Group and Coordinating?Committee. The Working

Group is convinced that a progranm oﬁ countermeasures would

encounter the strongest opposition ﬁroerbstern European

Governments if they suspected that it was being prOposéd

by the United States partly with an eye to bringing ‘about

further long-run restrictions on East-West trade.,

e s i S e

Severe Soviet restrictions over trade, travel, and
communications between Bgrlin and qut Germany were in
effect from late June 1948 until ey 12, 1949. Eventual
retaliatory measures were limited td a counter-blockads

by "

SECRET - SECURITY INFORMATION
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by vestern Germany and western Berlin against the Soviet
Zone of Germany o

The blockade against Berlin was precipitated by the

West German currency reform of June 1948 which itself

resu]ted in a sharp rednction of interzonal trade. Prohi-

vbition of shipments to the Soviet Zone from Western Germany
did no take plaoe until September 1948 after extensive
disuussions in Berlin and Moscow on the currency reform
problem had broken down, . This prohibition stopped all
legal c0mmodity movements, but did not apply to mail, news-
papers, gift parcels, or ;pternggional w;eg§it traffic.
‘International transit traffic originating in or destlined
for the Soviet Zone was, however, prohibited beginning in

'rFebruary 194§7from passing through Western Germeny.

' The economic impect of the "est German counter-
.blockade upon the Soviet éone and the effect of that impact
upon Soviet policy are extremely difficult to aseess. A
Depar*ment of State intelligence report at that time
vstated that although certain sectors of the economy, notably
the invesument program, were affected more severely thean

- others, the general stagnetion of the Soviet Zone economy
during the blockede neriod resulted primarily from Soviet
economic exploitation and politicﬁ. failure. It wae
generally thought that the success of the Allied airlift
and the adverse reaction in public opinion over much of

, .. | ‘_; . - the
QECRET.- SECUhIiY INFOBMATIOy
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the world were larger factors in thé Soviét decision to

" 1ift the blockade than the staté’of?the East German economy.
On- the other hand, a report of the ﬁé Military Attache in
Moscow suggests that it may be signfficaht that less than
two weeks elapsed between the stopp%ge'df ;g;ggggilgggl
trengit traffic across vestern Gefm#ny and the beginning

 of ‘discussions in New York which led a few weeks later to
the simultaneous 1ifting of all resfrictions on transport
betWweeh:Eastern and "estern Germanyi '

" No counter-measures against thé Soviet Zone or other

Soviet-dominated areas were appliedjoutside of Gefﬁany.
In fact, imports into the Soﬁiet Zone from Western éountries
other than "estern Germany increésed'durihg the blockade.
Imports from Western Germany, incluciihg goods illegally
procured directly from that source énd goods moviﬁg'indirectl
from Western Germany through third éountries tb the-Soviet ?
Zone, remained an important source éf supply for scarce

industrial items. The third country pattern of trade with

Western Germany developed by the So%iet bloc since that
time appears to have been perfectedjto the point where

action by Western Germany aldne, even if politically

——

‘ acceptable to the German Government; would without doubt

_be less effective than it was in 1949,

Sena—————

In the 1ight of this situation, and in view also of

the Federal Republic's virtual sove#eignty under the

contractual

SECRET - SECURITY INFORMATION
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contractual arrangements With the Western occupying powers,

1t would seem unlikely that Western Germany would take
" action alohe in the trade field as 1t did in 1948 and 1949.

Criteria in Planning Pogsible Countermessures

The Working Group has surveyed a fairly wide range
'of measures in the fields of trade, finance, transport,
/

‘communications snd related -areas, which might be taken by
e ‘ Z
£he United States alone, and measures which would require

—
<

“Joint action origction by other countries. Although the

e d

interrelations of verious measures are indicated, no recom-
mendations are made as to the timing or sequénce of their
application, Such determinations can be made only in the
wlight%bf actual but unpredictable future circumstances
and political realities. |

 M€asunes- considered were assesséd agalnst the follow=~
‘ing criteria.

1. The cstimated effect of each measure on the

o e B

;”§legt bloc,'bbth in terms of economic impact and of polit-
ical, psychological or propaganda impact. Care has been
taken in applying this criterion to make no pretentions of
knowledge where the facts are not available for an
educated estimate . This point 4s particularly relevant

“to the question of economlc impact..

5. The restimated economic and political effect of

each measuré on the countries of Vastern Europe. ‘Naturally,

o i L the
SECRET = SECURITY_INFORMATION
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the Working Group has beentetter able to estimate these

.effects than those on Soviet bloo_countries. This is
" particularly true of the economic impact;’ The political
or psycholoéibal impacthwill in any event be conditioned
- by previous actions of-the Soviets directed against Berlin.
3. The feasibility or ease of| application of the

measure from an administrative, statutory, and political

standpoint. The element might well be a crucial one in
: &any situation short of overt Soviet military action

‘against Berlin even including a totai land blockade.

‘4. The reversibility of the measure or the ease

with which 1t might be relaxed or withdrawn.

5e The acceptability of the measure by other countries

- A good deal is known about the attitudes of other govern-

,‘ments from our three years of. experience in the Consultative

Groun—Coordinating Committee.; Each country of Western

o Europe, of course, has its pe"uliar economic and political
_problems, and the extent to. which attitudes stemming from
these problems will be mitigated by over riding considera-

., tions of'the Feetern stake- in Berlin can only be defini~
-tively ascertained by consultation with these governments.

~A11 the above eriteria are obviously related and

interacting. Their order of importance is not necessarily
that indicated in the above listing, particularly as they
are appllicable to individual countries.

COUNTERMEASURES
SECRET - SECURITY INFORMATION
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COUNTIRMFASURES IN THE_TRADE FIELD

Further direct restrictions on East-West trade would
be the most effective method of applying economlc pressure
'against'the Sovliet bloc. Many of the measures later dis-
cuséed unﬂer the topics of finance, transport and commun-
ications are ancillary to direct tradeé controls. All of
the work and agreements completed in the past four years
by way of deVeloping the International Security Iists and
suppIeméntal'measures copstitute a broad and saand base
for such countermeasures as might be multilaterally agreed

~ in comnection with a new Berlin crisis.

It is posSible’that‘at any stage in the application
by.V@stern Europeaﬁ‘coﬁntries of trade cntrols more

restrictive than those now in effect, the Soviet bloc

might take action to bring about a complete and abrupt

———

cessation of East-West trade., For this reason the Working

Group at the outset estimated the net doliar cost of
replacing the supplies of coal, grain, timber and certain
other products now obtained in the Bloc, This estimate
is preéented later in this report with a discussion of
" the supply and marketing problems involved, but without
‘reference to the foreseeable highly complex and varylng
economic, political, and psychological difficuities in
individual Western European countries,

Trade

SECURITY_INFORMATION -
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Trade measures open to the United States are limited

to restrictions on imports since this country already

" maintains virtually a complete embargo on exports to the

r

Soviet bloec, Such imports as the United States now
receives from the Eloc are of no significance to our
national economy., "estern'Europe, dn‘the other hand,

relles on the Soviet bloc for imporﬂant supplies of fuel,

- foodj timber and other essential materials. In fact, the

<+ 1imited amount of strategic goods which Western European

KA

countries permit to be’ exported eastward represents the

‘main . bargaining élement making 1t possible for them to

receive essential imports from the Soviet bloc. In view

-:0of the foregoing, i@port controls aﬁe discussed as a

- possible measure for the United States to apply, whereas

an intensification of export controls could only be made

——

effective by ocur Western European allies.

