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AMERICAN ROLE IN EAST-WEST TRADE

THURSDAY, DECEMBER 11, 1975

U.S. SENATE,
COMMITTEE ON COMMERCE

'Washington,D.C.
The committee met at 10 a.m. in room 5110, Dirksen Senate Office

Building, Hon. Daniel K. Inouye presiding.

OPENING STATEMENT BY SENATOR INOUYE

Senator INOUYE. This morning the Committee on Commerce will
commence hearings on the American Role in East-West Trade—
Prospects, Problems and Issues, 1976-80.

It is the intent oithese hearings to offer a comprehensive review of
issues affecting East-West trade based on past and current experiences
and to look ahead at the potential for such trade. These 2 days will
be the beginning of our hearings, which will continue in the new
session after Congress reconvenes.
East-West trade has grown rapidly within recent years. In 1960

total East-West trade turnover was only $5.9 billion. By 1970 the
volume had nearly trebled, and by 1973 this total had nearly doubled.
A year later the trade turnover stood at $43.5 billion.
Moreover, it is probable that this upward trend will continue regard-

less of whether the United States chooses to participate more fully.
Clearly, East-West trade has become a major factor in international
commerce and will continue to be so in the foreseeable future.
For many years the United States stood aloof from this trade.

Blessed with a continental-sized domestic market and vigorous in-
dustry, East-West commerce was of little importance to American
business. However: the United States is 'no longer the world's un-
challenged economic leader. Our commercial leadership over the rest
of the world has eroded significantly as the other industrialized coun-
tries recovered from the effects of World War II and then surged
ahead on the momentum gained from their economic recovery.
Widespread American interest in East-West trade is a relatively

recent phenomenon dating from the active 1971-72 period when the
first significant commercial agreements between the United States and
the Soviet Union were concluded.
However, even as early as 1960, MFN for Poland was restored. By

1969 the Export Administration Act replaced the far more restrictive
Export Control Act of 1949.
In the Congress, too, the need for changes had been recognized. The

chairman of this committee, Senator Magnuson, was an early advocate
of increased commercial contacts between the East and West at a time
when most Americans were hostile to a relaxation of restrictions.

Staff member assigned to these hearings: Eric H. M. Lee.

(1)
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Trade turnover between the United States and East bloc nations
grew explosively from $609 million to $3.258 billion in the 1971-74
period but has since leveled off. In terms of our global trade turnover
and the total volume of East-West trade, the U.S. share is very modest.
Since the euphoria of 1971, the public mood has become less hos-

pitable to expanded trade with the Socialist countries. The covert grain
purchases of 1972, domestic policies in the Soviet Union, difficulties
in the arms limitations talks, continued political and military actions
inimicable to world peace, and possibly questionable sales of high tech-
nology goods to the Soviet Union have all contributed to disillusion-
ment and doubt about the desirability of increased U.S. trade with the
nonmarket countries.

Candidly we must acknowledge that East-West trade is not a
popular cause nowadays, and that public controversy will continue to
swirl around this subject for the immediate future.

However, I also believe that we should not shirk careful considera-
tion of the issues raised by the American role in East-West trade. The
last set of fully comprehensive hearings on this subject were con-
ducted in 1968 under the auspices of the Banking Committee. Various
aspects of this subject were covered in the hearings on the Trade Act
of 1974, the Export-Import Bank amendments of 1974, and the Export
Administration Act Amendments, the Foreign Relations detente hear-
ings of 1974, and various other congressional inquiries. These previous
sessions have elicited much valuable information which has con-
tributed greatly to our understanding of this complex subject, but vast
territory must still be explored.
The objective of the hearings which begin today are not to cover

ground which has already been discussed nor to review action which
-the Congress had already taken. It is rather to look at the broad
-framework of our policy on East-West trade, to examine the diverse
ueconomic assessments of our trade with the nonmarket nations, to
review the implementation of the previous commercial agreements, to
survey problems which inhibit existing trade between our nations, and
to look ahead to identify potential commercial and economic problems
before they become major disruptive issues.
Congress has become a major factor in the formulation of East-West

trade policy. This is clearly an important theme as expressed in the
Trade Act and the Export Import Bank Act Amendments. This fact
has been recognized, and I am pleased that we are receiving the active
,cooperation of the executive in structuring these hearings.
I would like to welcome as our first witness, Hon. William Simon,

our distinguished Secretary of the Treasury, and Chairman of the
East-West Foreign Trade Board.
Welcome, Mr. Secretary.

$TATEMENT OF HON. WILLIAM E. SIMON, SECRETARY OF THE
TREASURY, DEPARTMENT OF TREASURY; ACCOMPANIED BY
GERALD PARSKY, ASSISTANT SECRETARY OF THE TREASURY

Secretary SaroN. Thank you, Mr. Chairman.
I have with me Gerald Parsk-y, the Executive Secretary of the East-

West Trade Board, and the Assistant Secretary of the Treasury who
has been actively involved in this area, and who will be delighted to
respond to questions.

a
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I welcome the opportunity to join in this review of prospects and
problems of American participation in East-West trade, and our
economic relationships during the next 5 years.
As Chairman of the East-West Foreign Trade Board, I believe that

these hearings will provide an opportunity to assess current policies
that affect East-West trade, and to develop more open public discus-
sion and understanding of this important subject.
During the cold war period, U.S. participation in trade -with the

Communist countries was virtually nonexistent. Our contacts with
these countries in the cultural and in other areas were isolated events.
No cooperative efforts were undertaken either in the economic and
commercial fields or in science and technology. It was difficult to speak
of bilateral relationships with these countries in any meaningful way.
As a result, there was no inducement toward cooperation and little
incentive for restraint.
The era of confrontation during the years of the cold war demon-

strated that the imposition of economic sanctions against Communist
countries neither altered the nature of their systems nor materially
improved their policies toward the Western world. In this decade the
U.S. Government has sought to develop a policy in which the attempt
to normalize U.S. commercial relationships with the U.S.S.R., Eastern
Europe, and the People's Republic of China is a cornerstone.
We have pursued this policy with the firm conviction that accelerated

development of strong economic ties between the United States and the
Communist countries will give each side a more solid stake in the
parallel improvement of our political relations. I believe these ties
create a foundation of mutual interest which in turn improves the
environment for progress in the relaxation of political tensions.
From its beginning, the new approach to the Communist countries

has received broad public support. The flow of goods and am exchange
of people between our country and those expanded at an extraordinary
rate. The developing momentum in the expansion of our relations with
the Soviet Union led to the conclusion, in 1972, of several important
agreements with that country—the trade agreement, the lend-lease
settlement, and the maritime agreement.

Since 1974, this momentum has slowed. We believe that this slow-
down has cost our economy exports and export-related jobs. But it
has also impaired the United States political and humanitarian
objectives.
Let me stress at the outset, a fact of which this committee is no

doubt 'already aware. Normalizing our relations with the Communist
countries in no way implies a grant of special favors not provided to
other countries. Quite the contrary. Recognizing that East-West trade
is a two-way street which will bring mutual benefits to both sides, we
seek to eliminate the aspects of our policy toward the Communist
countries that discriminate against them. By extending MFN treat-
ment to the Communist countries, we would (rive our imports from
them the treatment we now accord to our imports from other countries.
Nor has it ever been our purpose to bargain away the Nation's secu-

rity simply to see our trade statistics rise. We maintain controls on the
export of products and technology of strategic significance, and we
would continue to maintain them even under normalized trading con-
ditions.
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In addition, the executive branch carefully examines exports that
might involve national security considerations through two Cabinet-
level boards.
To insure that our national security is not jeopardized, the Export

Administration Review Board (EARB) , which is chaired by the
Secretary of Commerce, reviews particular export license matters
involving questions of national security or other policy issues. As
Chairman of the East-West Foreign Trade Board, I have attended
EARB meetings and will shortly be formally designated a member
of the EARB by Executive order.
The Secretaries of State and Defense are also members of this im-

portant body. The EARB was established by Executive order in
1970 to assure the highest level of consideration of difficult export li-
cense cases, and to obtain agreed action among the departments chiefly
concerned with advising the Secretary of Commerce in administering
U.S. export controls.

THE EAST-WEST FOREIGN TRADE BOARD

But the major East-West economic policy body of the executive
branch is the East-West Foreign Trade Board. The Board was created
by the Trade Act of 1974 to monitor East-West trade in the national
interest. The Board is comprised of the Secretaries of State, Treasury,
who is Chairman, Agriculture, Commerce, the Special Representative
for Trade Negotiations, the Director of the Office of Management and
Budget, the Executive Director of the Council on International Eco-
nomic Policy, the President of the Export-Import Bank, and the
Assistant to the President for Economic Affairs, who is Vice Chair-
man of the Board. Recognizing the important role of the Department
of Defense in national security aspects of our trade with the Com-
munist countries, the Board has recently recommended to the Presi-
dent that the Secretary of Defense be added to the Board's member-
ship.
A working group of the East-West Foreign Trade Board, consist-

ing of representatives of the member agencies, usually meets twice
monthly to coordinate the development and implementation of East-
West trade policies and to refer issues to the Board for decision. The
-working group also reviews exports of technology to nonmarket
economy countries which is essential for the protection of our security,
and receives reports from U.S. Government agencies which provide
credits, guarantees, or insurance for exports to nonmarket economy
countries.
As required by the Trade Act, the East-West Foreign Trade Board

publishes a quarterly report on U.S. trade with the nonmarket economy
countries. The report reviews (a) the status of negotiations of bilateral
trade agreements, (b) activities of joint trade commissions, (c) com-
mercial disputes and problems of market disruption, (d) East-West
trade promotion activities, and (e) recommendations for the promo-
tion of East-West trade in our national interest.
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CURRENT STATUS OF EAST—WEST TRADE

Prior to 1974, the United States was making remarkable progress
in developing trade with the East. Secretary Morton will discuss
trade flows in more detail, but I would like to mention a few highlights.
In 1971, total U.S. exports to the Communist countries amounted to

less than $400 million. (For this purpose, the Communist countries are
defined to include Albania, Bulgaria, Czechoslovakia, German Demo-
cratic Republic, Hungary, Poland, Romania, U.S.S.R., People's Re-
public of China, and Mongolian People's Republic.) In 1974, exports
were $2.3 billion, a more than 475 increase in 3 years.
By contrast, in 1971, U.S. imports were $230 million, and in 1974,

they were $1 billion. Thus, our total trade surplus with these coun-
tries grew to $1.3 billion in 1974, an increase of 665 percent in only
3 years. The favorable impact of this trade on our balance of payments
and on the U.S. economy is obvious.
The expansion of trade with the Soviet Union has been particularly

striking, as can be seen in the table in my testimony.
[The table follows:]

U.S. TRADE WITH THE U.S.S.R.

[Millions of U.S. dollars]

1971 1972 1973 1974 1975

U.S. exports 161 547 1,187 607 1,800
Nonagriculutral 118 102 265 293 700

U.S. imports 57 95 215 350 250
Total trade turnover 218 638 1,402 957 2,050

Trade balance +104 +446 +972 +257 +1,560

1 Estimated.

Source: U.S. Department of Commerce.

Our estimates indicate that, because of very substantial grain sales,
two-way trade with the Soviet Union will reach a new high this year
of over $2 billion, with 70 percent of our shipments consisting of
grains.
Although most of our exports to the Soviet Union and the other

Eastern countries are now agricultural products, our manufactured
goods exports have the greater growth potential in the longer term.
Shipments in 1974 of nonagricultural commodities to Eastern Europe
totaled nearly $300 million, with almost one-half of these products
going to Poland and one-third to Romania.

Manufactured goods and other nonagricultural items accounted for
about $300 million of our exports to the Soviet Union in 1974, and are
expected to account for about $700 million in 1975.
However, this increase reflects shipments which continue to be made

on contracts signed in past years. Projects now underway involving
major amounts of U.S. exports include the Kama River truck plant,
entailing over $340 million in exports of U.S. goods and services over
a period of several years; the Moscow Trade Center, involving an
estimated $80 million in U.S. exports; a chemical fertilizer project,
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involving $400 million in U.S. exports; an acetic acid plant, involving
$44 million; and an iron ore pellet plant, involving $36 million. All
these and other current projects together totaling over $1 billion are
being financed in part by the Export-Import Bank. Eximbank com-
mitments to the U.S.S.R. currently total $469 million.

EAST-WEST TRADE AND THE TRADE ACT OF 1974

The passage of the Trade Act of 1974 last December was a mile-
stone in the development of our international trade relations. The
new trade legislation has given the President, for the first time in 8
years, the authority to participate in the far-reaching multilateral
trade talks which began in February of this year. Countries accounting
for most of the world's trade are participating in these negotiations
which focus on the reduction of all types of tariff and nontariff barriers
that affect both agricultural and industrial trade. The mandate given
the President by the legislation enables the United States to play a
leading role in the expansion of world trade based on clearer ground
rules for fair trade practice.

Notwithstanding the importance of the Trade Act for multilateral
trade negotiations, this administration has consistently established its
objection to the provision of this act, and the 1974 Eximbank Act
Amendments, which adversely affect our trade with the Soviet Union,
the nonmarket economy countries of Eastern Europe, and the Peo-
ple's Republic of China, and which do not serve our political and
humanitarian interests.
During my trip to Moscow in April for the annual meeting of the

U.S.-U.S.S.R. Commercial Commission, the President asked me to
discuss the recent legislation and our future trade relations with the
Soviets. My talks with Soviet leaders convinced me that it is in our
interest to find a way to unblock the impediments to increased trade
which now face us.
In the past several months, we have consulted with Members of the

Congress on this problem. During the summer, Secretary Kissinger,
other members of the Board, and I met with the members of the Sen-
ate delegation to the U.S.-U.S.S.R. Parliamentary Conference
before and after their visit to Moscow. The Senators had an extremely
frank exchange of views with top Soviet officials on the impact of the
Trade Act on United States-Soviet relations. I believe their visit was
extremely useful, as was the visit of the House delegation which took
place in August.
Additional consultations with several congressional leaders have

been undertaken more recently. I have been encouraged by a common
appreciation that we must move ahead. We approach this task with
the sure knowledge that it is in our national interest.
The normalization of our commercial relations with the U.S.S.R.,

Eastern Europe, and the People's Republic of China is an integral
part of our policy of expanding our relationships with these coun-
tries. The administration continues to believe that improvement in our
commercial relations is a necessary element in the improvement in our
overall relations with these countries. In an interdependent world in
which economics and politics intertwine, commercial relations in-
fluence the conditions of the larger political environment. What we
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do in the economic field could have a significant impact on what we are
attempting to achieve in the political sphere.
A solution to the impasse we now face would also materially enhance

our business community's efforts to expand trade with the East. We
have had many indications that the lack of official credits from the
United States is causing the U.S.S.R. and some of the Eastern Eu-
ropean countries to direct their purchases elsewhere. Lost U.S. ex-
ports mean lost jobs in our export industries, a lost benefit to our bal-
ance of payments, and to our competitive position in world markets.
The inability to extend MFN treatment to imports from the Eastern

bloc countries is also holding back major joint projects between our
firms and the U.S.S.R. and other countries of Eastern Europe. This
is because these projects often involve the eventual export. of products
to the United States that are now affected by high U.S. non-MFN
tariffs. These projects could eventually supply us with products in
limited supply in our own market, such as energy sources and products
from energy consuming products. Losing these major joint projects
is, therefore, a net loss to the United States.

PROSPECTS FOR EAST-WEST TRADE

The potential for U.S. exports of goods and services, particularly to
the U.S.S.R., remains great. The Soviets plan to boost foreign trade
with the Western World by 9 percent in 1976 over the level planned
for this year: U.S. agricultural exports have been and will continue to'
be very significant, in part as a result of the U.S.S.R.'s agreement to'
buy annually a minimum of 6 million metric tons of wheat and corn.
But future growth, we believe, will be mainly in manufactured goods..
Moreover, the enormous scale on which the Soviet projects are

planned makes the United States in many cases a favored trading
partner, since few European firms are well equipped for such huge
undertakings.
The Soviet Union possesses greater energy reserves than the United

States, but faces increasing technological problems as it moves to
energy sources deeper in the ground, offshore, and in the Arctic. The
U.S.S.R. can obtain much of the necessary technology elsewhere, but
in many cases would prefer to deal with U.S. companies. It is mani-
festly in our interest to participate in the expansion of the world sup-
ply of energy. In addition, the cooperative projects that would be
undertaken to develop these energy sources could provide additional
jobs to our economy, supply us with some energy products, and
strengthen our balance of payments. Deputy Secretary Ingersoll, in his
testimony tomorow, will elaborate on the administration's efforts to
negotiate a petroleum agreement with the U.S.S.R.
The potential for trade with the other Eastern European countries

not now receiving MFN and the People's Republic of China is also
significant.
The U.S.S.R. and many of the Eastern European countries are cur-

rently signing contracts with our Western competitors that benefit
from government-backed credits. The major European countries and
Japan have agreements with the U.S.S.R under which $10 billion of
government-backed credits will be available to finance export sales to
the Soviet Union.
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During my April visit to Moscow, the Soviets told me that contracts
involving over $700 million in credits which might have been placed
in our country had gone to European suppliers because of the lack of
Eximbank credits.

Soviet Deputy Minister of Foreign Trade Alkimov has recently
indicated that in the last 9 months, $1.6 billion in contracts which the
Soviets were ready to sign with U.S. firms have gone to Western
Europe and Japan because of the U.S. restriction on Eximbank
credits. Many of these contracts were negotiated as part of the Soviet
1976-80 plan and therefore represent business opportunities that are
not likely to appear again until the next 5-year plan period. Because of
the present impasse, U.S. firms have faced the possibility of being vir-
tually excluded from projects in the forthcoming Soviet plan period.
The only contracts that they might still win involve projects for which
the U.S. companies have no significant competition.

It is my hope, however, that competition among Western industrial
nations for exports through government-subsidized credits will end.
There was discussion of the problem at Rambouillet, and I am pleased
that the six leaders agreed to intensify their efforts to achieve prompt
conclusion of the negotiations concerning export credits. Governments
should reduce government competition on credit terms offered to all
countries. There is simply no point in this subsidized competition.
There is one change in U.S. law that would facilitate the contribu-

tion of private financial markets to financing East-West trade. The
Johnson Debt Default Act of 1934 is a criminal statute which provides
penalties for any individual who, within the United States, purchases
or sells bonds or any other financial obligations of any foreign govern-
ment which is in default in the payment of its obligations to the United
States. The act has not served its initial purpose, which was to protect
American investors against the purchase of obligations of countries
likely to default. Instead, it has had the effect of deterring creative
methods of financing East-West trade by the private market. The
repeal of the act would, in my opinion, remove an unnecessary barrier
to the private financing of East-West trade and increase our efforts
to expand trade and commerce with nonmarket economy countries on
,commercial credit terms.

MISCONCEPTIONS ABOUT EAST-WEST TRADE

Finally, Mr. Chairman, I would like to respond to some misconcep-
tions about East-West trade. Granting most-favored-nation status to
the nonmarket economy countries of t'Eastern Europe, the U.S.S.R.,
and the People's Republic of China would give them no special priv-
ilege. The Soviets, the East Europeans, and the Chinese nevertheless
consider the granting of nondiscriminatory tariff treatment as signifi-
cant for the improvement of our political and commercial relations.
Granting MFN would therefore have a positive impact on the growth
of our exports to the East. It is our hope that this expansion would
encompass industrial and consumer goods, as well as agricultural
commodities.
If we confer MFN treatment to imports from these countries,

ultimately U.S. purchases of a variety of their manufactured products
will result. I certainly do not predict a flood of manufactured products
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to enter our market and displace domestically produced goods, how-
ever. In most cases, these countries are not now able to manufacture
goods of sufficient quality and consumer appeal to displace products
from our domestic industries. A large portion of these imports would,
in any case, simply compete with and displace our imports from other
foreign sources. In addition, in the Trade Act of 1974, Congress pro-
vided adequate safeguards against market disruption to protect our
domestic industries, if necessary, and American consumers would bene-
fit from competition for our market and the lower prices it would
produce.
With regard to the legislation protecting our domestic industries

from dumping, some of our Communist trading partners have ex-
pressed their concern that the Antidumping Act, as amended by the
Trade Act of 1974, may unfairly hinder their ability to export to the
United States. The amendment requires that export prices from a
Communist country to the United States be compared with the prices
of a manufacturer of a similar product in a market economy country,
if I, as Secretary of the Treasury, determine that the home market
prices in the Communist country cannot reflect actual costs and prices
due to the structure of that economy.
Treasury is studying whether alternative methods of comparison are

available under the act for conducting investigations and whether
revisions to our procedures or to the act would be appropriate.
There is a second misconception which I would also like to address.
Eximbank credits for exports to the Communist countries do not

represent either special treatment or "foreign aid" to these countries.
The potential flow of credits from the United States represents only a
small fraction of the capital available to the East for East-West trade.
While potential credit flow may be relatively small, the availability,

of credits is nonetheless an important factor in the purchasing deci-
sions of the Communist countries. Until we succeed in reducing com-
petition for exports through government-backed credit, Eximbank
credits are necessary to put our firms on a competitive footing with
their industrial competitors in doing business with Eastern Europe
and the Soviet Union, as with other countries.
I would further stress that in making any decision on extending

Eximbank loans to the Communist countries, each loan application
would be judged on its merits on a case-by-case basis, just as the loans
are judged for exports to other countries. Each project must be eco-
nomically justified according to the criteria enunciated in the Exim-
bank Act, and must also bring a net economic benefit to the United
States in order to be approved.
Third, as I described at the outset, when we trade with the Com-

munist countries, we recognize that the technology that we permit to
flow to them might sometimes have limited and indirect uses for mili-
tary production. Not trading with the Communist countries will fre-
quently not prevent them from acquiring this technology because it
often is and will be available from other Western sources.
Excluding ourselves from this trade, therefore, represents foregone

economic opportunities and commercial gain for America for no real
purpose. Nonetheless, we are always acutely aware of the need to main-
tain the delicate balance between U.S. economic opportunity, on the
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one hand, and national security on the other. The latter must be given
full weight.
Mr. Chairman, I have attempted to be as frank and as candid as I

can in expressing the administration's views on the status of East-
West trade and our current policies affecting it.
I hope that my testimony, and that of my distinguished colleagues,

is responsive to your request in your invitation to testify.
It is an opportunity that I personally have welcomed. I believe that

it is very healthy to have an intensive public airing, based on the facts
• about trade and the issues surrounding it. The current climate is still
too much instilled with the emotion surrounding the passage of the
Trade Act's provisions relating to MFN and credits. I believe—and I
fervently hope—that full public ventilation of the issues will be the
basis for reestablishing an atmosphere of credibility and trust.

This committee has always been at the forefront in the development
of East-West trade policy. Its concern has been constructive, and
therefore productive of useful dialog.

These hearings demonstrate your continuing leadership. I commend
you for this initiative and look forward to working as closely as pos-
sible with you and your able staffs, and with other appropriate Senators
.and Congressmen as our policy evolves.

Senator INOUYE. Thank you, Mr. Secretary. We appreciate your
'kind words.
I have many questions, but I wish to submit most of them for your

consideration and response. These questions involve statistics and are
technical in nature. Some relate primarily to the East-West Foreign
Trade Board.
I have a few questions I would like to ask you at this time.
Since 1969 an effort has been made to develop a comprehensive

strategy designed to bring about normalization of East-West relations.
The strategy sought progress on the broad front of issues and has

come to be known as detente. Although I realize that you were not
in office at the time the initial agreements were made between American
and Soviet officials, would you please explain what you perceive to
be the objectives of detente, and what role trade with nonmarket
countries plays in this strategy as a whole?

Secretary SimoN. I must admit I have always found quite compell-
ing, Mr. Chairman, the statement by Henry Kissinger when we looked
at the alternatives, a recognition that the philosophy of these countries
is certainly not going to change, and it is indeed quite the opposite
from the United States of America.
We have tried the other way, we have lived through a long period

of cold war. We recognize that economic benefits indeed accrue to the
United States as a result of increased trade with all countries.
We recognize that countries that indeed trade together have a better

opportunity to discuss other areas of differences of opinion and in my
judgment have an opportunity to solve a great deal of these differences
of opinion, because it seems to me that history clearly demonstrates
that countries who have been actively trading with each other, where
their interest builds over a period of time, their business people are
constantly traveling, back and forth, to both countries as has hap-
pened at the outset of Soviet-American detente, that this has helped
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to improve the political climate, and indeed lessened the chance of a
war.
Senator INOUYE. Do you believe that linking the economic issues to

political and security issues have succeeded in bringing about the ob-
jectives of detente?

Secretary SixoN. I don't think they have succeeded, but I think they
are succeeding. It is an ongoing process.
Yes, I think they would succeed if allowed to be normalized, Mr.

Chairman.
Senator INOUYE. In your statement you spoke of several impedi-

ments, most of them were imposed 'by the Congress of the United
States.
Do you have any plans to submit in the forthcoming session, meas-

ures to do away with these impediments?
Secretary SIMON. Well, we hope it will be possible to cooperate with

Congress to overcome the barriers to trade with these countries.
We are and we have been in active consultation with Congressmen

and leaders within this country who are interested in these matters.
Any legislative proposals that would come would be as a result of

these consultations which are going on right now.
I would certainly hope that the outcome of these would be a removal

of these impediments, as I outlined in my prepared statement.
Senator INOUYE. I was surprised by your mention of the Johnson

Act. Is it that much of an impediment?
Secretary SimoN. No but if indeed it is not serving a useful pur-

pose, and is perceived—there are always two types of impediments to
eislation, the real and the imagined, if you will.
And this has become obsolete, in our judgment, Mr. Chairman. But

I could not say in all honesty that it is per se that much of an
impediment.

Senator Ixou y E. In the development of our East-West trade
strategy, what weight is given to commercial considerations as opposed
to 'Political considerations? Is it more, or less or equal?

Secretary SmoN. I think that on the East-West Trade Board we
have looked at the commercial considerations I haven't paid terribly
much attention to the political considerations at all, Mr. Chair-
man. They accrue, obviously, to a building up of the commercial
relationships.
My attention would be directed toward the commercial benefits to

this country, consistent with the national security considerations,
rather than political considerations. I consider that our security is
the overriding consideration. That is why Secretary Morton concluded
that I should become a statutory, by Executive order, member of the
EARB, which is in the process of being signed right now.

Senator 'NM YE. Would you then say that the administration is giv-
ing the trade and economic objectives a high priority?

Secretary &ram Yes indeed we are, consistent with our national
security.
Senator No u yE. We have heard discussion about the Rambouillet

economic summit conference relating to East-West trade.
Could you tell us what we have achieved from the perspective of the

United States?
Secretary SmoN. We have been working for a long time on the

monetary arrangements and the obvious disagreement between France
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and United States on the sticky issues of exchange rates and what the
future of the system would be, as well as some of the aspects of our gold
arrangements.
An intensive negotiations were started right after the fund meet-

ings in September, which were culminated in a final initialing of
a document now to be discussed at the G-10 meeting next week in Paris,
and the subsequent interim committee meeting in Jamaica, hopefully
with the idea of signing the final agreement to be brought back to Con-
gress for its ratification.
So I think that is a significant accomplishment, yes.
But, more importantly, and I know much is written about the so-

called cosmetics of world leaders meeting with the trumpet blaring,
and having these global discussions, if you will, I think that recogni-
tion on the part of our political leaders of the tremendous difficulties
that all industrialized democracies are having today, and indeed the
real question of the survival of industrial democracies

' 
the ability to

control our economic and political destinies raising all of these ques-
tions to the political level, to the heads of state, discussing—we all
know what the problems are—what the causes of these problems are,
where the solutions lie, and getting a general agreement on the policies,
as ennunciated by our leaders in these countries, gives a better under-
standing. It is amazing to me constantly as I go to foreign countries,
and as I attended the sessions of the RaMbouillet conference, to see
that there are misunderstandings of the heads of state as to what our
policies were, why we adopted such policies, and indeed I think a bet-
ter understanding was achieved of all of the issues that confront us,
what must be done individually, what can be done collectively to at-
tack these problems.
Senator INOT7YE. There are many in this country who insist upon a

policy that ties trade concessions to political benefits.
What are your thoughts on that, sir?
Secretary SEVION. Well, obviously I recognize our great strengths,

as a country, as far as our agricultural exports, but we have to remem-
ber that we have been dedicated for many years in this country, and
remain dedicated to a free market economy, one where the removal of
trade, tariff and nontariff, barriers is of prime importance as the MTN
proceeds.
And while there can be benefits from our agricultural exports, as

far as getting other considerations, I don't believe necessarily those
issues should be tied, as some have suggested, through export controls
and other things.
I think that would be a violation of the very principles that we

stand for.
Senator INOuIii. I am certain you would agree that trade with the

nonmarket countries, or indeed any country, is not always to our bene-
fit. In a different context, I might note that the Treasury Department
supported a view in a still unreleased OMB report, to the effect that
trade should not be artifically stimulated, that subsidies should be per-
mitted to the extent to which it maximizes the trading country's com-
parative advantage, and that concessionary trading terms should be
avoided.

Fiat, having built a Soviet plant, now finds itself undercut in price
in Europe by Soviet Fiat exports. I am certain it is not the adminis-
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tration's desire to have U.S. companies find themselves in the same
position.

Secretary 'SIMON. It most certainly is not, Mr. Chairman. We have
stood by and agree with everything you have just said.

Senator INou IE. What criteria, if any, does the administration use
to determine the economic viability of commercial deals with respect
to, first, the companies involved, and second, the American public, and
third, the Western alliance?

Secretary SIMON. Of course this is the unusual aspect as far as the
Soviets, and that is why we established the commission of our business
leaders with the Soviets. We allowed the determination of the benefits
to be pretty much up to the companies that are going to be building
plants, and the obvious benefits they assess. They are better able to
assess what is in their best interests than we in the Government are.
Of course the one thing I stated here, another aspect of Rambouillet,

what we have been trying to do is to establish a gentleman's agreement
among the countries that give government-backed credits, where we
would not be having rate competitive warfare that is counterproduc-
tive to our country.
I feel that we are going to be able to conclude a gentleman's agree-

ment within the next year with the major trading partners, which will
be advantageous to us all.
Senator INOUYE. Since the establishment of the East-West Foreign

Trade Board, has it taken any significant decisions with respect to
East-West trade counter to decisions made by other departments and
agencies, or has there always been unann.uity ?
''Secretary SIMON. What we try to do, we have a working group that
meets bimonthly, and the working group has successfully reviewed
all questions to come before the Board—and I can't think of one single
instance where there hasn't been agreement by the time an issue has
reached the Cabinet level for our consideration.
I think we have been pretty well in agreement as to what is in our

best economic interest.
Senator INOU YE. Just a few more questions left, sir. As I indicated,

I will be submitting the bulk of my questions to you.
How would you assess the overall balance of benefits obtained by the

United States and the Soviets since 1972 in terms of sales, profits, tech-
nology transfers, access to raw materials, and the impact on the do-
mestic economy, both for the public and private sector?
Secretary SIMON. Well, of course what has happened, especially

since the Trade Act, is that our share of total new Soviet orders for ma-
chinery and equipment placed in developed Western countries has
declined.
We enjoyed 23 percent, it has now declined to 14 percent. But the

benefits have been in our direction, clearly, as shown in $1.5 billion
trade balance in our favor this year, which is good for jobs in our
export-related industries, and certainly for our balance-of-payments
considerations.
Now over time this trade would tend to balance. There is no doubt

about that. And indeed it should tend to balance. But when one looks
at what the Soviet Union and other Eastern countries, especially the
Soviet Union, are trying to do in the mass of major projects that they
are going to build, we can and should be playing a significant role in

8i-36-77 2



14

supplying the goods and services to these companies. It can do nothing
but benefit the U.S. economy.
Senator Ixou-rE. What are the prospects for extending of MFN to

the other Eastern European countries and the People's Republic of
China?

Secretary SIMON. We are in the process of reviewing all of these, but
I can say that at the present time none are on the front burner, Mr.
Chairman.
But we are in the process of reviewing all of these policies now.
Senator INOUYE. Is there any pressure by these countries to expedite

this process?
Secretary SimoN. Not to my knowledge, although Secretary Morton,

who chairs several of the commissions with the Eastern European
countries, can relate better conversations he has had with them recently.

Senator INOUYE. Restrictions on the granting of MFN and other
restrictions on American trade with East bloc countries are uniform.
Nevertheless, has the administration considered dealing with the
Socialist countries on a case-by-case basis to improve commercial
relations with each individual country to the maximum extent possible,
other than the current exceptions of Poland and Romania?

Secretary SIMON. We do deal with them, Mr. Chairman, if I under-
stood your question correctly, on a case-by-case basis essentially.
But of course conditions change, and it is very difficult for us to come

up and specify our desires country-by-country. The change in the act
would necessarily have to be broad, as far as the legislative language
is concerned. But that would not change the policy one iota, nor could
it. Just common sense demands that each country would have to be
faced on a case-by-case basis, because each one is quite different.
Senator INOUYE. Thank you very much, Mr. Secretary.
Senator Cannon?
Senator CANNON. Thank you, Mr. Chairman.
Mr. Secretary, is it the administration's opinion that the Soviet

Union needs our credits in trade more than we need expanded trade
with them?
Secretary SimoN. No, I don't think so. I think there is one important

thing—I know my statement shows what we have lost by not providing
them with Exim credits, Senator Cannon.
Deputy Minister Alkimov said $1.6 billion in orders that would

have gone to us went to the Western European countries, that they
have granted over $10 billion in their government credits, if you will,
vis-a-vis our limitation of not only $300 million, but tying Eximbank
credits into the emigration policies of the countries involved, before
indeed they can be considered.
So I think that it is quite obvious that we have lost significant

business here in the United States as a result of this.
Now having said that, they would love to be able to have a free and

open trading arrangement, as our 1972 trade 'agreement contemplated,
because obviously it is beneficial to them. There are areas where we
have superiority in technology, in the goods we produce.

Naturally trade between two countries or two people must benefit
each other.
What I am trying to do is just point out what we have missed as

a result of the restrictions and what we can gain indeed in the future
by removing them.



15

Senator CANNON. From the first part of your answer, are you sug-
gesting that the loss of that $1.6 billion in trade was 'because of the
emigration policy issue, or was it because of the lack of Eximbank
credits?

Secretary SIMON. It is both, because they are tied, Senator. First
we put a restriction on the amount of credit, and then the Eximbank
in the absence of a change in the emigration policies, cannot extend
the credits.

Senator CANNON. Many taxpayers in this country don't understand
how they would benefit by subsidizing foreign trade through the
_Eximbank.
Would you explain what the average taxpayer's benefits are in this

-type of situation?
Secretary SIMON. This goes back to the answer I gave the Chairman
second ago, the gentlemen's agreement on credits from the Export-

• Import Bank, and the government-backed credits from the other coun-
tries, where we would have market-related interest rates where it per
.se would not be the subsidy that many people contemplate during this
period of high-interest rates.
Now, Chairman Casey is going to be testifying this morning, and he

•can relate the various interest rates that we have been giving to other
.countries from the Export-Import Bank. But it is not the per se subsidy
that many people perceive.
Of course the whole subject of multinational corporations, and

what the benefit may be to the United States is a hotly dobated topic
today.
But I think that it has been shown indeed that roughly $1 billion

in exports of manufactured goods means a significant increase in new
jobs in the United States some have said up to 75,000 new jobs.
I think this is important. This is what it means to the U.'S. economy,

.aside from the balance of payments and other considerations.
Senator CANNON. Let's go to one specific area.
For example, in the aviation business, how can we justify Exim loans

. at low rates to foreign countries to buy U.S. aircraft when the foreign
,countries turn around and compete with our own industry in that
particular field. Moreover, they are competing at an advantage because
the lower interest loans that they can receive help to put our people
-out of business.

Secretary SrmoN. When we say lower interest, again it is not that
much lower, and Chairman Casey can respond to what the recent credit

-terms are.
But as far as the aircraft industry is concerned, we look very closely

on a case-by-case basis as to what foreign airplanes are in competition,
because I share your concern about our domestic 'airline industry and
not giving our competitors a leg up, if you will.
Where there indeed is a question about the effect on competition

when they apply for Exim credits, I come down on the same side
.you do.

Senator CANNON. It seems to me in that particular area that we help
them buy the aircraft at a lower rate of interest, which means that
their investment, their capital cost, is less than our own companies.
Then we put them in competition with our own companies on the same
-route, particularly the North Atlantic. Thus we have a situation occur-
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ring now where we have an ailing air transportation industry that
has to have Government help of some sort.

Secretary SIMON. As I say, this is one area that is looked into exhaus-
tively, and I can just assure you that we, in making decisions on all of
these issues, but most especially in the aircraft area, we make sure to
the best of our ability and our judgment that it is a net economic benefit
to the United States, and that means it is not harmful to our domestic
industry.

Senator CANNON. Would you agree we should have a restriction so
that Exim loans could not be made at a lower rate of interest than the
local companies would be required to pay for similar loans for the
acquisition of the same type of equipment?

Secretary SIMON. I would hate to see something like that legislated,
Senator Cannon, because there could be extenuating circumstances.
Again, we have been fighting for a move to market interest rates

for Government-backed credit, and this, of course is the most impor-
tant facet of it, and Chairman Casey has been a leader in that.
Senator CANNON. Don't you think it is unfair if we permit a foreign

borrower to borrow at a lower rate than a U.S. borrower and then
compete in the same business?

Secretary ISIMON. There again that has to be cranked into the whole
equation of the net economic benefit to the United States.
If that is on the negative side of the ledger, you say all right, what

are the positives, how many new jobs are created, what does this do as
far as the company that is manufacturing the aircraft, and that is how
we weigh the net economic benefits.
Senator CANNON. In your statement, you say the inability to extend

MFN treatment to imports from Eastern bloc countries is also hold-
ing back major joint projects between our firms and the U.S.S.R. and
other countries of Eastern Europe.
What other countries of Eastern Europe have major projects that

are being held back because of the failure to extend MFN?
Secretary SIMON. We will have to submit a list. I have the list of

the U.S.S.R. projects here, but I don't have one for the other countries.
I will submit it.

Senator CANNON. And then you go on to say that these projects could
eventually supply us with products in limited supply in our own mar-
ket, such as energy sources and products from energy-consuming proj-
ects and that losing these major joint projects is a net loss to the
United States.
With respect to that statement, I would like to have you specify

what countries you include there, other than the U.S.S.R. That is the
only one I can think of.

Secretary SIMON. The U.S.S.R. is the primary one I agree with you,
and the fertilizer deal of a year or so ago is a perfect illustration of
something that is in our net benefit.

Senator CANNON. You also say the potential for trade with other
Eastern European countries not now receiving MFN and the People's
Republic of China is also significant.
Is the MFN issue an issue with respect to the PRC ?
Secretary SIMON. Oh, I think it is an issue, a very real political issue

in each one of these countries;. yes. The discriminating aspects of non-
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MFN treatment has been pointed out to me on each visit I have made
to the Soviet Union.

Senator CANNON. In your statement, you say, "Granting most-
favored-nation status to the nonmarket economy countries of Eastern
Europe, U.S.S.R. and PRC, would give them no special privilege."
If it doesn't give them a special privilege, why is it important?
Mr. SimoN. It discriminates against them right now, because where

we have granted MFN treatment, it removes many barriers to trade
for exports from those countries to the United States.

Senator CANNON. So when you say it doesn't give them any special
privilege-
Secretary Simox. Special, meaning special over and above anybody

else who has MFN.
Senator CANNON. Does it give them a special privilege over and

above what they have now?
Secretary SIMON. Yes, sir. There are some people that think we are

giving the Soviets, or want to give them, all of the Eastern bloc na-
tions and PRC, something we don't do with everybody else we trade
with, and all we want to do is normalize and do the same thing with
these countries that we have done with so many other countries.

Senator CANNON. It seems to me that the administration is not
entirely consistent in some of its trade policies.
For example, at the present time we have a lobby by the adminis-

tration to impose sanctions against Rhodesia on the Rhodesian chrome
issue because we don't agree with their internal policies.
We have already made it clear in the Jackson amendment that we

don't agree with the internal policies of the U.S.S.R., and yet we turn
around and buy chrome from the U.S.S.R. with no reluctance at all.
Except for the Byrd amendment, you would embargo chrome from
Rhodesia, because you don't agree with their internal policies.
How do you rationalize if you do, that distinction?
Secretary SIMON. Well:Senator Cannon, the President has been very

clear from the time he signed the Trade Act of 1974 that his intention
was to remove the impediments with the U.S.S.R. that were presented
in the trade bill to him. And again in examining issues on a case-by-
case basis, perhaps somethings do indeed appear to be inconsistent at
times.
Senator CANNON. I am glad you agree that they may do so. To me

it seems they clearly are and that there is no rational way you can
justify our policy on the Rhodesia chrome issue and at the same time
buy chrome from Russia, when we completely disagree with their in-
ternal policies with respect to the emigration of Jews.
Don't you agree that it is a pretty good parallel case?
Secretary SIMON. Well, I am sure there are other extenuating cir-

cumstances, as far as the Rhodesian chrome issue is concerned.
Senator, I can clearly see what you are saying as far as inconsistency,

sure.
Senator CANNON. Thank you, Mr. Chairman. I will pass for the

moment.
Senator INou xi. Senator Stevenson?
Senator STEVENSON. Thank you, Mr. Chairman.
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Mr. Secretary, you say that the administration simply wants to treat
the nonmarket countries, including the Soviet Union, as we do in our
trade relations with other countries.
The Soviet Union is unique. There is no other nation where the

GNP is second only to our own. There is only one country in the world
that is the world's largest oil producer. There is only one country on
the Earth with which this administration pursues détente, and that.
one country is the Soviet Union. There is only one country in the
world that between 1972 and 1973 was the beneficiary of so much, about
$1 billion in subsidized credits through both the Eximbank and the
Commodity Credit Corporation, $469 million through the Eximbank.
Secretary SixoN. And $550 million from the CCC.
Senator STEVENSON. You said Eximbank credits for export to the

Communist countries do not represent either special treatment or for-
eign aid for those countries.

Well, that is special treatment. That is special treatment for the
Soviet Union—for political as well as economic reasons—which are
explicitly acknowledged before the Congress by representatives of the
State Department.
And, finally, you say it isn't foreign aid. Well, I would like you to,

respond, if you would, to this proposition, too. Those credits through
the Eximbank for the benefit of the Soviet Union are—every last
penny of the $469 million—long-term subsidized and for projects of
the kind which you have described.
The Soviet Union, unlike other countries, gives the United States

very little access to its consumer markets. Those credits are for the
internal development of the Soviet Union—for the Kama Truck Fac-
tory, the Occidental deal, and the other large projects of the kind you
mention.
Now you say it is not foreign aid. And yet it is long-term, subsidized

credit which is tied to purchases from the United States for the in-
ternal development of the Soviet Union.
That being the case what is the difference between- those credits

through the Eximbank, and tied AID loans, except, perhaps, that the
interest rate is a little higher?

Secretary SIMON. The interest rate is indeed higher.
Again this goes back to a response I made both to Senator Cannon

and to the chairman, that we have to assess the net economic benefit
of these loans when we talk about foreign aid, and outright foreign
aid is one thing, as it is characterized, where we assist, whether it be
with low-interest loans or otherwise, a particular country, and receive
nothing tangible in return.
We do receive something tangible in return by building a truck

plant. Our goods and services are exported to the country.
Senator STEVENSON. The same thing would apply to AID loans.
Secretary SIMON. The difference is we benefit from the export of

these goods and if we don't do it, obviously the other countries would
do the same thing. As far as special treatment, what I meant is in
giving Eximbank credits to the Eastern bloc or the U.S.S.R., we are
not giving them anything that we are not doing with all other countries
that we indeed grant credits to, or indeed 

Senator STEVENSON. What other country received $1 billion in sub-
sidized credit between 1972 and 1973?

at-
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Secretary SixoN. From Eximbank?
Senator STEVENSON. Subsidized credit—loans from the United

States?
Mr. SIMON. I would like to make a list. I think you will find Iran,

for instance
' 

is one country who received at least that amount. But I
would want to check.
Senator STEVENSON. I have a list.
Secretary SimoN. I don't have one with me.
Senator STEVENSON. There is only one other country that is clearly

discriminated in favor of by the Eximbank, and that is Taiwan. I am
talking about subsidized credits, whether it is from Eximbank or the
Commodity Credit Corporation.
I don't believe you will find any country that has received such

largess from the Uinted States as the Soviet Union.
Secretary SimoN. I would like to submit—
Senator STEVENSON. Of course, credit has been cut off now. Now the

Soviet Union is paying cash for its grain at the market price because
of the action the Congress took.

Secretary SimoN. That is correct. I would like to submit a list, as I
say, Senator Stevenson, of what the exact credits are, any subsidized
credits to all countries.

Senator STEVENSON. We would be glad to have another list. It might
be different.
You mentioned Mr. Alkimov, with whom, I suspect, many of us

also have had conversations. I am sure you, Mr. Secretary, like us, don't
take everything that every agent of every foreign government says at
face value. Has the Treasury Department undertaken its own analy-
sis to determine exactly how much we have lost as a result of the ter-
mination of credits to the Soviet Union?

Secretary Simorr. Well, we have been talking to a great many com-
panies here in this country. We have looked at the contracts to the best
of our ability that have been let by the USSR to our western trading
competitors, if you will, and we are in the process of compiling what
might have come here in our judgment had we been free to trade.
But certainly we have been told by a great many of our companies.