IiPORT CONTROLS

1. The Consular Invoice Technique

Delays or denlals in processing consular invoice
constitute -a measure which, for reasons cited above, would
be appropriate only for the United States to apply. This
device,‘Which now being employed against imports from

Vg

- Czechoslovakis as a method of brinéM%ressure for the release
.of" Mr, Oatis, could be readily extended to apply against
the rest of the European Soviet ploc, At present this

measure

SECRET - SECURITY INFORMATION
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measure would affect only those imports subject to

ad:valorem .duties. However, the requirements for consular

ruabiILECS ey

invoices céuld be extended, perhaps with some administra-

AT}

,tive'difficulty,'td“gbo&stsubject to gpecific duties as
. . - m

. well, thus affecting most inborts from the entire Bloec.

.. If that were doﬁé*éﬂd‘iﬁstrnctions given to our missions

.in. Eastern Emropean*countries:that no consular invoices

wxgwere;to;beeprééesséd the effect Would be a virtual

...termination-of 1ﬂports from the rest of the EurOpean

Soviet bloc.’ SR S
+hssessed sgainst the established criteria, this

\afdevice recommehds. itself because of its ease of application

e

s and reversibility. ‘Its economic impact would not be very

-greaty but ‘wolild be- felt, as indicated in the discussion

.1 0f rthe ‘next : Measire, The political and prOpaganda impact,
S ————

Ay

. ati2eoe DirectiThbort RestrictionsnﬁJ.m.

. would notibe spettacular,’ vy
' =

. o-1f Judged on ‘thie Bu¥ls of the present Czechoslovak case,

1_1,“\‘

NN Rt (1 (-4 -1k Anpost’ restrictions are likewise appropriate

o

-only.for the Uniteéd States. The Treesury Department has

.. the -authority under Section 5(b) of the Treding with the

Enemy Act of 1917 to restrict or embargo imports from the

_Buropean-Soviet bloe, This cou]d be done of itself or as

part of a more drastic and sweepjng blocking action, It

would be accomplished by means of a licensing system, and
would.
SECRET - SECURITY INFORMATION

Approved For Release 2000/08/23 : CIA-RDP64-00014A000100090001-2



!

i

|
Approved For Release 2000/08/23 : CIA-RDP64-Q0014A000100090001-2

SECRET. - SECURLTY. INFOLMATLON

o «10~ %
would require the cooperstion of United States banks
in the same manner as would a ful# blocking.

This method of import restri&tion or embargo would be
less flexible, and administrativeiy more difficult to
apply than the extended consular invoice technique. Its
political and psychological effec€ would be greater, if
for no other reason than its atteﬁdant publicity and
formality. Its economic impact, &hile not very great,

would be noticeable as indicated ﬁelow.

‘» + - Total US imports, i.e. gener@l imports, f rom the
Europgan Soviet bloc in 1951 amouﬁted to approximately
%lf\ . $64 million, Seventy per centrof;the-value of US imports
/,/%;ﬁ#¢g;;z{romathepUSSE, which totalled $273million, were furs.
% ?:-._ :é -Under the ban imposed by Section 11 of the Trade Agreements

- . Extension Act of 1951 -on imports STTéertainﬂfurs, some
40 per cent of 1951 fur shipmentsfwill“be eliminated in 1952,
Imports fronm Czechoslovakia,.whicﬁ'in 1951 ainounted to
$22 million, -have been 'ara.sticallyf.? curtai led. in connection
with the Oatis case. US imports~from-th919n%ire European
Soviet bloc in the first'quarter‘&f11952Tamounted to
.$10 million., - SRS 3¢

It is difficult to judge thefimpactvon the-Soviet bloc

Dt e T )
© o~a -2 of elosing this source-oftdollar'exchangeé‘for'We have no

é/f/ % ti;b m: !

cepl M D,ézﬁs: knowledge as to its importance to the bloc, " There have
[ A L T i - :
dre m.ﬁaﬁiéﬁ' o S eeiirlivl oot peen

The HAT & e

SECRET - SECURITY INFORVATION
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been reporte that Czechoslovakia is experiencing a shortage
‘vof dollars, partly as a result of its inabllity to obtain

eonsular invoices for exports to the US. Im-any event,

the Working Group szhes to caution against unhderestimat-

‘ ing the potential impact of the.loss of dollar earnings

on theglib assumption that. Soviet. gold would. immediately
' be employed to make up the difference between .the Bloc's
»dollar needs, whatever they are, and its:supplles from
remaining sources. L g
‘ ‘ In addition to the elimination of the relatively
ﬂ small and diminishtng volume .of direct US lmports from

’A the Bloc, there would be some curtailment.of US imports

| from third countries, primarily Testern EurOpean, of goods
S —a———,

b
s gl

_originating in the Bloc.. There is no accurate:estimate

of the magnitude of such indirect .imporgs.. .- .
N ggpo I comrgngg O P PRI,

e As stated aboveI there is nothing. in-the export field
;;that the US alone could do beyond-1ts; present. virtual
'>export embargo that would . have any economic-effect on the

dSoviet bloca Total ‘US..exports .to the, Bloc in the first
“quarter of 1952 were only. $236,000 as compared-wi th total

flig 1951 exports of approximately $3 million.

Nevertheless, the possibility should not be overlooked

of the U achieving some desired psychological effect by
official public announcement of the fact that almost
nothing

SECRET - SECURITY INFORMATIION
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nothing is licensed for export to?the Bloc, * As a slightly
- more extreme me asure, the US mighf announce that henceforth“’
no.export of any kind will beulicénsed for Soviet bloc
destinations, This would be-tantémcunt’to a ggg}fffffffi

of open economic warfare, but'eveﬁ as such its psycholog-

ical impact, in East and West, might not be great in view
of current acknowledged USnlicensingfpractice, which 1s
- well publicized by the Communist propagandists. There
would, of course, be no difificulty of ‘a’'statutory or
administrative dature in the US Government taking such a
step. _
" The. concerted -actlon which-Ailied?countries might

take in ‘the export control iffeld represents the only area

“in:whichrindreased tnadeipressuﬁeé;WOuId~beufelt appreciably

.the Sovlet blac, 'In'dévisingfspecific export control '

measures the Working Group was :guided by’ the following

s wconsiderdtifonsy ! sovair owvia

{~£§<“w ~aﬂ;-~F1Pst,ﬁa~majorielement~inianjﬂprOposaIs of the US

- vt wilkobethelr feasibility friom-g negotiating standpoint,
.Or,-:stated diffenently,vtheirVaccépﬁ&bility'by the govern-

H ments  of Western Europe, . .0 0. '

2. Secondly, the useé-of existing International List
commodity clésSifications aﬁd ratings,“which already have
wide acceptance based on a four-year accumulation of

negotigtions

SECRET - SECURITY IyFogmgzxom

i
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negotiations and aduinistrstive agreemenus, would greatly
minimize the negotiating problem.
Thirdly, the use of established categories on which a

‘ large amount of anelysis already exists would greatly
simplify the problem ofimplementation, qujte apart from
‘”the negotiating problem and thet of policy acceptance by

the other governments.

Fourth, ay. of: the proposals set forth below will

K raise Western .European .fears of Soviet retaliation in the
"'form of 8 cessation of present Soviet bloe exports of
'“economic importance to: the West.' it seems unlikely, there-
‘”Tfore, that the Western Burépean nations would be willing
EETS discuss any of these: propdsals seriously without

‘ﬁ”assurances that _the: United! States WOuld he willing to undep-_

.....

Citite their access %o alternative sources of supply. The

additional problem of alternative markets for Western

;wgexports should not be minimized in this COnnection because

”*that issue might well: bgoome ‘&' political stumbling block,

i}

7*‘perticuler1y in the .cases. of thé" Trench and Italian Govern-

e Cl

”Tments;'which must contend)with sizeable Communist minorities

e S

e their Parliaments. P

¥

Finally,_an important factor considered by the Working

'Group in developing the following proposals 1s the disparity

between the US Security Lists and ‘the International Lists,

Thus, there are a.few items on US List I—A whioh are not

included
SECRET -~ SECURITY INFORMATION
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included in. any International Listgr‘-ﬂbout one-half of

‘the items on US List II-B are not on any International

Lists. Since the desirability is obviaus of clearly

- separating trade restrictions impo?ed in connection with

b

pressure on Berlin from long-run security control measures,

the ﬂg;king Group decided to ignoré.this disprity and to

draft its proposals entirely on thé basis of the present
i 4 Em——

International Lists, %o have done;otherwise might arouwge
et

- susplcion and cause delay at the‘time.the proposals were

presented to the Western European éoverhments.

|
The'specifiq proposals of the Working Group follow.

et o i —"

1+ Delay Issuarice of Licenses for all Intermational

. |
o List ITT Ino . multilateral control beyond surveillance

* and exclange of :informstion). Commodities

This iwould be ‘d relatively mild measure te indicate

-

. ‘how seriously ‘the West regdrded ‘Soviet pressure on Berlin,

‘fItfwould'notncaUSe‘any”immedidte-réductioniin'shipments of

: Llst IIT commodities. ItS“efféct,fthérefone,bwould be

g

primarily political or psychological. : It ii:.s believed that
this step ‘could be taken‘withfrelaﬁiVély?émall negotiating

| .
~difficulties, It might cause some administrative bother
onon S

t0 the Government of'Denmérk;'whicH doés. not now require
specific licdenses for any List III items'and for the UK,
which does not reqﬁire specific licenses for some List III

goods.,
It

SECRET -~ SECURITY INFORMATION
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It 14 sgslmed thot through the business community, s
well as through Soviet intelligence,’ the fact of this
édministrative delaying action would rapidly become public
knowledge, posaibly on a fairly wide scale, It must be
recognized that the effects’ of- this measure 4% the politi-

. cal ald.propaganda~fields would bhe modified to the extent
that the informetion reached a more limit edﬁﬁﬁblic audience
' >‘than would be the case with a formal pub‘icized step of
.. this kind. This question of formal publicity should be
?1Q:ﬁtopen.for discussion with the ™estern Eurdpean govern-
. ments.

This limited step appears to be guite feasible admin-
istratively, easily reversible, and on balance guite
readily negotiable. As stated above, its short-run
economic impact on the: Soviet bloc, and for that matter on

the West, would be slight. (Total ﬁist‘III'éxports of

COCOM to the entire Soviet bloc: ‘anicinted to $63 million
An 1951) s o aofr s bty AN
. 2.. . Beduction of Agkual. Liicensthg to Some Arbitrary

Percentage of a Base Period for Some_or all Int International

B

List IIT: 1IIiCommodities. kr“quﬂnwmﬁ@wmr

In effect, this would amount to subjeg&iag some or all

of International List IIT items Eg.lnternational List II
treatment--that 1s, to quantitative export control, It
SRR I

would

SECRET ~ SECURITY INFORMATION
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would eventually have en impact on shipments to the Bloc,
although this would not be felt for some -time, It would _
give rise to “prior commitments" problems, thereby possibly
hanpering its negotiability., The real significance of this

e

step would be in the ooli ical and propaganda fields rather

rr————r—,

Vthan in the economic. It won;d not impose ah important 4

St I

administratlve burden, and from that standpoint appears to
be a measure that could be readilv Varied.in intensity or
even witbdrawn. _ |

3. Extension of Embargo Treatment to Scme or All Parts

of International List IT

. List IT items are currently subject to quantitative
v control on the basis of agreed quotas or guid pro guo, the
i latter being considered a tighter form of control.
‘This step.would have an economic impact, not so much
in terms of the. volume of exports as in terms of the apparent
critical value to the Soviet bloc War—making potential of
:sooh exports?as are now permittea;?7GOCOM country shipments

of List II items,to the Bloc in 1951 .were approximately

$47 million, as compared With a treVious estimated yearly

M
average of $80 85 mlllion. On ‘the | basis of information
currently available, it is belleved thet 1952 shipments

m

will be in the neighborhood of $30 to $35 million., It is

i

important to note, although at the:tisk of over-simplifying,

that this amount of strategic goods plus certain items on

List III
SECREI - SECURITY INFORMAEION
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List III, such as rubber, represent the key bargaining

_,element making it poseible for the West to receive some
. W "

., $800 . million in in orts from the Soviet bloc. ‘ |

T TE negotiating problem in obtaining Western European
o agreement to this step would probably begin to ‘become
fo"midable, In particular the prior commitments nroblem
wouid be relatively more serious than with reSpect to
~Item 2 above, since List II contalns a higher ‘component
e of capital goods requiring long lead times. The Western

governments Wouid also be faced with “the problem of making

good 2. loss ggﬁmguipment made to Soviet bloc specifications,
8 loss roughly estimated at some $4O million. '
iy The politlcal and psyoholo ical significance of this
step would be distinctly greater than for the previous

P s ,".-’.-

ones, in both East and West.

La _;mbawgp_g ;nterna io IL_L;l_s_t_s___I, ; , and Bass
gg Eossi _y ail Non—Rated Ttemg | ‘

¥
SE bt This soep could only be regarded as a countermeasure

£

i

to extreme Soviet action against western Berlin, ‘such as
-8 total land blockade. The very nature 'gf” the step would
_render the ncgot?atingwprobiem most formidable, although
the prior Soviet action would presumably have ‘créated an
.. atmosphere of crisis which would ease the way for
.1 Degotiations, ‘ ' 2 C
The political and prOpaganda effects of such action

7 would

+ SECRET - SECURITY INFORMATION
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would be profound, .The economic impact, if there is any

-validity to:the design of the Intérnational.Lists, would
be appreciable, This is not to séy that the economic:

;; dmpact would be great in terms offthe gross national preoduct

of Soviet bloc, but rather that the bottlenecking effect
in eritical industries would be intensified, thereby

causing significant dislocations, @articularly in the
' satellite states. - '

S Total Western European (OEECicountries)-EXEorts to

the entire Soviet bloc, including Communist China, in 1950
were about $790 million and in 1951, about. $805 million.

v ———

Approxima tely half of the value ofitheseaexpcrts was con-

stituted of "hard goods". Total;;@portSafrom-the Bloc in

these years were about $980 million and $1,075 million,

- respectively. Roughly;“half¢of~th§se”import51consisted
of food, feed, fuel, timber and¥other essential raw materia1§:
The composition: of .this: trade is furiher examined below in
the discussion of the forsseeable protieus involved in

o 1ts céssaticn;

,zThe,closergthe'“éstern«Allies;mavewtoward a situation
. of complete irade embargo with the?Soviet:bice, the more

.difflcult the problem. of reversing such action becomes.