And again I agree with you, I don't necessarily believe everything
that is told me by any foreign official as to what we might have gotten,
if indeed we had this free and open trading system we all desire. We
make a judgment that, sure, is in our best interests, but it is question-
able whether the figure is a billion six or whatever number.
But our business community, as you know, believes they have been

severely restricted as a result of this.
Senator STEVENSON. The issue isn't trade. There is nobody, that I

know of at least, who is against trade with the Soviet Union, except
of course for strategic items.
And I should point out, perhaps, going back, notwithstanding your

protestations to the contrary, many of the products, the export of
which is subsidized by the United States, do have strategic implica-
tions.
Kama Truck factorycan make trucks for many purposes. Natural

gas produced in the Soviet Union can be used for its own purposes, and
so can computers.
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Apart from the strategic implications and the long-term economic
implications, some of which have been already alluded to, the issue is
the extent to which trade has to be subsidized.
The West Germans, I believe, have put their trade with the Soviet

Union on a cash basis. As I mentioned a moment ago, this year the
Soviet Union is paying cash for its grain. Our trade is continuing, and
it is going up.

Secretary Simoisr. You know, I have some trouble with that, Senator
Stevenson, as far as the West Germans putting there—it may be very
true, but I think that you will find West Germany, as well as all of
•our major trading competitors, have indeed granted credits of very
large amounts to the Soviet Union.

Senator STEVENSON. I think the West Germans—I am a little un-
certain on this—may be an exception. But certainly most of them have.

Secretary SIMON. Between $10 and $11 billion in credits has been
extended and of that I would judge that West Germany is a significant
part of that.
Senator STEVENSON. My impression is within the last year the West

Germans have put it on a cash basis. But anyway, I don't quarrel with
the basic proposition that you are making, which is they are subsidiz-
ing trade—
Secretary Simorr. To a greater extent than we are, Senator.
Senator STEVENSON. Well, we are not doing it at the moment. And I

don't quarrel with the notion that to some extent, though maybe much
less than you suggest, we lose some trade as a result of our failure to
make credits available on a subsidized basis.
They are, of course, available short term, on an unsubsidized basis

from commercial sources in the 
available,

 States.
But you deplore, Mr. Secretary, in your very good statement, the

subsidization of exports. You say: "There is simply no point in this
subsidized competition."
And yet what you are supporting is subsidized credits for the Soviet

Union. One of the most hopeful and promising things I have heard
from this administration in a long time is something that we have re-
quested for a long time.
In your statement you say:
It is my hope that competition among Western industrial nations for exports

through government-subsidized credits will end. There was discussion of the
problem at Rambouillet, and I am pleased that the six leaders agreed to intensify
their efforts to achieve prompt conclusion of the negotiations concerning export
credits. Governments should reduce government competition on credit terms of-
fered to all countries. There is simply no joint in this subsidized competition.

Mr. SmoN. This is an important point, if I can interrupt for a
moment.
When the Chairman asked what are the benefits from Rambouillet,

and we talk about raising the level of the discussions to the political
leader level, the direction political leaders give on special issues to
their cabinet members and to the bureaucracy is an indication of their
firm desire to get a resolution of this issue, which we have been negotiat-
ing for over a year. At the latter level, the usual bureaucratic argu-
ments and discussions and stonewalling go on, and in the absence of
the direction from the political leaders, these discussions could go on
for many years.
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But obviously there is a desire to resolve tnis issue and do it quick-
ly, and that is what we are trying to do.

Senator STEVENSON. I am glad to hear that is what you are trying-
to do, because that is what we have been trying to get you to do.

Secretary SixoN. No, no, the Treasury Department has been actively,
involved with the—

Senator STEVENSON. I am familiar with those negotiations, but not
at the level you are talking about.
On May 23, as a matter of fact, I wrote a letter to the President, and

this is just before the summit in Brussels, and I said:
It is incongruous for the United States and its allies to subsidize, directly and

Indirectly, the development of Soviet military capabilities and deprive themselves
of capital resources with which to develop their own military and industrial
capabilities.
As it is now, the industrial democracies are competing among themselves, on

the one hand to diminish their burdens of mutual defense, while on the other
hand to aid in the development of Soviet military and industrial capabilities.
As you know, the United States has already extended about $1 billion in sub-
sidized credits to the Soviet Union. Our allies are doing likewise. Some coordina-
tion among the allies might diminish the pursuit of inconsistent ends, perhaps
upon some understanding that credits will be made available through a consulta-
tive process as progress with the Soviet Union is achieved on such large issues
as mutual and balanced force reductions, SALT, and peace in the Middle East.
It could lead to a relaxation of tensions between East and West.

There are two issues here. One of which Chairman Casey knows
about, and that is the question of credit competition among all of the
major industrial exporting countries and for all their importers.
And the other, which is a part of this, is the competition among

countries, including NATO allies, on credit terms for the Soviet Union.
What I would like to get clear now is whether, in addition to the

general discussions on general credit policies that we are familiar
with and that State and Treasury have been a part of, there is also
a concerted effort at a high policy level to resolve the issue of credits
for the Soviet Union.
And I question why—the Soviet Union's GNP being second only to

our own and with raw materials that can be exported—the Western
allies ought to be extending any credit to the Soviet Union.

Secretary SimoN. Well, of course I can assure you this is being dis-
cussed at the political level. It was discussed at Rambouillet.
Senator STEVENSON. The Soviet Union as opposed to export credits

generally?
Secretary SIMON. No the whole Eastern bloc was discussed, and,

of course, I don't know that the Soviet Union was singled out nor
do I believe that the question of whether or not credits should be given
was indeed discussed.
It was more on standardizing and weighing the potentially dele-

terious effect of having the rate wars which are clearly disadvantageous
to us all. And that is the area that we focused on.

Senator STEVENSON. Well, I have never received a satisfactory
answer to the letter that I wrote. That is one reason that I asked you.
I would hope the administration might separate this question of

credits for the Soviet Union and deal with it in the context also of
our relations with the People's Republic of China.
You say you want to treat all countries alike. Well, let's treat the

Soviet Union and the People's Republic of China on the same terms..
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Secretary SuiroN. We do, consistent with what I said before, judging
these issues on a country-by-country and case-by-case basis as to the net
economic benefits, and national security.

Senator STEVENSON. You have been saying you want to treat every-
body alike.

Secretary SimoN. I meant legislatively it would be difficult to at-
tempt to put the language down on paper that would cover each poten-
tial extenuating circ-umstance that might arise and we would like
to maintain a flexibility because we do think this is significant for
the United States. We think the trade we have lost has been significant
enough for us to be concerned, because we have specific reports, whose
details we looked into, of ammonia and urea plants that went to France,
Italy, West Germany, that would have gone to us because the negotia-
tions were ongoing until this bill passed, and then the negotiations
shifted to our European competitors.

Senator STEVENSON. The Chairman is very patient, I hope. I will try
to conclude with one final question.
The Exim legislation was passed, including the so-called $300 mil-

lion ceiling—I say so-called, because of the fact it was not a ceiling.
The impact of that bill is still misunderstood.
What Congress did in that was simply say we are not going to pro-

vide the check for subsidized credit, aid, loans, call it what you will,
for the Soviet Union. We will, as in the case of foreign aid, subject
the continued extension of credit which has already gone from zero
to $1 billion in about a year and a half, to periodic congressional re-
view; before more than $769 million in credits can be extended to the
Soviet Union the administration will have to set up a new ceiling,
new level, get additional authority and we will vote that up or down
with a concurrent resolution.
The implication is that congressional approval of still more credit

would be conditioned, implicity, discreetly, on a continuing evalua-
tion of our relations with the Soviet Union and progress on many
fronts, not just emigration, but the Middle 

Union,
SALT, and Angola,

Somalia, MFPR, and so on. The proposal, I might add, was intro-
duced with the knowledge of and with no strenuous opposition from ,
this administration, before it was introduced or at any time before it
was passed.
How do you, Mr. Secretary, feel about that form of congressional

oversight or review on this question of Exim .credits for the Soviet
-Union?
And how do you feel about it as a possible alternative to other checks

specifically linked to issues such as emigration?
Secretary SimoN. Specifically linked credits, Senator Stevenson,

i
give me some great .problem. The whole issue of congressional over-
sight, I must admit, s an important one. To a great degree I think you
already have it. Whether or not you would wish specifically to legislate
for emergencies, if you will, to assure total congressional overview,
that would depend on the specifics of what you had in mind.
I hate to create impediments to trade, and yet I want to be sure

that the necessary safeguards which you are talking about are there
as far as the all-important congressional overview.
And it would depend on the specifics! I think it is important, but I

hate to see anything in that that would act as a real or imagined im-
pediment to our trade with these countries.
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Senator STEVENSON. Well, I hope you will consider that question at
greater length, and perhaps we will have another opportunity to
discuss it.

Secretary SIMON. I would like to know more of what you have in
mind as to the specifics of this overview.

Senator STEVENSON. My specifics are already law. The so-called ceil-
ing, which is not a ceiling, it is a process for a periodic congressional
review.

Secretary SIMON. Again, forgetting the whole subject of the gentle-
man's agreement we are attempting to negotiate, we always have to
look when one is in business at what your competitors are doing. And
you ask if that is a consideration in this. Is putting this limit on creat-
ing an economic disincentive to our doing business with these coun-
tries, which means we wouldn't get the inquiry we might normally
get? That is a judgment.
Senator STEVENSON. Of course that would be a judgment that the

Congress would take into consideration, too, in this procedure.
Secretary SIMON. Sure.
Senator STEVENSON. Thank you, Mr. Secretary.
Secretary SIMON. Thank you, sir.
Senator INOITYE. I have just one final question.
We seem to be very sensitive to problems of the Socialist countries.

I know that the administration was quite distressed with some of the
legislative proposals such as those described by my colleague.
Do you believe that the Eastern bloc countries and the Soviet Union

are equally sensitive to some of our problems here?
Secretary SIMON. Yes, I believe they are, Mr. Chairman. Which

problems would you be referring to?
Senator INOU YE. The emotions that may be generated by the treat-

ment of Soviet Jews.
Secretary SIMON. Yes.
Senator InouyE. Are they sensitive to that?
Secretary SIMON. Yes.
Having said that, they are also extremely sensitive to the United

States adopting positions on their internal affairs as well. That is, of
course, the whole difficulty in the emigration issue. But they are sensi-
tive, extremely sensitive to this, yes.

Senator INOU YE. While we are actively trying to carry out the policy
of detente, do you feel they are sufficiently sensitive to what we observe
is happening in Angola?

Secretary SIMON. Yes, I do, and Secretary Kissinger, in his state-
ment the other day, made, I thought, a rather strong statement of
warning of the damaging effect this could have on detente.
Senator INOU YE. Thank you very much, sir.
Secretary SimoN. Thank you, Mr. Chairman.
[The following information was subsequently received for the

record:]
THE SECRETARY OF THE TREASURY,

Waskington, June 1.5, 1976.
ROM DANIEL K. INOUYE,
U. S. Senate,
Washington, D.C.
DEAR DAN: You will recall that in our discussion at the Senate Commerce Com-

mittee hearings of December, 1975, you expresed an interest in the actual com-
mercial impact of the Trade Act of 19,74 on U.S. business relationships with the
socialist countries in general, and with the U.S.S.R. in particular.
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As a followup to that discussion, the Department of Commerce, at 
Treasury's

request, undertook a survey of over 200 U.S. firms to ascertain informati
on about

specific transactions with the socialist countries that were lost by these 
firms to,

foreign competitors because of the restrictions in the Trade Act.

Among those responding to the inquiry, the ratio of letters indicating 
that

the Trade Act caused the firms some commercial loss to those that 
indicated

that the Trade Act had no commercial impact was 3.9 to 1. The lin
king of Exim-

bank credits and MFN to the emigration policies of certain nations was 
con-

sidered to be detrimental to U.S. interests by those firms which indicated 
com-

mercial loss. Most criticism was directed to the Act's restriction on the 
exten-

sion of U.S. Government supported credits, while competitor nations are 
making

such credits available.
Although the total amount of business lost to U.S. firms because of Trade

Act restrictions cannot be ascertained, nine firms attributed a combined loss 
of

$553 million worth of business to the Trade Act. In addition, a computer m
anu-

facturer listed business lost since 1967 amounting to almost $279 million, due

to "non-availability of export financing and/or denial of export licenses", and

a large aircraft manufacturer reported negotiations for the sale of 30 to 6
0

commercial transports worth $2 billion had come to a halt due to provisions of

the Trade Act and other factors.
While the firms surveyed may not necessarily be representative of the entire-

business community, and the study should not be considered exhaustive, it has

served to point out that there is a widespread belief among U.S. corporations

that the Trade Act has been harmful to U.S. business interests. I, therefore,

remain steadfast in my view that it is in the interest of the U.S. to change the

law, and I hope that the time will soon come when we can work together to,

accomplish this change.
Best regards,

Sincerely yours,
WILLIAM E. SIMON.

QUESTIONS FOR SECRETARY SIMON

Question 1. What priority within the Administration is given to the achieve-

ment of our trade/economic objectives and to our East-West commercial policy

as a whole?
Answer. The Administration assigns high priority to these elements of national

policy. We have pursued these objectives with the firm conviction that ac-

celerated development of strong economic ties between the United States and

the Communist countries will give each side a more solid stake in the parallel

improvement of our political relations.
Question 2. To your knowledge, in the policy discussions on East-West trade

leading up to the 1972 Agreement, were there specific linkages between trade

concessions and political benefits? If so, what was the relationship between the

two?
Answer. The lend-lease settlement was signed on October 18, 1972 at the same

time as the Trade Agreement with the Soviet Union. The lend-lease settlement

provided for payment $722 million to the United States by the Soviet Union,
in full settlement of certain claims related to World War II, but specifically

linked $674 million of these payments to the granting of most-favored-nation
treatment by the United States to the Soviet Union.
At the time there was a feeling on both sides that improved trade relationships

would have a beneficial effect on political relations. This was expressed in the
joint declaration of Nixon and Brezhnev of May 29, 1972, which stated:

The USA and the USSR regard commercial and economic ties as an im-
portant and necessary element in the strengthening of their bilateral rela-
tions and thus will actively promote the growth of such ties.

Question 3. It appears that the link between trade concessions and political
benefits is unspecified. In your opinion does such a linkage adequately serve as a
basis for the development of consistent objectives, unified planning, program im-
plementation and progress evaluation?
Answer. The interrelationship between trade concessions and political benefits

is real and pervasive. This is reflected in the joint declaration of President Nixon
and Chairman Brezhnev, quoted above, that "the USA and the USSR regard
commercial and economic ties as an important and necessary element in the
strengthening of their bilateral relations."
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However, the Administration does not believe that the expansion of the
 U.S.

role in East-West commerce can or should be made dependent upon quant
ifiable

progress toward specific short-term political objectives. On the contrary, on o
ne

very basic objective, freedom of emigration, the Administration counseled 
against

specific linkage to the granting of most-favored-nation (MFN) tariff treatment

and official credits to these countries. Experience has indicated the c
ounter-

productive effect of establishing an explicit quid pro quo in this instance.

We should also not try to tie individual trade transactions to specific political

concessions—for example, concessions on arms control issues. The temptation

to do this can be great if we have something to sell that the other side wants

very badly. Even if political concessions could be extracted in this way, they

would be likely to evaporate once the terms of the commercial transaction had

been met. We would then be left with a business deal in which we had

given away some real ecoonmic benefits in return for vague political promises.

Trade transactions, like political and arms agreements, must be able to stand

on their own merits.
We have to remember that neither the United States nor the Communist

countries are prepared to relinquish basic interests or fundamental principles

for the sake of trade.
In developing objectives and plans we must recognize the inherently non-

specific nature of the link between trade concessions and political benefits in

general, resulting in an improved atmosphere and a strengthened tendency to-

ward mutual restraint in international relations. We should give full considera-

tion to such linkage in the development of consistent objectives, unified

planning, program implementation and program evaluation, but we should not

overestimate our ability to use such linkage for narrowly defined political

objectives.
Question 4. What factors, in your opinion, limit the fulfillment of political

and security objectives of the use of trade?
Answer. Probably the most significant factor limiting our use of trade to

fulfill political and security objectives is the fact that while the U.S.S.R. and

other Communist countries desire to trade with the West, such trade is not

essential to them. The Soviets, in particular, demonstrated for many years

their ability to get along with a minimum of trade with non-Communist coun-

tries. The Soviet Union and various other Communist countries have fore-

gone Export-Import Bank credits and most-favored-nation treatment rather

than meet the emigration requirements of the Trade Act of 1974.
Another limiting factor is that most items which the U.S. exports are also

available from suppliers in other countries, frequently on credit terms which

are more attractive than those which U.'S suppliers can offer. In fact, the U.S.
role in East-West trade is small. Trade between the nonmarket economy

countries and the industrial West amounted to $43 billion in 1974; of this,
the United States accounted for only $3.2 billion, or about 7.5 percent.
Trade is a two-way activity, presumably beneficial to both parties. Our

ability to use trade for political ends is conditioned by the fact that if we
interfere with trade we are likely to harm our own economic and commercial
interests, depriving U.S. firms of business and U.S. workers of jobs, impairing
the level of economic activity in the U.S., and adversely affecting our bal-
ance of payments.
There is also the danger that, in trying to use trade to attain political ends,

we may burden U.S. exporters with government controls, involving bureau-
cratic complications and delays which will place them at a disadvantage and
will discourage them from exporting.
Question 5. You stated during your appearance before the Committee that you

believe the negotiation of commercial deals should be left to the private sector.
Other than in the obvious security aspects of such transactions, do you think that
the U.S. Government has any role to play in such transactions? If so, what are
the parameters of this role?

Answer. I strongly believe that in general the negotiation of commercial deals
should be left to the private sector. Normally it is not necessary for the United
States Government to intervene, except to protect the security interests' of the
nation. The U.S. firms themselves are better able to work out questions of price
and contract terms than government bureaucrats would be. The free market
mechanism permits the principle of comparative advantage to operate in our
International trade.
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However, there are special circumstances in which government intervention is
necessary to protect the national interest. The grain trade with the Soviet Union
is an example of a unique answer to a unique problem. In 1972, the massive pur-
chases of grain by the Soviet Government led to dislocations in the market to the
detriment of American producers and consumers. The agreement between the
U.S. and the U.S.S.R. on the supply of grain, signed October 20, 1975, is designed
to stabilize Soviet purchases of U.S. grain, thus avoiding such dislocations in the
future. At the same time, the grains agreement does not prevent the market from
determining the price which the Soviets, or other buyers, will pay. Public and
private interests are thus reconciled.
I believe that in general the parameters for government intervention in com-

mercial transactions are:
(a) The Government should assiduously safeguard the security interests

of the nation, as in administering export controls.
(b) The Government should not intervene in commercial transactions not

involving the security of the nation, unless there is a clear need to do so in
specific situations. Such intervention should be for the minimum length of
time necessary, and should involve the minimum amount of disruption of
normal commercial activities consistent with adequate protection of the
national interest. The Government should avoid setting up a bloated bureauc-
racy or creating vested interests which have an incentive to expand con-
trols or continue them longer than strictly necessary. The Government shouldestablish general guidelines applicable to such transactions, rather thanintervening directly in individual negotiations.
(e) With respect to U.S. imports, the Government has responsibility underSections 203 and 406 of the Trade Act of 1974 ( Section 406 applies only toCommunist countries) to prevent or remedy serious injury or the threatthereof to the U.S. industry in question and to facilitate orderly adjustmentto new competitive conditions. Here again, the Government should takeactions of general applicability, such as negotiating orderly marketing

agreements with foreign countries, rather than intervening directly in the.negotiation of individual commercial transactions.
Question 6. Do the preparations for periodic commission meetings includean evaluation of the benefits that flow from the U.S.-Eastern block trade rela-tionships and a review of previous decisions taken pursuant to such meetings andtheir effect on U.S. businessmen doing or wanting to do business in that par-ticular socialist country?
If not, why not?
If yes, what is the nature of such evaluation?
Answer. Yes, the preparations for commission meetings include an evaluationof benefits and a review of previous decisions and their effects.
The evaluations normally are made by U.S. agencies in the process of prepar-ing position papers and briefing memoranda in anticipation of the meeting•of the Commission. Papers are prepared by the agency most directly concernedwith a particular topic and then circulated to other interested agencies forcomments and clearance. Evaluations are made with the benefit of detailed in-formation from our Embassies about the experience of American businessmenin the country, and also of information acquired by U.S. agencies in contactswith businessmen in the United States.
It has been the practice for the U.S. agency most concerned with decisionstaken at the previous meetings of the Commission to maintain a record of steps.taken to implement such decisions. This record is reviewed during preparationsfor the upcoming meeting and the effects of the decisions on U.S. businessmenare evaluated during the process of determining what further action is called forat the next meeting.

EAST-WEST FOREIGN TRADE BOARD

Question 1. (a) Can you indicate your personal position on the question of -membership for the Secretary of Defense on the East-West Foreign Trade Board?Can you tell why the Secretary of Defense is not now a member of the Board?Can you tell us if and when he will become a member of the Board?(b) The Defense Department will soon be added as a member of the Board.Does this modification of the Board's composition signal a change in Adminis-tration policy with respect to our East-West trade policy?
(c) Who are the other members of the Board?
(d) How often does the Working Group, headed by Mr. Parsky, meet? Are -its agenda, decisions, and minutes available to the public and the Congress?
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Answer. (a) I am pleased to report that in November of last year, in response
to a suggestion by Chairman Russel Long of the Senate Finance Committee, the
East-West Foreign Trade Board unanimously recommended to President Ford
that the Secretary of Defense be added to its membership. Subsequently, by
Executive Order 11894, dated January 3, 1976, the President designated the
Secretary of Defense as a member.
(b) The addition of the Secretary of Defense as a member of the East-West

Foreign Trade Board serves to strengthen existing Administration policy with
respect to East-West trade, not signal a change in it. The membership of the
Secretary of Defense will enable the Board to better fulfill its function of moni-
toring East-West trade to insure that it is in the national interest.
(c) The members of the East-West Foreign Trade Board are:

(1) The Secretary of Treasury.
(2) The Secretary of State.
(3) The Secretary of Defense.
(4) The Secretary of Agriculture.
(5) The Secretary of Commerce.
(6) The Special Representative for Trade Negotiations.
(7) The Director of the Office of Management and Budget.
(8) The Executive Director of the Council on International Economic

Policy.
(9) The President of the Export-Import Bank of the United States.
(10) The Assistant to the President for Economic Affairs.

The Secretary of Labor and the Deputy Assistant to the President for National
Security Affairs, although not members, are invited to attend Board meetings.
(d) The Working Group of the East-West Foreign Trade Board usually meets

twice monthly to coordinate the development and implementation of East-West
trade policies and to refer issues to the Board for decision.
Because of the sensitivity of many of the issues discussed at Working Group

meetings, the agenda and minutes are classified and not ordinarily available to
the public. The Board would also consider Congressional requests for such infor-
mation on a case by case basis, making every effort to be as forthcoming as
possible without jeopardizing the Board's ability to formulate effectively East-
West trade policy. In our discussions with the GAO we have made every effort
to cooperate with requests for information.
Decisions and recommendations of the East-West Foreign Trade Board are

generally reflected in the Board's quarterly reports.
Question 2. Since the Board was established, exactly what significant East-West

trade decisions have been made, or actions taken, by the Board as a direct resultof its initiative?
• Answer. During the brief period the Board has been in existence, it has dealt

with numerous questions of significant import to the development of East-West
trade. The most persistent and controversial of these has been the normalization
of our commercial relations with the U.S.S.R., the nonmarket economy countriesof Eastern Europe, and the P.R.C. The Board has recommended to the President
and the Congress that changes be made in existing legislation to remove thebarriers to normalized trading relationships with these nonmarket economy coun-
tries. It should be noted that the Board continues to hope that the Administrationand the Congress can move forward in a spirit of cooperation on this importantissue.
Among other Board activities, the Board and its Working Group have closely

monitored the purchases of grain by the Soviet Union over the past year, as wellas the negotiation of the U.S.-U.S.S.R. Long-term Grain Sales Agreement. Withrespect to grain sales, the Board decided that the situation required monitoringon a daily basis. As a result, the Board designated the Economic Policy Board,whose executive committee meets daily, to maintain oversight of the grain salesquestion.
The Agreement on Trade Relations between the United States and Romania,which entered into force on August 3, 1975, was another of the important East-West trade issues which was considered by the East-West Foreign Trade Board.The Board actively endorsed the Agreement, and strongly urged its approval by,the Congress.
In November of last year, the Board unanimously recommended to PresidentFord that the Secretary of Defense be added to its membership. In an ExecutiveOrder dated January 3, 1976, the President carried out this action, therebystrengthening the Board's function of monitoring East-West trade to insure thatit is in the national interest.
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The Board continues to play an active role in monitoring the issuance of credits,
guarantees and insurance to the nonmarket economies. Recently, for example,
the Board, at the request of the Board of Directors of the Eximbank, provided
policy advice concerning a proposed Eximbank loan to build a roller-bearing
plant in Romania. Board advice included a recommendation for consultations
with the Congress. Eximbank did consult members of Congress and ultimately
approved the loan.

Question 3. Did the Board develop the U.S. position for the recently completed
long-term grain supply agreements between the U.S. and the Soviet Union and
Poland? If not, who did?
Answer. President Ford made the decision to enter into a long-term grain sales

agreement with the Soviet Union and approved a grains supply understanding
with Poland, based upon advice from the Secretaries of Treasury, State, and
Agriculture, as well as other members of the Economic Policy Board.
When it became clear that the U.S.S.R. was going to suffer a very poor grain

harvest and would be in the market for large purchases of grains, the East-West
Foreign Trade Board agreed at its meeting on July 11, 1975, that the situation
should be monitored on a daily basis. The Board, therefore, designated the
Economic Policy Board, which I also chair and whose Executive Committee
generally meets every day, to maintain oversight of the grain sales question.
The East-West Foreign Trade Board and its Working Group closely monitored

the course of negotiations and discussions leading to these grain arrangements.
Question 4. Was there a specific linkage between the grain and oil agreements?

If so, what were the reasons for this linkage?
Answer. From the very beginning, the United States envisaged these agree-

ments as separate entities, each of which would stand on its own merits. At the
time of the negotiations for a long-term grain sales agreement with the Soviet
Union, the Soviets agreed to simultaneously begin discussions for an oil agreement.

Negotiations for these agreements were begun simultaneously because of Soviet
interest in earning hard currency to help pay for their growing imports, in-
cluding grain, and because of the perceived economic advantages of using
tankers in the grain trade to backhaul oil rather than having the tankers return
in ballast.
Through an exchange of letters at the time of the signing of the grain agree-

ment, the United States and Soviet Union have agreed on the main outline
of an oil agreement. Negotiations on details of this agreement are now underway.

Question 5. How often has the Board met since its formation?
Answer. The Board meets as often as necessary to meet its statutory responsi-

bilities. Since it was established on March 27, 1975, the East-West Foreign Trade
Board has met four times, as follows:

(1) June 4, 1975.
(2) July 11, 1975.
(3) September 22, 1975.
(4) December 5, 1975.

Question 6. Is it your view that Section 411 of the Trade Act was intended
to have all East-West trade issues discussed and decided upon by the Board?
Answer. It is the responsibility of the East-West Foreign Trade Board, as a

policy formulating and coordinating body, to address itself to all major East-
West trade policy issues.

Statutorily, Section 411 of the Trade Act directs the Board to:
(1) Monitor trade between persons and agencies of the U.S.G. and nonmarket

economy countries to insure that such trade will be in the national interest of
the U.S.
(2) Receive reports on the nature and terms of transactions from (a) any

person who exports technology to a nonmarket country which is vital to the
U.S. national interest, and (b) any U.S.G. agency which provides credits, guar-
antees or insurance to a nonmarket country in excess of $5 million during any
calendar year.
(3) Submit to Congress a quarterly report on trade between the U.S. and

nonmarket countries.
With regard to financing, the Board receives reports from Eximbank, the CCC

and OPIC on their credit, guarantee, or insurance transactions with the non-
market economy countries. There is also coordination between the Working
Group and the National Advisory Council (NAC) which reviews U.S. Govern-
ment export credit applications. Data by these agencies are summarized in the
Board's quarterly reports.

4

•
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In addition, representatives from U.S. Government agencies which provide
credits, guarantees, or insurance for exports to the nonmarket economy coun-
tries, make sure that the Working Group is kept abreast of the current requests
for export credit.

Control of exports of technology to nonmarket economy countries is main-
tained under the Export Administration Act. To fulfill the requirement that
persons who export technology to nonmarket economy countries report to the
Board, the Board decided to use Commerce's well-established administrative
mechanism, rather than establish a new one, because it did not wish to create
yet another new bureaucracy to levy additional requirements on businessmen.
In order to do this, the Board has interpreted Section 411(b) to require that
license for export of technical data applied for and granted, be reported to the
Board. In addition, the Board and its Working Group are advised of export
license cases of major policy significance before final decisions are made.
In addition to these matters, the Working Group and Board discuss and

coordinate agency positions on all -the significant (and some not-so-significant)
issues in this field.

Question 7. How does the Board communicate its decisions to interested Con-
gressional committees? Does the Board consult these committees before major
decisions are made?

Answer. The Board submits a quarterly report on trade between the U.S. and
nonmarket economy countries to Congress which is distributed to interested Con-
gressional committees. The Board's quarterly report includes a review of the
status of negotiations of bilateral trade agreements; the activities of the joint
trade commissions; the resolution of commercial disputes; any exports which
have caused disruption of U.S. markets; and recommendations to the President
and Congress for the promotion of East-West trade in the national interest of the
United States.
In addition, briefings and informal contacts between myself and other Board

members, and our staffs, with individual Congressmen, as well as formal testi-
mony in hearings before Congressional committees, help to establish a dialogue
between the Board and Congress and insure Congressional input on major East-
West policy issues under review by the Board.

Question 8. How many staff members does the Board have? In view of the
complexity of the issues, do you think that this number is adequate?
Answer. At the present time, the East-West Foreign Trade Board and Working

Group are staffed principally by the Treasury's Office of East-West Economic
Policy. The staffs of all Board members provide support for the East-West For-
eign Trade Board's and Working Group's activities.

Question 9. How many staff members does the Treasury Department have
working on East-West trade issues and in what capacity do they function? (For
example, are they country specialists, do they staff the bilateral commissions,
are they monetary or East-West trade experts, etc.?)
Answer. Within the Department of Treasury there are four professional staff

members who deal exclusively with East-West trade issues. The staff is composed
of a senior level economist with ten years Treasury experience in East-West trade,
a Ph.D. in Economics with expertise and several publications in this area, a
senior level former Foreign Service Officer with -service in Moscow, and a more
junior member with a background in Soviet area studies and Economics. They
are responsible for assessing and analyzing the financial and economic positions
and policies of the Soviet Union, the nonmarket economy countries of Eastern
Europe, and the People's Republic of China. They also assist in formulating
Treasury positions on U.S. trade, commercial, and credit policies towards these
countries. Finally, these professionals provide staff support for me in my role as
Chairman of the East-West Foreign Trade Board and co-Chairman of the Joint
U.S.-U.S.S.R. Commercial Commission.

ACTIVITIES OF THE JOINT U.S.-U.S.S.R. COMMERCIAL COMMISSION AND
OTHER Sign.Ax COMMISSIONS

Question 1. For the record, please provide the Committee with a detailed list
of the number of the existing official bilateral commissions, the members and
official posts of the members of the commissions, and the dates and locations of
meetings.
Answer. (a) Joint U.S.-U.S.S.R. Commercial Commission.
Commission Members (April 1975 meeting) :

81-305-77-3
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U.S. section:
William E. Simon, Secretary of Treasury, Leader of the delegation and

 Chair-

man of U.S. section.
Walter J. Stoessel, Jr., U.S. Ambassador.

John K. Tabor, Acting Secretary of Commerce, Vice Chairman of U
.S. section.

Jack F. Bennett, Under Secretary of Treasury for Monetary Affairs.

Monroe Leigh, Legal Adviser of Department of State.

Arthur T. Downey, Deputy Assistant Secretary of Commerce, Executive 
Secre-

tary of U.S. section.

U.S.S.R. section:

N. S. Patolichev, Minister of Foreign Trade, Leader of the delegat
ion and

Chairman of U.S.S.R. section.
N. N. Inozemtsev, Deputy Chairman of GOSPLAN.

V. S. Alkhimov, Deputy Minister of Foreign Trade.

A. N. Manzhulo, Deputy Minister of Foreign Trade.

V. N. Sushkov, Deputy Minister of Foreign Trade.

Yu. A. Ivanov, Chairman of the Board, Vneshtorgbank of the U.S.S.R.

Commission meetings:

First, July 20—August 1, 1972 Moscow

Second, October 12-18, 1972 Washington

Third, October 1-3, 1973 Moscow

Fourth, May 21-22, 1974 Washington

Fifth, April 10-11, 1975 Moscow

It was agreed at the fifth meeting that the sixth meeting would be held in

Washington in 1976. No date has been set.
(b) Joint American-Polish Trade Commission.
Commission Members (October 1975 meeting) :

U.S. section:
Rogers C. B. Morton, Secretary of Commerce, Chairman of U.S. section.

R. T. Davies, U.S. Ambassador.
Arthur A. Hartman, Assistant Secretary of State, Vice Chairman of U.S.

section.
Arthur T. Downey, Deputy Assistant Secretary of Commerce, Executive Secre-

tary of U.S. section.
George Aldrich, Deputy Legal Adviser, Department of State.

Poland section:

Kazimierz Olszewski, Vice Premier, Chairman of Poland section.

Stanislaw Dlugosz, Vice Minister, Ministry of Foreign Trade and Maritime

Economy, Vice Chairman of Poland section.
Romuald Spasowski, Vice Minister, Ministry of Foreign Affairs.

Marian Krzak, Vice Minister, Ministry of Finance.
Jan Kinast, Director, Department III, Ministry of Foreign Affairs.

Commission meetings:

First, August 1-3, 1972  Warsaw

Second, November 4-8, 1972  Washington

Third, September 25-29, 1973  Warsaw

Fourth, September 9-10, 1974  Washington

Fifth, October 6-8, 1975  Warsaw

It is anticipated that the sixth meeting will be held in Washington in 1976.

No date has been set.
(c) Joint American-Romanian Economic Commission.
Commission Members (November 1975 meeting) :

U.S. section:
Rogers C. B. Morton, Secretary of Commerce, Chairman of U.S. section.
Harry Barnes, U.S. Ambassador.
Frederick B. Dent, Special Trade Representative to the President.
Gerald L. Parsky, Assistant Secretary of Treasury.
John A. Armitage, Deputy Assistant Secretary of State.
Arthur T. Downey, Deputy Assistant Secretary of Commerce, Executive Sec-

retary of U.S. section.
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George Aldrich, Deputy Legal Adviser, Department of State.
Robert Vastine, Deputy Assistant Secretary of Treasury.
Dale Sherwin, Deputy Assistant Secretary of Agriculture.

Romania section.:
Ion Patan, Deputy Prime Minister and Minister of Foreign Trade and Inter-national Economic Cooperation, Chairman of Romania section.
Vasile Voloseniuc, Chairman and President of the Bank of Foreign Trade.Corneliu Bogdan, Ambassador to the United States.
Alexandru Rosu, Deputy Minister, Ministry of Machine Building Industry.Emilian Rodeanu, Vice President, State Committee for Nuclear Energy.Joan Batrina, General Manager, Central of Electronic and Data ProcessingEquipment Industry.

Commission meetings:
First, April 12-13, 1974  BucharestSecond, November 3-4, 1975  Washington
It is anticipated that the third meeting will be held in Bucharest in 1976. Nodate has been set.
Question 2. In addition to these official bilateral commissions, there are also anumber of private trade committees with a number of other nonmarket economycountries. Could you please provide us for the record with the same kind of in-formation which was asked of you above?
Answer. The U.S. private sector has established the following joint councilswith the countries of Eastern Europe, the Soviet Union, and the People's Re-public of China:

( a) U.S.-U.S.S.R. Trade and Economic Council
Council members:
Donald Kendall, Chairman of PEPSICO, Inc., Chairman of U.S. section.Vladimir Alkhimov, Deputy Minister of Foreign Trade, Chairman of U.S.S.R.section.
Harold Scott, President and Chief Executive Officer.
William E. Simon, Secretary of Treasury, Honorary Director.
Nikolay S. Patolichev, Minister of Foreign Trade, Honorary Director.

Council meetings:
First, February 1974  WashingtonSecond, October 14-15, 1974  MoscowThird, October 6-7, 1975  Washington

(b) Polish-U.S. Economic Council
Council members:
Brooks McCormick, President of International Harvester Co., Chairman of U.S.section.
Wlodzimierz Wisniewski, President of Polish Chamber of Foreign Trade, Chair-man of Poland section.

Council meetings:
First, September 8-9, 1975  WarsawSecond, May 24-25, 1976  Washington

(c) Romanda-U.S. Economic Council
Council members:
Milton Rosenthal, President of Engelhard Minerals and Chemicals Corpora-tion, Chairman of U.S. section.
Vasile Voloseniuc, Chairman of the Bank of Foreign Trade, Chairman ofRomania section.

Council meetings:
First, May 31-June 1, 1974  BucharestSecond, May 30-31, 1975   WashingtonThird, June 24-25, 1976  Bucharest
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(d) Hungarian-U.S. Economic Council
Council members:
James R. Carter, Chairman of Nashua Corporation, Chairman of U.S. section.
Joszef Molnar and Istvan Soltesz, co-Chairmen of Hungary section.

Council meetings:
First, November 10-11, 1975  Budapest
Second, September 27, 1976  Washington

(e) Bulgarian-U.S. Economic Council
Council members:

William F. May, Chairman of the Board of American Can Co., Chairman of U.S.
section.

Christo Christov, Deputy Minister of Foreign Trade, Chairman of Bulgaria
section.

Council meetings:
First, September 1-2, 1975  Sofia
Second, April 5-6, 1976 (tentative)  Washington

(f) Czechoslovakia-U.S. Economic council

Council members:
David Scott, Chairman and President of Allis Chalmers Corporation, Chairman

. of U.S. section.
,Council meetings:

Meeting tentatively scheduled for mid-1976 in Prague.

(g) National Council for U.S.-China Trade

Not a joint council, but performs many of the same functions.)
William A. Hewitt, Chief and Executive Officer of Deere and Company, Chair-

man.
Question 3. What significant decisions, if any, have been reached as a result

of the work of the official bilateral commissions?
Answer. Significant decisions made as a result of or under the guidance of the

official bilateral commissions would include:

Joint U.S.-U.S.S.R. Commercial Commission

Negotiation of a trade agreement.
Negotiation of a lend-lease debt settlement.
Negotiation of an arrangement for the reciprocal availability of trade credits.
Negotiation of a long-term economic, industrial and technical cooperation

agreement.
Protocols to facilitate business relationships and representation.
Establishment of trade targets.
Discussions of matters of bilateral commercial importance, such as joint

projects.
Joint American-Polish Trade Commission

At the November 1972 meeting, trade protocols were concluded which provide
for the reciprocal extension of trade credits and the establishment of permanent
sales offices by American firms in Poland. The protocols also encourage arbitration
of disputes in third countries. In March of 1973, the Trade Commission's Joint
Working Group on Business Facilities met to develop procedures for establish-
ing and operating business representations offices in Poland. The Working Group's
report was formally approved at the Commission meeting the following Septem-
ber. At the commission meeting in September, 1974, annual bilateral trade was
anticipated at $1 billion in 1976 and $2 billion by 1980; a joint statement on
economic, industrial and technological cooperation, which was issued during
First Party Secretary Gierek's visit to the U.S. in October 1974, was also worked
out at the meeting.

At the most recent Commission meeting, held in October 1975, boh sides agreed
to proceed toward conclusion of a new bilateral airworthiness agreement. Both
sides also agreed upon the desirability of a grains supply understanding under
which Poland would endeavor to purchase and the U.S. would endeavor to supply,
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subject to availabilities, approximately 2.5 million tons of grain annually during
the next five years.

Joint American-Romanian Economic Commission
At its session in 1974, the Commission agreed that a bilateral trade level of $1

billion would be a realistic and desirable goal for 1980. At the recent session in
late 1975, the Commission exchanged drafts of a long-term agreement for eco-
nomic, industrial and technical cooperation and agreed that negotiations between
the two governments would begin in the near future. Advances were made in dis-
cussions on Romania's eligibility under the U.S. Generalized Systems of
Preferences.

Question 4. Are there any procedure,s for prior consultation with Congress on
U.S. positions to be taken in Commission meetings?
Answer. Congressional views are carefully taken into account in developing

U.S. positions to be taken in Commission meetings. On several occasions, there
were prior consultations with Congressional leaders—for example, before nego-
tiations in 1974 and 1975 on long-term agreements with the Soviets and Roman-
ians on economic, industrial and technical cooperation.

Question 5. Are results of meetings made available to Congress? If so, what
procedures are followed?
Answer. The results of meetings are made available to Congress and to the

public in communiques and press conferences held at the time of the meetings
and in the quarterly reports of the East-West Foreign Trade Board to the
Congress. Additional information on particular aspects of the meetings may be
made available to Committees or individual Congressmen when requested.

CONGRESSIONAL CONSULTATION

Question 1. Since 1972, a number of important commercial agreements have
been signed with various socialist countries. Has it been Administration policy
to involve Congress in East-West commercial negotiations by seeking advice,
providing information, etc., before such agreements are signed?

Specifically how was Congress involved during negotiations on the U.S.-Soviet
Trade Agreement of October, 1972, the Agreement on Financing Procedures of
October, 1972, and the recent grain agreements with the Soviet Union and
Poland?
There are also other opportunities to solicit Congressional advice and consulta-

tion. Specifically, with respect to the meetings of the Joint Commissions and
activities of the East-West Foreign Trade Board, is it now Administration policy
to involve Congress in East-West commercial negotiations or in East-West trade
Issues?
Answer. The U.S.-Soviet Trade Agreement was principally negotiated by

Secretary of Commerce Peterson. I am not personally familiar with the details
of the negoitation or to .what extent the Congress was consulted in advance.
With regard to the negotiation of the lend-lease settlement, I have been informed
that leading members of the Congress were kept informed of the progress of the
negotiations. The Agreement on Financing Procedures was a highly technical
agreement in which the Export-Import Bank _played the principal negotiating
role with its counterpart, the Soviet Foreign Trade Bank. Again, in this case,I am not familiar with the details of the negotiations or to what extent Congress
was consulted in advance, but I understand that, with regard to the long-term
economic cooperation agreement negotiated with the Soviets in 1974, there were.
a number of conversations by the Special trade Representative, Mr. Eberle,with interested members of the Congress during the course of the negotiations.In the case of the recent grain agreement with the U.S.S.R., Under Secretary of
State Robinson testified before the Senate Agricultural Committee in executivesession during the course of the negotiations and consulted several Senatorsindividually.
With respect to East-West commercial negotiations and trade issues, it inAdministration policy to involve Congress when issues are of sufficient importanceto justify consultation. For example, consultations with Congress occurred lastOctober before presentation to the Romanians of the U.S. draft of a long-termagreement on economic, industrial and technical cooperation. And as mentioned.earlier, Mr. Eberle met with interested members of Congress during negotiationof the long-term economic cooperation agreement with the Soviets in 1974. Otherexamples would be the meetings of myself and Secretary Kissinger with the group
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of Senators who went to the Soviet Union in 1975, both before their departure
and after their return. These meetings provided valuable consultation concerning
Important trade issues which the Senators discussed with Soviet officials.

Question 2. The Trade Act of 1974 and the Export-Import Bank Amendments
,of 1974 contain provisions, the intent of which is to strengthen Congressional
involvement in U.S. foreign trade policy in general and East-West trade in par-
ticular. How have these provisions changed the practices and procedures of the
Executive agencies in their administration of East-West commercial relations?
Answer. In accordance with the provisions of the Trade Act of 1974 and the

Export-Import Bank Amendments of 1974, the Executive Branch has changed a
number of practices and procedures in its administration of East-West commer-
cial relations. These include the creation of the East-West Foreign Trade Board,
whose responsibilities for monitoring trade between the United States and the
nonmarket economy countries to insure that it is in the national interest, are
greatly increased over those of its predecessor—the East-West Trade Policy
Committee.
The U.S.-Romanian Trade Agreement, which entered into force in August

1975, offers a good example of the way in which many of the provisions of the
Trade Act of 1974 have affected the procedures of both the Administration and
the Congress. The Agreement was negotiated to include provisions required by
the Act for safeguards against market disruption, protection of patents, settle-
ment of commercial disputes, etc. Following the signing of the Agreement in
April 1975, by the U.S. and Romanian negotiators, it was approved by the Con-
gress in July, after intense consultations and close examination of the Agree-
ment itself and anticipated Romanian emigration practices.

Question 3. What mechanism does the Administration maintain to conduct a
dialogue or otherwise solicit the views of other public groups on East-West
trade issues, for example, labor, scientific community, ethnic or national groups,
etc.? If no formal mechanism exists, do you not think that some sort of consul-
tative group should exist?
Answer. The Administration has at its disposal a number of forums which

serve to establish a line of communication with the public. Speeches and per-
sonal appearances by Cabinet officials and their staffs before the general public,
business community, and academia provide an extremely useful vehicle for the
exchange of views on issues affecting the development and course of East-West
•trade. The Commerce Department sponsors seminars and symposia with aca-
demicians and businessmen that deal with varied East-West trade issues. In ad-
-dition, Administration officials frequently consult and are consulted by repre-
sentatives of ethnic and national groups. I think the best avenue for contact
and consultation with business is the U.S. Chamber of Commerce's joint
•councils.

In the Department of Commerce there exist two types of forums whose meet-
ings foster a continuing dialogue with the interested public. The Advisory Com-
mittee on East-West Trade, established early in 1974, is one. It advises Com-
merce's Bureau of East-West Trade in its work on the development of more nor-
malized commercial relations with the nonimarket economy countries. Secondly,
there are the seven technical advisory committees, created under Section 5(c)
of the Export Administration Act of 1969. These government/industry commit-
tees serve as a formal mechanism by which Commerce's Office of Export Ad-
ministration can consult with industry on questions pertaining to export licens-
ing. The industry members of these committees provide extensive technical ex-
pertise and their reports, although of strictly advisory capacity, do receive the
most serious consideration.

RECIPROCITY AND THE BALANCE OF BENEFITS

Question 1. What are the elements of reciprocity in our commercial dealings
with the U.S.S.R., that is, what is it that the U.S. wants to gain through com-
mercial dealings, that we are prepared to negotiate in meetings with the non-
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market countries, that we are willing to yield to obtain the objectives we seek?
Answer. The U.S. wishes to gain the following through commercial dealings

with the non-market countries:
(a) The economic benefits of trade, including markets for U.S. products

and sources of supply for things the U.S. needs. Increased exports can lead
to increased business for American firms and jobs for American workers.
(b) The normalization of trade relationships promotes tho normalization

of political relations. Economic relationships give each side an interest in
continuing good political relations.

We are prepared to negotiate with the non-market countries concerning:
(a) Improved facilities in these countries for U.S. firms to carry on

busines and compete on equal terms with other countries.
(b) Exchange of information concerning economic conditions and possi-

bilities for export and import business, with a view to promoting commercial
exchanges.
(c) Agreements with respect to shipping, civil aviation, and maritime

matters.
(d) Commercial agreements along the lines set forth in Section 405 of the

Trade Act of 1974, including safeguards against market disruption; provi-
sions respecting patents, trademarks, copyrights, and the protection of
industrial rights and processes; arrangements for settlement of commercial
differences and disputes and for the promotion of trade.

To obtain the objectives we seek, we are willing to yield the following:
(a) To obtain a better facilities for U.S. businessmen abroad, we are will-

ing to grant reciprocal facilities in the United States to nationals of the
other party, making allowances for the differing conditions in the two
countries.
( b ) In exchange for economic and commercial information about a foreign

country, we would be willing to provide comparable information aobut the
United States. We have such an arrangement with the USSR under which
information of value is supplied about the Soviet economy in exchange for
information about ours.
(c) We would consider granting most-favored-nation status to a Com-

munist country not now enjoying such status provided that such a step
appeared consistent with the state of our relations with that country and out
overall policy objectives. Such a country would have to meet the require-
ments of the Trade Act of 1974 with respect to freedom of emigration and
be prepared to negotiate a trade agreement satisfying the criteria set forth
in Section 405 of the Act with respect to market disruption safeguards,
patents, trademarks, copyrights, protection of industrial rights and processes,
settlement of commercial disputes, etc.
(d) We would grant certain concessions in maritime matters in reciprocity

for comparable concessions from the other party.
Questian, 2. Do the non-market nations enjoy inherent bargaining advantages

stemming from their monopoly control over their domestic market, particularly
in the case of the potentially enormous Soviet market, and their monopsonistic
position vis-a-vis the large number of potential suppliers? Should the United
States Government concern itself with this advantage?
Answer. In some cases the non-market nations enjoy a bargaining advan-

tage, inherent in any large scale buyer who can choose among possible suppliers.
Very large corporations in the United States and other countries enjoy a similar
advantage. This advantage is particularly marked in the case of the Soviet
Union in some situations where it is prepared to deal in unusually large amounts.
In some cases, Soviet projects are so large that relatively few Western corpo-
rations are able to handle them alone.
It is, however, a misnomer to use the term "monopsonistic" in this context.

The term refers to situations where there is only one buyer in the market, to
whom sellers must sell if they wish to sell at all. This is not the case here--
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a non-market country is only one buyer among many in the world market.

Even the Soviet Union represents a relatively small part of the world market.

If a U.S. corporation does not reach a satisfactory bargain with a non-market

country, the corporation can look to many other potential customers.
Question 3. Might the balance of benefits for the United States be improved

through more active governmental efforts in behalf of the private sector or

in cases where the general public might benefit?
Answer. Yes. The United States Government is constantly attempting to

find ways to improve its assistance to the private sector, including the follow-
ing:

( a) Providing the private sector with accurate and timely information
on prospective trade opportunities, on economic conditions in the target
countries, and methods of doing business.
( b) Negotiating improved facilities for U.S. businessmen to operate

abroad.
(c) Providing increased services for U.S. businessmen abroad, e.g.,

through the United States Government trade offices at Moscow and War-
saw.
( d) The United States Government should continue its activities di-

rected toward obtainine, more reliable predictions of Soviet and Eastern
European demand for U.S. grain.

Question 4. In your view, would the position of the United State,s and the West-
ern market countries in general improve if there were a common multilateral
initiative to remove Eastern structural barriers to trade?
Why has not such a effort been made by the Western industrialized countries?
Answer. Such an initiative would probably not achieve much improvement in

the trade position of the U.S. and the Western market countries. In general, the
balance trade with the Eastern countries is already heavily in favor of the
Western industrialized countries. While barriers to trade exist, e.g., in the form of
cumbersome and time consuming procedures for negotiating with Western
sales agents, such barriers have not kept the Eastern countries from rapid ex-
pansion of their purchases from Western market countries. Overall, the Eastern
countries now purchase far more from the Western market countries than they
sell to them. This has led to onerous balance-of-payments deficits, which have
had an inhibiting effect in scme cases on further expansion of purchases in the
West and are likely to become an even greater hindrance.
In the case of the United States, sales to the Soviet Union and some other

Communist countries have been hampered not by restraints imposed by the
Eastern countries, but by the U.S.: exports have been inhibited by the lack of
Eximbank credits, while impGrts from these countries have been hindered by dis-
criminatorily high tariff rates levied by the U.S.
The information below concerning lending by the Export-Import Bank and

the Commodity Credit CorpoTation to the Soviet Union is in response to questions
asked Secretary Simon by Senator Stevenson in hearings before the Senate's
Committee on Commerce December 11, 1975.

EXIMBANK LENDING TO THE U.S.S.R. AND TO OTHER COUNTRIES

The only years in which the Export-Import Bank has made loan or guaran-
tee commitments to the Soviet Union were fiscal years 1973 and 1974.

Attached are three tables which list: (1) total direct loans authorized by
Eximbank in FY 1973 and FY 1974 to major borrowers; (2) total of loans, guar-
antees and insurance authorized by Eximbank during FY 1973 and FY 1974 to
major borrowers; and (3) Eximbank outstanding loan commitments to major
borrowers as of October 31, 1975
These tables show that the Soviet Union:

Ranked seventh in FY 1975 and third in FY 1974 in direct loans received
from the Bank;
Banked twelfth in FY 1973 and fourth in FY 1974 in total loans, guaran-

tee i and insurance authorized by the Bank;
As of October 31, 1975, ranked eighth in direct loans made by the Bank now

outstanding and eleventh in total commitments.
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TABLE 1.-DIRECT LOANS AUTHORIZED BY EXPORT-IMPORT BANK DURING FISCAL YEARS 1973 AND 1974

[In millions of dollars]

Fiscal year Fiscal year
Name of country 1973 Name of country 1974

Iran 239.9 Yugoslavia 376.9
Algeria 186.1 Brazil 367.9
Mexico 176.1 U.S.S.R 367.7
Spain 171.7 Iran 266.7
Taiwan 159.0 Taiwan 259.8
Brazil 149.5 Norway 214.5
U.S.S.R 101.2 Mexico 163.4
Japan 97.2 Canada 148.0
Canada 83.0 United Kingdom 122.1
Sweden 77.5 Japan 116.4
Indoesia 71.7 Korea 114.7
Turkey 70.8 Zaire 113.3

Sources: Data for fiscal year 1973 from "Eximbank and the World of Exports"; data for fiscal year 1974 from "Export-
Import Bank of the United States-Cumulative Records."

TABLE 2.-TOTAL OF LOANS, GUARANTEES, AND INSURANCE AUTHORIZED BY EXPORT-IMPORT BANK DURING
FISCAL YEARS 1973 AND 1974

[In millions of dollars]

Fiscal year Fiscal year
Name of country 1973 Name of country 1974

Iran 517.9 Yugoslavia 605.2
Mexico 454.1 Brazil 545.1
Algeria 438.4 Mexico 448.7
Brazil 403.8 U.S.S.R 436.0
Taiwan 377.4 United Kingdom 412.8
Spain 327.1 Netherlands 396.0
Japan 240.1 Taiwan 392.9
Indonesia 162.5 Canada 311.7
Venezuela 158.0 Zaire 268.0
Federal Republic of Germany 153.0 Korea 262.8
U.S.S.R 151.8 Switzerland 249.9

Note: No such authorizations were issued by Eximbank with respect to the Soviet Union during fiscal year 1972, fiscalyear 1975, or in fiscal year 1976 to date.
Sources: Data for fiscal year 1973 from "Exim bank and the World of Exports"; data for fiscal year 1974 from "Export-

Import Bank of the United States-Cumulative Records."

TABLE 3.-EXIMBANK COMMITMENTS OUTSTANDING AS OF OCT. 31, 1975

[In millions of dollars]

Name of country
Regular
loans Name of country

Total
exposure 2

Brazil 1,184.1 Brazil - 1,865.9
Spain 1,073.3 Taiwan 1,458.5
Taiwan 885.3 Spain 1,349.1
Japan 770.5 Mexico 1, 278.9
Iran 734.8 Japan 1,238.2
Mexico 688.5 Korea 935.2
Yugoslavia 517.8 Iran 921.5
U.S.S.R 467.9 Yugoslavia 895.2
United Kingdom 454.1 Argentina 619.4
Indonesia 442.4 United Kingdom 593.3
Korea 440.2 U.S.S.R 467.9
Norway 360.1 Australia 439.9

1 "Regular loans" do not include cooperative financing facilities or relending facilities.
2 "Total exposure" includes regular loans, loans sold with recourse, cooperative financing facilities, relending facilities,

guarantees and insurance.

Source: Export-Import Bank of the United States, "Monthly Report to MAC Principals, October 1975."



CCC LENDING TO THE U.S.S.R.

Of the $750 million CCC line of credit made available to the Soviet Union in
July, 1972, $549.7 million was actually utilized. All of this has been repaid with
interest except for $137.9 million. The entire line of credit will have been repaid
by March 1, 1977. Interest rates on these loans ranged from 6% percent to 9.5
percent. None of the more recent sales of wheat and feedgrains to the Soviet
Union have included government credits and no such credits are anticipated.

Senator INou E. Our next witness is the distinguished Secretary of
Commerce, the Honorable Rogers C. B. Morton.

Mr. Secretary, it is always good to see you, sir. Welcome.

STATEMENT OF HON. ROGERS C. B. MORTON, SECRETARY OF COM-
MERCE, DEPARTMENT OF COMMERCE; ACCOMPANIED BY AR-
THUR T. DOWNEY, DEPUTY ASSISTANT SECRETARY FOR EAST-
WEST TRADE

Secretary MORTON. Thank you, Mr. Chairman. Thank you very
much for the opportunity to testify before this committee on the
American role in East-West trade in 1976-80.
To supplement my remarks here today, I would like to submit for

the record detailed answers to each of the questions you asked in your
letter of invitation.
And also, Mr. Chairman, I would like to introduce Mr. Arthur T.

Downey, whom I am sure you know, our Deputy Assistant Secretary
for East-West Trade, in the Department of Commerce.
In addition, I would like to recommend for the committee's use a

published report entitled "The U.S. Role in East-West Trade: Prob-
lems and Prospects." I had prepared much of this material for these
hearings when they were originally scheduled last July.
I would like to begin by clarifying the term "East-West trade." My

observation is that, to many individuals it means trade between the
United States and the Soviet Union. In fact, East-West trade is a
multibillion dollar exchange of goods and services between more than
a dozen industrialized Western nations, and nearly a dozen centrally
planned Socialist countries in Asia and Eastern Europe.
Twelve years ago in 1963, the two-way volume of this overall trade

was small—only a little over $7 billion. However, by 1974, it totaled
over 843 billion—about six times the 1963 level, and we are project-
ing a 1975 level of nearly $50 billion.
For many years, the U.S. role in East-West trade was negligible.

Only recently have we begun to have some involvement, although even
now, our role is small. Our transition from inactivity to interest in
East-West trade has been rapid and not without its problems and
lessons.
U.S. interest in East-West trade increased significantly following

the 1969 policy statement in the Export Administration Act, encourag-
ing trade with all countries with which we have diplomatic or trading
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relations. This statement led to a number of initiatives in the govern-
mental and private sectors which resulted in increased U.S. exports to
the Socialist countries.
To some it looked like smooth sailing ahead for the renewal, ex-

pansion and normalization of U.S. commercial relations with the
East. However, much of the forward movement toward normaliza-
tion seems to have ended this year, with the enactment of the Trade
Act of 1974. Subsequently, the Soviets announced they could not bring
into force the 1972 U.S.-U.S.S.R Trade Agreement. As a result of
these events, elements of the -U.S. business community are having sec-
ond thoughts about moving aggressively into socialist country
markets.
I believe that we should find a way to change policies which have

handicapped us in the tough competition for socialist country markets.
There are sound reasons, both political and economic, why we should

expand our commerce with the socialist countries.
In today's world, no nation is self-sufficient—either in the raw mate-

rials and products needed to sustain its industries and its people, or in
the advanced technologies that are vital to the efficient 'production of
goods and services. Trade offers a peaceful, mutually beneficial alterna-
tive to the acquisition of these materials, services and technologies, by
political or military means.
Trade, cannot, of course, insure peace in the world; but certainly,

freer trade can assist in the creation of an environment which encour-
ages all partners to avoid political confrontation that can escalate into
military conflict. I believe the socialist countries recognize this fact,
that we should mutually embrace freer trade as one means of advanc-
ing our goal of world peace.
We in the United States also have much to gain in economic terms

from East-West trade. We import large quantities of industrial raw
materials and energy. We must pay for these imports, and ultimately
we can pay for them only by exporting goods and services. The Social-
ist countries, with 25 percent of the Earth's land mass are a source of
many raw materials, and with 30 percent of the Earth's population,
represent one of the world's great and fastest growing markets.
They have ambitious development goals that require the importation

of large quantities of Western goods and technology. To meet their
development requirements, these countries could buy as much as $45
billion of manufactured goods from the West as a whole in 1980—as
much as $175 billion over the 5-year period 1976-80.
We, in the United States, are late starters and lagging performers

in the intense competition for the rapidly expanding Socialist markets
for manufactured goods. The United States normally supplies about
16 percent of the world's imports of manufactures. Yet, in 1974, we
were able to capture only a 4-percent share of the Socialist market.
And 1975 is not likely to show much improvement. The difference

between a 4-percent U.S. share and a 16-percent share of possible 1980
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Socialist country manufactured goods imports from the West of $45
billion is very significant in terms of U.S. jobs, and the U.S. balance
of payments. Unless we take steps to improve our competitive ability,
.our share of this growing market will remain small and could diminish.
Why the lagging U.S. performance? The reasons are several. One

ireason s our late entry into the competition for this trade. However,
even now, our efforts to expand this trade are impeded by legislative
constraints and public attitudes. While significant changes in U.S. pol-
icy have occurred, doubts still remain in the Congress, as well as in the
minds of the public, concerning the wisdom of conducting trade with.
our former cold war adversaries. These doubts must be resolved, as
they have been in Western Europe, Canada, and Japan, before the
United States will be in a position to realize our full share of East-
West trade benefits.
One result of U.S. policies has been a preference of the socialist coun-

tries to direct their trade toward our Western competitors—toward
those who trade with them without discriminatory tariffs and credit
restrictions.
From the viewpoint of the Socialist countries

' 
by not making avail-

able normal exporter credits and by retaining discriminatory tariffs,
the United States is seen to continue to treat them as unworthy trad-
ing partners. This may suggest to them that we do not fully wish to
normalize our overall bilateral relationships.
The Socialist countries will not perish economically without U.S.

trade, nondiscriminatory tariff treatment, and U.S. Government sup-
ported credits. Our small 4-percent share Of the West's manufactured
goods exports to the Socialist countries testifies that we are not indis-
pensable to the Socialist countries as a supplier of manufactured goods.
Large offerings of governmental export credits from our Western com-
petitors provide evidence that the Socialist countries have significant
alternative credit sources.
There are fundamental misunderstandings on the part of many with

respect to just what is involved in both "most-favored-nation" treat-
ment and Government export credits. I would like to review both
briefly.
The first misunderstanding that should be corrected is the idea that

MFN treatment for the Socialist countries constitutes preferential
treatment. Not so. It is the normal tariff treatment we accord to over
100 of our trading partners—virtually all of our partners, except most
of those in the Socialist group.
The fact that virtually all other industrialized Western nations

grant these countries nondiscriminatory tariff treatment bears further
witness that MFN is normal—rather than exceptionally favorable—
treatment. It also confirms that the Socialist countries have normal ac-
cess to large potential markets, relative to their limited export
capabilities.
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The role of credits for financing U.S. exports is often misunderstood
as well. International commerce based on credit financing has been
common trading practice for centuries. Therefore, the fact that about
one-half of the trade between the industrialized West and the Socialist
countries is credit financed merely reflects normal commercial practice.
I think there have been two basic concerns on the part of some Amer-

icans about credits for the Socialist 'countries.
The first concern reflects a belief that vast amounts of funds have

been, or will be, used to finance exports to the Soviets and other East-
ern European countries to the detriment of U.S. industry's investment
needs. This concern may be understandable—given the exaggerated
publicity of proposed multibillion-dollar deals for development of
natural resources in the Soviet Union—but the facts are quite differ-
ent. The total credits extend to date, both by our commerical bank-
ing system and by Government agencies, has been small relative to the
exports involved.
Furthermore, the foreign lending capacity of our banking system

is limited both by public law and by individual bank's own internal re-
strictions. In fact, the real problem may be that our banking system's
lending capacity could be inadequate to finance an expanding regular
trade, even without spectacular multibillion-dollar transactions.
A second concern is based on the belief that, through the extension

of official credit, we are somehow subsidizing or giving aid to our
former cold war adversaries. The fact is that the vast majority of our
exports to the Socialist countries has been paid for in cash or throughthe use of credits from our commercial, profit-oriented banking sys-tem. Certainly, our commercial banks are not subsidizing anyone.Their loans are made at competitive market rates, and the interestthese loans earn is a plus in our balance of payments.
The governmental credit support has also been relatively modest.Exports to the Soviet Union over the period January 1972 throughSeptember 1975 totaled nearly $3.3 billion. As of August 31, 1975, theExport-Import Bank has disbursed only about $130 million of loansto finance trade, and it has commitments to another $338 million tosupport exports still in the pipeline, and not yet reflected in tradestatistics.
The Commodity Credit Corporation advanced some $550 (million tosupport a portion of the large grain sales to the Soviets in 1972-73. Asof November 26, 1975, about $385 million had been repaid, plus about$58.9 million in interest, leaving only. $175 million still outstanding.The controversy as to whether official government credits involve a.subsidy is a complicated one and will not be settled here today. How-ever, I would like to make two brief points:
First, the Export-Import Bank as not supported by tax dollars.Rather, it is funded by borrowings in the capital markets.
Second, our Western competitors have been generous in credit offer-ings to the Socialist countries. In fact, they have made available to the .
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Soviets alone, approximately $9 billion in go
vernmental export credits

since the beginning of 1974.
Until such time as our competitors abandon 

governmentally backed

export credits, we will continueito lag behind n export sales if we do

not offer similar credits. If the benefits of such
 credits—in the form of

job creating exports and positive balance of pay
ments effects—exceed

the cost of such credits, and we believe they do
, then it is eminently

good economic policy to match the competition.

I would like to turn to another basic concern: The
re is worry that

-the sale of our commercial technology may strengthe
n the Socialist

-countries, especially the Soviet Union, at our expen
se.

Although a subject of concern in several quarters, the r
egulation of

the export of strategic items and technology is not an 
issue. The Ex-

port Administration Act of 1969, as amended, authori
zes the President

to control exports from the standpoint of their significan
ce to the na-

tional security or the United States. 
Pursuant to this statute, U.S. controls are administered pr

imarily

by the Commerce Department in close cooperation with other a
gencies,

especially the Departments of Defense and State.
The administration of these controls is aimed at barring exp

ort

transactions that would make a significant contribution to the milit
ary

potential of any other country which would prove detrimental to the

national security of the United States.
Of more recent interest is the growing view that technology is 

a

commodity that should be hoarded, and not sold, at least to Socialist

countries. The fact is that we have commercial technology to sell, and

we can profit by selling. it. Such sales often lead to continued business,

since they provide an incentive for the buyer to stay with the seller's

particular technological system.
Most of the advanced commercial technology sought by the Socialist

countries is also held by other Western countries. Though we have

sometimes hesitated to sell, others usually do not. With respect to a few

items in which we hold a near exclusive lead, the Socialist countries can
buy less advanced—but perfectly employable—technology elsewhere

and use it as the basis for development.
It is also sometimes argued that goods manufactured in Socialist

countries, using American technology, will compete with American

goods in third country markets, or even in our own domestic markets.
Some even see the possibility of a flood of Socialist goods in the United
States, especially if MFN status is accorded them.

would respond, however, that Socialist imports of capital goods
embodying U.S. technology are primarily to aid production of good§
for their own domestic consumption. Additionally, in most instances
where the Socialist countries have produced relatively high technology
goods for export. difficulties with quality control and after-sales serv-
icing have significantly limited penetration in foreign markets, par-
ticularly in the United States.



If, however, there is disruptive penetration of the U.S. market, the
provisions of the Trade Act of 1974 provide the greatest possibleilex-
ibility to deal with the problem. The act requires that trade agreements
with the Socialist countries, extending MFN, contain strong safeguard
provisions, including an appropriate consultation mechanism.
The President may also take unilateral action to restrain disruptive

imports of Socialist origin. The market disruption test for the Com-
munist countries is intended to be more easily met than the serious
injury test which applies to non-Communist countries.

Finally, the flow of technology in East-West trade has not been a
one-way flow. We have acquired a number of technical licenses from
the Socialist countries in recent years. The Soviet Union in particular
is a world leader in certain areas, especially in basic research. Work-
ing together, we have the opportunity to match their basic research
with the U.S. aptitude for applied technology. Working separately,
we duplicate each other's costly efforts.
In taking the measure of our situation, this is what I see: East-West

trade is a global operation, involving all the industrialized Western
nations and all the Socialist countries. The pace of expansion of U.S.
commercial relations with the Socialist countries which had quick-
ened over the last few years has now slowed.
The Trade Act has made it difficult to normalize commercial rela-

tions with the Socialist countries. This affects the U.S. ability to com-
pete with other Western industrialized nations, and has left some U.S.
businesses uncertain as to whether they should commit resources to
East-West trade.
The United States is, and must contin.u6 to be, a major international

trading nation. We must import to obtain the materials needed to fuel
our production, and we must export to utilize our productive capacity
fully. As traders, we cannot afford to handicap our commercial rela-
tionships with nearly a third of the world's population.
Partly as a result of our earlier aloofness to East-West trade, we are

well behind our West European, Canadian, and Japanese competitors
in the development of trade in manufactured goods with the Socialist
world.
If we now reverse, or fail to press forward the trade normalization

initiatives of recent years, the economic costs of lost opportunities in
the years ahead can be great indeed.

It is important that the Congress and the public recognize that our
national interest can be served by normalized commercial relationships
with the Socialist countries. I am grateful to this committee for pro-
viding a forum for the articulation and consideration of the issues
raised by U.S. participation in East-West trade.
I welcome this review, and I believe it can be a significant step in.

the creation of an environment in which American business can suc-
cessfully compete with the other Western countries for an enlarged
share of the Socialist markets.
[The table referred to follows:]
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U.S. TRADE WITH SOCIALIST COUNTRIES
[Millions of U.S. dollars]

January to January to
Country Total 1973 Total 1974 October 1974 October 197

Exports:
Albania  0.22 0.49 0.44 0.64
Bulgaria  6.47 21.96 17.97 27.84
Czechoslovakia  71.85 48. 58 ' 35.01 38 71
German Democratic Republic  28.01 20.88 18.95 14.93
Hungary  32.80 56.17 49.28 69.71
Poland  349.32 394.59 318.05 435.23
Romania  116.51 117. 12 277.56 168.63

Total East Europe  605. 19 819. 79 657.27 754.69
U.S.S.R  1, 187. 10 607.36 459.81 1, 245. 28
PRC  689. 10 806.85 783.87 228.70
MPR  .03 .01 .01 .01

Total Socialist countries  2, 481.42 2,234. 01 1, 900. 95 2, 228. 67
General imports:

Albania  .74 .48 .25 2.76
Bulgaria  4.46 8.40 7.65 19.83
Czechoslovakia  35. 15 45. 56 38.00 27. 55
German Democratic Republic  10. 52 14. 13 12. 15 8.98
Hungary  06.42 75.41 67.67 28.72
Poland   181.90 275.93 216.36 201.94
Romania  55.70 130.52 112.15 95.37

Total East Europe  304.63 540. 43 454. 24 385. 15
U.S.S.R  213.75 349.52 285.95 214.47PRC  63.95 114.69 99.48 119.57MPR  1.84 1.52 1.52 1.23

Total Socialist countries  584. 17 1,006. 16 841. 19 719. 42
Trade balance  +1,897.25 +1,227.85 +1,059.76 +1,509.25Trade turnover  3,065. 59 3,240. 17 2, 742. 14 2,948. 10

Senator INOUYE. Mr. Secretary, I thank you very much for your
very informative and important statement.
I have a series of questions submitted by Senator Pastore, who has

requested that I forward them to you for your response.
I have also prepared a long series of questions I wish to submit to

your office for similar response.
Secretary MORTON. All right.
Senator INOUYE. I have a question before me submitted by Senator

Long, and he has requested that I ask you this in open session.
The legislative history of the Trade Act of 1974 clearly indicates

that one of the main reasons for the creation of the East-West Trade
Board was to safeguard against technology transfer to Communist
countries which might be damaging to the national security.

Despite this, the Secretary of Defense has not been made a member
of the Board.
Chairman Russell Long of the Finance Committee, who sponsored

the amendment creating the East-West Trade Board and was the floor
manager of the Trade Act of which it was a part, has communicated
with you on several occasions urging that the Secretary of Defense
be made a member of the Board.
What is your personal position on this question? Can you tell us

why the Secretary of Defense is not now a member of the East-West
Trade Board? And can you tell us if and when he will become a member
of the Board?

Secretary MORTON. I think I can answer the question very briefly.

AI
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An Executive order is in preparation at this time, to include the
Secretary of Defense on the East-West Foreign Trade Board. I have
taken the position—and the position of the Department of Commerce
is—that he should be included as a member.
I want personally to say, however, that I took the position reluc-

tantly for this reason: One of the principal activities of the Export
Administration Review Board (EARB) , of which the Secretary of
Defense is a member, is to deal with the national security aspects of a
given technology, as in providing the final cabinet-level review of
significant export license applications.

There were some individuals who felt that both the EARB Board
and the Defense Department could function more objectively in this
area if the Secretary of Defense were not a member of the East-West
Foreign Trade Board.
However, a final judgment was based on getting the job done. I

believe we would move forward more expediently and it would be in
the better interests of the country to include the Secretary of Defense
on the Board. This is now in the process of being accomplished by
Executive order.

Senator INOUYE. Thank you very much, sir.
In your statement you noted that our trade with the Soviet Union

constitutes about 4 percent of the Western trade, and therefore we
lack any significant economic pressure upon the Soviet Union, and for
that matter the Soviet Union could do without our trade if that be-
came necessary.
I believe you would agree with me that it would be unwise for the

United States to be significantly dependent upon any one country
or any group of countries for any sort of basic commodity.
For example, we have learned as a result of the embargo on oil

how dramatically it can affect our economy, and the economic pressures
put upon us by the OPEC countries are still affecting our economy.
In recent days it has been suggested that we should assist the Soviet

Union in developing their gas and oil resources. The rationale given
for this was that we would begin purchasing or trading with the Soviet
Union to get these energy resources and to lessen the pressures placed
upon us by the OPEC countries.
I don't know what your position is on this, but I would feel that

the pressure that the Soviet Union can put upon us, if our ipurthases
became significant, would be just as great, if not more significant, than
that exerted by the OPEC countries.
What is your view, sir?
Secretary MORTON. I feel that today the OPEC countries are in a

very strollg position to control world energy prices, and that the
entrance into the market of new and significant sources of supply from
the Soviets, from the North Sea, from China, and from other areas,
will put the price of energy on a nonpolitical basis, and back onto a
more realistic supply and demand basis.
And I feel that shut-in resources across the country should be uni-

formly developed, if we are going to have energy prices that do not
have significant political overtones.
Whether we actually gain access to the energy supplies developed is,

I think, an academic question. But what would happen is that these
supplies would enter the marketplace, they would begin to put selling

81-365-77-4
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pressure in the marketplace, and I think we would ultimately achieve
a more realistic energy price for our consumers.

Therefore, though I do not believe that we should put any large
investments into the development of Soviet natural gas or oil, I think
that we should encourage them to develop their energy resources in
order that the number of sources of energy will become more diversi-
fied. This will tend to make oil and gas more available at reasonable
prices to the consuming nations.
Senator INOUYE. At the end of World War II we were the undis-

puted rulers of the seas. Our merchant fleet was No. 1. We had no com-
petitors to speak of.
Today I believe we rank No. 14, and our American bottoms carry

approximately 5 percent of all of the goods that we either export or
import.
The Soviet Union, at the end of World War II, was not even con-

sidered in the merchant fleet comparisons. Ten years ago-it was about
No. 14. Today it is No. 1.
The number of supercontainers being built there at this moment

I believe exceeds the number of supercontainers we have in the whole
American fleet.
The Far East Shipping Co., which is totally owned by the Soviet

Government, and the Baltic Steamship Co., are now in operation, and
even before they began sailing their first ships, they were advertising
that they would carry commoilities at anywhere from 15 to 30 percent
less than those carried by American merchant fleets or others in the
Conference.
This committee has made an attempt to encourage competition so

that our fleet would not be totally wiped out.
During the oil embargo, during the cold war, when it became nec-

essary for the United States to ship massive amounts of military cargo
to Israel, I recall we called upon American shipowners with ships
under foreign registry to assist us in this endeavor. When Liberia and
Panama learned of this, they immediately issued orders telling the
American shipowners that if this were done, their ships would be taken
off the foreign registry, and therefore we were not able to call upon
American citizens to assist us in carrying out American policy.
So therefore it is possible for shipping interests to put the squeeze on

us. We are concerned that if the Soviet Union is permitted to expand
its merchant fleet, as they are at the present time at the expense of the
American fleet, the squeeze could develop.
Now we have a measure which has been opposed by the administra-

tion. What are your thoughts on this?
Secretary MORTON. Are you talking about the cargo preference bill?
Senator INOTJYE. No; this would require the Soviet Union's FESCO

or Baltic to come before the Maritime Commission and demonstrate
that their rates are commercially competitive.

Secretary MORTON. I feel we have to go about the question of pro-
secting our position on the high seas by developing a more broadly
based set of programs than we have today.
As you know, we subsidize the operation of American flagships in

order to make them competitive with the operation of foreign ships.
We also subsidize American ship construction in order to offset the
differential which exists between foreign yards and American yards,
primarily because of the difference in labor costs.
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We also have the,Jones Act which limits our coastal trade to Ameri-
can ships, and we have a good many other policies that have grown
up over the years and created the flag of convenience fleet.
I think that the. whole program has to be reviewed, and the whole

matter of cargo preference has to be reviewed, if we are going to main-
tain a highly competitive position on the high seas.
We have never answered the question, in my view, of exactly how

much merchant marine we need, and how. much subsidy, and in what
form is required. We expand in times of stress—World War II, Korean
war, the Vietnamese struggle—and then when such crises are over,
and other priorities come into being, we reduce the whole thing. It has
been like a bellows, expansion and then reduction.
We create an insurance policy in the so-called reserve fleet to take

care of rapid expansion. However, the problem is that the so-called
reserve, fleet is obsolete and in,fact Ls to be,Obsolete given the policies
under which we operate. If we are going to expand the fleet every 20
years and then reduce it after the expansion, is no longer required, the
ships, come the next expansion, are going to be 25 to 30 years old.
I feel that we are going to have to have rate negotiations, and in

some cases bilateral negotiations; similar to the negotiations we have
just completed with the Soviets for the transportation of grain from
the United States to the Soviet Union.
That agreement requires that we have access to at least one-third

of the freight. It also sets mutually acceptable minimum freight rates.
Unless we pursue that kind of policy, we are going to see more lay-

ups of American ships.
The policy we pursue has to be in many cases bilateral. I feel

squeamish about putting $500 or $660 million a year in the subsidy of
a merchant marine and not having some kind of agreement, interna-
tional agreement, that will result in equitable rates.

Therefore, I personally favor every vehicle that we can put together
that insures us again rate cutting practices, particularly in foreign
government controlledshipping operations.
I don't think we have any other choice downstream.
Senator INOUYE. I am very happy to hear that, sir. As noted earlier,

about 5 percent of the goods shipped in and out of the United States
are carried by American bottoms.
From the standpoint of our national security, is that a safe per-

centage ?
Secretary MORTON. Well, you have to look at that, Senator. Our liner

trade is a lot better than that. It is the large amount of goods that the
bulk carriers transport that makes that figure as low as it is.
But I don't think that is a figure we should live with. I think it is

way too low, and I think we have to do something about it.
You will find- that our American flag ships, all of which have to be

built in this country, have been operating with a subsidy. Conse-
quently there is the need for tremendous appropriations. It gets down
to a matter of priority. In our attitude, we are just not a maritime
nation. I think this is a very shortsighted attitude, because I believe
as world trade gets more competitive, the nation that can deliver the
goods, and can deliver the goods at the lowest rate, is going to originate
the goods.
I think that shipping can be used as a tremendous sales lever by

countries to sell their goods abroad. However, at this point in time, we
probably are at the bare minimum in terms of a merchant marine.
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I just think we have been very shortsighted about it.
But every time the issue goes through the budgetary process,

whether it is downtown or whether it is in the Congress, the numbers
get so big they shake everybody.
Senator INOUYE. Your response is most encouraging, sir.
Secretary MORTON. I wish I could wave a magic wand and change

the complexion of the merchant marine. I don't want to be so opti-
mistic as to say we can. We had a hard time this year with the budget,
and then we had the Seatrain problem in New York. I caught all kinds
of Hail Columbia you know, for putting the EPA funds back into
that shipyard to finish those two ships and to keep that going. There
is just this feeling that investing in the merchant marine is not the
best way for the United States to spend its money.
Senator INOUYE. Thank you very much.
Senator Stevenson.
Senator STEVENSON. I have just a couple of brief questions, Mr.

Chairman.
First, Mr. Secretary, did I understand you to say a moment ago

that the transportation agreement with the Soviet Union for the trans-
port of grain had been concluded?

Secretary MORTON. We have negotiated it at our level and certainly
it has got to go to other levels. The State Department has to become
involved. But as far as the Administrator of the Maritime Adminis-
tration, Mr. Blackwell and his Soviet counterpart are concerned, they
have agreed on a formula for the rate, and they have tied it to the
Transatlantic rate.
Senator STEVENSON. Have they agreed on a rate that their Soviet

counterparts have accepted?
Secretary MORTON. Yes, sir.
Senator STEVENSON. Does it include a minimum of $16 a ton?
Secretary MORTON. Let Me read this:
The mutually acceptable minimum freight rate of $16 per U.S. flag ship car-

riage of bulk agricultural products from United States to the U.S.S.R. covers
the period of September 22, 1975, through December 31, 1976. However, as stipu-
lated in the September freight rate agreement, payment of the $16 rate after
December 31, 1975, for calendar year 1976 is contingent upon the conclusion of
a new maritime agreement to be effective January 1, 1976. Assistant Secretary
Blackwell recently returned from negotiations of the new maritime agreement
in Moscow and discussions are to continue in Washington sometime this month.

Therefore, at that level the $16 minimum rate and additionally the
formula which adjusts that rate based on the Transatlantic rate have
been agreed upon.
Senor STEVENSON. Maybe I didn't follow all of that, but if I did,

what you are saying is that nothing is or will be agreed on until there
is a new maritime agreement and that it has not yet been negotiated?

Secretary MORTON. That is correct. But I think at our level, the
Department of Commerce and Maritime Administration level, we
have an agreement with the Soviets which, if that part of the negotia-
tion survives through the final development of the maritime agree-
ment, will maintain the $16 rate.
I don't think they will go back on their word—with the necessity

they have for moving this grain. I am confident that the negotiations
carried out by Mr. Blackwell have not been in vain.
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Senator STEVENSON. Are our exports of U.S. technology available
to the People's Republic of China on the same basis as they are
available to the Soviet Union?
Secretary MORTON. I want to make sure that you are talking about

whether they are on the same basis as far as credit is concerned, or
whether they are on the same basis as far as the sophistication of the
technology?
Senator STEVENSON: Sophistication of the technological items.
Secretary MORTON. They go through the same process, and I hope

the answer, and am confident the answer is yes, they are.
Although I am not really technically qualified to elaborate, there

certainly might be some reasons that a technology might be available
to one country and not the other.

Generally, however, the answer is yes, they are available to both on
the same basis.
Senator STEVENSON. As a general proposition, they are?
Secretary MORTON. Yes, sir.
Senator STEVENSON. That is good. Thank you very much, Mr. Sec-

retary.
Senator INOUYE. Senator Griffin.
Senator GRIFFIN. Mr. Secretary, I want to join in welcoming you to

the committee over on this side of the Capitol.
Secretary MORTON. Thank you.
Senator GRIFFIN. I am aware of course that in general our trade

with the Soviet Union has not been primarily in the manufactured
goods. I take it that generally we have been importing raw materials
and things of that kind from the Soviet Union; isn't that true?

Secretary MORTON. On the import side?
Senator GRIFFIN. Yes.
Secretary MORTON. I thought the figures and the products would be

the best answer.
It is $324 million for 1974 and it breaks down as follows: $187

million for nonferrous metals; $103 million for petroleum products;
and about $34 million for other raw elements, metal ores, scrap, chem-
ical compounds and so forth. This comprises about 93 percent of all
-U.S. imports from the U.S.S.R.
Senator GRIFFIN. I voted against the Jackson amendment, but, if

we had accorded MFN treatment to the Soviet Union, it could lead to
greater imports of autos and trucks especially when the Kama River
truck plant starts operating. What am I going to tell my automobile
workers up in Michigan, when we get into competition for the sale of
manufactured goods such as that?

Secretary MORTON. It is almost impossible for me to believe that the
Soviets, starting from scratch in the automobile export business, would
be able to do very much to disturb the share of the market of the
American automobile manufacturers.
Foreign manufacturers today have about 20 percent of the total

automobile business in the United States. I think that in retrospect
the automobile manufacturers were not quite aggressive enough in
meeting the competition of foreign cars. For example they were not
quick enough in responding to the demand for small, lightweight cars,
and as a consequence, foreign manufacturers like Volkswagen began
to develop a fair share of the U.S. market.
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I think the automobile industry has changed and is now more re-
sponsive to consumer demand. Certainly, if you look at the new models
the industry is bringing out, in its efforts to meet the energy shortage,
the trend of rising foreign imports appears to be going the other way.
If Detroit, with all of its engineering capability and production

capability, isn't able to compete with the U.S.S.R. in the U.S. market,
I think something is dreadfully wrong. I just don't 'believe that there
is such a threat from that country.
In the event, however, there is disruptive penetration of the U.S.

market, we have built into the Trade Act all of the safeguards that are
necessary to prevent any inordinate encroachment into the.sales of any
kind of manufactured goods in the domestic market.

Senator GRIFFIN. I want to make it clear that I am on your side in
this thing. I hope that it works out.
But I also can understand the fears that some have as they look down

the road and contemplate competition with ,a wage rate that doesn't
go up as it does in other free countries.
We have competed with manufacturing in other free societies, and

their wage rates are going up, so that that is no longer such a big
problem. But the Socialist and Communist countries, where they can
control the wage rate in a more rigid way, really creates some concern.

Secretary MORTON. We have to watch it, Senator, and I think we
will.
The mechanisms are there. That is what GATT is all about, and

that is why we now have a trade representative of ambassadorial rank.
I think everybody, however, realizes if we are going to sell something,
we have to buy something.
Senator GRIFFIN. We are not going to see too much of you around

here, I guess, which I am very sad to see.
We certainly appreciate the great work you have done. I want to

say that both as a colleague in the Muse and in the administration.
Secretary MORTON. Thank you very much, Senator, I appreciate it.

It has been a great experience; a wonderful 15 years for me.
Senator GRIFFIN. Thank you, Mr. Chairman.
Senator INOUYE. I would like to associate myself with my colleague

in thanking you for your service you have rendered this committee and
your spirit of cooperation that has always prevailed in our relationship.
Although you have announced you will be retiring to the Eastern

Shore, if I know Rogers C. B. Morton, that will be just temporary;
won't it?
Secretary MORTON. Well, when the bell rings, I guess the fire horse

tends to jump into the harness.
But there are a lot of things I would like to do, and one is put my

nose back under the tent of the private sector.
I am very much interested in the conversation that we had. I have

a feeling our whole transportation system is out of balance. I don't
think the different modes of our transportation system are balanced
properly for the long range development of our economy and our
society.
I think the railroads are in the same shape as the merchant marine,

and I hope I can possibly get involved and help in some small way tO
change that.
I thank you very much, sir.
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Senator INOUYE. I wish you the very best in your future endeavors.
[The following information was subsequently received for the.

record:]
THE SEOWITARY OF COMMERCE,

Washington, D.C., April 6, 1976.
rion. DANIEL K. Iwourr,
Chairman, Subcommittee on Foreign Commerce and Tourism, Committee on

Commerce, United States Senate, Washington, D.C.
• DEAR Mn. CHAIRMAN: Enclosed are the answers to the questions, submitted to•
'Secretary Morton in your letter of December 19, arising out of the Committee's
December 11 hearings on East-West trade.

Additionally, we will soon be forwarding to you detailed comments on all of
the issues raised in your letter of invitation. As you will recall, Secretary Mor-
ton indicated that he would provide this material as a supplement to his oral
remarks.
I am very appreciative of the interest you have displayed in East-West trade,

as reflected in the way you have conducted these hearings. In my opinion your
selection of witnesses has been excellent and the questions you have posed have
been most perceptive, serving to pinpoint the basic and crucial issues in East-West
trade. As a result, the Committee report will be a unique and invaluable resource
to those concerned with this area of U.S. commerce. Thank you for focusing so
effectively on this important subject.
I am looking forward to more Commerce Committee activity and I hope to

work closely with you and your staff in the future.
With best wishes,

Sincerely,
ELLIOT L. RICHARDSON.

Enclosure.
GENERAL

Question 1(A). I am certain that you would agree that not all trade is eco-
nomically desirable. Some deals may be economically unfeasible, concessionary,
or otherwise detrimental to the general welfare. Would you agree that there may
be some transactions which should be discouraged? If so, what criteria would
you as Secretary of Commerce establish to determine whether a particular com-
mercial deal should be encouraged or disapproved?
Answer. Judgment regarding the economic feasibility or desirability of a given

transaction are, to some extent, a function of perspective. Within an industry, a
given transaction may not be feasible when viewed in terms of the resources
and alternatives available to one firm; whereas another company, faced with
different resources and alternative opportunities, may make an opposite judg-
ment. Both decisions may nevertheless be valid.
The perspective on that same transaction may change once again when viewed

at the macroeconomic level. A transaction which may generate a substantial
profit for a single enterprise could possibly adversely affect the U.S. economy in
some way. Similarly, a transaction which makes economic sense for the nation
as a whole, such as the consolidation of a given industry, or the substitution of
foreign for domestic sources of a particular product may adversely affect indi-
vidual firms.
This mesh of interrelated and sometimes conflicting interests applies to both

purely domestic transactions and international transactions. As a nation we
have, however, consciously limited the power of Government to intervene in most
areas of economic decision making, generally deeming these decisions more ap-
propriately made in the private sector.
For the most part, Government is not competent to make determinations as to

what is best for the U.S. party to a given transaction, nor does it have access
to the proprietary data which must form the basis for understanding individual
transactions. Any attempt to acquire the capability and data necessary to make
such judgments would undoubtedly require a bureaucracy of horrific proportions.
Moreover, such attempts would usurp basic rights of private management and
stockholders without providing any assurance that the decision process would
be improved, either from the viewpoint of individual firms or the nation as a
whole.
However, I would agree that there are certain cases, distinguished by a very

significant potential impact on the national economy, where the clear national'
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interest requires Government intervention. Such is the case in situations of
short supply where the inflationary impact of foreign demand might cause the
Government to intervene to limit the quantity of the commodity avail-
able for export. In the case of the recent grain sales to the Soviet Union, the
msgnitude of the Soviet purchase, and the implications for a broad segment of
the U.S. economy made Government intervention necessary. In this instance, how-
ever, Government's role was limited to setting quantitative guidelines for
future transactions, rather than involving participation in decisions on price
and other terms of the transaction.
There are additional criteria for government intervention, including those

established by the Export Administration Act—national security, short supply
and foreign policy. Nevertheless, I would be loathe to establish any further basis
for Government intervention in private transactions, beyond the need to ensure
that such transactions are carried out in accordance with the law. Even this sort
of intervention, however, would largely be of an ex post facto nature.
The opening of commercial, cultural, scientific and political relations with the

socialist countries has provided relatively safe channels for competition between
our different economic systems. As these relations develop, I believe they will
reaffirm our belief in the superiority of the American system. It does not follow,
of course, that every individual transaction will result in a profit to the firm
concerned, or that in every individual transaction the U.S. as a whole will reap
the absolute maximum of gain that might have been achieved. Just as is the case
in the remainder of our foreign trade, and, indeed, in our domestic commerce,
some undertakings will be more successful than others and some way, in fact
be unsuccessful. We recognize that structural and systemic differences between
market and nonmarket economies, as well as unresolved political issues, preclude
our conducting East-West trade in exactly the same fashion as the rest of our
international trade. Nevertheless, we must not allow a relatively small number
of transactions with centrally planned economies to push us into a headlong rush
to government controls, which would produce an abridgement of basic entre-
preneurial freedoms, an unwieldy bureaucracy, and an exchange of the best of
our system for the worst of theirs, with no demonstrated benefit to the American
economy.