- Many rand complex readjustments in trade . and financial
~relations would be curtailed which%would take -time to
establish (see p. ) and which,,bnce established, would
| be

SECRET - SECURITY INFORMATION
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be aifficult ".’c.owﬁhravel, even assuming a willingness on

. all-sides to do.’s6: - Tt 1& a safe assumption, therefore,
-that 1f-the Bérlin’ sltuation detétioratés to ‘the point
/. where' such drasti¢ measured ‘are ¢alled ‘for, the likeélihood |

of. ‘rapidly reversing those steps would not ‘e great. |

RN
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GOUNEET SURES IN Iﬂg ELD OF FINANQE

1, Extensioh of United States Héfeish fxgs-gtg “Gontiel Eé gg"glg"ig' ns
o thi- . These regulations ‘how apply only to Gommunist Ghina and North

Kovea;  If extéfided to' the entirs Soviet bloo they would freeze all

e

of the bloo's dollar assets in the United States and prohibit,

e

except pursuant to license, all finencial anq trade transsctions

between the United States and the Soviet bloé. Such actlon would
result not only in an embergo on imports inté the Unifed States of
merchandise of Soviet bloc origin whether iméorted directly from
the bloc or through third countries, the:eby%denying the bloc a

source of forelgn exchange, but would also (é) prevent the acqui-
-~ _

sitlon of foreign exchange by the Soviet blo& through dollar

remittances to bloe countries; (b) prevent the dollar financing

_—

of trede between Soviet bloe countries and third countries, allied
and neutral; (¢) prevent the foreign_brancheg and subsidiaries of
U,S. companie;:;;om carrying on business witﬂ the Soviet bloc; and
ngbprevent the acquisition of dollar exchange by the Soviet bloc
through saele of gold to the U,S. This last result however, could
be effective only if the cooperation of most other countries were

obtalned,
A general blocking action could be instituted by the Treasury

under the authérity of the Trading with the Enemy Act of 1917, An
; Sne oL 747
administrative Foreign Assets Control apperetus now exists, elthough

it would have to be expandéd; end subetantiai recent experience has

LU ITRATE TN
N

been

41“

SEORET = SEGURIE; ;NFQRMATIOQ
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. o -2l .
been gained in the implementationvof the Foreign Assets Control
Reguletions respecting Gommunist Ghina end North Korea._ _
o The political and peychological impaot of such action would
be great .and its economic impact would be felt both w1thin and

‘ without the Soviet bloc. Although Soviet bloc eseets in the U.S.

at present are undoubtedly at e minimum 1eve1, a complete blocking

, would affect the trade of third countries with Soviet bloc countries

B in so. fer a8 such trede is doller financed There is no estimate

of the megnitude of such trade, & substantial portion of which may
possibly be in contravention of existing security trade controls.
. A generel blooking action would not be 8 flexible type of
" countefmeesure in thet 1t could not be easily relaxed or removed
- because oi administretive dlfficulties and probable domestic opposi-
tion to euoh Leiex@xion. (The same would be true, to e 1esser degree
perhaps, of direct 1moort controls alone ) »
L The key to tha eifectiveness of unilateral UnS blocking
cont trois ugalng %.uhc European SOVieu bloc lies in uh% eggggtehility
» of th, princ1ple of s;ch action to other friendly countries, paxr-

tiouiarly thoqe in Western Europe. It goes without saying that such

T act Lon teken unilaterally by the U, S. would be less effective than
. if undertaken j01ntly. Moreover, if the countries of Western Europe
ere unsympathetic to the idea of blocking, they might teke positive
steps at evasion, thereby reducing its effectiveness._ The political
consequenoes in that event would be unfortunate. :
R o ‘ In its
| SEORED - SEQURITY LIFGRATION
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- In-1t8 present; operation of. blocking controls e.ge.inst Oonmxu_nist

China and North Korea the. U, 8., Tree.sury has had a satisfactory .
degree of success. in solving the major technical problems of (15
determining the origin.of .goods Lor. which payments are to be made
and (2) ascertaining the ultim&te recipiente of peyments. o
. dn -the. event the United . Stetes extended its Foreign ieeets
v:: . :Control Regulations . to the, European Soviet bloc, supporting a.ction
by friendly. governments,. would be.-an. ad,junct of our controls.

1t

woQuides olearly,,eupport of..qur. controls by the Swis‘eu(lovernment

Shiee ) bt

.wouldd be of outstanding value ;_;.?iQQQg..;thh during World Wer II and

0 "

during the, life of the; controls directed against Gonnmnist China,

1’(

Syitzerland. has: pleyed Yhe role of. middleman in manv transections

......

- k+.0f; doubtful, character.:. Speoifloally, abandonment of the bank seorecy

oilaws, would .assist tremendously in. the execution oi‘ any enforcement

program undertaken by jthe JBnlted States with respect to blocking
controls..- Unfortunately, the devotion of the Swiss to the secrecy
1. kewsy the exlstencge .of which gives them a competitive advantage in

«rthe international benklng field, 1s .89 great that it seems clear

..: that only Soviet. aqtion threatening the natlonal existenoe of
et b 55

i s, S5 e

------ Switzerland could tepd them to abendon their present pos:.tion.

e ,..l.«

i r, Suppoyding: action by, the sterling bloc end by other countries
vidiof Banopey -alihough perhapﬁ of, less value than support by the Swise R
L5 wonldy nongtheless,, bs. signifioe,nt in the enforcement of our con-

trols, and should be seughbe . .. ., . . |

T 2. Parallel

N R

SECRET - SECURITY INFORMATION
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irifc Parn elmE; gncigl gg trols’ bx Wegtern Eg;gp

R RPN F R R

Agreement by allied countries %o restrict EestJWest ‘trade and
v ok b
other transactions can be implemented through ‘the use of ‘financial

controls, accompanied by other measures which the lews, regulatione,

. and experience of “the cooperating countries indicate would be ‘the

PR Doree T Faoanomennn N T gt

: most useful

b f.

Success in obtaining the agreement of free countries to adoption

. of controls similar to United States blocking controls would enable

) any desired degree of stifiing of East-West trade. “The difficulties

.......

o which would face other free countries in arriving at this “decision

¥ are well known, Tt'18 decision which, a8 in the'case “of & total
trede embargo, could only'be rega;ée&’aé an:entreme;step,"thereby
posing a.most diﬁfioult~negotiating3problem7fexcept as modified by

) generel atmosphere of crisis,

oy o ¥

} The deciSion having been made, however, blochiné controls could
be instituted rapidly and become effective almost immediately The

‘ 1ong experience ‘which Wegtern_gggggeanvgOVernments have had in main-
P I .'*‘Au i
teining exchange controls, ellocetlng foreign exchenge emong foreign
h countries and commodities, “and negotieti_g‘bulk purchase contracts

a BERY TR
PR A TR I

would_prOV1de the administratlve mechinery and experience ‘for rapid

‘ end effective action. Further, the cooperation and continuous consul-

,I'.
‘

v tationvbetWeen treasaries and centrel banks on’ matters related to
financial controls would facilitete “the effectivenees of the operation.