Question 1 (B). Although you appear, on page 13 of your statement, to dismiss
the threat of communist competition, could not some industries, in services and
manufacturing, be effectively challenged by Soviet, Chinese or Eastern European
firms?

Answer. United States imports from the centrally planned economies (OPEs)
are very small, running about one percent of the U.S. total imports. Over one-
half of these imports from CPEs consist of raw and semi-processed materials
and foodstuffs, including mineral fuels, platinum, tin, chrome, tungsten and
other nonferrous metals and diamonds. These are products which the United
States needs to obtain through purchases abroad in any case.

U.S.S.R. and PRO purchases of U.S. technical and capital equipment have
been destined primarily to aid production of goods for domestic use in these
countries. In the case of the U.S:S.R. they have been concentrated in metal-
working equipment (particularly for truck and tractor production), mineral
exploration and transportation, construction and materials handling equipment,
fertilizer and other chemical plants. The products of such equipment and tech-
nology are, for the most part, unlikely to offer significant competition to Amer-
ican products because of the tremendous backlog of Soviet internal demand, on
the one hand, or because they (e.g., oil fertilizer) would be among products in
which the United States is a net importer on the other.
- To the extent that China has made purchases of U.S. equipment and tech-
nology, these have been primarily for transport equipment (e.g., aircraft), fer-
tilizer factories and mineral extraction equipment, especially in the petroleum
sector. The production of such equipment and technology is unlikely to offer sig-
nificant competition to American products as long as China's huge domestic re-
quirements remain unfulfilled.
'The situation in Eastern Europe is less dear. Due to increasing trade deficit

problem's, these countries have set the development of export industries as a
major goal in their new five-year development plans. Of necessity, therefore, their
purchases of equipment from the United States (including heavy ma-
chinery, such as construction and transportation equipment, and elec-
tronic and precision equipment) are going to be directed toward achieving
this goal. They have also expressed great interest in buying equipment or enter-

4,
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ing into cooperative arrangements to develop the food processing and chemical'
sectors. Whether the development of export industries in Eastern Europe, with
the help of American equipment, will lead to large enough increases in American
imports to threaten domestic suppliers is impossible to predict at this time.

Therefore, while the threat of competition from imports of the ,OPEs' products
can be considered small, it cannot be dismissed altogether. Indeed, the essence
of international trade is widening the scope of competition so that producers
and consumers can enjoy the fruits of higher productivity. It is possible that the
CPEs might eventually become more competitive in third country markets. Never-
theless, we consider this competition healthy. At the same time, we understand
the importance of safeguarding American firms against unfair competition, par-
ticularly given the ability of the CPEs to set export prices without consideration
of the profit motivation necessary and inherent in the free enterprise system. It
is for this reason that the United States has instituted a comprehensive safe-
guard system to insure that the American market and American firms are
protected against possible unfair trade practices.

Question 1. (0) Is it your contention that current safeguards are adequate and
that no additional ones are needed?
Answer. Protection against unfair trade practices, such as dumping and export

subsidies, is afforded by the U.S. Antidumping Act and by countervailing duty
provisions which apply to both market and nonmarket economy countries.
Additional protection from market disruption by communist country products

specifically is provided by the market disruption provisions of the Trade Act of
1974 (Section 406), which permit the imposition of relief measures (tariffs, tariff
rate quotas, quantitative restrictions or orderly marketing agreements, or some
combination of such measures) with respect to imports from the communist
country involved which have been determined by the International Trade Com-
mission to be a significant cause of material injury or threat thereof to a domestic
industry. These relief measures may be imposed by the President on an emergency
basis whenever there are reasonable grounds to believe market disruption exists,
pending an investigation and report by the International Trade Commission.
Furthermore, under the Trade Act of 1974, safeguard arrangements against

market disruption must be included in any bilateral commercial agreement con-
cluded with a nonmarket economy country. The Trade Agreement concluded in
1975 with Romania includes such safeguard procedures. The 1972 Trade Agree-
ment with the U.S.S.R., now in abeyance, also provided for measures to deal with
Instances of market disruption.

Thus, it would seem that current safeguards are adequate without additions.,
In fact, an opposite problem may arise in the future. In formulating U.S. policies
in this area, a balance must be struck between the maintenance of adequate pro-
tective measures for U.S. industry and the provision of sufficient market access
for the nonmarket economies to permit the development of mutually beneficial
trade flows.
The nonmarket economy countries are particularly sensitive to the potential

use of U.S. antidumping and market disruption mechanisms as a bar to U.S.
sales. The antidumping and countervailing duty statutes are designed basically
for application to exports from market economies and there are basic problems
in applying them to nonmarket economy exports. Yet these Acts, as well as the
market disruption provision of the Trade Act (Section 406), are currently appli-
cable to exports from the communist nations. As our commercial relations with
these countries are normalized, we should examine whether reliance solely on
the market disruption mechanism of the Trade Act may not provide the most
efficacious protection for the American market, while at the same time offering
the least potential for unduly impeding the normalization of commercial relation-
ships with nonmarket economy countries.

Question 2. By and large, the nonmarket countries exercise rigid central control
over the growth of interdependence and international interest groups, while the
existing United States Government philosophy is that of minimum intervention
in the market. Does this situation not therefore result in an advantageous market
position for the nonmarket nations vis-a-vis private companies?
How does the U.S. Government attempt to aggregate leverage among U.S.

enterprises or to provide direct support for or advice to U.S. firms in their nego-
tiations with the nonmarket communist countries?
For many reasons, the socialist countries, particularly the Soviet Union and

China, have advantages over private firms which they have been willing to use.
Could the position of U.S. firms be improved through more active governmental
efforts including more comprehensive advice to companies, scrutiny over specific
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transactions based on broad national interest criteria, and adjusting the level
of trade in response to a nation's diplomatic or international economic behavior?
Answer. Because of the parallel nature of these two questions, I would like to

combine my response.
Certain negotiating advantages may accrue to the foreign trading organizations

•of the communist countries because of their monopsonist position as sole pur-
chaser of given products for an entire economy and the sizeable purchasing power
they can command. In some instances Foreign Trade Organizations (FTO's) may
be able to solicit detailed proposals from several potential suppliers and then play
competitors oft against each other, utilizing the proprietary data so obtained.
This technique, known as "Whipsawing" is, of course, not limited to trade with
the Communist countries or even to international trade. However, it does appear
to occur with some regularity in trade with the communist countries and, on
some occasions, it may have induced a firm to reduce its profit margin or to make
other concessions, such as lowering interest rates on trade credits offered.
We in Commerce do warn American firms that such practices are sometimes

employed by state foreign trade organizations. However, the competitive advan-
tages of the foreign trade monopsonist should not be exaggerated, While they
often make large purchases for an entire market, orders are usually not large
relative to aggregate American or world demand and do not, therefore, enable
the PTO to exert any lasting influence on market terms or prices. Moreover, many
American firms active in Communist markets are large multinational enterprises
which already supply a significant share of the world market for a particular
product. Their substantial technical and marketing expertise usually equals, and
often exceeds, that of the Communist trade organizations. While representatives
of the trade organizations have a well-earned reputation as capable businessmen
and tough bargainers, there is no indication that they have beguiled American
corporations into a consistent pattern of lower profit margins on their contracts.
Should they be successful, the condition would be only temporary, since our
market mechanism is self-correcting and U.S. firms could be expected to pursue
more profitable alternatives elsewhere.
While more active governmental efforts might marginally improve some aspects

of the position of American firms vis-a-vis a monopsonist communist buying
organization, such efforts are not generally necessary, would be difficult to im-
plement fairly where more than one U.S. firm is competing for an order, and
would run counter to the basic private market orientation of our economic system.
Traditionally, the government has become involved in the detailed activities

of U.S. firms in East-West trade only if national security concerns are at stake,
or to advise firms when they voluntarily request assistance on specific transactions
from the trade specialists in the Bureau of East-West Trade, or other govern-
ment representatives. To extend this involvement by requiring government
scrutiny over a broader range of commercial transactions, on the basis of more
general economic and national interest criteria, would involve a basic alteration
in our traditional economic system. Such a response to Communist trading prac-
tices is neither necessary nor desirable.
With several communist countries, we have the joint commercial commission

mechanism to resolve what may be considered unfair business practices by either
side. With other communist countries, we deal directly with the respective trade
and foreign affairs ministries. Were we to aggregate our competitive power to
increase pressure on communist buyers, sentiment could develop to use it in other
cases. This would draw the government into even greater participation in private
commercial transactions, in order to alleviate problems which, in fact, have a
relatively small impact on the U.S. economy.
The additional power that the government could bring to bear in support of

U.S. firm's winning individual contracts is debatable. Because trade with the
U.S. is, at present, small compared to the overall trade volume of most communist
countries, direct government involvement would not enhance our competitive
position. Moreover, in the ease of those relatively few products in which the
United States is the sole global source of supply, the American firm's bargaining
position is already strong and no government assistance is required. In the case
of those products available from both United States, West European and Japanese
suppliers, it is unlikely that official government assistance could meaningfully
alter the actions of communist government purchasing enterprises.

Question 3. How much of the $9 billion credit offered to the Soviet Union since
the beginning of 1974 has been concessionary, that is below market rates?
Answer. Trade credits extended to the Soviet Union are basically of two types,

general lines of credit which must be utilized within a specific time period, and
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credits granted on a case-by-case basis for individual export transactions. Either
type may Involve government backing in the form of guarantees, insurance or
even direct loans.

It is important to note that the stated interest rate charged the Soviet Union
is not the sole criterion for assessing whether lending by foreign governments is
concessionary. Simply providing long term funds at fixed interest rates is a
concession, because similar borrowings on Western private sector capital markets
would require the Soviets to pay a floating rate. Furthermore, foreign govern-
ments can offer the Soviets preferential lending terms by permitting grace periods
(possibly interest free) before repayments are due and by varying or omitting
commitment fees on unused credit. In addition, France, Britain and Italy have
expanded their export credit insurance programs to include inflation risk cover-
age. Under such plans, exporters are reimbursed for losses they may incur on fixed
price export contractS resulting from inflation affecting production costs. Soviet
buyers usually demand the benefit of fixed prices, and inflation insurance facili-
tates compliance by European sellers.
If government-backed loans for trade financing were not available, Soviet

borrowers would, as an alternative, have to draw either upon the international
Eurocurrency or domestic finance markets. In the past, Soviet medium term
Eurocurrency loans have been arranged at a floating interest rate of about 1.25
percent above the London interbank lending rate. On individual Western country
domestic capital markets, the Soviet Union might borrow at slightly above the
prime rate, depending on the availability of funds for domestic users.
In some instances, the stated interest rate on Soviet loans has been publicized.

The table below provides a comparison of that rate with both the contem-
poraneous prime lending rate and the LondOn interbank rate. It is evident that
significant concessionary (i.e. at interest rates less than the Soviets would pay
for alternative sources of funds) lending has occurred.

INTEREST RATES ON SELECTED SOVIET CREDITS COMPARED TO ALTERNATE SOURCES OF FUNDS

Lender Date
Stated inter-

Amount eat rate
London inter

bank rate
Domestic
prime rate

General credit lines to the
U.S.S.R.:

France December 1974____ $2, 800, 000, 000 7. 2-7. 55 11h 15h
United Kingdom February 1975_ . __ 2, 330, 000, 000 7. 2-7. 5 11h 125,6
Canada May 1975 490, 000, 000 6. 5-8. 0 9y, 81/,
Raiy November 1975 I.. 900, 000, 000 7. 0-8. 0 Wi 12

Care- by-care credits:
Italy 1974 855, 000, 000 7.2-7. 5 4 12h 16

Do December 1975 1___ 200, 000, 000 2 7.25 101M6 16
West Germany 1974 700, 000, 000 (3)

Do 1974 400, 000, 000 (3)
Do  December 1975 1___ 460, 000, 000 (9

Japan June 1974 450, 000, 000 6. 38-7.25 123% 11-11;i
Do July. 1974 550, OCO, 000 6.38-7. 27 11h 11-111/,
Do April 1975 223, 000, 000 7.55 994o 11)(2'
Do Mid-1975' 150, 000, 00013/46 NA 9 11
Do December 1975 1___ 100, 000, 00016 6-6.5 101 16 7.
Do December 1975__ 52, 000, 000 6. 75-7. 25 10IMe. 73%

I New credit publicized since testimony was prepared.
2 Estimated.
West German lending may, in some instances, be subsidized by the individual seller company but not by any govern-

mental agency.
*Average rate during 1974.

Question 4. In addition, to export financing, what kinds of competition from
foreign governments does the Department face in its efforts to promote American
exports and/or projects in socialist countries?
Could you please be specific as to the competing programs and countries?
Answer. The principal competitors of the United States in East-West trade are

Austria, Belgium, Canada, the Federal Republic of Germany, France, Great
Britain, Italy, Japan, and Sweden. All of these countries have government-spon-
sored or quasi-governmental programs to promote the sale of their products and
technologies to the socialist countries. In addition, they frequently have very
senior government officials, at a level comparable to Cabinet rank in our country,
accompany their trade missions whenever the prospect for sales at the multi-
million dollar level exist, whereas in the U.S. trade missions are rarely led by
officials more senior than a Deputy Assistant Secretary.
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Although direct and acurate comparisions of their programs with those of the
United States are not possible because of conceptual and statistical differences,
information is available to give us some general impressions at least and, in
some cases, rather specific outlines of their principal promotional activities. Un-
fortunately, however, there is no reliable information available to measure the
effectiveness of their trade expansion efforts.
Japan.—The Japan External Trade Organization (JETRO), perhaps the most

prominent of the many Japanese governmental bodies engaged in promoting for-
eign trade, had a budget of $26 million for Japan's fiscal year 1974. Twelve per-
cent of JETRO's trade promotion events in 1974 were staged in the socialist coun-
tries. It is believed that Japan's budgetary allocations for promoting trade with,
the PRO are several times the amount allocated to the other nonmarket economies.
Japanese companies participating in JETRO's promotional programs bear half
the actual, direct expenses of the trade promotion effort while JETRO pays the
entire cost of market research, provides attendants at exhibitions for companies
unable to send their own representatives, and bears the publicity costs.
Great Britain.—The British Overseas Trade Board (BOTB) of the Depart-

ment of Trade has a budget of $25 million for calendar year 1975 to promote
British trade throughout the world. We do not have a breakdown of the amount
devoted to promoting East-West trade. Because Britain relies heavily on inter-
national trade, it offers more benefits to the participants in its trade missions,
exhibitions, buying groups, and seminars than does the U.S. Department of Com-
merce. The BOTB charges participants in overseas trade fairs $6 per square meter
including construction of the exhibit areas and utilities, whereas USDOC charges
between $100 and $200 per square meter for fairs in Eastern Europe. Further,
the BOTB pays some of the travel expenses for company representatives. In the
area of "Inward Trade Missions" BOTB's promotional efforts differ very sharply
from the programs USDOC can undertake. The BOTB will pay up to 75 percent
of the return airfare for buying groups from Eastern Europe, 50 percent of the
travel costs in Britain, a contribution toward hotel accommodations, and 50 per-
cent of the cost of a reception. USDOC does not pay any of these costs for buying
groups visiting the United States. The BOTB also pays some of the costs of
overseas market research for industry groups, the percentage depending upon
the number of companies requesting the research. The BOTB has specifically ruled
out any form of full-cost recovery fees for its programs.
Federal Republic of Germany.—During its current fiscal year, Germany is

spending $4.3 million on 12 trade fairs in the socialist countries of Eastern
Europe, but it is of interest to note that recently the FRG spent $7.5 million on
a single highly successful trade fair in the PRO. Depending upon the type of par-
ticipation in a given fair, the German Government may bear from 50 to 100 per-
cent of the costs; of course, the more directly sales-oriented the fair, the more
the individual company must pay. The day-to-day work of trade promotion is
handled by the German Chamber of Commerce. About 55 percent of their costs
are borne by the German Government. The German Government has a budget
of $3.5 million a year to provide overseas market research for various industry
groups.
Canada.—For their fiscal year 1975 the Canadians have a budget of $700,000

(out of their total trade promotion budget of $6.7 million) to promote trade
with the socialist countries. The Canadians help to defray the living expenses
of incoming mission members and pay their return airfare. The return airfare
for members of Canadian trade missions is also paid for by the Canadian Govern-
ment. The Canadians also have a program for export market development wherein
the government furnishes financial assistance in the precontractual work for
capital projects, in market indentification, non-recurring costs prior to marketing
campaigns, and with invitations to foreign buyers to visit Canada.

Question 5. On page 5 you note that doubts about the desirability of East-West
trade will have to be resolved before we will be in a position to realize our full
share of benefits. Has the Department or any other agency of the Federal Gov-
ernment attempted to assess comprehensively the benefits and drawbacks' of
American trade with the Eastern bloc nations? If not, why not? Why would not
such an attempt be worthwhile?
Answer. A careful assessment indicates clear and substantial net benefits to

the U.S. from a continued expansion of trade in non-strategic goods with the
socialist countries.

While the political benefits from an expansion of trade cannot be quantified, it
Is clear that increased commerce and the person-to-person contacts involved
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contribute generally to an easing of tensions that is an important ingredient in
achieving overall political progress and maintaining peaceful relations.

It is difficult to identify specific political objectives that have been or can be
achieved by an expansion of our East-West trade. The socialist countries want

• to expand trade with us because it is in their self-interest. But, from their view-
point, the benefits of trade with the United States are limited, since they have
other Western sources for most of the items they require. This fact seriously limits
the U.S. ability to use trade to achieve specific political objectives. Further,
establishing specific public, quid pro quo linkages between trade and political
objectives significantly reduces whatever leverage might otherwise exist, be-
cause such efforts focus public attention on the concessions extracted, thereby
effectively decreasing the likelihood that they will be made.

It should also be noted that the Trade Act of 1974 has distinctly limited theflexibility of Administration actions that could be used to encourage an expan-
sion of our trade with the socialist countries, thus further limiting whatever
capabilities might otherwise exist to use trade to achieve political objectives.
The economic benefits of trade with the socialist countries are much easier to

assess. A surplus of $5.3 billion on trade with these countries over the three year
period 1973-75 indicates a significant contribution to creating jobs for U.S. work-
ers and to strengthening our balance of payments situation.
The economic benefits of this trade are, however, not contingent on a continuedU.S. surplus situation, though continued surpluses do seem likely for a num-

ber of years. The socialist countries are an important source of many raw mate-rials our industries must .import. Further, to the extent that socialist exports
of manufactured goods are able to compete successfully in the U.S. market, our
consumers benefit, in terms of both price and quality, from the added competition
for our market.

It is also important to recognize that, on the whole, our exports to the socialistcountries tap unused productive resources and add to our total product and incomewhile, conversely, imports from these countries largely displace imports thatwould come from other countries, rather than from U.S. production. For this
reason, a failure to expand trade with the socialist countries to the maximum
extent consistent with other non-economic considerations would represent lostexports without a commensurate reduction in imports. Thus, a failure to expandthis trade would have a very direct impact on our employment, balance of pay-ments and total production.
Some of our citizens have expressed concerns about East-West trade. Because

the basis of their concerns are the perceived "costs" of trade with the Easterncountries, a discussion of the concerns can provide a useful framework for a kindof cost-benefit analysis of East-West trade. In attempting this analysis, if theperceived costs can be shown to be insignificant, the well-established benefits ofthe trade will prevail over the costs.
At the heart of the concerns, is, I believe, often a degree of discomfort or un-easiness with a new policy of "doing business" with our cold-war adversaries.There is a vague, if unspoken concern that, given our past and continuingadversary relationships, whatever is to their advantage is necessarily to our owndisadvantage.
Certainly, it is correct to assume that they would not trade with us unlessit was to their benefit to do so. But it does not, of course, follow that trade that

benefits the socialist countries is necessarily disadvantageous to us. Rather, tradeoccurs only if both parties perceive it as mutually beneficial.
More specific citizen concerns include, fears that we may, in our trade withthe Eastern countries, export items that jeopardize our national security. In

fact, of course, our high technology exports to these countries are regulated bythe Export Administration Act, administered by the Commerce Department. TheDepartment, in close cooperation with other agencies, including the Department
of Defense, reviews, in a thorough and painstaking manner, applications forexports to the socialist countries. Those exports that could contribute to com-
munist country military capabilities which would prove detrimental to the U.S.national security are denied.
Another concern held by some is that export of our technology will enablethe communist countries to make a quantum jump in their manufacturing capa-bilities and, subsequently, to flood our own U.S. markets, or third markets to

which we export, thereby displacing U.S. jobs. In fact, however, the socialist
countries are seriously limited in their export capabilities, both by the unfilled
demands of their own consumers and by systemic difficulties inherent in centrally
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planned economies. These difficulties hinder their ability not only to absorb new
imported technology, but subsequently to keep it current. By the time an im-
ported technology has succesfully been integrated, Western techniques have often
advanced to new levels. The same systemic problems limit their capabilities to
meet Western quality and service standards and handicap their ability to pene-
trate Western markets. Finally, if disruptive penetration of U.S. markets does
occur, the market disruption provisions of the Trade Act of 1974, applicable
specifically to exports from communist countries, and applying disruption
standards more easily met than those applicable to imports from market
economy countries, provide a very firm line of defense for domestic American
producers.
There are also those who see a disadvantage in trade with the socialist coun-

tries because such trade is seen to strengthen socialist economies and, indirectly,
to assist their military effort by releasing resources from consumer goods to the
military sector. There are two principal counter arguments. First, even though
socialist imports of technology have grown rapidly in recent years, they are still
relatively small. The Soviet Union, for example, in 1974 imported $2.1 billion of
Western technology machinery, an amount equivalent to less than 0.3 percent of
its Gross National Product. This is hardly sufficient to be the basis of significant
restructuring of the Soviet economy, but it will benefit that economy, just as
Western imports from the East benefit Western economies. Secondly, it should
be noted that, other than for the Western credits utilized, the Soviets and other
Eastern countries paid for imported goods with exports of goods, raw materials,
gold and services that were, as a result, denied to their own consumers.
I believe "export credits" are another concern that some of our citizens have

about East-West trade. Circumstances created an image where some see massive
U.S. Government export credits financing Soviet purchases, in a kind of U.S.
"giveaway" that subsidizes the Soviet economy. In fact, however, our govern-
ment export credits have been relatively modest, considering the volume of our
exports and normal internnational trade financing practices. This is treated
in considerable detail in "The United States Role in East-West Trade, Problems
and Prospects", a Department of Commerce assessment published in August of
1975.
As noted previously, trade benefits both parties or it does not occur. Conversely,

a failure to trade represents a loss to both parties. But there are perhaps those
who feel we should abstain from trade because the loss suffered by the other
side would be greater than the loss we would suffer, thus leaving the United
States with some sort of net advantage, or perhaps a smaller disadvantage
growing out of an abstinence from trade.
The Administration believes that policies of blockade or trade minimization,

pursued by the West in previous years, were not appropriate and therefore should
not be resurrected. Similarly, the Congress, in drafting the Export Administra-
tion Act of 1969 maintained this position by declaring it is "the policy of
the United States to encourage trade with all countries with which we have dip-
lomatic or trading relations." However, even if the United States did desire to
reinstitute the trade minimization policies of the past, other Western nations
would be most unlikely to follow our lead. While we believe even a unified West-
ern embargo on or minimization of trade with the East would be undesirable and
costly to all concerned, unilateral U.S. restrictions on trade with the socialist
countries, would, without similar actions by other Western countries be almost
totally ineffective in denying the benefits of trade to the socialist countries, with
the costs of such restrictions borne almost solely by the United States.
The foregoing arguments apply in the aggregate, to our trade with the East

viewed as a whole, rather than to individual transactions. There are those who
argue that the enormous bargaining power of the large socialist Foreign Trade
Organizations, particularly those of the Soviet Union, disadvantage our indi-
vidual firms, leaving them open to "whipsawing" or other negotiating techniques
that will lead to transactions in which the benefits of trade go largely or solely
to the socialist country.
There is, of course, no assurance that the benefits of each individual East-West

trade transaction in which a IT.S. firm participates will be divided equally be-
tween the socialist trading partner and the U.S. firm; there is not even assurance
that each such transaction will result in a profit for a U.S. firm. But neither
Is there any such assurances that U.S. firms will profit in other international trade
transactions, or even in domestic transactions.
While there is much evidence that the socialist countries are tough bargainers,

there is equally strong evidence that they stick to the terms of agreements
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that have been reached. American firms are rapidly learning the peculiarities of
East-West trade. They are not strangers to tough bargaining sessions, and they
do not want the U.S. Government interposed between them and socialist country
buyers. Except for controls on the export of certain items for national security,foreign policy, or short supply purposes, there is no current need for the govern-
ment to impose special rules on the conduct of business between U.S. firms and
socialist buyers—rules that would not apply to transactions with our other
trading partners—and no reason to interpose government into the negotiating
process between buyers and sellers.
The U.S. Government is ill-equipped to judge the profitability of individual

transactions, either from the standpoint of the individual firm concerned or from.
a "social" viewpoint, which would attempt to quantify the national benefits of•
individual transactions. U.S. firms who do not find trade with the socialist coun-
tries to be profitable will not long- remain in that trade. Our market economy
system, supplemented by national security export controls and, in some instances
by arrangements such as those involved in restrictions on grain shipments and

• the subsequent grain agreement with the Soviets will provide the proper guidance
and direction to long-term trade with the socialist countries.
In summation then, an assessment of the benefits and drawbacks of East-West

trade indicates that it can make a contribution toward the achievement of
political objectives, and that there is a significant positive balance of economic
benefits in such trade.

Question 6. Assuming for the sake of argument that many of the allegations
about the loss of business to foreign competitors because of American restric-
tions are true, is it your position that commercial considerations alone should
be the sole determinant of our East-West trade policy?
If the answer is yes, why?
If the answer is no, what other factors would you Suggest as important in our

Policy determination?
Answer. The goals and objectives we seek in our East-West trade policy are

multifaceted. There are positive economis benefits to the United States in the-
expansion of trade with the nonmarket economy countries. They are both a
potentially significant market for our experts, and an important source of vitally
needed raw materials.

Nevertheless, the nature of our overall relationships with the Communist coun-
tries requires that considerations beyond those of a purely commercial character
enter into the determination of our East-West trade policy. Satisfying broader
national interest requirements which include national security, maintenance of
adequate domestic supplies and foreign policy considerations may, on occasion,
lead to U.S. actions that result in a loss of business to foreign competition. But
the broader national interest must, of course, be primary in situations where it
conflicts with narrower commercial interests.

It is clear that progress in trade is very closely related to the resolution of
key political issues, and in fact can create an environment in which progress
on other political issues can be achieved. We believe this should always be a
consideration in the formulation of our policy in the area of East-West trade.
East-West trade can contribute significantly to international stability by creat-
ing a communist stake in the continuation of such trade, thereby providing a
motivation to the Communist countries to exercise restraint in the conduct of
their foreign and domestic policies. Further, increased trade with the U.S, can
provide the East European countries with an alternative to tightening economic
ties with the Soviet Union. In determining our overall policy, we recognize that
satisfying the desired of these countries to turn outward is in our national inter-
est and that expansion of East-West trade is one means of effecting a strengthen-
ing of this positive trend.

Despite this relationship between East-West trade policy and our broader
foreign policy goals, we should not exaggerate the contribution that trade can
make to these goals. Trade, although it does improve the environment in which
political and military differences are discussed, is not a predominant policy in-
strument or lever for the resolution of basic differences. Experience, in fact, has
demonstrated the counterproductive effect of using trade beyond its limita-
tions as a guid pro quo from settlement of specific political issues.

Question 7. In addition to the general matters you mention in your statement
which operate to keep- the American share of East-West trade small, there have
been other problems in our dealings with the nonmarket countries; for example,
in the area of busines facilitation, access to end-users, provision of economic.
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and financial data, and so forth. Some problems, such as the ability of Ameri-

can firms to establish branch offices, have been or are in the process of being

resolved. What other similar factors still exist to inhibit American trade with

the socialist countries?
What is being clone to remove these barriers?
What forum or mechanism is the United States using to eliminate these

problems?
Answer. While many problems of business facilitation still persist for Ameri-

can businessmen dealing with these countries, U.S. Government efforts have

brought about a qualitative improvement in the centrally planned economy

(CPE) trading environment, and forums exist for continued efforts toward
improvement.
Examples of recent progress toward improving the ability of American firms to

do business are the decision by the U.S.S.R. to provide Soviet Chamber of Com-
merce support for trade promotion activities staged by the U.S. Commercial Office
in Moscow, some movement toward better access to economic information about
the U.S.S.R., some improved knowledge about procedural and legal aspects of
U.S.-U.S.S.R. trade, and the increase from 19 to 22 in the number of American
firms permitted to open offices in Moscow. It is particularly worth noting that
this progress occurred after the suspension of the Trade Agreement, which (in
Article 6) provided the basis for the accreditation of offices for U.S. companies
in the U.S.S.R.
A trade agreement was concluded with Romania in April 1975 and came into

effect in August 1975. It covers many areas of business facilities, as Congress
mandated in the Trade Act of 1974. In addition, all of the Eastern European
countries, except Albania, have passed legislation permitting foreign firms to open
representational offices and have increased access to end-users.
The People's Republic of China now has limited correspondent arrangements

with several American banks, quotes forward rates for Chinese currency, de-
nominates contracts in dollars, and has agreed to the use of some Western labels
in textiles.

Despite these gains, many problems of varying degrees of significance, still re-
main in our trade relations with the socialist countries. These problems do not
necessarily put American firms at a competitive disadvantage relative to other
Western and Japanese firms, because these firms are confronted by similar prob-
lems. Nevertheless, the problems frequently constitute serious impediments to
the conduct of business.
One of the principal problems is the lack of sufficient specific market informa-

tion to enable firms to explore commercial possibilities. Further compounding the
general lack of information are the limitations placed on access by firms to the
ultimate end-users of their products.
A second difficulty in the business facilitation area concerns the procurement

of offices in the socialist countries. A U.S. firm must first obtain permission to
open a permanent office, often a lengthy process. Once permission is granted, the
company may have to occupy temporary quarters in hotels which are small and
extremely expensive. The short supply of trained secretarial help and standard
office equipment in these countries is often the complaint of firms even after they
move into permanent offices. It should be noted in the case of the U.S.S.R. that
we anticipate a marked improvement in the office space and equipment situation
when the new international trade center, a project U.S. firms are helping to de-
sign and construct, is opened in Moscow in 1978.
Travel restrictions are a further impediment to the normal conduct of busi-

ness, since they apply to commercial visitors as well as to other travellers. These
controls, for example, can prevent or delay the travel of a businessman to a plant
or institute to supervise or inspect the installation or operation of equipment his
firm has sold.

Restrictive practices on visa issuance is another obstacle to the smooth con-
duct of business. Issuance by both the United States and socialist countries of
multiple entry/exist visas for commercial personnel resident in each country
would enhance their ability to negotiate transactions more quickly and effec-
tively. Some progress is being made on this issue, but much remains to •be
achieved.
Other problems often cited in relations with the PRO are the inability to ob-

tain exclusive marketing arrangements, Chinese unwillingness to use Western
contract language, undependability of shipping and packaging, and unsophisti-
cated banking practices.
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We are making an effort to resolve or ameliorate these problems, even though
some appear to be inherent in doing business in state-controlled economies. A
principal forum for discussing business facilitation problems with respect to the
Soviet Union is the Joint U.S.-U.S.S.R. Commercial Commission which has a
Working Group on Business Facilitation. The American-Polish Trade Commis-
sion and the American-Romanian Economic Commission serve the same function
with Poland and Romania. Organizations of private American firms and economic
and trading organizations in the socialist countries provide another forum for
discussing and resolving problems. These Joint Economic Councils have been
established with the U.S.S.R., Poland, Hungary, Romania, Bulgaria, and Czech-
oslovakia. A constant dialogue through exchange of letters and other contacts
between the Department of Commerce and CPE government trade officials are
also utilized to examine business facilitation issues. We hope eventually to
negotiate under section 405 a the Trade Act, commercial agreements with the
countries of Eastern Europe covering these business facilitation problems and
such matters as arbitration arrangements and protection of patents, copyrights
and industrial property rights.

Additionally, the resolution of outstanding issues such as MFN, U.S. claims
against Czechoslovakia, and Export-Import Bank credits for the U.S.S.R. and
some of the countries of Eastern Europe would clearly contribute to a further
easing of business facilitation problems. Diplomatic relations with the PRO fa-
vorable tariff treatment for Chinese exports and a resolution of U.S. private
claims and blocked PRC assets would have a similar salutary effect by helping
to normalize many aspects of commercial relations. However, problems consider-
ing business facilitation will probably continue to operate monopsonistic foreign
trade structures in state-controlled economic systems so dissimilar to our own.
In the meantime, effort will continue to lessen their impact on the conduct of
mutual trade.

ROLE OF THE DEPARTMENT

Question 1. How many staff members does the Bureau of East-West Trade
have? How many serve in a promotional capacity? How many are secretarial and
professional? How does this compare to the figures in 1972, 1973, 1974? What were
the Bureau's appropriations for the same years?
Answer.

BUREAU OF EAST-WEST TRADE, PERMANENT PERSONNEL AND OBLIGATIONS

Fiscal years —

1973 1974 1975 1976 1

End of year, permanent personnel 224 223 231 226Professional 170 177 188 184Secretarial 54 46 43 42Export administration 144 133 142 141Professional 109 108 120 119Secretarial 35 25 22 22East-West trade expansion 80 90 89 85Professional 61 . 69 68 65Secretarial 19 21 21 20Obligations, actual (millions):
Export administration $4, 075 $4, 391 $4, 714 $5, 024East-West trade expansion 1,428 3, 867 3, 771 4, 284

Total obligations 5,503 8,258 8,485 9,308

Permanent personnel staffing as of Dec. 31, 1975. Obligations are estimate for fiscal year 1976.

Question 2. How does the number of personnel compare to those in the other
agencies such as State and Treasury Departments, which also have major roles
in East-West trade?
Answer. Treasury Department personnel in East-West trade: Office of East-

West Economic Policy—Professional, 4; Secretarial, 2; plus staff support from
different sections as needed.

State Department personnel in East-West trade: Office of East-West Trade—
Professional, 8; Secretarial, 5; plus staff support from desk officers as needed.

Question 3. How many personnel does the Department of Commerce allot to
staff the Joint Commercial Commissions?

81-385-77 5
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Answer. The Department of Commerce employs two professionals and one sec-
retary to serve as the administrative nucleus for Joint Commercial Commissions.
In addition, regional desk officers and trade assistance personnel, contribute
heavily to substantive briefing materials and preparation for meetings of the
Commissions.

Question 4. Although the activities of the Bureau are described in the Depart-
ment's publication on the "U.S. Role in East-West Trade", could you briefly de-
scribe what you view are the functions and mission of the Bureau?
Answer. The Bureau's program is designed to redress a quarter century of

minimal U.S. involvement in East-West trade, which has deprived most U.S. 'busi-
nessmen of commercial experience with centralized, state-managed economies and
their foreign trade organizations. The Bureau's mission is to expand and facili-
tate U.S. commercial and economic relations with the U.S.S.R„ Eastern Europe,
the People's Republic of China and with other centrally planned economy coun-
tries as changing circumstances warrant, consistent with the national security of
the United States, the nation's foreign policy objectives, short supply considera-
tions, and the desire to promote exports.
The functions of the Bureau include helping American businessmen explore

the socialist markets and offering them continuing information, advice, and as-
sistance with the unfamiliar aspects of East-West commercial undertakings. We
help U.S. firms take part in trade fairs, exhibitions, and technical seminars; we
analyze economic developments in socialist countries and assess their potential
as markets for U.S. products; we provide staff support and representation to the
Joint Commercial Commissions established with the U.S.S.R., Poland and
Romania; and we provide extensive staff support to the President's East-West
Foreign Trade Board. In addition, the Bureau 'administers the Export Adminis-
tration Act of 1969, as amended, and regulates U.S. exports in accordance with
strategic, short-supply, and foreign policy considerations.

Question 5. Approximately how many businessmen have been assisted by the
Bureau since its formation? How many requests for assistance have been received
and handled?
Answer. A complete accounting of the numbers of businessmen aided by the

Bureau of East-West Trade since its formation in 1972 is not available—assist-
ance has occurred in a number of different ways, through activities overseas at
the East-West Trade Development Office, Vienna, the East-West Trade Center,
Warsaw, and the U.S. Commercial Office, Moscow, as well as activities in the vari-
ous divisions of BEWT here in Washington. However, the division of eight pro-
fessionals organized specifically to deal with trade development and assistance
problems has dealt with an average of 130 assistance matters every month in 1975.

EXPORT CONTROLS

Question 1. The BEWT has a promotional function. At the same time it has
responsibility for administering controls over certain American exports. This
dual function seems to be anomalous and potentially incompatible since one could
imagine a situation in which the Department may have supported a trade pro-
motion activity which resulted in exports which had to be denied a license. Does
the Bureau see a potential inconsistency in these functions?
Answer. It is true that the BEWT has responsibilities for both promoting EWT

and for administering controls over certain American exports. Such duality of
functions need not be incompatible, and indeed offers certain advantages in both
the planning of a trade promotion program and the assisting of American firms.
To be effective, a trade promotion effort realistically must take account of all

factors affecting trade prospects. Export licensing requirements are a fact of life
in East-West trade and, therefore, must be considered along with market infor-
mation, competitive capabilities of U.S. firms, etc.—in the selection of trade pro-
motion events. Otherwise, we face the danger, suggested by the question, of sup-
porting trade promotion activities which result in contracts which cannot be con-
summated for lack of an export license. However, we do not want to limit the
legitimate sales opportunities of American companies, any more than we wantto expo,e them to promotional cost's in vain. The Department seeks to avoid both
these extremes, and the existence of promotional and licensing functions in the
Bureau assists us in developing an appropriate trade promotion program.
The Bureau seeks to ensure that all firms contemplating participation in a de-

partmentally sponsored trade promotion event are fully apprised of the licensing
requirements for their products. They are strongly urged to contact the Office ofExport Administration at the earliest possible date, and are warned by the Office
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that, where a license is required, a license exhibit is not and does not assure a
license to export for sale. The decision whether or not to participate in a par-
ticular trade promotion event in light of available information is the prerogative
of individual companies.
The Bureau's administration of export controls enables the Bureau to provide

U.S. firms with a full range of assistance. In trading with the nonmarket eco-
nomy countries, American companies not only are faced with a host of unique
problems, but also encounter more frequently export licensing requirements. Thus
they not only seek assistance in their trade promotion efforts, but also require
guidance in export administration matters.

Question 2. In cooperating with our allies on export control matters under
the auspices of COCOM, are there still significant areas of disagreement on the
kind of exports which should be controlled? How many items remain on the
COCOM embargo list?
Answer. Our COCOM allies are committed to export controls over strategic-use

commodities and, in general, we detect no significant disagreements over the need
for security controls or what types or classes of commodities should be controlled.
The basic list of categories of general industrial equipment which should be con-
trolled has remained static and there has been no significant trend toward reduc-
ing controls in that portion of the COCOM List covering munitions and atomic
energy items.
There are, however, areas of differing opinion between the U.S. and its COCOM

partners over specific control parameters for particular commodity categories
recognized as warranting control because of their strategic significance. For ex-
ample, COCOM accepts the necessity of controlling certain electronic measuring
instruments, but may have varying views whether one control parameter should
be set at 12GHz or 18GHz. Another area of difference is what circumstances jus-
tifies the export of a controlled-commodity as an ad hoc exception to the em-
bargo. These areas of disagreement usually stem from differing assessments of
such considerations as bloc capability to produce comparable equipment, avail-
ability of such equipment from non-COCOM members, military vs. civilian end-
use patterns for a particular commodity, and, in the case of exception requests,
the nature of the end-use and end-user. Another factor which cannot be divorced
from the assessment-forming or decision making process of a COCOM member is
the hard problem of balancing long-range security considerations against short-
range economic well being, especially in times of economic stress. Disagreements
on such questions are usually settled or compromised at the COCOM negotiating
table.
The COCOM list currently in force was revised in 1972 and covers some 150

general industrial, munitions, and atomic energy commodity areas. Another re-
view was completed in December 1975. The results of that review, which included
some deletions, revisions of parameters, and the addition of a few commodities,
will become effective March 17, 1976.

Question 3. Have any examples come to your attention in which our allies may
have sought significant and potentially unnecessary exemptions to the COCOM
list? What items specifically?
Answer. We believe that a degree of subjectivity is involved in deciding what

constitutes a "significant and potentially unnecessary exemption", either as a
deletion from the embargo list or as an exception to the embargo. Both those
submitting and those reviewing exceptions must make such subjective judge-
ments. All COCOM members will react on the basis of their individual assess-
ments. There have been, and will continue to be, intra-COCOM differences based
on these assessments, particularly concerning commodities which can be used in
both the civilian and military sectors. Examples of where the United States
usually differs with its COCOM partners are: certain levels of numerically con-
trolled machine tools, some classes of computers, certain types of telecommuni-
cations equipment, and semiconductor devices with certain operating character-
istics. Generally, we discourage exports to the socialist bloc of those commodities
which we consider would be detrimental to the national security of the United
States and its allies both by opposing changes in the parameters of equipment
embargoed and by objecting to ad hoc exception requests to the embargo on such
equipment.

Question 4. How does the U.S. monitor the activities of our allies with respect
to shipment of high technology or potential military hardware?
Answer. The most common monitoring mechanism is through the COCOM ex-

ception procedure.. If a COCOM member wishes to export a COCOM-controlled
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commodity, it must first apply to the 'Committee for authorization to export that

commodity. Each member has the right of veto and, if the request does not re-

ceive unanimous concurrence of the Committee, the export is denied. Secondary

monitoring devices include the various intelligence sources, and the monthly

COCOM statistical reports received from the business community.
Question 6. What criteria are used to determine which high-technology exports

are subject to national 'security export controls? For example, what was the basis

for approving the recent export license for one firm's computer while 'another was

denied?
Answer. Section 3(1) of the Export Administration Act of 1969, as amended,

states that it is the policy of the United States ". . . (B) to restrict the export

of goods and technology which would make a significant contribution to the mili-

tary potential of any other nation or nations which would prove detrimental to

the national security of the United States." In implementing this policy, the

Department places under export control (requires a validated license for), either

unilaterally or in cooperation without COCOM partners, those commodities that:

(1) have direct military use or are designed for use in the production of mili-

tary end products (unless the commodities are otherwise controlled by the Office

;of Munition Control, Department of State) ;
(2) have both military and civilian use, provided the former use is judged to

be significant and its unrestricted export could prove detrimental to our na-

tional security;
(3) are used in the production of both military and civilian products, provided

the former use is judged to be significant and the indigenous production in the

communist countries is judged 'to be insufficient in relation to their needs.

With regard to technical data, the Department has found it necessary to main-

tain a broad control over the export of unpublished industrial data to com-

munist destinations to assure that the data can not contribute to the production

of military or military-related products.
Computers fall in the category of commodities controlled because they have

significant military as well as civilian use. The Department examines each pro-

posed export of commodities in this category and makes an exception to its de-

nial policy where there is adequate evidence that the commodity will be used in

the communist country by a civilian user for a civilian end use. In the case
 of

computers, an additional element is introduced.
Because computers can be located in a civilian end use environment but hooked

to a military user by telephone lines, the Department, in conjunction with its

advisory agencies, including the Department of Defense, attempts to devise safe-

guards to inhibit such use. Where such safeguards cannot 'be devised, the appli-

cation is denied. This would be the basis for distinguishing between two cases,

one of which could be denied and one approved.

Question 6. Are U.S. exporters placed at a disadvantage by more restrictive

export controls and more cumbersome licensing procedures than their West Eu
ro-

pean and Japanese competitors?
Answer. Since most of the commodities controlled by the Department for na-

tional security purposes are internationally controlled in accordance with agree-

ments reached with our COCOM partners, differences in the size of the control

lists do not significantly disadvantage U.S. exporters in relation to their com-

petitors in West Europe and Japan. There are, however, certain aspects of U.S.

controls that are not matched by the other countries. Thus, the Department con-

trols the export of technical data and, in certain instances, the foreign product of

U.S.-origin technical data to a greater extent. We also maintain control over the

reexport of U.S.-origin commodities and data previously exported and over the

use abroad of U.S.-origin parts and components in the production of foreign prod-

ucts destined for a communist country. To our knowledge, controls exercised by

the other COCOM countries are not as extensive. The general premise behind

these controls is that they are needed in order to prevent frustration of the direct

controls that are mandated by the Export Administration Act of 1969, as

amended.
There have been complaints that the Department's licensing procedures are

more cumbersome than those of the other COCOM countries. When the Export

Administration Act was under consideration for extension in 1972, this matter

was addressed by Congress. The Equal Export Opportunity Act of 1972, in addi-

tion to extending the Export Administration Act, also required the Department

to submit a report to Congress within nine months of enactment. The report,

among other things, required a listing of U.S. export licensing procedures "that
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may be or are claimed to be more burdensome" than the procedures of other
COCOM countries, and the reasons for retaining them in their present form. The
Department accordingly reviewed its licensing procedures with its advisory agen-
cies. The Department and its advisory agencies agreed that some of the proce-
dures, relating to informing exporters and to exports of parts for servicing, were
not more burdensome than those of the other COCOM countries.
Certain other procedures relating to license processing and interagency re-

view were found to warrant retention with only limited modifications. Still
others, though apparently more burdensome than the procedures of some or all
of the other COCOM countries, were still under review when the Special Re-
port was due for submission to the Congress, and the Special Report, dated May
29, 1973, noted this. These procedures involved means of obtaining and evaluating
information on end uses, end users, and ultimate destinations; licensing of tem-
porary exports of strategic goods for display and demonstration in communist
countries; and ways to prevent frustration of U.S. controls over exports of
strategic goods through reexports, use of U.S. origin components in foreign prod-
ucts, or use of U.S. origin technical data abroad to produce strategic goods for
export to communist countries. A supplemental report to Congress on these un-
resolved matters was included in the Quarterly Report to Congress for the 2nd
Quarter, 1974. The judgment at that time was to liberalize to some extent the.
controls on use of U.S. origin components, but to retain the other policies without.
change.
In essence, where it was found that the procedures were more burdensome and:

were retained despite this fact, it was because they were needed to carry out the
provisions of the Export Administration Act.

Question 7. The Department has instituted procedural changes designed to
expedite the handling and processing of applications for export licenses. Please
explain what these modifications have been.
Answer. The Department has, completed or has underway a number of pro-

cedural changes. Additional personnel are being applied to the processing of ap-
plications, and the resources of the Institute for Computer Sciences, National
Bureau of Standards, are being used to assist in the review and analysis of com-
puter export transactions that present special control policy problems and in the.
review of export controls over computers in general.
In addition, the Department is developing a computerized retrieval program

that will provide a readily accessible source of essential information describing
U.S. license applications (approved, rejected, and pending) for installation of
computer equipment in communist countries. Use of the program will eliminate
much of the manual searching of files, and accompanying delay that is presently
required in order to obtain information basic to the making of licensing decisions.
A new position, Special Assistant to the Director, 0EA, has been established

to provide the Director with the means to identify problem cases, to anticipate
delays in their processing, and to take preventive action.
An informal working group, at the Deputy Assistant Secretary level, has been

formed to deal with policy issues related to export license applications and other
matters that cannot be resolved at the working level.
A tracking and status retrieval system has been made operational in the

of Export Administration. The new system is intended to show the cur-
rent processing status of each pending application, thereby giving Commerce
management a tool to use in identifying those applications that are not being
processed in a timely manner.
Pursuant to the provisions of Section 4 (h) 2 of the Export Administration Act

of 1969, as amended, the Department is consulting with the Department of De-
fense with the objective of reducing the types and categories of export trans-
actions that need not be referred to that agency for review.
Question 8. What kind of consultative procedure does the Department main-

tain to advise the Congress of decisions by the Department on export controls?
Answer. There is no formal consultative procedure. The Department responds,

of course, to queries by committees or members of Congress on specific export
control decisions. In addition, the Department submits formal reports to The
President and the Congress as required by Section 10 of the Export Administra-
tion Act. This report lists the types of commodities and technical data approved
and denied to communist destinations as well as provides details on changes in
controls and related matters. The report was submitted on a quarterly basis
through the first quarter of 1975. The reports are now submitted semi-annually,
as required by Public Law 93-608, of January 2, 1975.
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Question 9. Approximately what percentage of export license 
applications has

been rejected? How does this compare to previous years?

Answer. Approximately eight percent of applications for lic
enses to export to

communist destinations were rejected in 1975. Approximately 
six percent were

rejected in 1974. The percentage for other years in the recent pa
st generally fol-

low the same pattern.
Question 10. What forms of interagency consultation and coor

dination does the

Department maintain with other agencies, particularly the
 Defense and State

Department, when deciding on applications?
Answer. Section 5 of the Export Administration Act of 1969, as

 amended, re-

quires the Department, in determining what shall be contro
lled and the extent

to which exports shall be limited, to seek information and 
advice from "the sev-

eral executive departments and independent agencies concerned
 with aspects of

our domestic and foreign policies and operations having an
 important bearing

on exports." This provision is implemented both formally th
rohgh the Advisory

Committee for Export Policy (ACEP) structure, and informally 
through con-

sultation with specific agencies on specific transactions. A subcommi
ttee (Oper-

ating Committee) of the ACEP meets weekly to discuss policy 
problems and

license applications of particular concern. Various agencies are represente
d at a

senior staff level. Representatives from the Departments of State and
 Defense,

and the Energy Research and Development Administration representa
tives and

an observer from the CIA attend each meeting; other agencies att
end when

matters in which they have an interest are on the agenda. If the Operat
ing Com-

mittee cannot reach unanimous agreement in a situation where a policy 
or li-

censing decision is required, an informal ACEP working group, at the Depu
ty

Assistant Secretary level, attempts to resolve the matter. Should this f
ail, a

formal ACEP meeting at the Assistant Secretary level is scheduled. Issues unr
e-

solved at the ACEP level are referred to the Export Administration Review

Board, composed of the Secretary of Commerce as chairman, and the Secretaries

of State and Defense, and soon to include the Chairman of the East-West Forei
gn

Trade Board. The heads of other agencies may be invited to attend BARB meet-

ings if matters of interest to them are scheduled.
The Department also consults with other agencies outside the formal ACEP

structure. For example, the Department of State is consulted on applications to

export to destinations where State has particular foreign policy interests, ERDA

is consulted with respect to applications to export certain nuclear-related com-

modities. All applications to export to communist destinations, including Yugo-

slavia, that are not reviewed in the ACEP structure are referred to the De-

partment of Defense, pursuant to Section 4(h) of the Export Administration

Act of 1969, as amended, unless the commodities proposed for export are of a type

or category that the DOD has specifically determined need not be so referred.

Question 11. It has been charged that there is a significant backlog of export

license applications in Commerce. What is the present number of unprocessed

applications? How does this compare to 1972 and 1974?
Answer. Currently there is a significant backlog in applications to export com-

puters, computer-related equipment and other high technology electronic equip-

ment to communist destinations. Our response to Question 7 details the steps we
are taking to expedite the handling of these applications. The Department re-
ceived approximately 52,000 applications in 1975, or about 200 each working day,
for export to all destinations.
The following table shows the backlog of cases at various times since May 1974,

the earliest time for which comparable data is available.

As of —
30-89-day- 90-day-and-
old cases over cases

May 1974 
May 1975 
January 1976 

196 269
452 331
906 486

Question 12. Does the Department have any method for processing and ex-
pediting non-controversial matters first rather than handling all applications
sequentially?
Answer. Yes. Every effort is made to process non-controversial applications as

rapidly as possible without regard to the order of their receipt. All applications
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are screened upon receipt and routed to licensing officers or technicians according
to the potential problems involved. As a general rule, applications to export to
Free World destinations are non-controversial. These are reviewed to assure, to
the extent possible, against the unauthorized diversion, once exported, to a re-
stricted destination. Approximately 80 percent of the Free World applications are
processed within five days of receipt; more than 90 percent within 10 working
days and more than 95 percent within 15 working days.

Applications to export to communist destinations require a much longer proc-
essing time because what is being sought by the applicant is generally an excep-
tion to an embargo policy. This often is time- and manpower-consuming and gen-
erally requires interagency consultation as well as consultation with our COCOM
partners. Ten percent of communist destination applications are processed within
five working days and approximately 35 percent within 15 working days.

Question 13. How many personnel in the Department work on export controls?
Answer. Export control activity in the Department is centered in the Office of

Export Administration. Current authorized headcount for the Office is 142 perma-
nent positions, although an additional 22 employees have been requested for
fiscal year 1977.
In addition, the Deputy Assistant Secretary for East-West Trade and his deputy

devote a portion of their time to export control activities.
Central support also is provided by other elements in the Bureau of East-West

Trade, as well as the Office of the General Counsel, the National Bureau of
Standards, and other operating elements in the Department.
• At present, these permanent personnel are assisted by 14 temporary employees.

QUESTIONS OF SENATOR PASTORE

Question 1. What action has Commerce Department taken to comply with Ex-
port Control Act of 1974 to revise strategic list prepared under the Battle Act
of 1951 to conform to new Congressional policy of embargoing or controlling only
significant military technology?
Answer. The Equal Export Opportunity Act of 1972, which amended and ex-

tended the Export Administration Act of 1969, required the Department of Com-
merce to remove from U.S. unilateral control those items that are available with-
out restriction from non-U.S. sources in significant quantities and comparable
in quality to those produced in the U.S., except where it was demonstrated that
the absence of those controls would prove detrimental to the national security.
That review was undertaken by the Department in conjunction with the other

U.S. Government agencies involved in strategic trade controls, and the results
of that review were reported to the President and the Congress in a Special
Report dated May 29,1973. In brief, that review reduced the number of U.S. uni-
laterally controlled commodity categories from 550 to 73. This reduced unilateral
list includes commodity categories that the Department and its advisory agencies
considered to be of such significant military use as to warrant continued uni-
lateral control, and "basket" categories that contain an unknown, but large,
number of commodities, some of which clearly warranted continued control be-
cause of their military use. Since 1973, there have been some further deletions,
including removal of identifiably nonstrategic commodities from the "baskets,"
as well as additions in cases where the commodity involved was identified as
being of strategic significance. The Department believes that the process of con-
tinuous monitoring of the U.S. unilateral list, plus the periodic reviews of the
COCOM international list, result in limiting coverage in the U.S. control list to
those commodities—hardware and technology—Which are capable of making a
significant contribution to the military potential of the communist countries that
would be detrimental to U.S. national security.

Question 2. In compliance with the Jackson Amendment giving Defense Depart-
ment special responsibility for defining high technology, in East-West Trade, how
Is Commerce Department implementing Defense Department determination of
technology products and know-how?
Answer. The Jackson Amendment (i.e., Section 709 of the Military Procurement

Act, Public Law 93-365) which, in essentially the same language, was subse-
quently added to the Export Administration Act of 1969 by the Export Adminis-
tration Amendments of 1974, requires the Secretary of Defense to review proposed
exports of goods and technology to communist destinations, including Yugoslavia.
If the Secretary of Defense determines that the export of such goods or tech-
nology will significantly increase the military capability of such country, he is
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required to recommend to the President that such export be disapproved. The

Export Administration Amendments also authorized the Secretary of Defense, in

consultation with the Department of Commerce, to determine the types and

categories of transactions which should be reviewed by him to carry out the

purposes of the amendment.
The Department of Commerce has scrupulously complied with this mandate.

There have been consultations with the Department of Defense to eliminate from

review certain types and categories of commodities. All applications to export to

communist destinations, including Yugoslavia, commodities or data not so ex-

cluded from review are referred to the Department of Defense, either through the
ACEP structure procedure, which involves review by other agencies as well, or
bilaterally. No such application is approved without Defense Department concur-
rence.

Question 3. Is it the policy of the U.S. Government to embargo or restrict the
export to Eastern European countries of technology products which will increase
the industrial efficiency and productivity of their factories?
Answer. No. Section 3(1) of the Export Administration Act of 1969, as amended,

states that it is the policy of the United States "to restrict the export of goods
and tech:_-:'_:.-zw which would make a significant contribution to the military
potentir. -7137 other nation or nations which would prove detrimental to the
national s-_-,=:_rity of the United States." (emphasis added). Thus, there are two
guidelines that determine what exports should be restricted: there must be the
capability of making a significant contribution to the military potential of the
East European countries and this contribution must be of such a nature and
magnitude as to prove detrimental to our national security. An increase in the
general industrial efficiency and productivity of a factory per se is not a sufficient
basis on which to restrict exports.
Question 4. On what basis of current Congressional action is the U.S. still

basing policy guidelines to U.S. manufacturers or exporters on the opinions or
recommendations of other members of COCOM, including French and Japanese
competitors?

Answer. Section 3(3) of the Export Administration Act of 1969, as amended,
states that it is the policy of the United States (A) to formulate, reformulate,
and apply any necessary controls to the maximum extent possible in cooperation
with all nations and (B) to formulate a unified trade control policy to be observed
by all such nations. In addition, the policy set forth in the Mutual Defense Assist-
ance Control Act of 1951 (Battle Act) provides for a system of strategic trade
controls, maintained by the United States and other cooperating countries to
assure that the essential elements of national strength and security are preserved.
This policy is carried out through the Coordinating Committee (COCOM), a
15 nation body consisting of the United States and its NATO allies, less Iceland,
plus Japan.
The COCOA' arrangements provide that no commodity may be placed under

international control or removed from such control except with the unanimous
consent of all COCOM members. Also, as part of the COCOM agreement, each
nation has agreed to consult with its partners on individual exceptions to its
embargo policy for proposed exports of commodities subject to the unanimous
agreement to control. Any COCOM country can object to a proposed export of such
commodity from another country and by this objection halt an exception.

Question 5. Does the Commerce Department intend to assign to the Export
Administration Review Board the task of reviewing current export control policy
and procedures or must this be turned over to the East-West Foreign Trade Board
and require revision of present membership to include the Defense Department?
Answer. The Export Administration Review Board (EARB) and its predeces-

sor, the Export Control Review Board, were established by Executive Order. The
current Executive Order, No. 11533, dated June 4, 1970, states in Section 3 that
"The Secretary of Commerce may from time to time refer to the Board such
particular export license matters, involving questions of national security or other
major policy issues, as he shall select." In the Department's view, the legislation
establishing the East-West Foreign Trade Board does not alter the role of the
Export Administration Review Board in matters involving export control policy to
all destinations, including the communist countries. The Department intends to
continue this role of the EARB. The Chairman of the EARB has invited the
Chairman of the East-West Foreign Trade Board to EARB meetings to ensure
appropriate coordination of functions, and it is expected that he will soon become
a regular member of the EARB. With respect to the composition of the East-West
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Foreign Trade Board, the President recently appointed the Secretary of Defense
to be a member.

Senator INOUYE. Our final witness this morning is the distinguished
Chairman of the Export Import Bank, Hon. William J. Casey.
Mr. Chairman, you have been most patient in waiting this morning.

I would appreciate it if you could summarize your statement, and
without objection the full statement will be made a part of the record.

STATEMENT OF HON. WILLIAM I. CASEY, CHAIRMAN, EXPORT-
IMPORT BANK, WASHINGTON, D.C.

Mr. CASEY. Yes; I think that would be the best way to do it, to permit
me to focus on the specific questions which Senator Magnuson asked.
Senator INOUYE. Fine.
Mr. CASEY. The first of those questions concerned the competitive

practices and their impact on our trade with the nonmarket countries.
We have been doing very well in world trade generally, we had a

trade deficit of $3 billion last year, and a trade surplus of probably
$10 billion this year.
We have not enjoyed comparable success in the Communist markets.

Last year's trade surplus was about $11/4 billion with the Communist
countries, and will not be improved significantly, and our exports to
Eastern Europe, Russia, 'and China have fallen sharply, while our
competitors have moved ahead strongly.
Our sales in Eastern Europe went from $820 million in 1974 to $483

million in the first 6 months of this year, and our sales to China went
from $820 million in 1974 to $147 million in the first half of this year.
In our sales to the Communist nations, we are far behind other in-

dustrialized nations and losing ground. In 1974 our exports to these
countries were only 16 percent of the sales made by France, Germany,
Italy, Japan, and England. Our share of the export market represented
by the Communist nations is now less than one-third of our share of the
total world market. In the first 6 months of this year,our share of the
Communist market dropped sharply to 12 percent. While our share
erodes, the market is a growing one.
These are total figures, includino. grain. As Secretary Morton in-

dicated in his testimony, if you take manufactured goods alone, our
share is much more modest.
For example, the Soviet imports from the United States and our

five leading trade competitors totaled $3.3 billion in the first 5 months
of 1975, up 63 percent from the $2 billion the Russians imported in
the first half of 1974.
Now there does appear to be a direct relationship between official

credit support for East-West trade and market share.
During the first half of 1975, the period when our share was falling

off so sharply, our principal competitors were increasing concessional
lines of credits to the Soviet Union by nearly $3 billion. Their 'bilateral
lines of export credit to that country now total about $10 billion. In-
dications are that increased credit lines from our competitors while
we entirely terminated our credits put U.S. suppliers out of the
picture on over $1 billion in export orders we seemed likely to get
during that period.
I will submit a breakdown of these credits for the record.
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While Eximbank currently makes no new credit authorizations tcr
the Soviet Union, it does extend credit to three Eastern European
countries, Poland, Yugoslavia, and Romania. Over 3 years, fiscal 1973
through 1975, U.S. official commitments through Eximbank to Poland,
Romania, and the U.S.S.R. now total about $648 million. In that same
period our five principal competitors extended credits valued at more
than $14 billion to those three countries.
Our loan commitments to the Soviet Union, made over 15 months

in 1973 and 1974 stopped at $470 million. One of our European allies
has 'already made credit commitments in excess of five times that
amount, $2 :5 billion in all.
Senator Stevenson, with respect to your colloquy with Secretary

Simon, that is West Germany. They are making available major offi-
cially supported credits, which they make through\ guarantees with
the banks, but those credits won't go without the guarantee of the
German Government.
It is my estimate that Germany, France, Japan, Britain

' 
Italy, and

Canada have over $15 billion in outstanding commitments and credit
lines to the Soviet Union, over 30 times our authorizations.
Now let me go to the second question which deals with the implemen-

tation of the Export Bank amendments of 1974.
Our facilities are now available to only three Communist countries,

Poland, Yugoslavia, and Romania. We have authorized $122 million
for Poland, $900 million to Yugoslavia, which has been open to our
financing for a much longer period of time from 1968 as compared to
1972 for the other countries, and $57 million to Romania.
As a result of the. 1974 legislation Romania was closed out to your

financing for about 9 months or so. With the recent signing and con-
gressional approval of the remaining trade agreements, we made our
first new commitment of some $10 million to Romania last month, and
several other proposals are under discussion there.
To date there have been no transactions with the Communist coun-

tries which call for meeting new requirements under the law, namely,
a Presidential determination of national interest on individual cases
involving more than $50 million and notification with a waiting period
of 25 legislative days with respect to transactions combining credit
and a guarantee of $60 million more.
We do have two substantial applications under consideration that

could require Presidential determination, because they are in the na-
tional interest.
As for the Soviet Union, apparently there is no activity at all there.

Exposure was about $470 million when we stopped last year. Today out
total commitment in Eastern Europe and the Soviet Union is about
$1.6 billion, which is 6 percent of our worldwide lending.
If we drop Yugoslavia, we drop to about $650 million or about 3

percent of our worldwide lending, so that is a significant amount of
Communist country financing thus far.

Let's bear in mind it is relatively new and it will probably grow
rapidly.
The third question Senator Magnuson asked dealt with our consulta-

tion with the Communists in the development of future export financ-
ing policy.
We think this is very important. The policy of the Bank has been

changing rapidly. A year and a half ago the Bank had a pattern of
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complying with almost each and every loan and a 6-percent interest
rate and 45 percent loan, 45 percent guarantee.
IV-e have modified those policies, charging interest rates much closer

to market, 81/4 to 91/2, and we have doubled the guarantee fees. We
have become more selective, handling each transaction individually
and shaping the particular kind of package which seems to be enough
to make the export fly, at the same time conserving our funds as best
we can, to spread them more widely to develop exports. And we have
succeeded in getting a greater participation in assuming the risk and
funding on the part of the private banks.
I think Senator Stevenson can testify to this, or confirm it, that

we keep the Banking Committee, the Finance Subcommittee in both
houses,informed on these problems and seek their advice, and keep
•them informed of how our policy changes and the rationale behind
whatever we do.
We also prepare and submit to the Congress twice a year a report

which spells out what other countries are doing, what their financing
practices are, what kind of competition they are offering, and our suc-
cess in meeting that competition.
I think we have spelled out in a very stark way that in many respects

we have come close to meeting the competition, we were able to pro-
vide workable financing packages, but almost invariably we are con-
fronted with lower interest rates, and larger financing.
We have got to compensate for that by getting the private banks to

meet the magnitude of the financing we make available and our manu-
facturers, exporters, have to be good enough in price and performance
to overcome the disadvantage of that financing. On the whole I think,
particularly with the more competitive rate for the dollar, which is.
not what you call a plus, but it has helped our exports and it has
helped us to get more attractive financing than some of our competi-
tors offer.
In talking about consultation with Congress, I would like to point

to our annual report, which in my statement spells out in a comprehen-
sive and candid way, I think, the long-term problem we have in meet-
ing the competition which the other countries offer, because they get
annual appropriations, while we operate on a self-sustaining basis,
which I think is a very good thing.
But this has relevance to East-West trade, because as we increase

interest rates, in the minds of these countries we are a 6 or 1T percent
outfit, and when they come back and find us charging 8 percent, it is
quite a shock. We have been meeting resistance with respect to the in-
terest rate.
And I think this question of how you become competitive over the

long haul, and at the same time effectively operate on a self-sustaining
basis in view of the higher cost of money in the private market, which
is the source of the funds, is something the Congress should examine
closely.
I am bold enough to suggest that perhaps my statement in the Bank's

annual report might be useful insight in the record of this hearing.
We supply it for that purpose.
The fourth question of Senator Magnuson went to the role of the

Bank in the development and implementation in East-West trade
policy and its relationship to the executive agencies.
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Now the Export Import Bank is an independent agency, responsible
for carrying out an act of Congress. It cooperates closely with and
relies on the agencies of the executive branch.
The larger transactions are sent to NAC of which State Department,

Treasury, Federal Reserve, Commerce Department, Export Import
Bank are members. It goes over there for the advice of the NAC;
foreign policy guidance from State, implications for commerce, in-
formation and judgment on the financing position of companies and.,.
as Director of the Bank, I have the responsibility of making the credit
decision in establishing the lending policies in light of the statutory
standards, reasonable assurance of repayment, facilitation of exports,
the financing of future exports, and a consideration of possible adverse
effects on the American economy in terms of job stortages and so on.
The Bank authorizes loans subject to export. No export, no loan.

The loan moneys are disbursed to the exporters. So the matters of pro-
tecting our security interests is in the hands of the exporting licens-
ing machinery, and if that works satisfactorily, as I believe it does,
there would be no export of anything that would rebound to our disad-
vantage, and in that case there would be no loan.
So in this respect we don't have the expertise in the bank to make

security judgments, but we rely entirely on the established export
control machinery.
The fifth question of Senator Magnuson was the effect on Ameri-

can business of a limitation on Eximbank financing of exports in the
nonmarket countries. Last year our principal competitors made sub-
stantial commitments to support credits to the Soviet Union which are
spelled out in my statement, and some of the interest rates are 7.5
percent, .some are down to 7.2 or 7.3. Most of these countries have
similar lines available to other East European countries.

Just this week we had to compete with an official credit of 80 per-
cent of the export price at an interest rate of 6.5 percent offered by
one of our competitors. This went below the 7.5 percent we thought
we agreed upon a year ago, but it was explained that it was because
it arose from a line of credit which was committed before our credit
agreeinent of last October here in Washington.
U.S. firms currently have projects involving more than $8 billion

of exports under active discussion and negotiation with the Soviet
Union, and this excludes the natural gas and other major energy deals
that we have all heard about.
Commercial agreements involving over $1 billion were nearing com-

pletion a year ago when the Trade Act was enacted, and the Soviet
reaction required Eximbank to shut down operations in that market.
Some of the companies that have been working with the Soviet

Union will proceed with their projects by sourcing the necessary equip-
ment in Europe and Japan where they will have access to official export
credits.
The United States, as a result, will lose the employment and other

economic benefits that would come to us if we had been able to finance
those projects in sources within the United States.
To illustrate, U.S. contractors for fertilizer plants will probably

build several multimillion dollar ammonia complexes with equipment
manufactured by the Japanese and European licensees. Numerous
suppliers have contacted us about the cheaper official credits being
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available elsewhere. The U.S.-Soviet Economic Council tells us they
have identified 47 pending projects in nonenergy sectors, which involve
approximately $8 billion in exports if Eximbank financing were
available.
Senator INOUYE. Mr. Chairman, may I interrupt you there? We have

just been notified there is a vote pending on the floor, and we will not
be able to return after that because of another meeting. Senator
Stevenson has a question he would like to ask you at this point.
Senator STEVENSON. Thank you, Mr. Chairman. I have a couple

of quick questions.
First, on the subject of West Germany, I have the report submitted

by the Eximbank to the Banking Committee Subcommittee of which
I am chairman, which lists the Soviet's lines of credit, concessionary
lines of credit in a number of other countries. It makes no mention
of West Germany.
I have heard recently from the West Germans that their country is

no longer providing credits on concessionary terms to the Soviet Union.
Can you supply us with the exact information?
Mr. CASEY. I think I can tell you very quickly.
Senator STEVENSON. We really don't have time, I am afraid.
Second, Mr. Casey, you are familiar with the report of the GAO on

the operations of the Eximbank. If you have not done so already, could
the bank reply to all of the conclusions of that report in writing in
some detail?
Mr. CASEY. We would be glad to. It is all in my annual report, but

I will give you my correspondence with Mr. Staats. There was nothing
wrong with the report, it was accurate, they just put a misleading
headline on it.
Senator STEVENSON. This is correspondence which followed the

report?
Mr. CASEY. Oh, I am sorry, you are talking about the East-West

report?
Senator STEVENSON. It was the recent GAO report, which I thought

went beyond the East-West trade.
Mr. CASEY. Yes, that is what I am talking about. It was pointed out

that the Bank's reserves were not increasing-
Senator STEVENSON. Yes, that is the one. I haven't seen it. We would

like to have a rebuttal from the Bank to all of the conclusions in that
report.
Mr. CASEY. All right.
Senator STEVENSON. Finally, I want to say that as chairman of the

Subcommittee on International Finance, it has been a pleasure to have
worked with Mr. Casey for the last 2 years on the Export Import
Bank. He came in at a critical time, and he has been responsible for
numerous reforms in the Bank's operations. He has been an outstand-
ing chairman of that institution, and I personally am sorry to see him
leave it.
Thank you.
Senator INOUYE. As chairman of this subcommittee I would also like

to join you in that statement. It has been most helpful, sir.
I have a long series of questions here which I would like to submit to

you for your response in writing, and we will make that a part of the
record.
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The bell has just indicated this is the last call, so I would like to re-
cess these hearings 
Senator STEVENSON. Mr. Chairman, could I ask unanimous consent

to put the copy of the letter I referred to President Ford into the
record?

Senator INOUYE. Without objection, it is so ordered.
'The statement and letter follows:]

STATEMENT OF WILLIAM J. CASEY, PRESIDENT AND CHAIRMAN, EXPORT-IMPORT

BANK OF THE UNITED STATES

Mr. Chairman, I am pleased to contribute whatever I can to The inquiry you

and your colleagues are making into East-West trade and its policy implications.

I can probably be most helpful by telling you about our experience and observa-

tions on the financing of East-West trade and the effects and policy implications

in extending or withholding credit on exports to the Communist nations.

While the United States has been doing very well in its external trade world-

wide, converting a trade deficit of $3 billion last year to a surplus probably over

$10 billion this year, we have not enjoyed comparable success in the Communist

markets. Last year's trade surplus of about $11/4 billion in our trade with the

Communist nations will not be improved significantly this year. Except for spo-

radic sales of grain, our exports to Eastern Europe, Russia and China have stag-

nated while our competitors are moving strongly ahead. Our sales to Eastern

Europe went from $820 million in 1974 to $483 million in the first half of 1975;

to the Soviet Union from $612 million last year to $525 million in the first six

months of this year; and to China from $820 million in 1974 to $147 million in

the first half of this year.
In our sales to the Communist nations, we are far behind other industrialized

nations and losing ground. In 1974, our exports to these countries were only 16

percent of the sales made by France, Germany, Italy, Japan and England. Our

share of the export market represented by the Communist nations is now less

than one-third of our share of the total world market. In the first 6 months of

this year, our share of the Communist market dropped sharply to 12 percent.
While our share erodes, the market is a growing one.
For example. Soviet imports from the United States and our five leading trade

competitors total $3.3 billion in the first 5 months of 1975, up 63 percent from the
$2 billion the Russians imported in the first half of 1974.
There appears to be a direct relationship between official credit support for

East-West trade and market share. During the first half of 1975—the period when
our share was falling off so sharply—our principal competitors were increasing
concessional lines of credits to the Soviet Union by nearly $3 billion. Their bi-
lateral lines of export credit to that country now total about $10 billion. Indica-
tions are that increased credit lines from our competitors while we entirely ter-
minated our credits put U.S. suppliers out of the picture on over $1 billion in
export orders we seemed likely to get during that period.
While Eximbank currently makes no new credit authorizations to the Soviet

Union, it does extend credit to three Eastern European countries, Poland, Yugo-
slavia and Romania. Over 3 years (fiscal year 1973-75) U.S. official commitments
through Eximbank to Poland, Romania and the U.S.S.R. now total about $648
million. In that same period our five principal competitors extended credits valued
at more than $14 billion to those three countries.
Our loan commitments to the Soviet Union, made over 15 months in 1973 and

1974 stopped at $470 million. One of our European allies has already made credit
commitments in excess of five times that amount, $2.5 billion in all. It is my esti-
mate that Germany, France, Japan, Britain, Italy and Canada have over $15 bil-
lion in outstanding commitments and credit lines to the Soviet Union, over 30
times our authorizations.
This is the background to an examination of the issues involved in East-West

trade. East-West trade is growing and will continue to do so with or without U.S.
participation. Japan and Europe are moving in aggressively to bid for this busi-
ness. We must decide then whether our balance of present policies toward East-
West trade are achieving the objectives we intended, or are producing entirely
different results.
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NATIONAL INTEREST CONSIDERATIONS IN EAST-WEST TRADE

The Soviet Union is an excellent market for the sale of non-strategic United
&ates technology, capital goods and equipment owing to its ambitious develop-
pent programs. In addition to the foreign exchange which would be generated
by these sales, and the improvement in our trade balance and the value of our
dollar, the United States economy would be benefited by the increased domestic

That 
and employment necessary to supply the Soviet market. It is estimated

that each billion dollars of export sales assisted by Eximbank in fiscal year 1975
supported, directly or indirectly, about 44,000 full-time U.S. jobs. Moreover, in-
creased exports encourage greater productivity and economies of scale which
accrue to the benefit of domestic consumers in the form of lower prices.
A good illustration of the mutual benefits provided by East-West trade is the

arrangement whereby Occidental Petroleum Company will construct facilities in
the Soviet Union for the production and shipment to the United States of nitro-
gen-based fertilizers while at the same time constructing facilities in Florida for
the production and shipment to the Soviet Union of phosphate materials. In ad-
dition to the export sale of $400 million of pipeline, storage tanks and ammonia
plant equipment, there is an expectation that the tankers required to ship super-
phosphoric acid from the United States and ammonia, urea, and potash from the
'Soviet Union, may be built here in the United States. Moreover, as more than
.$500 million will be invested in the United States in connection with the mining of
phosphate rock in Florida, it is estimated that approximately 3,000 construction.
jobs and 2,900 permanent jobs will be created. The most interesting aspect of this
arrangement, however, relates to the exploitation of the Soviet Union's plentiful
supply of natural gas to supply our own needs for nitrogen fertilizers derived
from that resource and the exploitation of our abundant supply of phosphate rock
to supply their needs. If we were to manufacture these fertilizers in the United
,States, we would be forced to draw upon our own natural gas reserve in amounts
large enough to heat 1.12 million homes, and by developing an additional export
market for our own phosphate materials, the deal contributes to a net surplus in
.our trade balance.
I recognize that there are certain considerations germane to East-West trade

which require particular attention and more than ordinary prudence. Our most-
obvious concern relates to the transfer of technology or equipment which may
have military or strategic potential to the recipient. However, the various licens-
ing procedures administered by the Department of Commerce are designed to
prevent the export of technology or equipment which could add to the recipient's
military or strategic capability.

Furthermore, if we were to withhold our technology and equipment from the
world market, we would lose roughly one-half of our nonagricultural export
sales. Needless to say, this is something we cannot do if we are to continue to
import the things we need and still preserve a favorable trade balance and a
sound dollar. The only serious question we face is where to draw the line with
respect to a particular foreign market.
I am not implying that these risks are imaginary. I admit that they present

very serious questions and that other aspects of East-West trade also provoke
legitimate concern. Trade with the Communist world involves unique problems
occasioned by state control of the economy and the related productive and finan-
cial institutions. A Western seller is rarely on an equal footing with a Com-
munist buyer in contract negotiations.
The 1972 United States-Soviet grain sales put us on notice that a planned

economy has an enormous advantage in dealing with a market economy, par-
ticularly a market economy with no-nonsense antitrust laws, and that we are
vulnerable to dislocations in our economy which can result from the exercise of
the concentrated buying power of a planned economy, particularly in the com-
modities area. We might very well have to improve our safeguard machinery to
insure that individual United States sellers will not unwittingly contribute to
the depletion of resources required for our own needs, thereby causing higher
domestic prices and the disruption of our productive and distribution systems.
A related problem involves the preference of certain Communist countries for

buy-back requirements. If Eximbank is requested to support the financing of a
U.S. export to a Oommnnist country and a buy-back arrangement is involved,
then it is inguglbent upon Eximbank to consider the net economic benefits to the
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United States. The export, of course, carries with it income, employment and
balance of payments benefits. But in our decision whether or not to approve
the transaction, we will want to be sure that we take into account the poten-
tial for any serious adverse effect for the U.S. economy.
The point I wish to emphasize, however, is that we should approach these

risks and problems with a view to balancing the opportunities and benefits and
exploiting those areas which provide maximum benefits. This is not an easy task
but one we must undertake unless we want to see our principal competitors walk
away with opportunities that could be ours.

PRESENT EXIMBANK PARTICIPATION IN EXPORT TRADE

Eximbank facilities are presently available to only three Communist coun-
tries: Poland, Yugoslavia and Romania. Authorization levels are as follows:
Poland $122 million; Yugoslavia $900 million; and Romania $57 million.
Between 1972 and 1974, Eximbank credits were also available to the Soviet

Union; however, since January 1975, the Bank has been prohibited under sec-
tion 402 of the Trade Act from making credit available to that country.

Section 402 also temporarily prohibited Eximbank activity for Romania dur-
ing 1975. After Congress approved the bilateral U.S.-Romania Trade Agreement
in July 1975, Eximbank resumed authorizations for Romania.
In summary, Eximbank authorizations to Eastern Europe and the Soviet Union

total approximately $1.6 billion at this time, or about 6 percent of our outstand-
ing commitments worldwide. If we exclude Yugoslavia, our total commitments
of approximately $650 million are less than 3 percent of our commitments
worldwide.

EXIMBANK LEGISLATION GOVERNING EAST-WEST TRADE

Since 1935, the statutory purpose of the Bank has been "to aid in financing and
to facilitate" United States exports. In 1971, that purpose was expanded by an
amendment to the Bank's statute which expresses the policy of the United 'States
"to foster expansion of exports of goods and related services, thereby contrib-
uting to the promotion and maintenance of high levels of employment and real
income and to the increased development of the productive resources of the
United States." Over the last decade, however, the Congress has placed a number
of limitations on the Bank's ability to implement this policy in connection with
exports to Communist countries.

Section 2(b) (2) of the Export-Import Bank Act of 1947 provides that the
Bank may not participate in export transactions with a Communist country
unless the President has determined that such participation would be in the na-
tional interest and reports his determination to the Congress. Following such
determinations, Eximbank facilities became available for exports to Poland
(1972), Romania (1971), the Soviet Union (1972) and Yugoslavia (1968).
However, additional legislation was enacted by the Congress last year to inhibit

further our ability to participate in East-West trade.
The President must now make a separate national interest determination under

Section 2(b) (2) with respect to each transaction in which the Bank would
extend a loan in the amount of $50 million or more.

Section 2(b) (3) prevents the Bank from finally approving a loan or financial
guarantee or combination of the two which exceeds $25 million for the expOrt
of goods or services ,"involving research, exploration, or production of fossil fuel
energy resources" in the Soviet Union unless it has submitted a statement to
the Congress "at least 25 days of continuous session" prior to the date of final
approval.

Section 7(b) was added to our statute for the purpose of limiting additional
loans and financial guarantees to the Soviet Union to $300 million, none of which
can be used for exports associated with the production of fossil fuel energy
resources and not more than $40 million of which can be used for exports asso-
ciated with research or exploration of fossil fuel energy resources. A related
limitation was incorporated in Section 613 of the Trade Act of 1974.

Section 402 of the Trade Act prohibits Eximbank from extending credit or
participating in the extension of credit to any nonmarket-economy country which
denies its citizens freedom of emigration. The President may waive this pro-
hibition with respect to a particular country if he certifies to the Congress that
he has received assurance from that country that it is taking steps to achieve

•
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freedom of emigration for its citizens. Currently, this prohibition applies to all
Communist countries except Yugoslavia, Poland and Romania.
To date there have been no transactions with Communist countries which fit

the requirements for Presidential determinations on individual cases Or for sub-
mission to the Congress under the other sections of pertinent legislation. We do
have one or two substantial applications under consideration which will require
individual Presidential determinations; a truck manufacturing facility and a
television picture tube plant both probably involving Eximbank credits of over
$50 million. Both of these eases will probably also involve total Eximbank in-
volvement of over $60 million so that they will be submitted to the Congress for
the 25-days of continuous session prior to our final approval.

E'XIMBANK PRACTICES IN EAST-WEST TRADE TRANSACTIONS

Eximbank neither favors nor disfavors buyers in Communist countries. We
evaluate them the same way we evaluate buyers in any other market. While
we are responsive to the basic foreign policy guidelines established by the Con-
gress and the Executive Branch, we are an independent agency and are required
to make our commitments in accordance with the statutory responsibilities as-
signed by the Congress to the Board of Directors of the Bank. Accordingly, we
apply the criteria incorporated in our statute in determining the creditworthi-
ness of a buyer and, if applicable, the viability of the related project.
We also take into account our other legislative directives such as those con-

cerning the effect of our programs on employment, domestic supply and the
competitive position of our exporters in foreign markets. Any transaction with a
Communist country in which Eximbank might participate has to reflect the same
reasonable assurance of repayment that is required generally, and the interest
rates, maturities and other terms are the same as those applied generally. The
related exports have to result in the same favorable impact on the U.S. economy
and provide as many jobs, and as much incentive to domestic production, as
exports to anywhere else.
Our disbursement procedures also follow the pattern which prevails generally

for all of our credits. Funds are disbursed directly to the supplier within the
United States and only for the items specified in the loan documentation. No
funds are placed at the disposal of the borrower.

Since World War II, the Communist countries with which we do business
have established a record of paying their commercial obligations when due. Their
eagerness to import Western capital goods and equipment constitutes a strong
incentive to maintain their credit standing. In addition, the size and strength
of the Soviet economy, its vast resource potential and the ability of Comecon
countries to channel resource usage to meet international financial obligations,
all contribute to the solid credit rating enjoyed by Eastern Europe. Poland,
Romania and the Soviet Union all follow a practice of organizing their major
project development in such a way as to provide for exports to hard currency
markets in a volume sufficient to cover the servicing of the external debt incurred
in connection with the project.

Although Poland, Romania and the Soviet Union do not publish all of the
financial data customarily published by the industrialized market economy coun-
tries, we have gathered sufficient data to make proper credit evaluations on the
transactions approved to date. Moreover, Poland and Romania have begun to
release more information to Western creditors as their external borrowings have
increased. Eximbank has no intention of relaxing its informational requirements
to accommodate the practices of any borrower country.

With respect to the question of whether specific goods or services might have
strategic implication, Eximbank relies on the decisions made by the appropriate
United States agencies which are responsible for implementing export controls.
As we are a bank and not a licensing agency, we do not participate in these
decisions.
As you know, the East-West Foreign Trade Board has been established under

Section 411 of 'the Trade Act, and I serve as a member of that Board. I am thus
able to participate in the coordination of our credit and other policies with re-
spect to East-West trade. Through this participation I can insure that Eximbank
operates in a manner consistent with our overall national policies. Moreover, that
Board has a statutory responsibility for reporting regularly to the Congress, and
this will give us an appropriate avenue for keeping the Congress abreast of policy
considerations generally while I continue to keep individual Committees of the
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Congress, and their respective members, fully informed as (to specific Eximbank
activity.
In addition to our budget presentations and regular contacts with Committees

of the Congress and their members about Eximbank activities, we publish peri-
odic reports which summarize our programs and actions—an Annual Report and
a semi-annual "Competitiveness" Report. The latter is responsive to the require-
ment in our statute that we support export credits on terms and other conditions
which are competitive with those available from governments whose exporters
are the principal competitors with U.S. exporters. This report describes in con-
siderable detail the forms of foreign credit competition, our competitors' activi-
ties in East-West trade, how Eximbank support compares with such competi-
tion, and our efforts to negotiate ways to minimize competition in government-
supported export financing.

THE NEED FOR EXIMBANK IN EAST-WEST TRADE

Some people ask why government credits should be made available to Com-
munist countries. Indeed, many people ask why government credits are necessary
in international commerce at all. The answers to these questions are to be found
in the nature of world trade itself.
Trade in many countries involves political and commercial risks which private

sources of credit are simply not prepared to take. These risks, at least in the eyes
of private exporters and banks, intensify in Communist countries. Moreover,
private capital is often not available in the amounts required to finance many,
large projects, such as large raw material mining installations. In other situa-
tions, commercial credit is not available for the maturities required if a project
is to be economically viable on its own. Once again, major power projects and
mineral resource development projects are cases in point.
Government credit should generally not be withheld for these types of projects

in Communist countries if such credit is available to other countries because proj-
ect economics and the limited capabilities of the private capital market require
such supplemental official financing.
In addition to the problems encountered generally in the private financing of

export sales, there are unique factors at play in financing exports to Communist
countries. Many commercial banks are concerned about the extent of their com-
mitments to the Soviet Union (and to a lesser extent Eastern European coun-
tries) because of the National Bank Act which prohibits banks from lending
over 10 percent of their paid-in-capital and unimpaired surplus to any single
borrower. In the 'Soviet Union and in most Eastern European countries there is
only one borrower—usually the Foreign Trade Bank. Even where loans are made
directly to foreign trade organizations, the guarantee of the Foreign Trade Bank
is usually required. Thus, the impact of the 10 percent legal lending limitation
is a significant factor in assessing the potential role of the private sector in
East-West trade. The combined legal lending limit of America's top 100 commer-
cial banks for any one Communist country is estimated at $2.5 billion. Eximbank
repayment guarantees alleviate the impact of this limitation as a bank is not
required to charge such a guaranteed credit against this limitation.
Commercial banks are working with borrowers in Eastern Europe to overcome

their lending limit problem by identifying an industrial borrower which repre-
sents a productive concern with obviously substantial capital assets, in contrast
to foreign trading organizations consisting of staff operations.
The guarantee of the Foreign Trade Bank may also be required in these cases,

but possibly only in the form of a foreign exchange assurance. One or two cases of
this type have been developed, but so far, the Controller of the Currency has not
been asked to rule on any specific case involving multiple borrowers in Eastern
Europe. A proper framework adhering to U.S. Government policy in this area
will have to be developed if this approach is to have much promise for the future.
In addition to the possible impact of the 10 percent legal lending limitation, our

exporters have to reckon with self-imposed limits which most commercial banks
have placed on their exposure in individual markets as a matter of internal policy,
based in part on the banks' perception of the political risks involved. An Eximbank
guarantee eliminates this concern.
Another obstacle in financing exports in Communist countries but which also

applies to other countries, is the Johnson Act or Debt Default Act of 1948. This
Act prohibits the making of loans by private parties in the U.S. to any foreign
government or representative acting for it while such government is in default
on obligations to the United States. As interpreted by a succession of U.S. At-
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torneys General, loans made for specific exports under terms customary in inter-
national trade are excluded from the prohibitions, as are export loans involving
Eximbank participation. However, there are criminal penalties for violations of
the Johnson Act which deter the mobilization in the United States of financing
for large projects which require sufficiently long terms to succeed, for fear that
the parties might be challenged as going beyond the export financing terms allow-
able under existing interpretations of the Johnson Act.

If the Johnson Act were to serve a useful purpose by encouraging East European
countries to resolve outstanding financial differences with the United States, then
its continued existence might be considered justified. However, the fact that it is
a criminal statute with vague generalizations concerning culpability, leading,
to a serious stunting of the growth of debt capital availability to support East-
-West trade, calls into question the usefulness of its continued existence.
The most compelling reason for expanding Eximbank participation in East-

West trade, however, is the need fo meet intense official credit competition from
the Bank's counterparts throughout the industrialized world. As I indicated
earlier, our principal competitors have made substantial commitments to support
exports to the Soviet Union: France has extended a $2.8 billion line of credit;
the United Kingdom has determined to support $2.3 billion of its exports; Italy
has approved $900 million in credit to support such exports; and Canada has
announced a $500 million line of credit. In addition, there are about $1.5 billion
in credit commitments from Japan for a variety of projects. Most of these credits
bear interest rates of about 7.5 percent. And most of these countries have similar
lines available in other East European Communist countries. Recently in some
of these markets we have seen official credits offered as low as 6.5 percent.