- Finally, the existence of such forums es are provided by the NATO
should facilitete arriving at the deciSion to cooperate, a8 well as

agreement on the scope of control and techniques to be used.

Experience
SECRET - SECURITY INFORMATION '
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Experdence :galtisd ‘Suring World W IT ‘night’ ve' usééui- ’éln '
- 4mpletienting ¥ ‘AeciByon W sdek thie aiioptioh ‘6f “BLodkitg Gontrols

Approved For Release 2000/08/
SECREL- = :SECUE

£ by othér Priendly colintribs Lo hirthg Wortl War T the United States
o Tiate. wbgorouts leFESTtEY BY’ GBtatt “theadoption by Fristidly Foreipn

bt foa g partioi¥ak Ty In Tatir Ausrd 65 e Hontbols' i Tar 46’ our

wartime Foreign Funds Control, (In Europe the:; problem Hhs' ‘theh non=
ok rexdstehty Blhes the Thited Kingdom Had ééﬁxii&i*’éﬁib ‘Hort¥5Ys Blready
)i dmrextbtonce! and- the obher bel1lgtents' Werd' alvedily’ oecipied]) ™
5[ Bbth! by ineafis ofviltilatersls hestings’ ahd” bﬂateral’ régbtistions,
s4he! Unk ted 6 thtes: BAEEAVOPEA" A6 acquaL it £hE TAt1H Kherd &8k Rbpublics
fuith thenatare of oirssonteéls, dnd'to uted’ them 16" take’ pa¥alitl
gétion; ,,Unmedv=Staﬁesf-'-éubée’érsbiﬁ?a‘ehfévi'ﬁg’fféé'J'BB;}e"éﬂx"r‘é"‘in‘-’*‘%ﬁ’ié
#161d Fanged fiun- sonsfdérable” #4’ theddse of $omé cotintries €6

ARG

negligible in the case of others, -7~#i%: 1o ERERORT e

b s iThithevPleld of trimaport; ot oF 'd ‘eonsiderably ‘Tarder tiber
12 fof ieasuties “Whieh Havé beer exemifdd; the ‘fwmf'iﬁg Broup Has" coticluded
that ‘elght ‘heie ' sond ‘erdt-‘and Verrant careful donsidetation at such
- Hnte “tha b teuiitertied s 48" Bgatyidt “the -’*’-Sﬁﬁf"‘é"é"g]ﬁb ¢'dre desired; Because
et tHES Hitre- theve TeNght Safidt TeT1sted 1 4 ‘atisfactory pro-
griedsiion, e vidd st of ki are “auis cepitible bf & vakying séverity of
o Ld app¥ cati o, - Conslidered From’ the general fﬁéi-'s{pééﬂ‘xfe*df Yrickeising
d19¥4 sulityibt Hepotintith Hnhd agreenent with oﬁher‘ coutitries’, ‘however,
withely: hay ber Ieted: ag foIlowdy Wi o 3“£v31%ﬁ atprntinet Bl

. s . R I I wpe o Ve e 8
Jagau o od pegnledoal S Lethnoy L annd

' l
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1. Imposition:of: Bunkerime Controls ov Restrictiops
;- This: measure would: be largely implemented by;p;ivatefqil and
coal sompenies:and:would not require fgrmg;,gOY?rnpgntg}iagtion. 

An extremely flexible measure, since only a relatively small number
S ————— R A RO )

of .companies :are involved, it could range in severity froma delay
in providing bunkers or ships stores to Soviet bloc-owned or .

‘operateégwessals,pgpa_gpmplete denial of bunkers. Although European

‘governments might be vawilling to request oi;vor cqal,cqmaan%es,ﬁo
“.‘coaperate in severe measures:of this type unless the situation in
" Berlin becams very critical, they would possibly ag;egAyg:pgguggts
‘iz for less 'severe measures or "spot' denials of a tgmporg;ghngggre.

2.~ Further Restrietions on the Repair and ngghggl,giiygggglgi:l

oo Serving the, Bloe. .

As with the denial of tunkering facilities, restrlctions on the

" general -repair and overhaul (COCOM restrictions already cover certain

-types of repairs: and instellations) of:Sovigt_bloc-owned.oplopergted
vessels: could vary considerably in severity and could presumably be
carried ocut: largely without open governmentgl,partigipgtion. Since

Western shipyards repair an estimated anmual total of‘lﬁp-po,OOO.GBT

- of 'Soviet. bloe owned vessels, severe restrictions would have a sub-

stantial effect upon bloc shipping. = Such restrictions would, however,

.. have. a harmful econonic gffect 1n Western shipyards. .

Any restrictions agreed upon should include “modernization“
-finStallatiohs;as well as gengral_pepa;r work.

‘Thgh

SECRET - SEQURITY INFORMATION
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The attitudes of European governments to restrictions of this

type will propxb 4 end ugon;the extent to which open responsibility

gr}}:tyeir,gpe?;;?,oeg/ , ed. i This Bhould no" be difficul‘o in the

LR IR AT SRPR I

legs agyere stages,

v [T i :
BT [ AT

ety g b

The, international stams of end ’che international conventions

,, PRI hild Y

: re,letipg to. each weterway mentioned above wouid preven’o closure to

O T

»Pavdet, plog | vegsels, . It 18 believed possible 2, however, that irritat-

¥ i u""“

ing, restrictions . over the use of these waterways by bloo vese\els could
-0 effect,ed without great diffioulty. Rigid interpretation of regule.—
tions, careful . inSPeotion of cargo, and "admirxistrative“ delays would

be. Jmeasures, oi‘ gome, irritation to Sovie‘b bloo ‘vessels, or if carried

far enough, of economic impact as well

E - This; type. of control would be implemented by the Governmental

i ,.a,uthorit,ies ooncerned, In the case of the Panama Canal, the consent
7.3 -0 DO Other.. countryéwould be requlred, while in ’ohe Suez or'Kiel
4 Canals,. action yould have Yo be taken by the British or German

o GOVETTONES s L <l o . .
- Zhe: ! Worki.ng G;'oup doea no'b believe tha.‘b a.ny a.ction of this nature
HE " VRN B o P

N
L gt

;;,far.aoel,@;:be considered in the Dardenelles,

Cargoes L
L B R RS T I B PRI N SN et

that it would be sui'gable for certain hara.ssing or slow-down tactice

i

ata

S
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at a.reil: crosging point to the bloc, but youldibe suitable for

complete denial, It is also’ weakened by the faot that sldings

oo facilities near’ rmoat’ border crossing points probably would not
permi‘b any -extensive nolding of bloc—bound oargoes. Govermental
agreements, not-only with cbuntries with border crossing points to

L'

the Soviet bloc:, Tt @80 Wlth™ countries ."originating shipments to

’pk}e .hloe, would bed frequired" = e et
54 Inereeee_i.ggnirole_gredi.ea_ﬁe_ oat e_i.\lgxege_gllmers
Wov4ﬁt_ﬂ_ :‘ sl ’ | Y S,

ol

e 5 This: measure ‘would be considerably more effective than, tl}ose

listed Dbreviously in- denying shipping and shipping fa.cilities to the
,Soviet bloc.: Tt has been diSoussed at some 1ength in GOCOM where

it .hag. beent.oppdsed by Teny countries as a rather extreme measure,

Al S e

It 1s.believed'that’ sufficieht legislative authority for suc;h 8

. measure: -already extets Th Host countries ’ and that reluctanc:a stems
+.£rom a,e;bual jpolicy differences. It ie doubtful whether the Buropean
ooun,t,ries will ‘dgred’ to' an extension of such oontrols in the -abgence