United States firms currently have projects involving more than $8 billion
of exports under active discussion and negotiation with the Soviet Union ex-
cluding the major energy deals. Commercial agreements relating to about $1
billion were nearing conclusion when the Trade Act forced Eximbank to shut
down operations in that market last year.
In the absence of official export financing from Eximbank, some of the com-

panies involved are likely to proceed with their projects by sourcing the related
equipment in Europe and Japan where they will have access to official export
credits. The United States, as a result, loses the employment and other economic
benefits we would reap from domestic sourcing. For example, the United States
contractors for certain fertilizer 'plants will probably build several multi-million
dollar ammonia complexes with equipment manufactured by their Japanese and
European licensees. Numerous suppliers have contacted us to describe how they
are losing business because of cheaper official credits being available elsewhere
for exports of capital equipment ranging from machine tools to heavy trucks.
Whenever possible they try to sell from the U.S., but the competition from foreign
credits leads them to source their sales abroad so they can use those credits.
The U.S.-Soviet Economic Council has identified 47 pending projects in non-

energy sectors which would involve approximately $8.4 billion in U.S. exports if
Eximbank financing were available. Without Eximbank participation, these same
projects will generate only $1.1 billion in U.S. exports, with the balance of the
orders going to competitor countries. Among the most important sectors, projects
in chemicals and related products would be worth $2.4 billion in U.S. exports
with Exim support, and a mere $240 million without the Bank's involvement.
Potenital U.S. exports of $1.8 billion encompassing various metals projects will,
according to the Council, simply vanish altogether without Eximbank avail-
ability.
Let me give you a few specific examples of what is happening in this regard.

A $30 million contract for mining shovels to the Soviet Union was lost by a
U.S. supplier because its licensee in Japan was able to obtain a low-interest
government loan.
An American paper company engaged in developing a pulp and paper complex

in the Soviet Union now plans to shift the purchase of some $800 million of the
related equipment from the United States to Canada, England, Finland and
France which have agreed to provide financing. This equipment, which includes:
5 paper machines and auxiliary equipment worth $150 million; bleaching plants,
lime kilns, and auxiliary equipment worth $80 million; electric-power generating
equipment worth $250 million; and structural steel, pumps and valves worth $70
million. It has been estimated that this lost export business could have supported
more than 35,000 jobs for American workers. It would also have strengthened the
worldwide competitive position of United States equipment suppliers and their
ability to meet growing world demand for pulp and paper equipment.
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Some United States firms may be able to justify the more costly dollar financing,
assuming they can raise it in the United States and Eurodollar private capital
markets, if they are offering equipment available only in the United States or
have substantial cost or technical advantages. However, there are very few
such goods. In most cases, the export will still go forward but the United States
firm will shift most of the manufacturing, with the attendant balance of pay-
ments and job benefits to Europe and Japan. The benefits to the United States
will be confined to royalties, management fees and, perhaps, the opportunity to
buy and market worldwide some of the eventual output.

POLICY CONSIDERATIONS

Eximbank can be especially useful in developing sound East-West trade rela-
tions as there has been a history of relatively few commercial transactions in
these markets. In more specific terms, past experience has shown that Eximbank's
role in East-West trade has been primarily that of a catalyst in initiating, pulling
together, and supporting various levels of financing. For most types of capital
equipment purchased by the Communist countries, medium- and long-term financ-
ing is critical. They are not exporting enough to pay cash in hard currencies
for the equipment and technology they want. Furthermore, as long as substantial
competition exists from government-supported credits in other major exporting
countries. Eximbank has a critical supporting role to play in facilitating United
States exports to the Communist countries.
In East-West trade, as in trade with other countries where Eximbank supports

United States exports, we expect that Eximbank's willingness to participate
with the private sector will help private financing institutions through the difficult
initial period so that the private sector will ultimately play a larger role in export
financing.

Eximbank's general approach to credit financing at this time is to balance
a number of factors: the Bank's overall cost of money; competitive terms and
interest rates offered by other official export credit institutions and foreign
governments; and the degree of possible participation by the private sector.
Our most recent pattern with respect to direct credits involves our direct partici-
pation in an amount equal to between 30 and 55 percent of the United States
costs, with a mean of about 40 percent, and interest rates within a band of 8%
to 91/2 percent geared to the length of the credit, with maturities appropriate
for the type of project and in line with customary practice in international trade.
On the other hand, our competitors have generally been covering 75 to 85 per-

cent of export costs with official support at a concessionary interest rate around
the level of 7.5 percent, although their maturities have not always been as
flexible as ours. While our higher interest rates have not been competitive with
theirs, we have done our very best to structure our overall financing packages
to remain as competitive as posisble without ignoring the various other factors
which guide our overall policies.
Because of the generally greater support provided by our principal competi-

tors, and because of disparities in the terms, rates and conditions they offer,
we are actively engaged in negotiations to harmonize the various credit terms
being offered by the principal industrialized nations. These negotiations are very
difficult because of the differences in our respective governmental credit and in-
surance systems, the different economic situations of our respective balances
of payments, pressures from domestic economic interests and different appraisals
of the world economic climate. However, we are perservering and we feel that
we have made some progress in at least getting our competitors to raise their
interest rates a little closer to the higher rates we charge. We are continuing
our negotiations and hope for even more progress.

PROSPECTS FOR EAST-WEST TRADE

The potential market for United States goods and services in the Communist
countries is very substantial. The 5-year development plans of these countries
contemplate major imports of capital goods and technology from the West. The
United States is second to none in these sectors, and our exporters should receive
their due share of their potential sales.
The Commerce Department, assuming a 15 percent annual growth rate, has

estimated that the Communist countries, including the Peoples Republic of China,
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could achieve an aggregate import volume in manufactured goods of $46 billion a
year by 1980. Over the 1976-80 period, such imports could total $175 billion. Com-
merce also estimates that in 1980 total United States exports could reach levels
of $2.4 billion to Eastern Europe, $3.1 billion to the Soviet Union and $1.7 billion
to the Peoples Republic of China.
It is clear that the Soviet Union has decided that the best way to accelerate its

economic development is to acquire technology, capital and management skills
from American, European and Japanese companies by offering them the oppor-
tunity to cooperate in developing the large ore and natural gas deposits and
the great forest resources which exist within the Soviet Union. In addition, they
seem prepared to offer opportunities to build production facilities which have
high energy and to which accessible and cheap raw materials can be transported
easily. American companies are very, interested in winning their share of these
projects, and they are actively negotiating for mutually beneficial arrangements.
The Soviet Union's internal needs and export aspirations are likely to provide

Western firms with opportunities to participate in new aluminum, ferro-alloy
and petrochemical facilities in Siberia. In these energy intensive operations,
power costs can run from 10 percent of total production costs to as high as 20
percent. As energy costs elsewhere in the world increase, the huge hydroelectric
plants in eastern Siberia having large amounts of unused capacity for producing
low-cost power can provide a critical competitive edge in manufacturing opera-
tions which are energy intensive. This Soviet advantage is multiplied in the case
of countries whose manufacturing facilities depend on imports of raw materials
which are readily available in the Soviet Union.

Obviously, there are competitive considerations here which deserve very careful
study and thought. If there is to be cooperation with the Soviet Union in the
energy field, for example, the price, supply and other advantages to our economy
should be such that the capital could not be used more advantageously in develop-
ing our own energy sources. On balance, the Soviet Union should also recognize
the importance of mutual economic benefits if it is to acquire the technology
and develop the foreign exchange earning capacity to permit the continued pur-
chases from the West which it seeks.
These cooperative projects can have several advantages from our viewpoint.

They could provide us with long-term supplies of energy and raw materials to
support our domestic needs. They would stimulate exports of larger volumes of
American capital equipment. The goods which would be produced by that equip-
ment would on the whole compete with imports from other sources rather than
with U.S. domestic production. And the close involvement of American industry
should provide some assurances of compatibility with United States domestic eco-
nomic interests.
I am not proposing at this time new Presidential national interest determina-

tions to make Eximbank facilities available in markets other than those for which
such determinations presently exist. Thus, I am speaking only of Poland, Ro-
mania, the Soviet Union, and Yugoslavia. However, the Soviet market, practically
speaking, is largely denied to our exporters because of the absence of Eximbank
facilities. If Eximbank facilities are not made available to help finance United
States exports major requirements set forth in the Soviet Union's current five-
year plan will simply be filled elsewhere.
The President has advised Congress that he believes remedial legislation on

official credits and Most Favored Nation tariff treatment for the Soviet Union
and other Communist countries is urgently needed. I have suggested some of the
economic benefits to the United States economy in terms of production, employ-
ment and raw materials supply that can flow once Congress has acted.

CONCLUSION

It is clear to me that expanding economic cooperation through East-West trade
is in our national interest. In weaving a fabric of peace, mutually beneficial trade
is an important thread, and Eximbank can play an important role in helping U.S.
business participate.
The nature of world trade is undergoing a change which, in my opinion has vast

implications for our economy and for our policy on East-West trade and export
financing. Trade has become less a matter of exchanging products and more a
matter of cooperative development in which technology and capital from one
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country are applied to the development of raw materials and low cost energy in
another in order to efficiently produce goods which are marketed world wide. We
see examples of such arrangements in huge petrochemical, paper, natural gas,
and mineral projects in the Soviet Union, Poland, the Middle East, Latin Amer-
ica, Africa, and Indonesia.
The exchange of products is basal on price and production advantages which

have become increasingly temporary in character as technology moves rapidly
around the world and as advanced countries can adopt or otherwise catch up with
improvements in production methods in a few years. On the other hand, efficient
energy sources, such as hydropower, and proximity to raw materials and markets
are more permanent advantages. The Soviets are offering cooperative arrange-
ments to develop and market their natural gas, their pulp and timber and their
coal through the application of their cheap hydropower and to apply such power
to the production of aluminum and ferro alloys for sale worldwide. These projects
require vast amounts of capital, but they have the potential for commanding a
correspondingly vast share of the world market.

If the United States does not fulfill its potential role in the East-West trade,
I am concerned that we will lose not only valuable export sales but also the
opportunity to participate in the experience of producing and marketing the
products to be derived from this activity. In short, I am afraid that this economic-
process of cooperative development, production and marketing will bring Europe,
Canada and Japan more closely together with Eastern Europe, the Soviet Union
and China, as well as the less developed world, and that we can find ourselves
outside looking in with respect to a substantial sector of the world economy._

MAY 23, 1975.
Hon. GERALD R. FORD,
The President, The White House,
Washington, D.C.
DEAR Mn. PRESIDENT: The Secretary of State's recent statement in St. Louis

about the importance of U.S. alliances with other industrial democracies was most
welcome.
I urge you at the NATO Summit meeting in Brussels to take up the impact of

credits from the industrial democracies for the Soviet Union on its military
capabilities. This subject 'begs for cooperation between the NATO nations and
some appreciation of the military, as well as the commercial, consequences of
continued large-scale credit for the Soviet Union. It has a GNP second only to
our own, is now the world's foremost oil producer and enjoys a substantial and
growing payments surplus.
Through COCOM attempts are made to coordinate export policy with respect

to goods and technology of military significance to the Soviet Union. At present no
mechanism exists to coordinate credits for the Soviet Union. Indeed, the industrial
democracies, the U.S. government temporarily excepted, are competing among
themselves to extend more subsidized credits to the Soviet Union for exports
which typically are for the development of Soviet technology and industrial
capability. Only rarely is the West afforded access to the Soviet consumer market
for finished goods.

Such credits take on the character of foreign aid and assist the Soviet Union
to develop its military capabilities. They have directly assisted the development
of such facilities as a truck factory with obvious military potentials. They also.
release Soviet capital resources for purely military objectives.
It is incongruous for the United States and its allies to subsidize, directly and

indirectly, the development of Soviet military capabilities and deprive themselves;
of capital resources with which to develop their own military and industrial
capabilities.
As it is now, the industrial democracies are competing among themselves, on

the one hand to diminish their burdens of mutual defense, while on the other hand
to aid in the development of Soviet military and industrial capabilities. As you
know, the United States has already extended about $1 billion in subsidized
credits to the Soviet Union. Our allies are doing likewise. Some coordination
among the allies might diminish the pursuit of inconsistent ends, perhaps upon
some understanding that credits will be made available through a consultative
process as progress with the Soviet Union is achieved on such large issues as
mutual and balanced force reductions, SALT and peace in the Middle East. It
could lead to a relaxation of tensions between East and West.
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The disarray among the industrial democracies is disturbing and too remi-
niscent of times past. I, therefore, urge you to take up the subject of credits for
the Soviet Union at the meeting in Brussels. I believe that your trip is most timely,
symbolically important, and am hopeful you can achieve progress on the sub-
stantive questions.
With the highest regards,

Sincerely,
WILLIAM J. CASEY.

Senator INOUYE. The hearing will resume at 10 o'clock tomorrow
morning in the same room, and our first witness will be Robert S.
Ingersoll, Deputy Secretary of State.
[Thereupon, at 12:40 p.m. the hearing was recessed, to reconvene at

10 a.m. the next day.]
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AMERICAN ROLE IN EAST-WEST TRADE

FRIDAY, DECEMBER 12, 1975

U.S. SENATE,
COMMITTEE ON COMMERCE,

Washington, D.0 .
The committee met at 10:04 a.m. in room 5110 Dirksen Senate Office

Building, Hon. Daniel K. Inouye presiding.
Senator INOUYE. This morning, we shall resume our hearings on the

"American Role in East-West Trade: Prospects, Problems and Issues,
1976-80."
Yesterday, we received the testimony of the Secretary of the Treas-

ury, Mr. Simon, the Secreary of Commerce, Mr. Morton, and the
Chairman of the Export-Import Bank, Mr. Casey.
We shall proceed with the testimony of other witnesses repre-

senting the administration.
As our first witness today, I am pleased to welcome once again to

our committee the distinguished Deputy Secretary of State, Hon.
Robert Ingersoll.

STATEMENT OF ROBERT S. INGERSOLL, DEPUTY SECRETARY OF
STATE; ACCOMPANIED BY KEMPTON JENKINS, DEPUTY ASSIST-
ANT SECRETARY, CONGRESSIONAL RELATIONS

Mr. INGERSOLL. Mr. Chairman, I am pleased to have this opportunity
to appear before the committee today to speak about the role of East-
West trade in our foreign relations.
As you are aware, our relations with the Communist countries en-

tered a new phase more than 3 years ago. Progress in political
relations was marked by the Berlin settlement, advances in the arms
control negotiations, and the Moscow summit in the spring of 1972.
This opened the way for progress in trade and economic relations
which led to the conclusion of the commercial agreements with the
Soviet Union later that year.
Not only in the U.S.S.R., but in China and Eastern Europe as

well, we have regarded the development of trade and economic rela-
tions as the natural outgrowth of political progress.
The development of East-West trade brings important economic

benefits. Our exports of industrial and agricultural goods to this fast-
growing market still represent less than 3 percent of our total ex-
ports, but they create earnings for American firms and jobs for our
farmers and workers. These countries are sources of valuable raw
materials, like metals and petroleum products.

(85)
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The economic benefits of this trade have been described by other
participants in these hearings in detail.
East-West trade also improves the environment for future prog-

ress on political issues. Trade relations, like cultural and scientific
relations, can bring expansion of contact, continuing interchange, and
a degree of interdependence which contribute to the growth of shared
interests, greater stability and mutual restraint.
We must be careful, however, to assess the political implications of

East-West trade realistically.
We should not overestimate the political leverage we can obtain

from our economic relations with these countries. The U.S. share in
East-West trade is relatively small. For the vast majority of traded
(roods, the Communist countries can find sources of supply outside the
United States.
In order to insure that any of the special restrictions we may place

on trade and financial relations with Communist countries are effec-
tive, we should keep our policies and practices reasonably consistent
with those of other western industrialized countries.
We should also not try to tie individual trade transactions to specific

political concessions—for example, concessions on arms control issues.
The temptation to do this can be great if we have something to sell that
the other side wants very badly.
Even if political concessions could be extracted in this way, they

would be likely to evaporate once the terms of the commercial transac-
tion had been met. We would then be left with a business deal in which
we had given away some real economic benefits in return for vague
political promises.
Trade transactions, like political and arms agreements, must be able

to stand on their own merits.
We also have to remember then neither the United States nor its

allies, who are heavily engaged in trade with the Communist world,
nor the Communist countries themselves, are prepared to relinquish
basic interests or fundamental principles for the sake of trade.
We recognize that Communist governments, some more than others,

engage in practices which are incompatible with our ideals. We and
the Communist states still regard ourselves as engaged in a struggle
between antagonistic systems.
But the existence of differences between us and the Communists,

profound as they may be, should not deter us from cautiously seeking
ways to discover and cultivate our common interests. This applies to
restraining the strategic arms race, to dealing with the global prob-
lems of food, energy, and the environment, and to the expansion of our
trade and economic relations.

It also contributes to confining the struggle between our systems so
that we may avoid resorting to force and armed conflict.
If we approach East-West trade in this realistic way, I believe that

it can have an indirect, but broad and long-lasting payoff. It has bene-
fits above and beyond the sum total of the transactions involved. Over
time, increased trade can erode the autarkic tendencies of the Com-
munist countries and tie them more closely into the world economic
system.
East-West trade can have a real impact on the economies of the

Communist countries and on their economic decisionmaking. To in-
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crease their exports to the United States, as all of them, and especially
the Soviet Union, wish to do, they must devote resources and skills to
production and marketing of the kinds of goods and services which are
salable on the American market.

Increased acceptance by these countries of the responsibilities in-
herent in more normal trade relations would reduce their capacity for,
and their interest in, disrupting the trade and economic system created
by the Western countries over the past 30 years.
Thus, over time, U.S. trade with Communist countries can help to

build a continuing relationship—a relationship which the Communist
countries have an interest in maintaining and which they would find
costly to repudiate. In this way, trade adds an element of restraint and
stability to our overall relations. -
The failure to permit trade to develop normally not only reduces

our potential economic gains, but also inhibits progress toward these
political goals.
It is logical that if we seek to expand trade with the Communist

countries over the coming years, we will need at the same time to
develop a structure of policy and legislation to support this expanded
trade. Such a structure must permit steady progress toward more
normal relations on the basis of mutual benefit.

Since not all problems can be foreseen, the structure must also
permit the resolution of disputes and take into account the very basic
differences between market and nonmarket systems.
The Trade Act of 1974 offers such a structure. It provides that most-

lavored-nation tariff treatment can be extended to nonmarket economy
countries only on the basis of a trade agreement.
Such a trade agreement must provide safeguards against the possi-

ble disruption of our markets; it must protect industrial property
rights and copyrights; it must ensure arrangements for the settle-
ment of commercial disputes; it must facilitate trade promotion; and
it must be subject to suspension or termination for reasons of national
security.
To protect our security interests, the present structure of unilateral

and multilateral strategic export controls must also be maintained.
Some changes in existing legislation are required, however, if we are

to create a legal structure which will permit improvement in our trade
relations with the nonmarket economy countries. For example, we
-favor legislation to allow for nondiscriminatory, nonconcessional fi-
nancing of trade which is essential to the maintenance of our competi-
tive position.
We also favor modification of section 409 of the Trade Act to give us

greater flexibility in our relations with Czechoslovakia.
Since the Johnson Debt Default Act of 1934 no longer serves its

original purpose of protecting American investors against defaulting
governments, consideration might be given to its repeal.
The repeal of section 511 of the Trade Agreements Extension Act

of 1951 which embargoes the importation of certain furs from the
U.S.S.R. and China would remove an obsolete impediment to trade.
In last Europe, the effect of existing legislation has varied from

country to country. Poland and Yugoslavia with which the United
States has had GATT relations for a number of years were exempt
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from the provisions of section 402 of the Trade Act, and our trade and
political relations with those countries have continued to progress.
Romania, continuing to pursue its independent foreign policy,

negotiated a trade agreement with us under the provisions of the Trade
Act, and so the general improvement in United States-Romania rela-
tions noted over several years continues.
Hungary, Bulgaria Czechoslovakia, and the GDR, following the

Soviet lead, have stated that they are not prepared to negotiate trade
agreements under the emigration provisions of the Trade Act. Al-
though U.S. trade with most of these countries has increased in recent
years in the absence of MFN, the full potential of their markets
cannot be enjoyed by American exporters so long as we are not in a
position to extend MFN to their products coming into our country.
It is not easy to quantify these losses, but we do know the extension

of MFN is clearly encouraging trade expansion with Poland and
Romania where total trade turnover in each case is expected to triple
between 1974 and 1977.
Our inability to proceed toward normalization of trade relations

with these other four countries reduces our flexibility and our capacity
for developing appropriate and effective policies. It thus involves not
only economic loss for both sides, but also a political irritant.
The Trade Act has not directly affected our trade or political rela-

tions with the People's Republic of China. The Shanghai Communi-
que of 1972 continues to serve as the framework for the development
of our trade. At this stage of our relationship with the PRC, a broad
understanding of how trade relations should develop is not yet attain-
able.
The administration fully supports the objectives of section 402 of

the Trade Act and we share the views of those who believe that the
United States must work to bring about increased emigration from the
U.S.S.R.

Since the passage of the Trade Act, both the United States and the
U.S.S.R. have tried to sustain trade. We have, however, paid an
economic and political price in opportunities lost. The rise in overall
trade in 1975 points not to a continuing dynamism in our commercial
relationship, but to greatly increased grain sales and deliveries of in-
dustrial goods ordered before 1975.
Several major projects have been diverted from American companies

this year, and in some cases we have been told plainly that the switch
was politically motivated. 

cases,
we have cut off the flow of Govern-

ment-sponsored credits to the U.S.S.R., Western Europe and Japan
have been competing with each other to offer more, and the total avail-
able to be drawn on is now some $10 billion.
Not surprisingly, trade flows along the same lines as these credits.

Since the last Eximbank loans were extended in May of 1974, the U.S.
share of new Soviet orders of machinery and equipment from Western
countries has fallen from its 1973 level of about 22 percent to about
14 percent in the first '10 months of 1975.
Our inability to use the facilities of the Export-Import Bank to

finance our trade with the Soviet Union also has broader implications.
Providing access to Exim facilities is not a one-way concession. Exim
loans are tied to U.S. exports and to specific projects, whereas the
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credits that the Soviet Union can obtain commercially at only slightly
higher interest rates are not.
Through the Eximbank, we can also control the flow of credit in

ways that we cannot in private financial markets.
Our inability to grant most-favored-nation treatment to the Soviet

Union also involves lost opportunities. The Soviets would prefer to
pay for their imports with increased exports, instead of financing them
with costly credits. By discriminating against Soviet exports, we limit
the expansion of our mutual trade.
In doing so, we inhibit the growth of our own exports, and we forego

some of the indirect political benefits that come from an expanding
trade relationship. The absence of MFN also makes long-term projects
in which repayment takes the form of products produced less attractive
with the United States than they are with other countries which apply
nondiscriminatory tariff.
An additional economic price has been the cessation of Soviet pay-

ments of their lend-lease obligations. The lend-lease agreement reached
in 1972 provided for the payment of three installments, totaling $48
million, by July 1, 1975. These have been paid in full. The repayment
of the balance of $674 million was made conditional on our granting
most-favored-nation tariff treatment to the Soviet Union. This will
not be paid until MFN is extended.
Finally, the trade agreement would have protected American in-

dustry more fully against market disruption resulting from Soviet
imports. It would also have encouraged the use of procedures for the
arbitration of commercial disputes. These benefits are not available
to us as long as the agreement remains in abeyance.
We regret these lost opportunities. We also recognize, however, that

Soviet emigration policies are a matter of continuing concern to the
public, the Congress and the administration. The future evolution of
these policies will be watched closely. We share the urgent desire of the
Congress to find a way out of the dilemma which will achieve our
primary humanitarian purpose. Our concern for basic human rights is
lasting, not transient.
We hope to work closely with the Congress, not only on overcoming

the legislative impasse, but on all aspects of our economic relations
with nonmarket economy countries. Congress should play a key role
in East-West trade as it does in other areas of trade policy.
We would welcome any suggestions for improvements in the con-

sultative arrangements between the administration and the Congress
so that we can work more closely together.
In addition to our efforts to develop an overall structure of policy

and legislation to support the expansion of East-West trade, there are
times when we need to develop special arrangements to deal with
special problems. One such special case was the grain agreement which
Undersecretary Robinson signed in Moscow on October 20.
It is designed to deal with the recurrent problem of the sudden,

large grain purchases which the Soviets make when their harvests fall
short of their needs. These purchases have periodically disrupted world
markets, pushed up prices, and forced the President to impose
various ad hoc restrictions on grain exports.
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The Soviets have agreed to purchase at least 6 million tons of grain
per year, and they can purchase an additional 2 million tons without
goVernment-to-government consultations. More, of course, can be
purchased on the basis of such consultations.
We are not obliged to sell if our grain supply falls below a specific

level. Sales will be at market prices prevailing at the time of the
purchase. The agreement involves no U.S. Government credits.
Under this agreement, our farmers will be able to take adantage of

the large Soviet market on a regular basis without price effects
harmful to the American consumer. At the same time, the T7nited
States-Soviet Maritime Agreement which is still under renegotiation,.
but which we hope will be renewed before the end of the year, enables
U.S. shipping to carry a fair share of the grain cargoes at profitable
rates.
The grain agreement is a positive step in our relations with the

Soviet Union. It encourages a long-term interrelationship between
our two economies, involving implicit political constraints.
The Department of State played a role in the negotiation of the

grain agreement that was consistent with the role we play in other
areas of international economic policy. Undersecretary Robinson led
our negotiating team, pursuant to instructions developed in the White
House by an interagency team. He worked closely at every stage
with the Department of Agriculture, relying heavily on the expertise
and sound judgment of the Assistant Secretary of Agriculture, Richard
Bell, who was with him in Moscow.
We decided that it was appropriate to conclude this as an executive

agreement instead of a treaty. It does not affect U.S law, and no new
legislation is required to implement the commitments that we made.
We also had a strong interest in obtaining a firm Soviet commitment
upon signature.
At the time we signed the grain agreement, we exchanged letters

of intent with the Soviets on an agreement for the supply  oil.
We expect these negotiations to begin in the near future.
The oil agreement, we envisage, would give us an option, not a

commitment, to purchase up to 10 million metric tons of Soviet crude
or petroleum products each year. This would represent about 200,000
barrels per day, only 3 percent of our annual imports.
We should not, however, underrate the significance of such an agree-

ment. It would mean a net increase in the amount of oil available to
the free world and would represent a further diversification of our
sources of supply.
Although the U.S.S.R. is now the world's largest oil producer, with

production averaging about 9.5 million barrels per day, we do not
expect it to become a major oil exporter. Its exports are now 2.3 million
barrels per day. Most of this goes to Eastern Europe. Unless the Soviet
Union can exploit major new sources, we expect its exports to diminish
in coming years as its own economy develops and its consumption in-
creases accordingly.
It is not realistic to expect the Soviets to give us a sizable discount

on the oil that they sell us. They do, after all, have other potential
hard-currency buyers, and we are not giving them a discount on our
grain. However, the price will have to be set at a level that we find
satisfactory in order for the purchases to be made.
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In conclusion, the Department of State continues to believe that the
Peterson report of August, 1972, is the proper guide to our economic
relations with the Soviet Union and Eastern Europe. The report states
that:

Closer economic ties bear both cause and effect relationships to relaxation of
political tension. Improvement in political relationships is a prerequisite for
improved economic relationships, but, once in place, economic ties create a com-
munity of interest which in turn improves the environment for further progress
on the political side.

If political accords with the Communist countries are to endure, they
must be buttressed by concrete progress, by tangible benefits, and by
economic self-interest.
If we are to preserve the gains of the recent past, we must improve

the basis of our trade and economic relations with the Soviet Union
and other Communist countries. As Secretary Kissinger said in his
testimony before the Senate Foreign Relations Committee last year:
"We face an opportunity that was not possible 25 years or even a

decade ago. If that opportunity is lost, its moment will not quickly
come again. Indeed, it may not come at all."
In sum, I believe that we must take additional steps to promote both

liberalized emigration and improved economic and political relations
with the East. If you in the Congress share this view, I hope that you
will make suggestions as to how and when we should proceed in order
to move toward both these goals. They need not be contradictory ob-
jectives as long as we concentrate on the results we seek and are
pragmatic in the approach we adopt.
Thank you, Mr. Chairman.
Senator INOUYE. Thank you very much, Mr. Secretary.
We have prepared a series of questions which we wish to submit to

you for your careful consideration and response. However, I have a
few questions I would like to ask at this time.
Your statement suggests that it would be unwise for this country to

tie political and military considerations to trade agreements; that
trade agreements should be able to stand on their own merits; and that
it would be unwise to link them with political strings.
I believe you expressed this concern when you opposed the action

taken by the Congress to tie the matter of Jewish emigration to trade.
How do you, in that light, rationalize the administration's position
on the trade embargo to Rhodesia?
Mr. INGERSOLL. The trade embargo to Rhodesia?
Senator INOUYE. The State Department has strongly opposed any

action taken by the Congress to continue and maintain normal trade
relations with Rhodesia because of Rhodesia's internal racial policies.
Mr. INGERSOLL. We are following international policy there as estab-

lished by the U.N. Security Council. And we are actually following
our commitment to abide by certain Security Council resolutions in
that respect. It is for this reason we favor repeal of the Byrd amend-
ment.
Senator INOUYE. I am sure you will agree with me that when it comes

to the United States itself, we pick and choose, don't we?
In recent days, out of 10 resolutions, how many are we supporting?
Mr. INGERSOLL. Well, I haven't counted the 10.
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Senator INou yE. It seems to me every time I pick up the paper, the
U.N. is passing a resolution condemning the United States. This morn-
ing, Mr. Moynihan in strong, emotional tones, condemned the action
taken by one of the committees which reported that we were maintain-
ing a vast military presence in the Virgin Islands to subjugate the
Caribbean people when we had only 14 Coast Guard men.
I don't suppose we support that resolution.
Mr. INGERSOLL. No. I think there is a difference between U.N. As-

sembly resolutions, many of which are made for political headlines,
and the U.N. Security Council resolutions in which we have a veto.
The General Assembly has only recommendatory powers except in
the case of certain matters internal to the U.N. such as those concern-
ing the U.N. budget—including assessments of member states—and
elections to U.N. bodies. While the charter obligations of U.N. mem-
bers place them under a moral obligation to give Assembly recommen-
dations due consideration, particularly in the case of recommendations
that a member state has supported, Assembly resolutions entail no
legal obligations except for those internal matters referred to above.

Senator INOU YE. Was that the rationalization we have adopted—
that it is international law?
Mr. INGERSOLL. Actually, there are few decisions the U.N. can make

that we could consider legally binding. The Security Council has acted
only once to impose sanctions under chapter VII when it decided on
economic measures against Southern Rhodesia. The United States then
issued an Executive order implementing this decision as far as the U.S.
Government and corporations are concerned. This action was, however,
partially vitiated by Congress with the Byrd amendment which the
Department considers puts us in violation of our legal obligations
under the charter inasmuch as it permits the purchase of chrome from
Rhodesia. The United States also considers itself—and other U.N.
members—legally bound to pay its regular assessments to the U.N.
(The same applies to assessments for those specialized U.N. agencies
to which we belong) . These are the main examples of U.N. decisions
that we consider to have legal force.

Senator INouyE. I just can't avoid mentioning the matter of the
Johnson Debt Default Act. In recent weeks, we have spent many hours
discussing debt default as it relates to the city of New York. And we
have placed horrendous conditions upon the people there. We have
insisted upon steps being taken by that city that we have never asked
any other foreign country to take.
Why is it so wrong to just keep this in there? This is almost like

New York City Debt Default Act, only it applies to other governments
rather than cities of the United States.
Mr. INGERSOLL. You mean why is it not in our interest to continue—
Senator INOUYE. To be consistent in our policies.
Mr. INGERSOLL. The Johnson Act has been so amended and inter-

preted that it now applies only to certain Communist countries—
Czechoslovakia, Hungary, Poland, and the U.S.S.R.—and it prohibits
only certain kinds of private credits for those countries. It is a discrim-
inatory and obsolete impediment to the private financing of East-
West trade, and I favor its repeal.
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Senator INou rt. Don't you think we should retain it, so that it would
be our policy to encourage countries to clear their debts with us to
the maximum extent?
Mr. INGERSOLL. I think that it may give us a signal 
Senator INOU YE. I am the chairman of another subcommittee, For-

eign Operations Subcommittee, which deals with the moneys for for-
eign countries. And in recent days, it has been a time of great difficulty
for me. We will soon begin deciding upon grant programs for coun-
tries, and we have yet to take a hard look at any country.

Recently, with one stroke of the pen, we decided to clear India of an
outstanding debt amount of almost $1 billion because it was in our best
interests. But here in the case of New York, we have made it very clear
that if you are not able to balance your books, if you don't raise your
taxes, if you don't do such and such by a certain date and if you don't
pay by a certain date, then, you are going bankrupt.
I have some great difficulties explaining this to my constituents.
Mr. INGERSOLL. The Indians are still obligated to pay their dollar

debts to us. These were in local currencies.
Senator IrtotryE. The local currencies, but it cost us that much to

get the local currency.
Mr. INGERSOLL. They were loans extended to the Indian Govern-

ment for food aid. And the amount of the debt was such that it was
considered that it would not be repaid in the foreseeable future and
was a debt hanging over the Indian Government that would be very
difficult for them to perhaps ever pay. It converted a loan to a grant
to a country that has been short of food for a long time.
Senator INOU YE. I can understand the position taken by the Gov-

ernment, but I found it rather difficult to see the consistency in the
treatment accorded our friends abroad and our own American citizens.
Mr. INGERSOLL. Well, I think it is a matter of extending, you might

say, grant aid or humanitarian aid to those that probably cannot sus-
tain themselves, and we do so within this country. We extend grants
to many people as charitable grants.
I have not been involved in the domestic discussion with New York

City, but I don't believe they are involved yet in a charitable institu-
tion. And, therefore, I assume the administration doesn't think that
they quite compare with some of the grants we have made for humani-
tarian purposes.

Senator INOUYE. I am sorry I brought this up, but there is an
anomaly in our treatment of foreign countries and of our own
municipalities.
Mr. INGERSOLL. I can understand your concern.
Senator INOUYE. There has been a number of cases—the most promi-

nent one involves the Fiat operation in the Soviet Union—that have
proved unprofitable and, potentially for the Western firm, commer-
cially unsound.
Assuming that the administration does not want to support or en-

courage bad transactions or unfeasible transactions, what criteria does
the U.S. Government use to determine whether certain transactions
should be discouraged or encouraged both for the welfare of the com-
pany and the general public?
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Mr. INGERSOLL. Well, I am not fully acquainted with the standards
used by the Eximbank, but I assume that they rely upon the com-
panies to negotiate a sound arrangement for whatever sale they are
making.
The Fiat arrangement, I happen to be acquainted with because I

visited that plant, and it is a good plant. But I am not sure the Fiat
Co. made too much out of it. In that case, it was a matter of design-
ing an automobile and equipping the plant for production of that.
And the Fiat Co. permitted certain terms in the agreement which made
it difficult for them to come out with a profit.
I think that most of the projects that the U.S. companies are in-

volved in involve a matter of selling equipment and not guaranteeing
a turnkey plant such as this one was with the Fiat Co.
And I think that the U.S. companies are the 'better judge of what

the terms are upon which they can make a profit than any govern-
ment agency. I would imagine we would have to rely upon them for
that.

Senator INOUYE. Yesterday, my colleague Senator Cannon pointed
to the policy of the Eximbank to provide low-interest loans to foreign
countries to purchase our commercial passenger aircraft, which in
turn would be used to compete with American-flag carriers overseas.
American-flag carriers are required to go to the domestic market and
pay a higher interest rate to buy these jets, thereby placing our air-
planes at a disadvantage. How would you rationalize this?
Mr. INGERSOLL. Well, I think in all those cases, and when I was in

Japan, I was involved in some of those sales as Ambassador there, they
involved the competition with other manufacturers throughout the
world.
The sale is going to be made. The terms of sale offered by foreign

manufacturers usually are comparable or even more favorable than
ours. Our economy benefits by the employment given to American
workers for the construction of those plants, and I believe that we
should continue to support those manufacturers because of the bene-
fit it gives to our economy.
We are not going to change the credit terms that are extended to the

foreign airlines because the credit extended by other countries is as
favorable or more favorable than that of the Unted States.
Senator INOUYE. Are you suggesting that there are foreign aircraft

manufacturers which are truly competitive to our Boeing and Douglas
aircraft, 707, 747, and such at this time?
Mr. INGERSOLL. Yes.
Senator INOUYE. I have been given the impression that dollar for

dollar, pound for pound, yen for yen, there is nothing in the world
today that can really compete with our passenger planes. That is why
you see our planes flying all over the world.
Mr. INGERSOLL. I think that has been true but I think there are

planes now, particularly for wide-bodied, short-range use, such as the
European Airbus, that are fully competitive and getting the orders.
I know of recent orders where the U.S. companies have lost out. It
may be that the credit terms that we extend and the Eximbank terms,
while not too far from commercial rates at the present time, are not
as favorable as terms extended by particularly the European countries.
Senator INOUYE. I can understand when the competition is keen, we
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might be able to use this financial subsidy, but where the competitionis nonexistent, I don't see the necessity for providing favorable credit.Mr. INGERSOLL. I can understand that qualification, and in terms oflong-range aircraft, I think the United States still is superior. Butairlines in recent months are buying for flights within, say, Europe orAfrica or Asia. And we are hit with very tough competition both onperformance as well as on credit terms.
In those cases, I think we should extend Exim loans.
Senator Nov IE. I can see the justification to this. Yesterday, theSecretary of the Treasury, Mr. Simon, noted that the major indus-trialized Western nations have expressed a desire to expedite an agree-ment to prevent export credit competition. What is the present statusof the negotiations?
Mr. INGERSOLL. Well, I think that those countries that have bankssimilar to our Eximbank are in the process of trying to develop whatis considered a noncompetitive rate structure of interest rates so thatthe terms of the loans will not be the determining factor in the sale ofproducts.
We have not been able to get full agreement by these foreign exportcredit banks, particularly in the terms of the credits and in the per-centage of the total transaction for which they will extend a loan.At the present time, our general policy has been to extend 35 to 4()percent of the 'purchase price from Exim 10 percent on a downpay-ment, and the balance from commercial banks. Our foreign competi-tors will extend up to perhaps 80 percent from the Exim equivalent.And it is in that range where we are noncompetitive, and we do notseem to be able to influence these foreign banks to maintain the samekind of standards that we do.
Senator Noy YE. Are you optimistic, sir?
Mr. INGERSOLL. No I am not, not in getting them to come down toour level. Of course, we could go up to theirs, but I am not sure that isin our best interests either.
Senator INour.E. I note that Executive Order 11846 of March 27provides that the Secretary of State shall advise the President andprepare the necessary documents with respect to freedom of emigra-tion and related extension of MFN tariff treatment. What role doesthe East-West Foreign Trade Board play in this area?
Mr. INGERSOLL. The East-West Foreign Trade Board must carryout the terms of the 1974 Trade Act. And they do not implement thediscussions with respect to emigration. That is conducted by the StateDepartment.
But those talks, as you are well aware, have not been productivesince the first of the year. Members of the Senate and the House visitedMoscow during the summer, and I think they learned some of the con-cerns of the Soviet Union with respect to the terms of the Trade Act.
We hope that out of these hearings which you are conducting, theremay be found a solution which will enable us to not only extendMFN to the Soviet Union and Eastern European countries, but tofind a way to improve emigration of Jews from the Soviet Union.
Senator INOUYE. Does the Trade Board provide any input or playany role in advising the President on MFN or emigration matters?
Mr. INGERSOLL. It does. Although, as I say, it does not have muchflexibility under the present Trade Act.
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Senator INOTJYE. You have indicated in your statement that it would
be desirable to have strong congressional support if we are to develop
and unify the United States position on trade policy. Do you have any
suggestions as to what should be done to achieve a consensus? Do you
see any participation of congressional delegations in negotiations or
procedures for providing prior consultation? Or should the Congress
come in after the fact?
Mr. INGERSOLL. I think these hearings will provide a basis for the

policy decisions that Congress should make in conjunction with the
administration. And from that base, 

then, 
consultation should take

place with the appropriate committees of Congress as negotiations
are underway.
I think the executive branch of the Government should maintain its

responsibility for the actual negotiations. But as in the case of the
grain agreement we recently made with the Soviet Union, there was
considerable consultation with Congress as this was going on both
before and after. And I think this is the manner in which such negotia-
tions should be carried on.

Senator INouyE. The grain agreement you mentioned was brought
into being by executive agreements. Why didn't you decide on the
treaty route instead? Is an executive agreement enforceable?
Mr. INGERSOLL, Yes, it is enforceable. As I mentioned, there was

110 requirement for any new legislation. And our particular interest
was in being able to sign the agreement at the same time that we
reached the agreement with the Soviet Union so it would become
binding.
If it were subjected to the treaty process, it might have been delayed

to such a time that it might not have been concluded.
Senator Not) yE. That's part of the democratic process, isn't it?

It might be slow, but are you not desirous of having congressional
participation?
Mr. INGERSOLL. There was congressional participation. And the

general terms of the agreement were discussed with the various com-
mittees of Congress. We think that in that type of a negotiation—in
fact, I think most trade negotiations—it is not feasible to discuss all of
the details or submit all of the details for congressional approval as
the negotiations are proceeding.
Senator INOUYE. As I indicated, Mr. Secretary, we have additional

questions we would like to submit to you for your response. I also
have questions from Senator Stevenson which I hope you will respond
,to.

Mr. INGERSOLL. I will be glad to, sir.
Senator INoU YE. Senator Buckley?
Senator BUCKLEY. Thank you, Mr. Chairman.
I am sorry, Mr. Secretary, that I couldn't be here for your presenta-

tion. We have several rings operating simultaneously in this circus.
I have glanced through it, but I would like to concentrate on a couple

of areas having to do with the interplay of political considerations and
trade.
One of the arguments that has been advanced by the State Depart-

ment against conditions such as the one which the Senate attached
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to the trade bill last year is that, on the basis of subtle, discrete
diplomacy, we could achieve greater results than the bludgeon that
the Congress attached.
I know that in December of 1974, in his appearance before the

Senate Finance Committee, Secretary Kissinger reported on assur-
ances that had been received from the Soviet Government as to their
intention to maintain a policy of permitting free emigration in num-
bers that would reflect the numbers of people who wanted to emigrate
from the Soviet Union.
Now, in point of fact, there has been a decline in the emigration

from the figures of 1973—a rather significant decline. And after the
nature of the assurances had first been disclosed I believe in early
November—and at the time the Senate acted, I happened to be in the
Soviet Union, and I heard firsthand from a number of people in the
Jewish community and other communities who wished to emigrate,
that, coincident with the announcement that an understanding had
been achieved, the Soviet authorities had increased their repression on
people seeking to exercise the right of emigration in an attempt to
scare off applicants.
What reason is there to believe, therefore, that if the Senate had gone

along with the State Department's recommendations, there would in,
fact have been an increase of emigration?
Mr. INGERSOLL. Well, I think the record of emigration from the start

of our efforts to increase the number, beginning in 1970, of a total of
1,000 and going up to 1973, a total of about 35,000, all of this was
achieved through what we term quiet diplomacy, encouraging the
Soviet Union to increase emigration.
They also responded to specific cases that were brought to us by

members of the Jewish community. All this was done in diplomatic
conversation with the Soviet Union.
Beginning in 1974, the idea of tying MFN to emigration began to

become very much of a public issue in the press and in the Congress.
And I do not know what went on within the minds of the Soviet
leaders, but I can imagine that they resented the fact that we were
trying to interfere in their internal affairs through leverage that we
thought was sufficient to force them to agree to the numbers that were
then being discussed.
The Soviets, as I understand it, still say that nearly all those who

wish to leave the Soviet Union are permitted to do so.
Senator BUCKLEY. Which, of course, is a lie.
Mr. INGERSOLL. The indications are that there might be more that

wanted to leave if the conditions existed under which they could
leave.

Senator BUCKLEY. Well, I spoke to an awful lot of people who
wanted to emigrate but certainly have not had permission. As a matter
of fact, I carried to West Germany a list of 2,500 Volga German
families, which had sought to leave but were denied permission.
But let us just go into another case. The case of Romania. It is not

true that the Congress authorized MFN for Romania with an under-
standing that there would be a liberalization of emigration there?
Is it not also the fact that despite those assurances, there has been a
decline in emigration from Romania?
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Mr. INGERSOLL. No; I don't believe those facts are true, Senator. I
believe that emigration has increased, and I think the Congress is
_going to review those figures before June of next year.
I don't know where you get the figures.
Senator BUCKLEY. Perhaps my information is wrong, but I am in-

formed that whereas we had a rate of about 3,700 in 1973, we were
down to about 2,000 in 1974.
Mr. INGERSOLL. I would like to have Mr. Jenkins comment on this

if I may.
Mr. JENKINS. Senator, we recently had our Ambassador from Ro-

mania, Harry Barnes, back here and had some meetings with people
both in the Senate and House to discuss the performance of Romania
under the trade agreement in terms of emigration. Mr. Barnes pointed
out to among others Senator Ribicoff, the fact that the number of ap-
plications and number of people who had been granted permission to
leave has in fact increased in terms of the percentage of applicants,
and not only in terms of emigration to Israel, but also in terms of
cases being allowed to come to the United States, there has been a
dramatic increase.
Mr. INGERSOLL. Your figures may be looking at the early part of the

year before the agreement was in effect. But the recent trend, Senator,
has been upward.
Mr. JENKINS. We also have had the comments and testimony from

Rabbi Miller and other leaders in the Jewish community in this coun-
try who have found the Romanian performance in fact has been quite
good.
Senator BUCKLEY. I am afraid we have five bells up there now. We

have to run to vote, but I would like to come back if I may.
Senator INOUYE. Mr. Secretary, would you remain here? We will

be back in about 10 minutes?
[Recess.]
Senator INOU YE. We shall resume our hearings.
Senator Buckley?
Senator Btrowy. Thank you.
I believe we were on the subject of Romania.
Mr. INGERSOLL. And emigration.
Senator BUCKLEY. At the time of the interruption.
I do have some figures here, Mr. Secretary, that indicate that about

3,700 people left in 1973, 3,700 in 1974, and then a month-to-month
breakdown for 1975 does show an upsurge, a very dramatic upsurge.
I will just quote figures.

January, 70; February, 45; March, 100; April, 80; May, 50; June,
210; and July, 430. And it was at the end of July that the Congress
approved the MFN for Romania. Then, in August, we go back to 250;
September, 295; October, 360; and November, 125. December, an ex-
pectation of less than 50.
So if we compare 1975 with the prior year, we find that just over

2,000 people will have left, or about 45 percent less than in each of
the 2 prior years.
Mr. INGERSOLL. Well, our evidence of improvement in the Romanian

emigration comes primarily from our Ambassador and from the Jewish
community who have been monitoring this. There are a fewer number
of applicants who want to emigrate from Romania now that they know
they can get out any time they want to.
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It may be not convenient to move and sell their house immediately.
They want to wait until they can dispose of it. There may be other
reasons. But the indications are that there has been a considerable
relaxation of, you might say, harrassment or inability to make applica-
tions. The percentage of applications granted to those made has
increased.
We do not think that you are going to be able to monitor this from

the standpoint of numbers themselves because there isn't such a large
reservoir of those who want to leave Romania as there was in some
past years.
And I think the best indication is from the Jewish community with-

in Romania as to whether or not those that want to leave can leave.
And we have received indications from them that there is a consider-
able improvement, and they are satisfied with the progress that is being
made.
We will be glad to keep you informed on how this progresses. We

have been keeping some of the other interested Senators informed, and
we would be glad to keep your office informed, sir.
Senator BUCKLEY. I would appreciate that.
I would just note for the record in June 1975, Rabbi Miller in-

formed, I think, the Congress that the Association of Romanians
in Israel had estimated that there were 10,000 of their relatives who had
applied to leave Romania. So this does suggest the volumes that at one
point at least expressed a desire to leave.
Mr. INGERSOLL. Yes. Rabbi Miller has been involved in the evaluation

of the results since July. And he has at least told us he is satisfied
with the progress that is being made.
We also understand that in Israel itself the number that they would

like to see leave has at least come up to their expectations.
Senator Buck-I-Ky. Thank you. Romania, of course, is Romania, and

the Soviet Union is the Soviet Union. I do know that when I was in
Moscow in November of 1974, I was informed by Andrei Sakharov
as well as leaders of the Jewish community that they anticipated a pos-
sible rise in the percentage of people who had already applied who
would be permitted to leave followed by a dramatic decline in applica-
tions.
The dramatic decline would have nothing to do with the feeling

of the individuals that as they could leave at any time or that they
need not be in any hurry, but rather because of the pattern that had
already been initiated before the Congress acted—intense harassment,
ripping out phones picking up off the street, extended to not only
people who applied, to their relatives, employers, anyone they were
connected with.
In other words, these pressures would dry up the supply.
I would like to move on now to another area. Remember, I remain

a skeptic in this general field. What is it that we have to gain in
effect from increased trade with the Soviet Union?
I go on the following premises, and if my premises are unreason-

able, please do not think you are insulting me by pointing out the lack
of reasoning.
The Soviet Union seems to interpret detente in quite a different way

from the way people in the United States are apt to. My understand-
ing is that they have announced explicitly that they regard detente
as merely a shift of the ongoing struggle to the end between the Corn-
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munist system and the free world except that instead of manifesting
the struggle through military confrontations, they move on to political,
economic, and other areas.
It is also my understanding that the Soviet Union is devoting an

incredible portion of its GNP into expanding and modernizing every
branch of the military capabilities, conventional as well as strategic.
It is further my understanding that the Soviet economy as far as

consumer goods
' 

agriculture and so on, can be charitably described
as in shambles. At least, they are falling further behind even in their
own satellites. It is reported that the Soviets are desperately anxious
not only for our goods on favorable terms, but most particularly for
our technology.
Now, would it not follow that to the extent that we make it easy

for the Soviets to meet their domestic consumer needs, including food,
they are able to continue their extraordinary concentration of their
own resources on military matters?
Mr. INGERSOLL. Well, first, I would agree with you that they have

stated they intend to continue the struggle between our ideologies. I
think we intend to as well from the standpoint of espousing 
Senator BUCKLEY. I am not sure we do. I would have to disagree.

I don't think we are on the offensive.
Mr. INGERSOLL. Well, I hope that we will continue to espouse our

way of life, and I think we should.
Senator BucTo-,F.y. But they talk of competition in a different sense, I

believe.
Mr. INGERSOLL. Perhaps so. But they have been continuing their

increase in military efforts over the years, the past 20 or 30 years. So
that any increase in trade with us does not necessarily mean there will
be a further increase in their military effort.
I think also that if the consumer demand in the Soviet Union—and I

understand it is significant—is permitted to be fulfilled that there
will be more pressure for more consumer goods. And as the general
public in the Soviet Union enjoys a better standard of living, there
will be more pressure for a diversion of effort from, heavy industry
and military equipment to the consumer sector.
By providing technology and equipment that can produce consumer

goods, I think we are enhancing that drive of the Soviet citizen to
have a better life. I think as they have a better life and have a stake
in greater prosperity that they would have less tendency to want to
disrupt the world community.
And I think it is on that basis that we believe that we should trade

with them and that we should help them build up their consumer
economy particularly.

Senator BUCKLEY. You mean the Soviets would be less likely to en-
gage in adventures in Angola and places like that as the consumers of
American products.
Mr. INGERSOLL. We would hope so.
Senator BUCKLEY. Frankly, I am not sure I am persuaded that the

Soviet citizenry is able to exert the kind of /influence over the Soviet
leadership that your discussion suggests or that economic well-being
necessarily creates conditions in which people seek peace.
I am just thinking of the German example where Germany in effect

declared war on its principal trading partners.
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I know much of the argumentation focuses on the symmetry of
benefits we have in trade. Is it not true that the net economic benefits
derived by the United States are marginal at best in comparison with
the very large gains that the Soviets stand to gain, especially in terms
of transfers of technology?
Mr. INGERSOLL. I didn't hear that last.
Senator BUCKLEY. Transfers of technology. In other words, if you

are trying to draw an economic equation, the quid pro quo, they have
fare more to gain from trade than we have.
Mr. INGERSOLL. I think that is a matter of the terms of any sale that

is made between the United States and 
Senator BUCKLEY. I am talking about the total economies of the two

countries.
Mr. INGERSOLL. Well, I say the same thing. If the terms of any par-

ticular sale do not give economic benefits to the seller, then I don't
think the sale should be made.

Senator BUCKLEY. I am not talking about the seller; I am talking
about the economic benefits for the U.S. economy as a whole.
Mr. INGERSOLL. Ours is larger in GNP than theirs. And, therefore, a

single sale by us represents a lower percentage of our total economy
than it does with them if that is what you mean.

Certainly, we benefit in jobs and profit gained by manufacturers
whenever we make a sale, whether it is to the Soviet Union or anybody

,else. The terms that are negotiated certainly are considered by the
seller as adequate for his compensation.
And this is the free market system. The Soviet Union may feel that

they are getting a greater benefit. But most sales agreements have a
mutual benefit. Otherwise, they do not continue to exist.
Senator BUCKLEY. Perhaps between the direct participants, but I

am asking whether or not it is in the interests of the United States to
provide special export financing at preferential rates and the likes to
a system that has declared its lack of friendship for our system and
that continues to invest huge amounts into military hardware that
can only have a destabilizing- influence on the security of the world.
Mr. INGERSOLL. Well, at the present time much of the technology

that we have is available to them from other sources, from Europe,
Japan, Canada, or Australia. And I think that all we do is deny the
United States the benefits that might be gained from this trade and
the political benefits that I have described.
Senator BUCKLEY. I would agree that there are any number of par-

ticular items that are available other than from the United States. On
the other hand, is it not correct that because of our size which tends
to be comparable to the size of the Soviet Union, we have developed a
certain capacity in terms of complex systems and scale and so on that
really uniquely we are able to provide, capacities that the Soviet Union
perhaps uniquely is able to absorb?
Do we not have in other words, something to sell that cannot be

secured from other countries?
Mr. INGERSOLL. There are some high technology items which we

refuse to sell them for that very reason. And this is controlled within
our Government through the procedures and also in conjunction with
other highly developed nations through Cocom where we all agree to
the degree of technology that we will transfer, not only to the Soviet
Union, but to other Communist countries.
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Senator BUCKLEY. I am not talking about it in that limited sense,
but rather our capacity to bring things together in a very large scale,
a complete system of technology.
I would like to cite as an example the Kama River truck plant. My

understanding is that the United States uniquely could supply the
overall manufacturing capability in terms of knowhow, technology,
and so on, to bring all of this thing together into a plant that could
produce 150,000 trucks per year.
This was something that European manufacturers and so on who

participated in that project couldn't do.
Mr. INGERSOLL. I don't believe that is true, Senator, because I happen

to have been involved in the early stages of that before I came into the
Government. And I was acquainted with some of the efforts that were
made by the Soviet Union to get a turnkey contract from some manu-
facturers in the world. General Motors was approached, Ford Motors,
International Harvester in this country, Mercedes in Germany, and
other countries in Europe.
They found out that there wasn't any one company that would take

on the entire project. And they have had to buy piecemeal the various
elements of the project. And whether or not we could have transferred
it, we didn't. Nobody elected to pursue that.
But I don't believe we are the only county that could have done it

even if somebody had decided to do so.
Senator BUCKLEY. My understanding is that our critical contribu-

tion was the management ability to integrate these things into a single
operation.
Mr. INGERSOLL. Oh, no. I don't believe that. I think that there are

companies in Europe that could do the same thing and were considered,
were offered the opportunity. They declined to do so just as our com-
panies did.
Senator BUCKLEY. I do believe, Mr. Secretary, that there is a differ-

ence of opinion there. And perhaps we can explore that later.
Mr. INGERSOLL. Well, you may be referring to a computer that was

offered to them by the United States. I mean the American companies
competed for sale of a computer there. There were opportunities from
other countries to supply the computer, and the technology is avail-
able in the other countries.
We happened to have won out on that, and the transfer of that

particular computer went through the procedures in our Government.
And with the safeguards that were applied and accepted by the Soviet
Union, it was felt that we could make that sale.
This is the only integrating force that I understand exists there

because this is a computer required to schedule and control the oper-
ation. That is what you may be referring to.
Senator BUCKLEY. I am referring to more than that, and I shall

mention some examples at a later time in which America is able to
compete in this world despite higher labor costs because, among other
things, we can bring NASA programs together and things of that sort.
We have a high capacity, as I understand it, to coordinate highly com-
plex individual operations into a whole.
Mr. INGERSOLL. You are talking about the management techniques?
Senator BUCKLEY. That's right.
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• Now, my understanding also is that the Soviets have a very large in-
terest in turnkey operations, to have the Western firms, United States
or other, set up a gas liquification plant or some other thing.
Let us get back to the Kama River truck plant. That plant will have

a capacity of 150,000 trucks per year. My understan_ing is that our
domestic capacity is 100,000 trucks per year.
Mr. INGERSOLL. It depends upon the size truck you are talking about.
Senator BUCKLEY. Is my figure correct?
Mr. INGERSOLL. We produce about 2.5 million trucks, but not of that

size.
Senator BUCKLEY. Now, is it correct that 150,000 trucks of this size

far exceed the capacity of the. Soviet infrastructure to absorb?
Mr. INGERSOLL. You mean the market in the Soviet Union?
Senator BUCKLEY. Yes; infrastructure.
Mr. INGERSOLL. You mean the production infrastructure?
Senator BUCKLEY. They will be producing far more trucks than they

can normally use.
Mr. INGERSOLL. I am not sure that that is true. They have a great

need for transportation. Their highway and their rail system is not
adequate to take care of all their transportation needs. I think a great
many of these trucks are to be used in construction. They are very
large trucks. They are to be used in construction of dams, canals, what-
ever it may be, as well as transportation.
Are you making the point that they might divert this to military

use? Is that the idea?
Senator BUCKLEY. Military and export.
Mr. INGERSOLL. Well, I think that is perfectly proper if they want

to export a truck or if they want to—
Senator BUCKLEY. What I am getting at is the proposition which

people who are encouraging trade talk about—establishing long-term
markets for American goods that create long-term employment in the
United States. I am just wondering to what extent the turnkey ap-
proach adopted by the Soviet Union may not in effect create short-
term American jobs and also long-term competition.
And earlier in answering the chairman's questions, you referred to

the Fiat experience. My understanding is that Fiat is now encountering
competition in Western Europe with Fiats produced in Russia by
essentially a slave-labor system.
Mr. INGERSOLL. In the United States as well. They are considering

importing some of those cars here.
But I think the amount of competition is relatively minor. The

demand for cars in the Soviet Union is overwhelming, compared to the
capacity they have, probably the only time they export is when they
want to get some hard currency.
It is not a very large percentage of their production or very large

amount of the market in Europe or the United States.
Senator BUCKLEY. But with respect to the 150,000 heavy trucks, my

understanding is that the existing highway system—gasoline, pumps,
and so on—is such that this exceeds the short-term absorbtive capa-
bility of the Soviet Union.
Mr. INGERSOLL. I think the same thing is true of the automobile

production, but we hope it might require them to put more of their
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resources into construction of roads, repair shops, all that goes into the
infrastructure for automobiles and trucks and not devote so much
to military industry.

Senator BUCKLEY. Do you really believe that shift will take place?
Mr. INGERSOLL. Well, the pressures are certainly being created. That

Togliattigrad plant is turning out about 121 cars a day, and I think
as those get around the countryside, there are going to be demands for
increased services for those cars very definitely.
Senator BUCKLEY. Thank you, very much.
Thank you, Mr. Chairman.
Senator INOUYE. Thank you, Mr. Secretary. We appreciate it very

much.
Mr. INGERSOLL. Thank you.
[The following information was subsequently received for the

record:]

The HON. DANIEL K. INOUYE,
Chairman, Subcommittee on Foreign Commerce and Tourism, U.S. Senate.
DEAR SENATOR INOUYE : I am enclosing our replies to the written questions

that you forwarded with your letter of December 18.
I enjoyed the chance to participate in your hearings, and I hope that you

will not hesitate to ask if we can be of further assistance to the Committee.
Sincerely,

Enclosures.

THE DEPUTY SECRETARY OF STATE,
Washington, D.C., January 16, 1976.

ROBERT S. INGERSOLL.

Question 1. The Congress has been widely critized for linking the granting
of MEN and emigration issues. Why, however, does this differ in principle from
the linking of trade and political objectives in detente policy?
Answer. I agree that trade is linked to the political objectives of our policy

toward the communist countries, and in my statement at your hearing on
December 12, I tried to explain the nature of this link. As I said then, I
believe that trade can, over the long run, have a positive impact on Soviet
behavior by eroding their traditional policy of autarky and by tying them
more closely into the world economic system. Trade can help to build continuing
relationships which the Soviet Union has an interest in maintaining, and would
find it costly to repudiate. In this way, trade can contribute to restraint and
Stability in our political relations.
On the other hand, attempts to tie trade transactions direcly to specific political

concessions are not likely to succeed, especially when we try to extract con-
cessions on matters that the Soviets consider to be within their domestic juris-
diction. Specific trade initiatives should be weighed primarily on their own
merits. It is unreasonable to expect the Soviets to pay fair compensation for
goods and services and then to attempt to exact concessions in unrelated fields
As well. It is by the judicious management of economic relations in an overall
sense that we can hope to foster restraint in Soviet international behavior.
This will also help create a climate allowing us to seek the amelioration of
humanitarian problems.

Question 2. In view of the impasse which we have reached in our political
relations with the Soviet Union generally, specifically in Angola and Somalia, at
the SALT and at the MBFR talks, is it still the view of the Administration that
detente has worked? If it is, please specify those areas in which detente has led
to an accommodation between the U.S. and U.S.S.R.
Answer. First of all, we would hesitate at describing US-Soviet relations in

the three fields you mention—Angola, SALT, and MBFR—as being at an "im-
passe." Progress has been made, and we remain confident that those problems
which remain will be resolved. The very concept of SALT talks was once con-
sidered impossible, but they have led to several important agreements which have
enhanced nuclear stability. As the Secretary has said, 90 per cent of SALT II
issues have been settled. MBFR is entering a more active phase with the intro-
duction of new proposals. Angola remains a matter of great concern, which we
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are following closely. The point is that all of these issues would be much harder
to deal with without the policy of active engagement with the USSR called
"detente."
Beyond these issues, there are other areas in which our relations with the Soviet

Union have been made more productive and advantageous for both sides. One
example is Berlin, which used to be a focal point of recurring East-West crises
but in recent years has been relatively quiescent. In the Middle East, while Soviet
behavior has not always been helpful in promoting measures which contribute
to the cause of peace, it has been generally restrained and less disruptive than in
the past. Finally, of course, in our bilateral relations we have advantageous
cooperative endeavors underway with the Soviet Union in a variety of areas such
as preventing incidents at sea, cooperation in health, and protection of the
environment. In the economic _field, we have just concluded a longterm agree-
ment on Soviet grain purchases and a maritime agreement of considerable benefit
to American shipping and maritime union interests.

Question 3. Would you specifically but succinctly describe the objectives of our
East-West trade policy?
Answer. Our objectives are—

To create a measure of interdependence through expansion of trade, so
that the East develops an interest in creating and maintaining political
conditions which make trade possible;
To secure the benefits of trade for our workers, producers, and consumers;
To protect our national security through strategic export controls;
To protect our firms and workers against unfair import competition;
In the long run, to engage communist countries in world markets and the

multilateral trading system.
Question 4. Would you say that our commercial policy has developed principally

within a political context or has it been left to the private sector? Should our
East-West commercial policy be left solely to the private sector, other than those
issues involving national security? If it has been left to the private sector, how
has the Administration been able to adjust and reconcile private interests to the
national interest? What criteria are used in this process?
Answer. The possibility of conflict between private interests and the national

interest is not unique to East-West trade. The Government sets commercial policy
where the operations of private firms might run counter to the national interest as
determined by our political process. In many areas, governmental commercial
policies are applied worldwide, and East-West trade, as well as trade with non-
communist countries, are affected. Among these areas are tariff policies (the
communist countries to which tariff policies apply are Yugoslavia, Poland, and
Romania, which enjoy most-favored nation status) ; Eximbank lending policies
(which affect those same three countries) ; antidumping laws and laws on coun-
tervailing duties; non-tariff regulations on imports; short-supply controls on
exports; laws and regulations on shipping, air transport, and fisheries; and the
like. In addition, the Government sets commerical policy specifically toward the
Eastern countries in a number of important fields. The Government regulates the
export of goods and technology which have potential military application. The
Government provides special safeguards against disruption of our markets due to
imports from communist countries, both under Section 406 of the Trade Act of
1974, and bilaterally in the trade agreement with the Soviet Union (now in
abeyance) and that with Romania. We have negotiated improved facilities and
market access for our firms operating in the USSR, Poland, and Romania. Under
law, the Eximbank has never extended financing to communist countries unless
a determination is made by the President that the extension of financing is in
the national interest.
At the same time, there is natural and healthy reluctance, based in part on

the traditional relationship between the Government and private industry, to
expand governmental decision-making into areas where historically the market-
place has operated. These areas include the determination of prices; the deci-
sion to import, to export, or to produce and consume at home; the decision to
lend or to borrow, and on what terms; the decision to sign or reject a contract.
There is a general presumption that the national interest is served when private
firms decide these matters on the basis of their own commercial considerations.

It is true that the marketplace may function imperfectly, and when it does,
governmental intervention may be helpful. Large, sporadic !Soviet purchases can
disrupt the normal operation of the free market in a manner detrimental to our
overall national interests. The enormous fluctuations in Soviet demand for
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grain, the ability of the Soviet Union to mask its requirements, and the inflexi-
bility of supplies of grain at certain times during the crop year, combined in
1972 and 1975 to produce such disruption. The U.S.-U.S.S.R. long-term agree-
ment on grains, by stabilizing annual Soviet purchases within a certain range,
should prevent similar situations in the future. At the same time, the grains
agreement does not attempt to inhibit the market from determining the price
which the Soviets, or other buyers, will pay. Public and private interests are
thus reconciled.

Question 5. A centrally planned economy, particularly of the size of the Soviet
Union and PRC, has many advantages over foreign firms and can play com-
panies and countries off against one another. Do you think that the United
States should act to enhance the bargaining power and leverage of American
companies dealing with non-market nations? If so, how? Secretary Simon noted
that the major industrialized Western nations have expressed a desire to ex-
pedite an agreement to prevent export credit competition. Would you please keep
this Committee informed of all further significant efforts to limit export credit
.competition.

Answer. Non-market nations conduct their foreign trade through state-owned
:foreign-trade organizations, or PTO's, each of which has a monopoly on trade
in the products assigned to it. It is often argued that FTO's, as monopoly buyers
or monopsonists, enjoy an advantage in bargaining with competing would-be
suppliers, particularly in large markets such as the Soviet Union or the PRO.
The Soviets in particular are noted for employing a negotiating technique

'which, especially when first encountered, is distressing to the American busi-
Iiessman. It is common practice for a Soviet FTO to solicit bids from several
potential suppliers, and then to play competitors off against each other. This
whipsawing is not unique to U.S.-Soviet trade, and indeed may be employed by
American firms dealing with each other. However, the Soviets, operating in sec-
recy on the basis of calculations known only to themselves, seem to have a special
propensity and talent for using this tactic.
On the other hand, Soviet PTO's exhibit a marked preference for dealing

with known suppliers. Once a Western company wins a Soviet customer, the
FTO is likely to remain a buyer for some time. The strong interest of the Soviet
state in "long4erm arrangements" inhibits its use of whipsawing.

If East-West trade transactions showed a pattern of low profits for the Western
partners, this would be evidence that the Soviet Union and other centrally planned
economies consistently hold bargaining advantages. This evidence is lacking.
Companies which find the return on business with the Eastern countries unsatis-
factory can be expected to turn to other areas in which the returns are higher. Al-
though an FTO has monopsony power in its own market, that market is often
small in global terms. To the extent that size does confer bargaining power,
American corporations, especially those which control important shares of the
world output of a given product or service, are well positioned to hold their own
in negotiations. And private firms, not the U.S. Government, are competent judges
of their own interests. Government intervention is required only when the ac-
tivities of private firms run counter to the national interest, a point discussed
above in response to question 4.
The question has often been asked whether U.S. anti-trust laws prevent Amer-

ican companies from forming bidding consortia or otherwise associating to
strengthen their bargaining position against state-trading monopolies. In fact,
no antitrust ease related to East-West trade has ever been brought by either
the Justice Department or the FTC. Our antitrust laws are designed to protect
American consumers land American competition. They would not prevent the for-
mation of certain consortia or associations for the purpose of bargaining with
foreign monopolies, so long as United States domestic or foreign commerce is
not affected. The Webb-Pomerene Act (15 U.S.C. Sections 61-65 explicitly per-
mits the formation of associations to engage solely in the export trade, provided
that such associations, register with the FTC, and that their activities are not
in restraint of trade within the United States or of U.S. export trade.
With regard to our negotiations with other Western countries on export cred-

its, we have hopes that agreement will be reached. The Treasury Department
has the leading role in these negotiations, and I am sure that a request to Under
Secretary Yeo for information on the talks will receive a full and prompt
response.

Question 6. Do you believe that on the whole American trade with the non-
market countries has been beneficial to the U.S.? On what criteria do you base
your answer?
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Do you believe that the U.S. should make periodic, comprehensive assessments

of the overall benefits of trade with the east bloc nations? What criteria should

we use in making this evaluation?
Answer. We can assess the benefits of trade with nonmarket countries by

referring to the objectives of our East-West trade policy and examining to what

extent these objectives have been or are being achieved.
Although our trade with nonmarket countries is only a very small percentage

of our world trade, the gains to our producers and consumers have been sub-

stantial. The expansion of trade with these countries has opened new markets

of great promise for many American firms and is. providing substantial numbers

of new jobs. Our earnings of foreign exchange from exports to these countries

have increased our capacity to import from around the world. Our large trade

surplus with the nonmarket nations—$1.5 billion in the first ten months of 1975—

Strengthens our balance of payments and adds to the value of the dollar.

Achievement of our political objectives is much more difficult to assess. Trade

is only one factor, and not necessarily a decisive one, in our overall relations with

the communist countries. Even so, the expansion of trade does appear to have

given both sides an interest in preserving the trading relationship and the politi-

cal conditions which make trade possible. The benefits which flow from this

mutuality of interest are inherently difficult to measure. They often consist of

actions not taken and confrontations which do not occur. Nevertheless, ever since

it became clear that the U.S.-U.S.S.R. trade agreement would not enter into force,

both sides have tried to maintain trade. The bilateral mechanisms, such as the
Joint U.S.-U.S.S.R. Commercial Commission, created to foster trade, were not
dismantled. The governmental commercial offices opened by each country in the
other remained in place. The political understandings—including those on Ber-
lin, on limitation of strategic arms, and on the basic principles of U.S.-Soviet rela-
tions—which made the expansion of trade possible, have not been abrogated.

It has also been our objective to assure that progress in trade relations keeps
pace with progress in political relations, reinforcing past accomplishments in the
political field and improving the environment for future progress. Again, assess-
ment is inherently difficult. Impediments to the improvement of our trade rela-
tions with many of the communist countries have limited the flexibility of our
trade policy. Where these impediments have been overcome or do not exist, as
is the case with Romania and Poland, a good political relationship has indeed
served as a base for improved trade relations, and progress in trade relations
has helped to encourage further advances in the political field. Even in the
Soviet Union, where the impediments to improvement in trade relations are most
keenly felt, the growth of trade has accompanied an easing of tensions and an
increased willingness on the part of the Soviet Union to cooperate with us on a
broad range of economic and political issues.
Reports on elements of our trade and trade relations with the communist

countries are submitted to the Congress quarterly by the East-West Foreign
Trade Board and the International Trade Commission under the Trade Act, and
semiannually by the Department of Commerce under the Export Administration
Act. Other studies, such as the recent Department of Commerce report on the
U.S. role in East-West trade, appear from time to time. These reports do not
attempt to assess the political benefits which may be derived from East-West
trade. A comprehensive assessment of benefits, which would include non-economic
issues, could be undertaken only in the context of a general report on U.S. rela-
tions with the communist countries. This could be attempted, but the difficulty
in quantifying political gains would make it of doubtful utility as a measuring
device. It would also complicate our relations with the countries concerned to
cite political advantages believed to have been gained as a result of trade.

Question 7. We have seen in certain cases, such as the 1973 Agricultural Co-
operation Agreement (provision relating to forward estimates of grain data),
that the Soviets have always adhered precisely to the provisions of agreements.
What should the U.S. response be to Soviet non-compliance?
Answer. Under Article II of the U.S.-U.S.S.R. Agricultural Cooperation Agree-

ment of 1973, both sides committed themselves to exchange forward estimates
of production, consumption, demand and trade of major agricultural commodi-
ties. So far, the Soviets have declined to give us forward estimates of their pro-
duction and trade of grain. On repeated occasions at meetings of the Joint Com-
mittee on Agricultural Cooperation and of the Joint Working Group on Agricul-
tural Economic Research and Information, we have pressed the Soviets to give
-us this information. The Soviets have replied that they understand "forward
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estimates' to mean the kind of long-term projections that are contained in their
five-year plans, which they have given us.
Some progress was made at the most recent meeting of the Joint Committee in

Moscow last October, when the Soviets agreed to consider ways to satisfy the
U.S. more fully on this point in the future. We will keep pressing for concrete
results.
The Soviets have implemented other aspects of the Agricultural Cooperation

Agreement fully. About fifteen U.S. delegations have travelled to the U.S.S.R.
each year to study various aspects of Soviet agriculture, including the progress
of spring and winter wheat crops. A comparable number of Soviet delegations
come here each year to study U.S. agriculture. Over time, in the context of the
long-term U.S.-U.S.S.R. grain agreement and the discussions on an international
grain reserves scheme—in which the Soviets are participating—the Soviets may
provide us more information about their reserves, crop forecasts and trade.

Persistent pressure on the Soviets for compliance is the way we are dealing
with the Agricultural Agreement. There are, of course, various other ways to deal
with cases of non-compliance—for example, termination of agreements, refusal
to carry out some of our own obligations, or introduction of extraneous forms
of leverage. Responses are made to fit the circumstances of each individual ease,
based on our judgment of what course of action is likely to be most effective in
terms of our overall interests.

Question 8. Many of the arguments made in behalf of removing the restrictions
on increased credits and MFN center on the loss of business to our competitors.
Is it your view that competitive commercial considerations should be the sole
criterion for determining our trade policy or should our trade policy be deter-
mined in a larger framework of national interest? Which ones?
Assuming, for the sake of argument, that jobs and profits are lost because of

public policy determinations not to compete or to restrict exports, do you believe
that the general public should assume part of the burden which may otherwise
fall on a single firm, industry, or economic sector?

Answer. Competitive commercial considerations are not and should not be the
sole determinant of our trade policy, although they have great importance. There
are times when national security or national interest must override the interests
of private firms, and when the Government must adopt policies which weaken the
competitive position of American companies in foreign markets. The embargoes
we maintain on trade with Cuba and Vietnam are examples of such policies. If
this Administration did not regard the expansion of U.S. trade with the Soviet
Union and other communist countries as in the national interest, it would not
recommend that impediments to expansion be removed, regardless of competitive
commercial considerations.
We are also striving to align the policies of the industrialized Western nations.

so that each country's drive for a competitive position on Eastern markets does
not damage Western security or economic strength. Coordination of Western trade
policies toward the East is by no means easy to achieve. In many areas, including
credit harmonization, the role of GATT, and the multilateral trade negotiations,
East-West trade issues are intermingled with complex global problems. In addi-
tion, the economic significance of trade with the communist countries varies
among the Western nations, some of which are less willing than others to sacrificea competitive edge for what may appear to be a less valuable benefit.

Nevertheless, competition potentially detrimental to Western security has very
largely been eliminated through the continuing operation of COCOM, the co-
ordinating committee of fifteen NATO countries plus Japan, which regulates
strategic exports.
The question of generalizing the burden of jobs and profits lost because of policy

determinations that restrict exports or damage competitiveness Involves consid-
erations of equity and practicality. It is difficult to know in what way this burden
is now distributed, to determine whether• the distribution is inequitable, and to
discover by what means any inequity might be reduced or eliminated.
To some extent, the burden is already generalized. Profits not realized and

wages not paid are not taxed, so that general tax revenues are reduced. To the
extent that the burden is concentrated on particular firms, industries, or sectors
of the economy, the effects of public policy may already have been discounted as
a cost of doing business or as an element of risk. For example, the pervasive ef-
fects of public policy determinations on the heavily regulated munitions industry
must be treated is this way. Policies, laws, and regulations restricting exports in
the national interest, like governmental activities to protect public health, may
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be considered a framework within which businesses must operate, not a special
burden imposed upon them.
Those persons most severely affected by export-restrictive policies may be im-

possible to identify. How could one identify the worker who does not get a job in
the plant that is not built because an export contract was not signed? If the
affected party cannot be identified, he cannot be assisted.
For these reasons, it is my judgment that a program to provide assistance to

firms, industries, or sectors affected by export-restrictive policies is neither neces-
sary nor practical. I would, however, be most interested in learning your views
on this matter.

Question 9. Why does Executive Order 11846 of March 27 provide that the Sec-
retary of State, rather than the East-West Foreign Trade Board, shall advise the
President and prepare the necessary documents with respect to freedom of emi-
gration and related extensions of MFN tariff treatment?
Please provide us with a country-by-country list of negotiations and the status

of these negotiations, which might lead to normalization of our commercial rela-
tions with the non-market countries. What are the prospects that other Com-
munist countries could receive MFN treatment and Eximbank financing in the
near future?
Answer. Executive Order 11846 of March 27, 1975, provides that the Secretary

of State shall prepare the necessary documents with respect to freedom of emi-
gration and the related extension of MFN tariff treatment for a number of
reasons. First, the State Department is in the best position to collect from its
posts abroad the information needed for the reports and documents called for in
Sections 402, 403 and 409 of the Trade Act. For example, the report under sections
402 (b) must include information on the nature and implementation of emigra-
tion laws and policies, and on restrictions or discrimination applied to or against
persons wishing to emigrate. Second, these issues may involve particularly sensi-
tive political relations with foreign governments, where the Department of State
has the central role. For example, it is particularly appropriate for the Depart-
ment of State to prepare the report called for in Section 402(c). This report
concerns the receipt of assurances that a country's emigration practices will
henceforth lead to the achievement of the objectives of the Section. Such assur-
ances would normally be received through diplomatic channels.
Romania has concluded a Trade Agreement under Title IV of the Trade Act.

Hungary, Bulgaria, Czechoslovakia and the GDR have stated that they are not
prepared to negotiate trade agreements under the provisions of the Act. The
Soviet Union has said that it will not implement the Trade Agreement concluded
in 1972 under these provisions. Poland and Yugoslavia already received MFN
treatment and are therefore not subject to exemption from the provisions of
Section 402. At this stage of our relations with the PRO, a Trade Agreement is
not yet attainable. Negotiations are not contemplated with those countries with
which we do not have diplomatic relations—such as Cuba, Albania, and the
Mongolian Peoples Republic.
Question 10. Did the East-West Trade Board decide on the embargo of grain

sales to the U.S.S.R.? If not, who did? If so, what was the basis for this decision?
Did the Board develop the U.S. position for the recently completed long-term

grain supply agreement between the U.S. and the Soviet Union?
Answer. The President decided on the embargo of grain sales to the U.S.S.R. on

the basis of advice from the Secretaries of State and Agriculture and other mem-
bers of the Economic Policy Board. An overwhelming majority of those consulted
was in favor of imposing the embargo.
Although this decision was not made by the East-West Trade Board, the Board

and its Working Group kept a close watch on the embargo and on the subsequent
negotiation of a long-term grain agreement.
The embargo was imposed in order to enable the Administration to determine

whether the U.S. grain crop would be large enough to enable further sales of
grain to be made to the Soviet Union without harmful effects on world market
and U.S. consumers.
Similarly, although the negotiating position for the long-term grain agreement

was developed in the framework of the EPB, the progress and results of these
negotiations was discussed by the East-West Trade Board.

Question 11. As we all know, the Secretary of State announced that the
Soviet Union would not implement the 1972 Agreement as a result of the re-
fusal of the U.S. to extend the Soviet Union unconditional MFN treatment. Was
this position communicated to the U.S. orally or in a written form? If the latter,
can you share that communication with this Committee. If not, why not?

81-365-77-8
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Answer. The Soviet position was communicated to us in written form. The
'entire content of this communication was faithfully reflected in the statement
made by Secretary Kissinger at a press conference on January 14, 1975, in which
he reported that the effort to secure Soviet agreement to the conditions of the
Act had broken down. It is not our practice to release unilaterally private
communications from other governments. To do so would interfere with frank
and productive exchanges.

Although the 1972 Agreement has not entered into force, both sides have, in
practice, implemented a number of its provisions—notably those relating to
business facilitation and to the opening of a U.S. Commercial Office in Moscow
and a Soviet Trade Representation in Washington.

Question 12. Although the Trade Agreement is not in force, the Soviet Union
continued to discharge one obligation which it assumed—repayment of the Lend
Lease debt. Why have they done so?
Answer. The repayment of the Soviet Lend Lease debt was not covered by

the U.S.—Soviet Trade Agreement of October 18, 1972, but by a separate agree-
ment concluded on the same day.
This separate Lend Lease Agreement provided for the payment of three in-

stallments, totalling $48 million, by July 1, 1975. These have been paid in full.
The repayment of the balance of $674 million was made conditional on our
granting most-favored-nation tariff treatment to the Soviet Union. This balance
will not be paid until MFN is extended. Under the terms of the 1972 Lend
Lease Agreement, the Soviets would be obliged to resume their Lend Lease
payments when MFN is extended. Renegotiation of the agreement would not be
required.

Question 13. Restrictions on the granting of MFN and other restrictions on
American trade with East bloc countries are uniform. Nevertheless, why has the
United States not pursued a policy which would attempt to maximize our trad-
ing relations with individual socialist countries, particularly those which are
not aligned with the Soviet bloc?
Answer. The Administration has approached the development of economic

relations with communist countries with deliberation, taking into account the
entire range of our policy concerns. As our political relations with individual
communist countries improve and broaden, we are prepared to deal with eco-
nomic relations on a comparably broad basis. On the other hand, we should not

• reward hostile conduct with economic benefits, even if for the time being we
must ourselves forgo commercial opportunities. With this approach we hope
over time to build relationships that communist countries would have an
interest in maintaining.

Within this policy context we treat relations with each communist country
in terms of considerations specific to that country, and the degree of its inde-
pendence of action can be an important factor.
With the People's Republic of China we are determined to complete the nor-

malization of relations on the basis of the Shanghai communique. At this stage
a broad understanding of how trade relations should develop is not yet
attainable.

In Indochina, as the President stated on December 7, the healing effects of
time are required. If the new regimes exhibit restraint toward their neighbors
and constructive approaches to international problems, we will look to the fu-

ture rather than the past. Elesewhere in Asia, we face continuing instances of
unfriendly conduct on the part of one regime.
In Cuba, the political conditions for improvement in trade relations do not

exist. As Secretary Kissinger has stated on several occasions, the U.S. is pre-

pared in principle to enter into serious negotiations with Cuba on the basis of

reciprocity. However, the United States cannot accept Cuban intervention in

Angola or meddling in Puerto Rico. Our trade relations with Cuba will not
change until Cuba begins to conduct a responsible foreign policy.
In Eastern Europe, we now enjoy good trade relations with Poland and Ro-

mania, as well as Yugoslavia. It is our policy to maintain and improve these re-

lations. At the other extreme, we have no trade to speak of with Albania, which

has shown no interest in establishing diplomatic or trade relations with us.

Hungary. Bulgaria, Czechoslovakia and the GDR, whose officials had previ-

ously pressed for normalization of economic relations, have followed the Soviet

lead in refusing to negotiate trade agreements under the emigration provisions

of the Trade Act.
Not least among the considerations that affect our economic relations with indi-

vidual communist countries in different ways is the diversity of legislative re-
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strictions that must be taken into account. Legislative restrictions on the grant-
ing of MFN and other restrictions on American trade with communist coun-
tries are not uniform. Under Section 402(e) of the Trade Act, extension of
MFN and government-supported credits to Poland and Yugoslavia is not sub-
ject to the conditions applied to other communist countries, though imports
from both countries are subject to the Act's market disruption provisions. Ex-
tension of MFN to Czechoslovakia is, in addition to the conditions of other
Sections of Title IV of the Trade Act, subject under Section 408 to renegotiation
of a claims settlement satisfactory to Congress. Limitations on government-sup-
ported loans and financial guarantees are imposed specifically on exports to the
USSR under Section 613 of the Trade Act and the Export-Import Bank Amend-
ments of 1974. Section 502 (b) of the Trade Act contains an exception, intended
to apply only to Yugoslavia and Romania, to the exclusion of communist coun-
tries from eligibility for designation as GSP beneficiaries. Section 511 of the
'Trade Agreements Extension Act of 1951 embargoes the importation of certain
furs only from the USSR and China. In addition to these provisions of law
which specifically distinguish among the communist countries, other legislation,

such as the Johnson Debt Default Act of 1934 and the Trading with the Enemy

Act of 1917, affect various communist countries in very different ways.
Question 14. It is rumored that a private American consortium may be putting

together a deal for the exploration of oil in Irkutsk. What is the U.S. policy with

regard to U.S. private investment in Soviet oil exploration or the development

-of other Soviet energy resources?
How has this transaction been possible without Eximbank financing?

Answer. U.S. and Japanese firms have been working with the Soviet Govern-

ment on the development of a project to supply large quantities of natural gas

from the Yakutsk area of Eastern Siberia to markets in the United States and

Japan. (No such projects are envisaged for the Irkutsk area.) The natural gas

would be transported by pipeline from Yakutia to the east coast of the USSR,

where it would be liquefied for transport by LNG carriers to regasification fa-

oilities in Japan and the U.S. The cost of this project (1973 estimates) would

be over $3.2 billion. In order to secure this business for U.S. manufacturers

Eximbank financing probably would be needed in view of the size of the project.

This project, however, is still in the planning stage. U.S. and Japanese firms

and the Soviet Government are discussing the possibility of investing a total of

$400 million in natural gas exploration. The Soviets initialed an agreement with

the Japanese export-import bank in July 1975 earmarking $100 million for the

project, contingent on U.S. financing of an equal amount. U.S. commercial banks

are considering the possibility of advancing the money on commercial terms

without Eximbank backing. If the financing can be secured, the Soviets will

purchase geologic and seismic equipment in the U.S. and Japan.

The U.S. does not object to the participation of U.S. firms in energy-related

commercial transactions—such as the sale of non-sensitive technology and

equipment for pipelines, drilling and exploration. A major LNG project like the

one envisaged for Yakutia raises a number -of complex issues, however. Th
e

U.S. Government is in the process of developing a policy on LNG impor
ts.

Senator INou--rE. Our next witness is the Deputy Special Repre-

sentative of the Office of the Special Representative for Trade Nego-

tiations, Hon. Clayton K. Yeutter.

STATEMENT OF CLAYTON K. YEUTTER, DEPUTY SPECIAL REPRE-

SENTATIVE, OFFICE OF THE SPECIAL REPRESENTATIVE FOR

TRADE NEGOTIATIONS

Mr. YEUTTER. Thank you, Mr. Chairman.
Senator INOUYE. Thank you, Mr. Chairman.
Mr. YEUITER. Thank you for pronouncing my name correctly.

That doesn't usually happen.
Mr. Chairman, Senator Buckley, in the interests of time I would

simply suggest that we place my prepared statement in the record,
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and I will summarize the basic points for you very quickly. And
then you may ask me whatever questions you would like.
Senator INou x.E. Thank you, Mr. Ambassador. Without objection,

your full statement will be made a part of the record.
Mr. YEUTTER. Thank you very much, Mr. Chairman.
First of all, I simply note from the standpoint of the Special Trade

Representative's Office that we certainly share the viewpoints on
trade policy that have been enunciated by the prior witnesses of the
last two days.
We see a great deal of potential for expanded trade with the East-

ern European countries and the Soviet Union and to some extent cer-
tainly with the People's Republic of China in due time.
But we have to be able to compete for that trade, and credit is an

important element of that competition. Just as when you and I
buy an automobile or washing machine here in the United States,
we look at both the selling price and credit terms. Just as most of
us do, the buyers of Eastern Europe also look at selling price and credit
terms.
Now that we have moved past the era when the United States was

unable to compete because of an over-valued dollar and where we now
are today quite competitive in terms of selling price, we still must be
able to compete on the other element of this package, the credit terms.
If we can operate without one arm tied behind our backs in the

area of credit, we will do very well in the markets of the Soviet Union
and Eastern Europe because, as I already indicated, we can compete in
a good many products in terms of selling price.
Without question, the market is there, Mr. Chairman, and I speak

in that regard not just from my present position in the office of the
Special Trade Representative, but also in my former position as
Assistant Secretary for International Affairs in the USDA.
I don't want to preempt Secretary Butz' comments in this regard by

any means, but I believe all of us recognize that in both agricultural
and nonagricultural products, the demand for U.S. goods is there. In
terms of agriculture, it is because these countries have the wherewithal
to alter and upgrade their diets. That means the greater use of livestock
and poultry products and consequently the consumption of U.S. agri-
tural products which are an input in that process.
On the industrial side, there is a great need for capital, and the-

United States today is an excellent source of capital and an excellent
source of technology.
So we have some economic advantages that will permit us to compete-

in those markets probably over and beyond the expectations that most
of us enunciate. In other words, I really believe Mr. Chairman, that
all of us are too conservative in our estimates of potential trade with
Eastern Europe and the Soviet Union in particular.
I would expect that if we can correct some of the problems that

are being enunciated to you in these hearings, that trade between our
respective parts of the world will expand more rapidly than any of us
have estimated to date.
Now, from our specific standpoint, we are obviously interested as-

trade negotiators in bringing the Eastern European countries and the-
Soviet Union into the international trading framework which we.

•
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have in the world today. The basic framework, of course, is the
.General Agreement on Tariffs and Trade which was first implemented
in 1948.