Sy
e j.,.‘_-_l,l- BURE
" s

of 8 §evere-Berlin’ oyidisy’

ARN ooty

() Denial of: Wést E.u_r:gﬁ_egn F_g g ELLL i ig ;_,g
oo + 4. completie dentel of ‘Free port fa,cili'cies probably would Xe.

eaceptablex Ao WEst: Buropesh” countries only in the event of a_complete
" ruma—————— ! ety

trede embafgai’l A leés—than:éomplete denial of such faeilities would,

w

i
however,- be en' e tremely diffioult measure to administer, and would

require the. dntrodustish G controia in an area which until -now ‘has

’ '\‘l
T g

" been relatively free of restraint, Such controls s for commercisl and
R / other

B (,,"3,,, o
SECRER. /- SECUHFIY A HORITION
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other. reasons,’ would ‘e strongly opposed by many of the local

interests im any free port city,

Therfrcefpor%S“aré;-hEWBVer,‘most“imporféht“ssctions iﬁ”%ke* :
Soviet:11legal’ trade chahnel;  Sucobssful controls over these a}é;é'
vould:do mychrto’curtail i1leghl Bast-isst thade; © ¢ 7
7’

Linitation or Prohibition of Carriage of Str et’egic" Goods to thg
Bloc by Western Vessels end of the Movemeit g_ Wgstern Vesse s to '
Elgg POIv'bS"*:u:?" : ¥ : [Tt SLLE L

Such measures are now already in effect for the carriage of
W

goods:: by United States vesdels in violation of established export
R S -
regulations and for: the movement of United States carriers to Commu-

nist-China). This' £161d 18" therefore’ ohe for action by the Western

European countries alonei’ They have not’ agreed ‘that measures of this
nature:on:thelr pdrt: aré advisable, although such measures would o
decidedly: improve the effnciency ‘of ‘present western export controls.

| »Theiprohibition of« carriage of ‘certain étrategic goods to the o

bloc:by -Western vessgéls has been advocated in GOCOM i support of

general trade restrictions, Efforts to obtaln agreement on this ‘
point should be continusd as a device for- enforcing existiﬂg trade
restrictions rather than in the context of :thfeiBer"l’ih situation. The
prohibition ‘of hovement of Western vessels to Soviet bloc ports is a ,

mgasure which' Western’ European: countries would bé 1ikely to sgree to

onlyi in:the: eyent: 6F 4 full tiede’ smbargo against ‘the Soyiet Fare. e

In that.event’such s prohibition’ conld serve aé'ah'édditional means

) R P A N SR

of.. enfoi-ycjjng:z'bhe‘ ztra.de '~efnbargo. i
8., Restriction

SEGRET ‘.. -SEG
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20
. Restrictlon or aggu_geug___n_gﬁ_govig_ﬁ_gg Overflight and
. Lending Rights in mJigﬁt.ez_mr_QEﬁm
' Under'the policy established by NSC 15, Soviet and satellite

_aviation operations to Western Furope have been progressively cur-

_g;lgd during the past few years and are now 1imited to the Polish

carrier LOT flights to Brussels and Paris_ (now flown twice weekly)
mﬂw

and the Czechoslovek carrier CSA flights to Gopgnhagen and Stockholm

(thrice weekly). LOT has been granted overflight and landing rights
to Copenhagen and Stockholm, tut these are not exercised at present.

The Belgien carrier SABENA, the Dutch KIM and SWISSAIR now fly to

Prague; in addition Soviet permission is granted for Scandinavia's S4S,

. .

Israel!s EL AL and Dutca KLM flights to Vienna, No Western carriers

other than the occupying powers fly into Berlin.

s —————

Although it would appear likely, it cannot be gtated with cer-

tainty that resclssion of Soviet bloc carrier rights in Western Europe

would result in retallatory action stopping the larger number of

Western flights into Frague and Vienna. Withdrawal of the remaining

bloc rights would have 1ittle economic effect upon the bloc countries

concerned; the political and psychological effects probably depend
upon the extent to which thoy are related in the minds of the bloc
suthorities to the situation in Berlin.

A posegible Soviet resction to the rescission of landing and

TN e e I

overflight rights mlght be increased harassment of an Allied airlift

in Berlin. It is believed more 11kely, however, that other factors
R will

SECRET - SECURITY INFORMATION
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el e o =30, SRR
will determine the Soviet attitude towards i,the elrlift, Aircraft
of ‘the natlonality of the Ocoupying Powers have the Tight to £ly
. .over the Soviet Zone to and from Berlin, Tixis right: is in no way
related to satellite landing and ove.‘z_sflight; rights in Western
Europe, In any event, relating Western pressure on satellite

éviat‘i,von, to Soviet interference with a possible Berlin airlift

- ,-1s strictly conjectural.

SECRET - SECURITY INFORMATION
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Other Measures in the Economic Field

Beyond the measures discussed above, the Working Group has
considered briefly‘the following: (a) prohibiting US nationals
resident abroad from engaging in business with the Soviet bloc;

(b) terminating all postal and communications. facilities between the
United Stabtes and the blocy (c) the denial of fishing or similar
privileges in Western territorial waters; and (a) fufther.restrictions
on the movements of American and Soviet bloc personnel

The question of preveﬁting US nationals resident abroad from
engaging in business with the bloc is an aspect of the broader question
of blocking controlss It posés vexing legal problems, and is a
merginal. type of action, the effects of which are immeasurable and

© probably insignificante The Working G roup has therefore discarded
this as a possible counter-measures

As to (b) above, thévinformal view of the Postmaster General
is that, although an order cutting off mail service to Soviet bloc
countries might be issued under existing statutory authority, there
is no preéedent for such action, The Post Office Department would
regard such a course as undesirable since it is difficult to see what
benefits could be gained by the.United States that would outweigh the
disadvantages; It is the consensus of the Working Group .that, in view
of the difficulty of administering such an ordem and the formidable
administrative apparatus that would be nceded, as well as the possibility

of easy
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of easy circumvention through third countries, this measure is not
feasible., Similarly, in the field of telecommunications it is the
considered judgment of the State Department techniciens that there
are no opportunities for retaliatory measu:jces thet would injure the

Soviet bloec more than the western nations.§

. Regerding (c), it %s the opinfon of t@e Working Group, based

on consultation with the State Department'g adviser on Fish and Wild
Life, that there is nothing that the US alcjme or in concert with other
Western countries covld do by way of bring#.ng pressue on the Soviet
bloc in this field, Soviet bloc countr'!esl exercise virtually no i‘ish-

ing or similar rights in the territorial w&tera of the Unlted States
or other Western countrieg, except in the Spitzberfen area, where they '
are wgll protected by treaty bo which both= the USSR and the US adhere.

() above is definitely not & féasibie measure for the United

S8tates to take., The main argument against? the United States tekiné |
such sction is the fact that the Soviet bloc, by the very nature of
its police states, can do this type of thihg so much more effectively
then cen the Free Nations., Further, ‘bherej ere definite constitutional
limitations on the United Stetes Government which make the enforcement
of this type mecsure most difficult if not impossitle. Finally, the
exigtence of United Nations headquarters 1n New York City offers a wide

loophole through vhich Soviet bloc countries could avoid the effects

of such action.
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EFFECT ON WEST OF GES‘ATION OF FBAST-WEST TRADE DOLLAR COST
OF REPLACING WESTERN IMPGRTS FROM SOVIET BLOC.

A% any stage 1ln the application of econonic measures more Iré-
strictive than those now in effedt, it is possible that the Soviets
would teke corresponding or uuch more severe meagures in retall-
ation. There is, of course, 1o point in conjecturing as to which
countermeacures by the West would bring about any particular act of
Soviet retaliation. It is neces%ry, however, that the West be
prepared for the extreme situation of a complete cessation of Soviet
bloc exports to Western Europe. o

Before underteking measures wln ch might produce this result,
Wostorn Europesn countries would undoubtedly want ‘asmrances that
the United States was roady to replace or o finanse tho replace-

~ment £rom.other‘Free>World sources of tho sunply of coal, grain,

timbey and othor eshefitial products now obtained from the Bast.

It is estimited that in the first year the totel dollar cost
of replacing-these supplies would be éppro*cimateiy %’25. As an
offset to this, it is estima’cod that approxlmatcly $19O million
worth of goods now marketed by We atern Europe in ’ohe Sovmt bloc
could be diverted to dollar markets or used to roplace dollar imports.

The net addltlonal dolla:r r*o.;t, thero:[’ore, would bo in the neighbor-

bt o . i P

hood of %335 m1111 on :Ln the flrst ycar. The aspmnptlons and deriva-

tion of thls es‘bmb te are seb forth in the Appcndlx.
The .above type of exercisc cannot begin to teke QQCQPl}t of
the impact of e complete cessation of East-West trade on individual
Western
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Western Europecan countries., While it is trﬁe, for instence, that

the combined rcceipts of Polish coal by Norﬁay, Denmark, Sweden,
Pra— Lt

%g, Italy, and Switzerland total onlyg some 7 or & million

tong —- a little better than one percent of total Western European
gAY,

A

consumption requircments -- the degree of dependence of each of these
N IS5 p T 2530 .

countries individuelly is very great.

e sy e

In the case of Ilc_)_r_'@y, imports of breag grains from the Soviet
bloc are of sufficient importance in terme 1of total supnly (one
quarter of Norway!'s consump'tiqn) to constitﬁte a problem, but the
quantity involved, namely 100,000 tons, is 1;’101: large.s On the other
hand in the casc of Eill the quantity of b%’ead graing received from
the Soviet bloec hes been felrly lerge (250,600 tons), but is small

in terms of total consumption (2-3- percent), With respcct to coarse

grains, only the United Kingdom is in a vulnerable position in terms

of its dependence on the Soviet bloe (UK;ml?orts havé been running

at g!’ome}l? 10 percent of consumption requireménts),but there the cutting
of meat rei“c.\':".c;n(s, if replacements were not feadily forthcoming, might
well have serious political repercussions. Similarly only the UK

is 80 dependent on Soviet bloc supplies of iug@ber (imports from the

bloc in 1950 accounted for 13 percen’c of cor’sumption) as to consti-

tute a serious immedicte problem if thct source were suddenly closed.
A major nroblem which zﬁust be dealt witfh imnediately is how the
additional net dollar cost of imports from t}he Soviet bloc would be
financed. It is especilally necessary to hav;e at least tentetive and
general agreecment within the United Stotes ijvermnent on this subjéc'b

prior
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prior to underteking active consultations with other governments on
economic countermeasures. MSA has been requested to sulmit a peper
on this.subject %o the Working Group. - |

Internal Wegtern Tmpect of Cessation of Eest-West Trade

R L el 0t

. Agguming ,thet adequate. financing end alternative. supplies of . .
these essentlal commodities.were in sight, the domestic impact of
a gomplete rupture of East-West trede would be.greatest in: those . ., ..
countries. whose export merkets would be hurt.most.. France and Italy ..
probably would present serious problems in:this regpect tecauge of .. .

the lgrge. Commmist-Perties in.those countrigs which would take

imnediste measures, whatever 'bhey might be, to capitelize on in--. . ...

»

creaged difficulties in marketing textiles and eityus.fruite. Danlsh
and Dutch agricultural products would give.rise %o difficult pro- . ..

blems, especially. in the licht of U.S. restrictions on cheese -imports
from which those countries-heve already been suffering, Norweglen . .

end Icelandic fish,

—

would present marketing problems, rand would give.

rise to internal economiz -and politiccl problemg, as would to some -
extent non-strategle menufachured goods in all Western European

countries. . . SR SN R TR

yid ¥ ¢
o el I
Poans (R A 5
] ML ) -5
i
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CONCLUSTON
The Wor®ing Gfoup hes come to the concluslon thct there are a
number of meaeures in tho economlc field(these are outllned in ‘some
..j_deteil e‘oove and are summarized below) which should be given serious
coneideratlon e.s counteructn on to Sov1et restriction of access to or
from Berlin. A pro**r n of act: on. for e: ch mee csure ha: not been
,_E,er(wn up in detail because of the complexity of manyf of the measures,
the obsence of the necessery internetlonal agreement, the widely
varyin der“:cee of severity with uhuch almost each one could be
implemented, and the need to dda.pt each meaeule to future econom::c
,ond political realities.‘% | N .
The tJorking Group haslal=o come to certain conclusions regard—
__ing the generel uee of these measures. o S .
1. Desp" te the fact that during the 1948-49 blockade of Berlin
no cotmtermeasurcs _e alnst th'wt blockade vere taken outsme of Germany,

T

, it would be a completely unreelletic procedure to conf:n.ne ectlon
L. M

agelnst new Soviet re etrictlons to nction withi.g g“ ggg» agtv."

2. CooperL t:Lon by the Ve stern countries concerned would be much

g g T A s

by the United Nationg, regerding the state of affeirs in Berlin,

The United States Government would probably re-open the Berlin casge
in the Unitcd Nations for other reasons but a formel call by the U. N.
on the U.S.5.R. to cease its undesireble activities in Berlin, formal
condemnation of the U,S.S.R. because of its action in Berlin, or any

agreement
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agreement reached by the U.N. vhich would nrovide a legel or moral
bagls for action by Western Europeen countrics would considerebly
improve the chenges for their cooperat:ion.

3. As importent as any economic impact on the Soviet Union
of the measures listed above would be the mﬂ&gﬁeg‘:“pg gfﬁeqt -.?..f

aireemen’o by the Western povers to take steps of such a drastic

end far reaching nature.

4. VWhatever the economic impact of counter rectrictions may
be, thesc shéuld be considered es only one of several fields for
action by the Western countries. ‘As in the 1948-49 blockade, the
guccegs of the bfeét in 5}’7#’?‘:@@% Atl;lel c_iW!_iff’??}S‘W: and the success
in creating widespread public opinion againet the Soviet move to
drive the Vest from Berlin might do as much or more to attein

Wostern goals than economic retaliation.
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.Estimated Net Additional Dollar Coust to Western Burope
' of a Cessation of Rast-~West Trade .
(It‘is difficult to estimate with accurécy what Europe's net
.additional dollar cost would be in the event of a complete cessaticn
of trade between Wastern Burope and tu= Soviet Bloce For one thing,

the available data de not enable us to deiermine with precision even

the physical quantities of the major commodities now imported by
MMM
Wastern Europe from the bloc that would have to he replaced. This is,
however, a relatively minor imperfaction. Far mors difficult is the
R raad

"task of estimating the net dollar earnings that Wastern Burope might

reasonably be expected to realize {vom sales in the Free World of
geods formerly exported to the bloc.

Notwithstanding the difficulties of estimation, it is belisvad that
the figure indicated in thé table below——about 3335 million in the first
year of trade cessation——gives a useful approximate answer to the
gquestion. This figure is probably a conservative estimate of the net
dollar cosths.

Estimated Grossg Dollar Fxpenditures

Gross dollar expenditures for fhe first year (assumad %o coincide
with fiscal 1953) aré astimated at $526 million. With one or two
exceptions, this estimate is based upon the physical quantities of imports
from the Soviet Bloc that wers realized during fiscal 1952 or are believad
to be programmed for fiscal 1953 within the framework of existing trade

agraements,
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agraements. The unit dollar values in all ca@es reflect estimated
average dollar pricaes for fiscal 1953.

Exceptions to the foregoing statements adout quantities of imports
from the bloc concern the sntriss for bread gﬁains to replace bloc
livestock p?oducts on a calorie basis, lumheri and miscellansous imports.

Because of tight Free World supplies of livestock products; it
will not be faasible to replace bloc liVQstocQ products excapt by
providing either the calorie zquivalent in bread graims or a combination
of items other than bread grains (such as chiesss, dried beans, skim milk,

sugar, and fish)s The dollar cost of a brsad grain replacement, progranm

for livestock products is astimetad at w45 miilion. The same figure would
probably take care of the dollar cost of the alternative combination
(especially if Scandinavian fish wers made an important part of the bundle
of commodities).

In the case of lumb?EL tiss aud pitprops,

[———

the estimated figure of

$54 million is bassd in part upon Eritish import plahs which, for

e

financial reasons, call for a reduced voluma o

reduction in commsrcial stocks of timbar. The
Bloc timbar would be increasad about 25 percen
maintaining balanced invantioris in Fres world
water—borne imports, it were desmad inadvisabl
planned raduction in the level of British lumb
The figurs for "other m:rchandiss imports

of the dollar cost of scquiring minisum amount

f imports couplad with a
dollar cost of replacing
t if, in the interest of
‘countries that rely on

a3

2 t0 effact the prasently
ar stocks.,
' 1s an arbitrary estimate

s of important commodities

at presant
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at present being imported from the Soviet blpc._'The_f}ggr@ reflacts
’the composition and value of recent miscellaneous imports from the Bloc,
as reduced by estimates of cgmparable commodities that (a) have been
moving eastwgfd and that could now be retained for consumption in liestern
Buropa, and;(b) probably could be acquirad in non-dollar Free World
markets against delivery of hard goods that are now moving to the Bloc.

Estimated Gross_and Net Dollar Barnings o

The most controversial part of any attempt to measure the additional
dollar cost of a cessation of Bast-West trade is to be found in the
dollar =arnings that Wastern Burops might realize from the sale in the
Free World of goods'that are now moving to the Bloc.

On the basis of the latest commodity =xport data (for 1950), as

.supplemantad by figurss of total sxports (without breakdown) for 1951,

it is estimated that Western Europe is selling about $400 million a year

of machinery, vehicles, metals, and key industrial raw materials ("hard®

o A————.
o— o

goods) te the Soviat Bloc. Many of such goods are sold at a substantial
/'
premium as. comparad.with Free World pricss, and in some cases equipment
S . - 2y Al ¢

is being produced to bloc specifications and thus will probably not be

marketable in the Fres World. Deductions of $50 and $40 million have

bsen mads for premiums and goods made to bloc spacificatiens, raspactively,
te indicate the approximate Frae World value of the hard goods that could
be sold outside the Sovigt Bloc in the first y2ar of trads cessation, This
net value is about @3}0 million..

A

‘T.he critical
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The critical qusstion is the amount of su%h hard goods that are
. salsable for dollars. Given‘the fact that the%OEEC countries are already
exerting great efforts to maximize eiparts to the dollar arsa, it is
likely that something substantially less than %he total available supply
of additional hard goods»can in fact be saleabie for dollaré. 4 renawed
effort coupled with a crisis demand for hard goods in thz non~U.S. dollar

area may be expeeted to provide zn outlst for OEEC hard goods aqual to

about a third of the quantitywtngu has besen 5oln5 to the blocA 1e8e, $100

e e iy

million.

oy e

The ovorseas tarrltorlas of soms Western Europuan countrizs (mainly
w

Gl IR e g

the sterling area) ship such raw_ mduﬁrlals au>rubbﬂr, tln, wool JQ?B’
and .the like to the Bloce If these are withheld from ths Soviat area
and divertzd to Frae World dollar mark:ts, it is astimated that about

. $90 million of dollars could be realiz=d. Undér sterling area arrange-
P s !

ments, Britain acquirss th= resulting dollars against starling credits

o

: o
to the accounts of supplying overssas areas. Sincs Britain would have

extra dollar sarnings of the sterling area Wouid reprasent a net
addition to Westarn Burope's dollar earnings within thes contaxt of a
cessation of Bast-West trade, |

Thus, estimated grosq dollar ﬁxpandlturas incident to tradp c3ssation
totalling &525 million would bz subj:ct to & deductlon of £190 million
for dollar 2arnings, leaving nst additional dollar axpanditurss of $335

“million for the first yz3ar of trads oessation.?
The following tabls recapitulates the maiﬁ facts of ths foregoing

discussion.
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Estimated Nat Additional Dollar Cost of a Total Cassstion of Bast-West Trade,

 First Year (1952/53)
(In Millions of Dollars)

Dollar expenditu;as;

Coa1~78,miliibn tons @ $20 deliverad ' 160

Bre:ad grains--800,000 tens, diract replacemsnt 92
~ —-400,000 tons, raplacing livestock L5
Course,grainsw~l,200,000 tons . 114
Iumoer, tiss and pitprops—-1,022,000 cu.meters 54
Othar mdse. imports (bassd on co.modity data '
for 1950) __/ 60
" 525"
Sugar 2
Minerals 15
Base matals & mfrs. 8
Chemicals and fartilizers 9
Protein feedstuffs 6
Miscellansous 10
' 60
Dollar zarnings:
Hard goods sent to Bloc (based on comgydity'data
for 1950)= 400
Less: Premium on sales to Bloe 50
Loss on goods made to
Bloc specifications 40
90
Net hard goods axportable to the Fres World 310
Hard goods:gssﬁmed to ba sxportable for/
dollars (about one-third of total)S 100
Raw materisls axported to vae Bloe by the overseas
territor}es and now salsable in Free liorld for
dollarsS 90
Total 2stimated dollar earnings 190
Net additional dollar sxpenditurzss by Western Burope 335

Footnotes on page 2.
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a/ Excluded: meats, dairy products, fats and oils, fruits and vagetables,
papar, textiles, machinery, live animals, inadible animal products,
iron and ste=1l, and miscellanzous (total, zbout %200)

g/ Since total sxports to the bloe in 1951 ware about the same as in 1950,
it is assumed that hard goods zxported have- also remained about the
sama «

g/ Lssumas some measure of crisis buying for dollars if there 1s a cessa-
tion of East-West trade. ;
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