Quite a number of these countries are members of GATT, and
quite a number of them are participating in the present trade negotia-
tions in Geneva, the multilateral trade negotiations. By and large,
it is the members of the GATT who are involved in these negotiations
in Geneva, but there are also some non-GATT countries there. And
,one of those is Bulgaria from the group which is being discussed
"here today.
We are also interested from the standpoint of bilateral agreements

as you know because under the •Trade Act, section 405, bilateral
agreements must be executed in certain ways that were prescribed by
the Congress.
The only one executed to date was just recently with Romania as

you very well know. There may be others in the future. If so, we will
be intimately involved in their negotiation.
From that standpoint, Mr. Chairman, the present provisions of the

Trade Act are excellent. We believe that the base for the establishment
of sound trading relationships with the Eastern European countries
on a most-favored-nation basis is a valid one and one in which the
interests of the U.S. Government and the U.S. public and the U.S.
-companies are firmly and decisively protected.
In other words, we really do not need to expand the legislative

.authority in terms of. adequately protecting all of the U.S. interests
in sales to Eastern Europe, and investments in Eastern Europe. It
certainly will be helpful clearly in the overall trading relationships
if we can afford most-favored-nation treatment to the countries that
are involved here.
That is a complex issue as you well know, a very sensitive issue, as

.you well know, and we hope these hearings and additional consulta-
tions between the executive and legislative branches will lead to a solu-
:tion that will permit us to offer most-favored-nation treatment.
I would simply add to that the assurance to you, Mr. Chairman,

from us both with respect to bilateral agreements that we might nego-
tiate and with respect to the multilateral negotiations, that we will do
our very best to secure a satisfactory quid pro quo for any concessions
we might make. The Trade Act requires that we do that.
There is specific language which mandates that we do that, and do

it in an effective manner. And we will certainly do our very best to
.comply. It is not easy to develop comparable concessions from the
Eastern European nations and with the Soviet Union in this regard
because of the different economic systems that they have.
Whereas others can afford tariff concessions to us, for example, many

of these countries do not even have tariffs.
In the nontariff areas, those that do not have a price involvement

-work reasonably well in this regard, but if price is a factor, these coun-
tries cannot respond to us in as readily a manner as can countries of the
Western World.

Giving you an example, we are dealing in Geneva with customs regu-
lations. Certainly, the paperwork in customs is essentially the same
in all countries around the world. And if we can improve the system
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of cu8toms regulations, everyone benefits. And concessions can be made
in Eastern Europe as well as they can in the United States.

Essentially the same thing is true for standards. If we are to have
a meat inspection standard that is universal, there is no reason why
the same standard could not be applied in Poland, for example, as in
the United States.
It gets more complex, of course

' 
in issues such as dumping or sub-

sidies because those can readily be quantified in the Western World
with the pricing systems that we have. They are much less readily
quantified in Eastern Europe where the pricing system is not so
apparent.
So in some areas of, the negotiations, we can handle the mutual con-

cessions and the mutual obligations as well with these countries as
we can with any others. In other areas, it is more difficult, and we
simply have to use more imaginative ways of dealing with it.
Mr. Chairman, I believe that is sufficient as a prepared statement.

We appreciate your interest in this subject. We will follow your hear-
ings very carefully, and we are very much interested in the critical
issues that are being delineated here.
And I would be prepared to respond to any questions you might

have.
Senator INotryE. I noted in your statement that Poland, Hungary,

Czechoslovakia, Romania, Bulgaria, and Cuba .are participating in
the multilateral negotiations in Geneva.
Mr. YEUrrER. That is correct.
Senator Ii•rouYE. Are there other Communist countries also sitting

as observers?
Mr. YEUTTER. That is correct.
Senator INOU YE. But there are two glaring omissions, the People's

Republic of China and U.S.S.R. Can you give us any reasons why
these two countries are not participating?
. Mr. YEUTTER. Those are two glaring omissions, Mr. Chairman. We
would like to see both of them participate in the multilateral trade
negotiations, and we would like to see both of them ultimately be-
come members of the General Agreement on Tariffs and Trade.
We do not know all the motivations for the absence of these two

major powers. We do know that the Soviet Union gave careful con-
sideration to participating in Geneva, and ultimately made a decision
not to.
We do know that they likewise gave careful consideration as to

whether or not to send observers that would actively follow the ne-
gotiations. And their role has certainly been exceptionally low pro-
file in that respect.
But I suppose one can readily assume. Mr. Chairman, that part of

the reason is the outcome of the Trade Act of 1974 which to them was
certainly not satisfactory. Clearly the provisions which have been
discussed here quite thoroughly over the last 2 days were unsatis-
factory from that stanclpoiPt and clearly did not provide much of a
motivation for them to participate in these negotiations or likewise to
ponder more fully the possible joining of the General Agreement on
Tariffs and Trade. Until most-favored-nation treatment is granted
for example the Soviets could not benefit from tariff cuts made by the.
United States during the multilateral trade negotiations.
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Senator INOU YE. Would you say that the Eastern European coun-
tries would move forward even without Soviet leadership? I am ask-
ing this because the Soviets are not involved here.
Mr. YEUTTER. Yes.
Senator INOUYE. Would they independently move forward?
Mr. YEUTTER. Yes, sir, Mr. Chairman. I am confident that that would_

be the case. These countries are participating vigorously in the nego-
tiations in Geneva, some more than others for the simple reason that
some have larger delegations than others, and some have a more direct
interest in the particular topics than Others.
But they are all there. Some are especially active. And clearly, they

have some self-interest in the negotiations that differs from that of
the Soviet Union. For example, many of the countries of Eastern
Europe would like to export greater quantities of agriculture goods
into the European community. We share a common interest in that
regard because the common agricultural policy of the European com-
munity has caused us some difficulties in the way of market access as
well.
So they hope to benefit in that regard from the negotiations. And,

of course, they hope to benefit by increased access to the U.S. market
from the negotiations in exchange for which we will certainly ask for
some concessions from them.
But, yes they have sufficient independence and automony in my

judgment, Mr. Chairman, to participate actively and to make a signifi-
cant contribution to those negotiations totally aside from what the
Soviet Union may or may not choose to do.
Senator INOUYE. Do you play any role in policymaking in East-West

trade relations or do you simply negotiate?
Mr. YEUTTER. We would like to think that we play a role in policy-

making as well, Mr. Chairman. Yes, we do. Ambassador Dent, as you
undoubtedly know, does sit as a member of the East-West Trade
Board, and we participate in all the interagency discussions in this:
area. And likewise insofar as trade policy is concerned, the specific
area of trade policy as contrasted to overall East-West policy, we
chair the interagency groups in that regard. We also participate ac-
tively on the Joint Commissions with the Soviet Union, Romania, and
Poland.

Senator INOU YE. Are you playing any role in the decisions to limit
export credits?
Mr. YEUTTER. The basic negotiations in that area, Mr. Chairman,.

of course involve the attempt to have a gentlemen's agreement on the
terms. We have been involved in the periphery of that. We have not
been in the leadership role because this has primarily been the respon-
sibility of the Departments of State and Treasury. But we are very
much interested even though the issue is basically peripheral to our
negotiating responsibilities.

Senator INOUYE. You have indicated that the results of East-West
trade have in the past been clearly beneficial to the United States. Can
you tell us how?
I ask this because Senator Buckley prior to this suggested it wasn't

beneficial.
Mr. YEUTTER. Yes. I certainly believe that to be the case and believe

it strongly to be the case, Mr. Chairman. Simply from a standpoint of
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looking at the data, of course, that proves to be so because we have
been in a surplus position with these countries for a good long period
of time, and a rather healthy surplus condition. And I firmly believe
that will continue.
The basic reason for that is that these countries have the need to

make capital investments and by and large, they must go through this
capital intensive phase or the intensive phase of large capital invest-
ments before they can significantly expand their exports to the Western
World. And that means that for quite a period of time, the nations of
Eastern Europe will need to be dependent upon credit. They will be
in a deficit position in terms of international trade.
Over time, obviously, that deficit will need to be narrowed and

hopefully eliminated because that is in the best interest of everybody.
No country can maintain a trade imbalance forever as we found out
sorely some years back,
But in the short run, and the short run certainly means the next

few years, Mr. Chairman, we will continue to be in a surplus position
and probably in a rising surplus position vis-a-vis those countries.

Senator INouyE. Mr. Ambassador, you have been very helpful this
morning. I would like to submit to you as I have to the others a series
of questions for your consideration and response.
Would you also please give my regards to Ambassador Dent.
Mr. YEUTTER. I would do so, Mr. Chairman.
I would simply add in closing,. in response to your earlier comments

about the need for increased liaison between the executive branch
and the Congress on delicate issues like this that we in the STR spend
an enormous amount of time in this kind of liaison activity, first be-
cause we believe it ought to be done that way and second, because
it is also required by the Trade Act. And hence, we spend many hours
with your colleagues in the Senate Finance Committee and likewise
your counterparts in the House Ways and Means Committee. But
we are most appreciative of the opportunity to also spend some time
with you and your committee and others such as the Senate Agricul-
tural Committee where trade interests are predominant from time to
time as well.
Thank you very much.
Senator INou )(E. Thank you very much.
[The statement follows:]

'STATEMENT OF AMBASSADOR CLAYTON K. YE17TTER, U.S. DEPUTY SPECIAL REP-
RESENTATIVE FOR TRADE NEGOTIATIONS 4

Mr. Chairman and Members of the Committee: Thank you for extending to
.ine this opportunity to participate in these hearings on the current status of
East-West trade. This review of the U.S. role in East-West trade is both impor-
tant and timely. Ambassador Dent had looked forward to being with you, and
regrets that he is out of the country and unable to testify today.
I would like to discuss with you why we feel the prospects for trade between

-the United States and non-market economy countries are promising, how we
could be in a unique position to negotiate both bilaterally and multilaterally
new opportunities for U.S. suppliers, and finally how we are currently prevented
from realizing the opportunities that exist.

Political detente has provided a climate in which improved commercial rela-
tions between East and West can be developed, and has helped open doors to
-Eastern markets which have been closed since the early 1950's. Gradually, East-
-ern European countries are turning from autarky to fuller participation in the
international trading system. This reflects a deliberate and welcome decision by
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non-market economy countries to depend more heavily on international trade
for their own economic development.

This policy shift has been accompanied by rapid economic growth in recent
years. National income in Eastern Europe grew by more than 8 percent in 1973
and by 6 to 7 percent in 1974.

External trade has been a dynamic component of the recent economic growth
in Eastern Europe and has significantly exceeded growth in national income.
This trade is increasingly oriented towards the West. Trade between Communist
countries and developed market economies was $17.4 billion in 1971, $19 billion
in 1972, $30.8 billion in 1973 and reached $43.5 billion in 1974. The West has-
accumulated increasing trade surpluses during this period. In recent years the
U.S. has maintained an annual surplus of well over $1 billion in trade with
Communist countries.
The future could be even more promising. The most recent economic plans of

the Communist bloc countries call for continued substantial trade increases.
They provide for continued high rates of growth in capital investment in which
the share of imported equipment is rising in all major non-market economy coun-
tries. Additionally, there is increasing recognition that continued growth requires
imports of quality steels and chemicals from the West. Expected increases in
imports of consumer goods will also feature importantly in trade with the West.
Added to exports of agricultural commodities and raw materials which have
traditionally provided the bulk of our trade with the non-market economy coun-
tries, these developments present clearly promising opportunities for U.S. in-
dustry and agriculture. We should take advantage of them. Other countries are
doing so.
As new economic policies in non-market economy countries have led to im-

proved access for Western goods, Western European Governments have taken
steps to promote the expansion of trade. France, the U.K., West Germany, Italy
and various other countries have increased the volume of goods permitted to enter
under their existing quotas and have extended the list of goods exempt from
licensing arrangements. Early this year, Austria eliminated altogether its quota
restrictions on imports from Eastern Europe. Various Western countries have
liberalized import deliveries made under industrial cooperation contracts. All
Western European countries grant the Soviet Union and the countries of Eastern
Europe most-favored-nation treatment. This is done in the full expectation of
reciprocal benefits.
The USSR has completed government-to-government trade and cooperation

agreements with nearly all major Western developed countries. Eastern and
Western Europe have been linked by a proliferating network of similar agree-
ments. These agreements provide the necessary framework for businessmen, and
have proved to be a useful instrument in the furtherance of trade and economic
cooperation.
In the absence of similar government-to-government agreements between the

United States on the one hand and Eastern Europe and the USSR on the other,
our businessmen have had to take the lead on their own. The private sector has
made the contacts and developed the groundwork upon which a fruitful commer-
cial relationship depends. Their efforts have led to a five-fold increase in ex-
ports to Communist countries in the last three years. Our exporters are now in a
most favorable position to benefit from the realignment of currencies which has
ended the era of the over-valued dollar. The comparatively high rates of infla-
tion suffered by our major trading partners have made our exports increasingly
competitive. If we can turn deficits in our trade with other market oriented coun-
tries into surpluses, our prospects in trade with non-market economy countries,
where we have consistently been in surplus, are that much more promising.
The potential for increased exports translates into great potential for increased

jobs. This point cannot be over-emphasized. Too often nations are tempted to turn
inward in times of economic difficulties, fearing prospective imports while ignor-
ing potential exports. We in the United States are now presented with a clear
opportunity to ease domestic unemployment by taking advantage of the increased
demand abroad for U.S. goods.
However, despite the new receptivity of non-market economy countries to trade

with the U.S., despite the competitive dollar and despite the noteworthy efforts of
private industry, there are signs that if we do not act to put our businessmen on
the same footing with their competitors, East-West trade will increasingly belong
to the Europeans and the Japanese.
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We cannot expect non-market economy countries to purchase U.S. goods when
our discriminatory duty rates make a mutually advantageous trading relation-
ship impossible. The United States grants most-favored-nation treatment to the
products of all but a handful of Communist countries. The most-favored-nation
principle has, since the mid-1930's, been the cornerstone of the United States
trade agreement program. It is the basis upon which the international trading
rules of the General Agreement on Tariffs and Trade have been developed. It is a
precondition for a significant trading relationship. It is not a special privilege
extended to a few, but the norm of the international trading system.
Similarly, discriminatory restrictions on credits must be removed if we are to

continue to develop mutually beneficial economic relations with the East. As East
European and Soviet deficits with the West mount, their need for credit becomes
more acute. If our exporters can offer competitive goods, but are not allowed to
compete in providing financing, valuable sales will be lost.
The Trade Act of 1974 authorizes, for the first time in many years, trade agree-

ments between the U.S. and non-market economy countries on both a bilateral and
multilateral basis. It provides a sound economic framework for trade with Com-
munist countries. However, because of what most of these countries view as un-
acceptable political conditions on expanding trade with the East, the economic
objectives of the Act have been largely frustrated.
In drafting the Trade Act, the Congress recognized that there are fundamental

differences between trading with market and non-market economy countries. Title
IV contains carefully drawn provisions designed to ensure a satisfactory balance
of concessions in trade with the East. Most-favored-nation treatment may be ex-
tended only after a bilateral trade agreement meeting the specifications of section
405 of the Trade Act has been consummated. Thereafter, for as long as a "section
405" agreement is in effect, trade barrier reductions negotiated as a result of
either bilateral or multilateral trade negotiations can be extended to a Com-
munist country, provided that the U.S. is given satisfactory reciprocal
concessions.
Under section 405 of the Trade Act, the Congress has required that a satisfac-

tory balance of trade in both goods and services be maintained over the life of an
agreement extending most-favored-nation treatment to a non-market economy
country. This includes reciprocal concessions for any reduction of U.S. tariffs
or non-tariff barriers negotiated with other countries and extended to such coun-
tries. Also required are provisions for the protection of U.S. nationals with respect
to patents, trade marks, copy rights and industrial rights and processes. Further-
more, in order to provide Americans with the ability to adequately conduct busi-
ness in Communist countries, extensive provisions on business facilitation are
also required.
The balancing of benefits under commercial agreements with state-trading

countries is necessarily somewhat imprecise. Therefore, we must periodically
review the operation of the agreements to assess this balance. Neverthless, the
results of East-West trade have, in the past, been clearly beneficial to the United
States and we fully expect that results under any future agreement will be
equally beneficial.

In addition to the provisions of the Trade Act designed to insure that the U.S.
will receive reciprocal economic benefits from negotiated trade agreements—
clearly a necessary precondition for satisfactory agreements—the Trade Act is
also properly concerned with the need to protect American workers and industries
from market disruption that might be caused by increased imports from Com-
munist countries.
Increased trade—including increased imports—is to be expected from any

trade agreement; however, since non-market economy countries have the ability
to concentrate production and exports by central directive, the United States
must insist on safeguard provisions to protect against disruption of domestic mar-
kets. Tight safeguard provisions will be included in all section 405 agreements.
The trade agreement with Romania approved by the Congress in July—the first
and only agreement that has been negotiated under the provisions of Title IV
of the Trade Act—includes stronger safeguard provisions than have ever before
been negotiated under a trade agreement.
In addition, section 406 of the Trade Act establishes a procedure by which

domestic producers or workers may petition the U.S. International Trade Com-
mission for import relief from market disruption. Relief under section 406 is
more readily available than relief from injury caused by imports from market
economy countries. Also safeguards can be imposed without delay if the President
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',determines emergency action is required to protect U.S. industries and workers
from injury.

Finally, in this brief review of the provisions of bilateral agreements with
• Communist countries, I should note that such agreements do not prevent the
United States from taking any action deemed necessary for the protection of our
national security.
As trade between East and West grows, participation of the non-market

-economy countries in the international trading system becomes more important.
Integration of these countries in a trading system designed for market economy
countries poses one of the difficult problems we and other Western countries must

• deal with in the Multilateral Trade Negotiations (the MTN) currently underway
in Geneva.
Poland, Hungary, Czechoslovakia, Romania, Bulgaria and Cuba are all par-

ticipating in the MTN. They are involved in both tariff and nontariff barrier
negotiations. We are studying ways of assuring that satisfactory reciprocity will
be given for concessions offered by the U.S.

Neither we nor most other developed countries believe that tariffs maintained
by non-market economy countries significantly influence trade flows. Thus while
we are prepared to extend the benefits of U.S. tariff concessions to those countries
eligible to receive MFN, we do not believe that tariff cuts by Poland or Romania

• offer satisfactory reciprocity.
When Poland and Romania joined the GATT, they were required to commit

themselves to increasing imports from GATT members by certain amounts. These
import commitments were a substitute for the tariff schedules of market eco-
nomy countries. In the MTN it may be necessary to seek further commitments
along such lines. One possibility might be to negotiate commitments for increased
imports within product sectors. No policy decisions have yet been made in this
regard. They will have to be made as the MTN progresses.
Another important issue will be making participation by non-market economy

•countries in agreements on non-tariff barriers meaningful. In the MTN we are,
for the first time, negotiating on a wide range of nontariff •barriers to trade.
Proposed agreemets on such matters as product standards and customs matters

will not involve the price mechanism and thus the East Europeans should
be able to participate in much the same manner as Western countries. The
participation of Eastern European countries should give our exporters assurances
against arbitrary practices.
In other cases the problems are more difficult.
The application of a government procurement code to non market economy

-countries presents obvious problems; contract awards based on open bidding
may be fundamentally incompatible with a planned economy. However we want
to explore whether mutually beneficial participation by state trading countries
in a procurement code is possible.

In other codes such as Subsidies/Countervailing Duties special rules for state
trading countries will have to be developed.

Subsidy/countervailing duty rules are essentially irrelevant to imports from
non-market economy countries. The nature of their economies make it difficult,
if not impossible to determine whether a bounty or grant is being bestowed on
exports. No countervailing duty complaint has ever been brought under U.S.
law against imports from a non-market economy country. It makes considerable
sense to provide special rules for imports from non-market economy countries
in any subsidy/countervailing duty code—perhaps in the context of safeguard
procedures.
Antidumping complaints have been brought under U.S. law against imports

from non-market economy countries. The difficulties in administering the anti-
dumping law in such cases illustrate the problems of applying rules based on
market price mechanisms to imports from state trading countries. In dumping
cases, home market value has been very difficult to determine and Treasury has
had to compare export prices from the state trading country with prices for
similar merchandise charged by firms in market economy countries at a compar-
able stage of development. This procedure is unsatisfactory. Under such circum-
stances, a finding of sales at less than fair market value could well be made on
the basis of factors over which the state trading country has no control. Here,
too, a safeguard test could make considerable sense.
While bringing Eastern Europe fully into the international trading system

•on a meaningful basis cannot be accomplished overnight or without difficulties,
we believe that to date significant progress has been made. Eastern European
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countries are working actively and constructively in Geneva and, on a number
of issues, are working closely with the U.S. Delegation. In the important area
of agriculture, for example, we have a strong mutual interest in encouraging
liberalization and expansion of agricultural imports into the European Com-
munity and other markets.

present the promise of expanded commercial ties with non-market economy
countries through agreements under the Trade Act remains largely frustrated.
The Soviet Union and most other Communist countries have objected to
what they view as unacceptable political conditions on the extension of MFN-
and credits. The Administration has consistently viewed these provisions of the
Trade Act as counterproductive to both commercial and humanitarian interests.
There has been considerable discussion and consultation between the Admin-
istration and the Congress on this issue and hopefully the dialogue will continue
until a solution is reaohed.
In closing, let me note that, under the Trade Act, the Special Representative for

Trade Negotiations is responsible to both the President and the Congress for ad-
ministration of the United States trade agreements program. Ambassador Dent
and all of us at STR are very much aware of the constitutional responsibility of
the Congress for trade matters. We recognize that a successful trade policy re-
quires close cooperation with the Congress. This is as much the case for trade
agreements with Communist countries as with other trade agreements. To date
we have negotiated only the Romanian agreement under the provisions of Title IV
of the Trade Act. In that effort we were careful to consult fully with the Congress
and I believe that the experience was satisfactory on both sides. I trust that we
will continue to cooperate to realize the full potential of East-West trade for the
United States.

[The following information was subsequently received for the
:]

DEPUTY SPECIAL REPRESENTATIVE FOR TRADE NEGOTIATIONS,
Washington, D.C., January 26, 1975.

Hon. DANIEL K. INOUYE,
Committee on Commerce,
U.S. Senate,
Washington, D.C.
DEAR SENATOR INOUYE : Attached are STR's replies to the questions following

up on the first round of your hearings December 11-12.
I enjoyed the opportunity to participate on December 12. As the hearings pro-

ceed, and as questions arise where this Office can usefully contribute, please feel.
free to request further information.
Best regards.

Sincerely yours,
CLAYTON K. YEUTTER.

Question 1. Have the P.R.C., the USSR, and the other Communist non-par-
ticipants indicated a willingness to adopt standards developed at the Multilateral
Trade Negotiations in their trade practices and activities?
What would happen if they do not do so? What would be the effect of their

recalcitrance on the multilateral trading system?
Answer. While five Communist countries are participating, to date those

Communist countries not participating in the MTN have not expressed any
interest in adhering to the GATT or adopting any of the trading rules being
negotiated in Geneva. At the same time, they have not ruled out acceptance of
such international trading rules.
I believe that as these countries seek fuller integration into the world trading

system, they will first seek to become contracting parties to the GATT and then
will examine on a case-by-case basis the possibility of accession to particular
codes of conduct which may result from the negotiations.
The failure of the USSR, East Germany, Albania and the Communist countries

of-Asia to participate in the GATT or in agreements reached in the Multilateral
Trade Negotiations will not have any significant impact on the world trading sys-
tem. This is the case because the trade flows are relatively small and on issues of
Significant trade interest such as grain reserves, the Soviets are participating in
international discussions. However as trade grows we would hope that greater
integration of these countries in the international trading system will evolve.

4
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Question 2. The Special Trade Representative is a member of the East-West
Foreign Trade Board. What exactly is the role of the STR in East-West trade
policy-making?
When did the STR begin playing this policy-making role?
Answer. STR is a member of the East-West Foreign Trade Board and Am-

bassador Dent has played an active role in the policy deliberations of the Board.
While Secretary of Commerce, he established close personal contacts with lead-
ers of Eastern Europe and has maintained these contacts as the Special Repre-
sentative for Trade Negotiations.
Under the Trade Act, the STR has negotiating responsibilities both for multi-

lateral and bilateral trade agreements. STR is leading U.S. negotiating efforts
with those communist countries participating in the Multilateral Trade Negotia-
tions underway in Geneva, and participated fully in the negotiation of the
II.S.-Romanian bilateral trade agreement.
STR is represented on the Joint Commercial Commissions with Poland,

Romania and the USSR.
STR participated in the negotiation of the Long-Term Agreement with the

'USSR and has been actively involved in the Joint Commissions since their in-
.ception. Our participation on the Foreign Trade Board and responsibility for
negotiation of commercial agreements dates from the signing of the Trade Act
.of 1974.

Question 3. How many STR staff members work on East-West trade issues?
Answer. STR is not organized on a geographic basis and so no staffer works

solely on any limited geographic area. At present, three of a total professional
staff of thirty deal regularly with East-West trade matters. In light of STR's
expanded responsibilities under the Trade Act, the Office has requested addi-
tional personnel, including one professional economist to assume certain respon-
sibilities for East-West trade.

Question 4. What effort is being made within GATT and the MTN to examine
-the extent to which participation by non-GATT members in the international
trade affects or threatens the viability of the multilateral trading system?
Answer. Participation of non-GATT members in the MTN has been encour-

aged. Seventeen non-GATT members are negotiating in Geneva. Their partici-
pation raises certain questions, but it is not an East-West trade problem. Of
the seventeen non-GATT members active in the MTN, only one—Bulgaria--is
a Communist country.
The problem raised by non-GATT member participation in the MTN is the

degree to which benefits of concessions negotiated depend upon general obliga-
tions under the GATT. For example, a tariff concession may be useless if the
,country giving the concession is under no obligation not to impose quantitative
restrictions on imports which would provide a level of protection to domestic
interests comparable to that provided by the tariff. While there has been no
formal GATT review of this issue, STR has been examining the problem and
believes that either (1) prior to the implementation of any agreement, non-
,GATT members should seek accession to the GATT, or (2) each agreement

• -should include a provision pursuant to which non-GATT members would, for
purposes of concessions granted and commitments given under such agreement,
,assume GATT obligations.

Because all major trading countries are GATT members, the adverse effect of
non-GATT member participation in the MTN and in the trading system gener-
ally is limited. At the end of the MTN the United States believes any potential
,problems will be further reduced.

Question 5. You have urged that the U.S. participate more fully in East-West
trade. Yet we have seen that not all transactions have been economically viable.
Some transactions, therefore, simply should not have taken place, and at some
point the general public—either through tax write-offs or commodity shortages
or the like—will pay for these commercial mistakes.
What criteria would you apply to prevent such losses and to assess the macro-

economic benefits of East-West trade?
Answer. Many commercial transactions entail a degree of risk. This is true

whether the firms involved are doing business in the same town, or in different
parts of the country, or with a long established foreign trading partner, or with
a Communist country. The normal presumption, however, is that if both parties
freely enter into the contract both stand to benefit by the transaction. The basic
thrust of U.S. international economic policy since World War II has been to
,create a climate facilitating the freest possible flow of goods, services, and
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capital. The GATT was established to minimize or eliminate government dis-
tortions or interference in trade. Therefore, I do not believe it is generally neces-
sary for the government to step in and supervise transactions between U.S. firms
and Communist countries to determine whether the transaction is economically
viable. If a firm has a product or service of technology it wishes to sell to the
Soviet Union it can determine better than the U.S. Government which price is
profitable. If the firm itself could potentially benefit from a transaction but the
sale would jeopardize our security interests, our export controls will prevent
a transaction. On the import side, if firms are purchasing goods in such quantities
that the imports are a significant cause of material injury or a threat thereof to
U.S. workers or producers, the Trade Act allows us to place restrictions on those
imports. Beyond these necessary safeguards on the export and import sides, I
believe government oversight of individual transactions would be costly, counter-
productive and contrary to the freedom to enter into contracts.

Question 6. In your statement, you state that the results of East-West trade
have, in the past, been clearly beneficial to the U.S. Please explain how you
reached this conclusion and the specific objective bases upon which you based
this conclusion?
Answer. During the 1972-74 period the U.S. accumulated a trade surplus of al-

most $3.7 billion with Socialist countries. This provided a welcome and sub-
stantial boost to our balance of payments during the period when our overall
trade picture was shifting from the chronic deficits of the late sixties and early
seventies to the healthy surplus of 1975.
These countries have become important purchasers of U.S. foodstuffs, helping

to enable U.S. farmers to shift in recent years to full production. As a result
U.S. farmers are receiving their income from the marketplace and the taxpayer
is no longer being assessed payments for price supports. U.S. workers and pro-
ducers of such manufactures as machine tools and equipment, pumps and com-
pressors, aircraft and parts, automobile manufacturing equipment, and electrical
machinery and apparatus are benefiting from substantial exports of those prod-
ucts.
It has been estimated that each $1 billion of exports creates 44,000 jobs. It can

readily be seen that the healthy surpluses of recent years have thus had a
salutary impact on U.S. employment.
The benefits of imports to the consumer are well established. Imports increase

the range of products from which he can choose, and by adding to supply help to
keep prices down. In a period where we are becoming increasingly aware of the
shortages of numerous raw materials we can stand to benefit significantly from
increased trade with the Soviet Union, an important source of numerous raw
materials, as well as the People's Republic of China. Platinum group metals have
become a significant U.S. import from the USSR, while tin and tin alloys con-
stitute an important import from the PRC.
Thus East-West trade has had a healthy impact on our balance of payments,has provided profits for U.S. farmers and manufacturers, jobs for U.S. workers,and a wider variety of goods at competitive prices for U.S. consumers.
Question 7. What are the prospects for reaching agreements with other Socialistcountries under Title IV of the Trade Act and with which countries, if any?Answer. Romania is the only country which has expressed willingness toconclude a trade agreement under the existing provisions of the Trade Act. Noother Socialist country is now willing to accept those terms. A decision to enterfuture negotiations would have to be made in the context of our overall relationswith each country.
In the event that the Jackson-Vanik Amendment were revised in a manner theSoviet Union could accept, we could extend MFN to the Soviets under the termsof the 1972 agreement. This could pave the way for conclusion of agreements,along the lines prescribed in Section 405, with Hungary, Bulgaria and perhapsEast Germany. With Czechoslovakia, the issue of the claims settlement ad-dressed in Section 408 of the Trade Act would have to be resolved.
Senator INOUYE. There is a vote pending in the Senate at the presenttime so I will call a short recess. And the final witness this morningwill be the Assistant Secretary of Agriculture for InternationalAffairs, Hon. Richard Bell.
[Recess.]
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Senator INOU YE. Mr. Bell, I welcome you to the committee, sir, I
am sorry to keep you waiting this long. But we do have interruptions
at this time of the year for voting.
So if you will proceed, I have been advised that you would like

to have your full statement submitted for the record and that you
will summarize.

STATEMENT OF RICHARD E. BELL, ASSISTANT SECRETARY FOR
INTERNATIONAL AFFAIRS, DEPARTMENT OF AGRICULTURE

Mr. BELL. Yes, I would, sir.
I first of all would like to apologize for Secretary Butz not beinff-

able to be here this morning. He had intended to, but early in the
morning, he had been called before the Budget Committee of the House
of Representatives. That hearing was delayed in beginning, and the
discussion has been more spirited than we had expected. And he is
still there.
If I may, then, I would like to take the statement we have prepared

and submit it in the record and give a brief summary of the important
points that are in it. And then if you have any questions, I would
be pleased to answer them.
Senator INCA.] YE. Without objection, the statement will be made a

part of the record.
Mr. BELL. I want to emphasize, Mr. Chairman, that when it cornea

to U.S. trade with the Communist countries of Eastern Europe, the
People's Republic of China and the Soviet Union, we are primarily
talking about agricultural trade. Agricultural trade has made up
about 70 percent of the total trade of the United States with those
countries. And at the present time, we have had a few very important
events the past year which bear this out.
At the present time, the Soviet Union has purchased about 13 million

tons of grain from the United States in the current 1975-76 marketing-
year. There has recently been completed a new 5-year agreement pro-
viding for the trading of grain for the next 5 years, beginning in 1976
through September 1981.
We have had a fourfold increase in grain sales to Eastern Europe

and a doubling in the total value of the -U.S. agricultural exports to
that area.
We have had 160 percent growth in sales to Communist areas as a

whole despite a falloff in shipments to the People's Republic of
China.
And the prospects for continued imports of grains and protein meals

in the Communist countries of Eastern Europe and the Soviet Union
continue to be very promising.

Secretary Butz, during the latter part of November, made a tour
through the East European region covering Yugoslavia, Romania,
Hungary, and Poland. He came back with his views reinforced that
that region of the world is going to continue to be a very important
market for American agricultural products. And we are quite intent
on attempting to continue to develop it.
In fiscal 1976, we are estimating that U.S. exports of agricultural

commodities to Communist. countries will be about $3.2 billion, made
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tip mostly of about $2.1 billion to the U.S.S.R. and $1 billion to the
East European countries.
We do not expect there will be very large sales to the People's

Republic of China due to a record harvest in that area.
As a result of the growth in agricultural exports to the Communist

areas, total exports of agricultural commodities to all destinations
from the United States will continue to run at a record level in fiscal
1976. In fact, most of our sales to other regions will be down, but the
increase in sales to Eastern Europe and the Soviet Union will enable
us to have another record year in agricultural exports.
We need these record agricultural exports, Mr. Chairman, in order

to keep our farmers and the farm plant in the United States running
at full production and maintaining a prosperity and satisfactory
incomes in the rural areas.
We recognize in the Agriculture Department that international

trade is a two-way street. And because of this we are quite interested
in seeing an increase in imports of products and commodities from the,
East European area and from the Soviet Union and the People's Re-
public of China.
We also recognize very much the important element that credit

plays in developing markets in the East European area. When Secre-
tary Butz visited the East European area, he was continually asked
about the availability of CCC credit. An we hope we will be able
to use that tool more fully in the future than we have in the past
couple of years.
I would like to emphasize that CCC credit, as we call it, is a com-

mercial type of credit arrangement. We loan the funds at commercial
interest rates. The main advantage of the credit to East European
countries, for example, is that the repayment terms are longer than
they normally could get from American banks or foreign banks.
As a result of that, they like to use it to develop their livestock

industries. And we from the U.S. agricultural standpoint are inter-
ested in seeing that some of this is extended.
We do have limitations, of course, on how much we can make avail-

able each year, and the Communist areas have to compete with the
.other countries in the Western World.

With that, Mr. Chairman, if you have any question, I would be
happy to try to answer them.
Senator INou rig. Mr. Secretary, as you know, we have made it our

national policy to normalize relations with the East in a process we
,call detente. What role does agricultural trade play in achieving this
goal of detente or maintaining détente?
Mr. BELL. We think, Mr. Chairman, that agricultural trade has been

very important in terms of bringing forward the policy of detente.
We were able to play a part in the early days of detente by providing
a line of credit for the sale of agricultural commodities to the U.S.S.R.
in the summer of 1972.

Also, it was agricultural products which began to open the trading
relations with the People's Republic of China. It was grains, oil seeds,
cotton, which enabled us to begin a trading relationship with that
country after almost a lapse of 20 years.
So we think that agricultural trade does play a part in the easing

of relations with the Communist areas which we generally define as
.being detente.
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Senator IrtourE. Would you say that our agricultural trade policy
is linked very closely to the political policy that exists between the
United States and the Soviet Union?
Mr. BELL. We recognize that agricultural trade policy must be de-

tided taking into account the political considerations. We would like
to try to have an agricultural trade policy which could be worldwide
in scope. And generally, it is.
But we do recognize when you get into the Communist countries

of Eastern Europe the Soviet Union and PRC, political considerations
must be taken into account. We are interested in developing trade
basically on a mutually beneficial basis, and we would hope that there
would not be overriding political considerations which would inter-
fere in our general trading of commodities with that region.

Senator INOUYE. I appreciate your candor because all of the other
witnesses have suggested that we should separate political consider-
ations from our trade policy that trade agreements should rise and
fall on their merits that we should not be concerned with restrictions
related to emigration.
Mr. BELL. Well, our view is Mr. Chairman, basically that trade

should be on a mutually beneficial basis in the commercial sector. I
merely said we recognize that in deciding policy questions regarding
trade that political objectives do get involved in all trade, and particu-
larly with the East European area and other Communist areas.

Senator INOUYE. We have received several estimates on the 1975
Soviet grain crop. Your department, I suppose, should have the best
estimate. What is the estimate?
Mr. BELL. Our current estimate, Mr. Chairman, is 137 million tons

which would put the estimate about 60 million tons below last year's
harvest and about 80 million tons below the harvest goal.
We recently revised downward our estimate of crop based upon

recent statements by members of the Soviet Government. A few
months ago, we were carrying a figure of about 160 million tons, but
we have felt, though, that there is enough evidence now to revise
downward our earlier estimate.
To give some type of comparison with that, Mr. Chairman, the U.S.

harvest of 1975 is about 250 million tons. So we are about 110 million
tons higher than the Soviet crop.

Senator INOUYE. We are not the only suppliers of grain and grain
products to the Soviet Union. For the record, what other countries
provide the needs of the Soviet Union?
Mr. BELL. The two other largest suppliers to the Soviet Union are

Canada and Argentina, and Australia probably is third. Sometimes
the West European countries supply grain to the East European
areas as well as to China.
At the present time, the Soviet Union has purchased about 28 million

tons of grains and oil seeds for delivery in 1975-76. About 13 million
tons of that is from the United States.
Senator INOUYE. If the United States refused to provide grain to

the Soviet Union, would the Soviet Union be able to get their require-
ments from Canada and Argentina?
Mr. BELL. They could get some of their requirements from Argen-

tina, Canada, and Australia, but certainly not all of it. In the current
1975-76 marketing year, the United States is going to supply about

81-365-77 9
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half of the total world trade in grain. Total world trade in grain will
be about 155 million tons; we will supply about 85 million tons.
I think it is important to recognize that limiting our sales of com-

modities to a certain country does not necessarily reduce the need in
those countries. If we do not sell as much as some people would want
us to, the foreign buyer will probably buy more from Canada, Aus-
tralia and other countries, and we will replace them in other markets.
So it is a total world need that counts rather than just segments of it.
Senator INOUYE. SO it makes very little difference if we decided not

to sell to the Soviet Union. Could they get it elsewhere?
Mr. BELL. They could up to a degree. I think it would have been

difficult for them this year to arrange the purchase of 28 million tons
from the world market as they did without having the United States
involved. If we had not been willing to sell grain to them, they prob-
ably could not have bought 28 million tons from the world market.
Senator INOUYE. In our trade with the People's Republic of China,

I have noted that the Chinese have changed their requirements several
times. Under those circumstances how do we get any long-term grain
agreement with the People's Republic?
Mr. BELL. Our agricultural trading relations with the People's

Republic of China has not developed to the extent it has in Eastern.
Europe and the Soviet Union. We were able to supply several million
tons of grains and oil seeds to the Chinese in the 1972-73 marketing
year as well as some cotton. Since then, our trade has tended to decline.
The Canadians and the Australians have long-term agreements to

supply the Chinese with wheat. Those agreements basically fill the
Chinese needs on an average year. The Chinese normally need about
3 to 4 million tons of wheat a year to fill the requirements in the North,
China area, particularly along the coastal areas.
Only if there is a crop decline is there a requirement for grain more

than that.
I for one do not see great prospects for agricultural trade from the

United States to China except perhaps for cotton. Our cotton exports
have fallen off the last year basically because of the worldwide eco-
nomic recession and reduced demand for Chinese textiles. Once we have
recovery in the world economy, I think we again will begin to sell
more cotton to the Chinese.
But as far as grains and oil seeds as food, I think the market poten-

tial there at the present time is limited, and I expect most of that to
be met from Australia and Canada.
Senator INOUYE. In 1972, when we made the massive sale to the.

Soviet Union, we found ourselves later beset with horrible winter con-
ditions and high food prices throughout the world, and that also,
affected our consumers in the United States.
As a result, there have been many who have suggested that we

should either slow down or stop our sales to the Soviet Union. What
kind of machinery does the Department have to anticipate this type of
dramatic change in world conditions that could affect our consumers?
Mr. BELL. There were a number of factors, of course, which occurred,

after the original sales to the Soviet Union in 1972 that had an impact
on total trade in grain and oil seed the following year. The main event
in my judgment was the fall off in rice production in Asia in early 1973..



127

This required the purchase of more wheat from us than normally was
the case. And this was probably the factor that had more to do with the
rise in wheat prices than anything else, including the sales of grain to
the U.S.S.R.
One of the things we did, though, with the Soviets in 1973, we asked

them to defer some of their shipments or takings of wheat they had
purchased earlier and put it over into the following crop year. They
agreed to do that, and we found that to be helpful.
With respect to trying to estimate the potential rise and fall in world

food production and world trade in food, we find that, of course, diffi-
cult because we have not yet been able to forecast the weather. We have
been able to do a fairly good job on that, though, sir, except for the
U.S.S.R. The U.S.S.R. is a very large country; the weather is very
variable; and they are undoubtedly the most unstable element in world
food production. And this has an impact in world trade in food.
The new agreement with the Soviets, the long-term grain agreement,

concluded in October, is basically a framework to try to develop a bet-
ter system for trading grain with the Soviets than we have had in the
past. I think the Soviets will be cooperative in this area, and I hope
that part of the emotionalism which has been involved in trading grain
from the United States to U.S.S.R. will be dissipated by the agreement.
Only time will tell.
Senator INouyE. During the period of grain shortage in 1973, we -

were constantly receiving reports that the grain that we had sold to the
Soviets at the preshortage rates was being sold by the Soviets in turn to
other European countries at a higher price.
Mr. BELL. We checked into that very closely, Mr. Chairman, and we

in fact were hever able to substantiate it. We were able to trace a few
ships that stopped in Western Europe for repair, but in all cases, the
ships continued on to the Soviet Union for unloading.
About the same time that we had press reports of these types of prob-

lems, the Soviets also made a sale of 2 million tons of wheat to the
Indians. That wheat, though, all came from the Soviet domestic crop
in the summer of 1973. There was no transshipment of U.S. grain.
There was some transshipment of Canadian grain, but not United
States.
• Senator INOUYE. We have several questions which I would like to
submit to your office for your response.
Mr. BELL. I would be happy to, sir.
Senator INOU YE. And if you will see the staff after the hearings,

I would appreciate it.
Mr. BELL. Fine.
Senator INOUYE. I would like to thank you very much, Mr. Secretary,

and convey our best regards to Secretary Butz.
[The statement follows:]

STATEMENT OF HON. EARL L. BUTZ, SECRETARY OF AGRICULTURE

Mr. Chairman, I welcome the opportunity to appear before the Committee, and
to discuss a subject of increasing importance to American farmers. The growth
of trade between East and West is, in fact, an agricultural subject since more
than 70 percent of all U.S. exports to the Communist countries consist of farm
products.



128

Moreover, it is plain that agricultural trade will continne to be crucial to

economic and political relations between East and West. Events of this year

bear that out. We are seeing:
The purchase by the Soviet Union of 13 million tons of U.S. grains thus far

and a 5-year agreement regarding future purchases.
A four-fold increase in grain sales to Eastern Europe and a doubling in the

total value of U.S. exports to that area.
A 160-percent growth in sales to Communist areas as a whole, despite a falloff

in shipments to the People's Republic of China.
Prospects for continued imports of grains and proteins as Communist govern-

ments move to raise the living levels of their people.
During the last half of November, I had the opportunity to visit four countries

of Eastern Europe—Yugoslavia, Romania, Hungary and Poland. In all of these

countries we met with high government officials.
My single overriding impression was of the commitment that leaders of those

countries are making to an improvement in goods available to consumers. If

"consumerism" is a factor in American politics—and of course it is—it is also an
element in the politics of the Soviet Union and the nations of Eastern Europe.

Even in the most tightly-controlled economies, there is evidence at the highest
levels of new policies aimed at raising the level of cOnsumer satisfaction.
This is certainly evident in efforts to expand production of animal products.

In Hungary, we saw a poultry plant that produces 200 million baby chicks a year.

ln Yugoslavia, we saw an enormous cooperative farm which, among other things,
is milking more than 20,000 cows. Romania has a hog complex that turns out
35,000 finished hogs a year.
In Poland, I was quite impressed with the improvement in consumer goods

available since I visited that country 12 years ago. Grocery shelves are better
stocked, and the waiting time for a new car or a new apartment has been greatly
reduced. Still, supplies fall short of the improvement in incomes, and the Polish
Government is working to make more goods available, especially food.
As these countries expand their animal agricultures, many of their leaders

speak of becoming self-sufficient in feed grains. Personally, I doubt their ability
to do this. As for proteins, they have no serious thought that they can meet their
own needs in the years ahead. This has implications for American farmers.
In Bucharest, Angelo Miculescu, Vice Premier and Minister of Agriculture,

said to me: "You have something More powerful than the atomic bomb—you
have soya." This was the comment from a man who knows the United States and
is intimately involved in the Romanians' effort to increase production of animal
products. We spent two days with him, much of the time actually on farms.

Obviously the farms shown to visitors in Romania and other Eastern coun-
tries are not typical—they tend to be showplaces. Nevertheless, there is defi-
nitely a public drive to expand consumer goods—in particular high quality foods.
Increased trade With the West—and the nature of that trade—bears that out.
In recent years the United States has exported to Eastern Europe about a

million tons of soybeans a year, mostly in the form of meal since crushing
facilities are limited In that part of the world. This year, East European nations
have also boosted their import of U.S. grains, due in part to the failure of sup-
plies they formerly brought in from the Soviet Union.
In fiscal 1976, U.S. grain exports to Eastern Europe are expected to include

3.2 million tons to Poland, 2.8 million tons to East Germany, and 1.2 million tons
to Romania. This total of 7.2 million tons is quadruple the amount we shipped to
those three countries last year.
The Soviet Union, meanwhile, has now ordered some 13 million tons of U.S.

wheat and feed grains—out of around 25 million tons purchased in the world
market against its 1975 crop shortfall. The extremely poor USSR harvest ia
causing liquidation of Soviet pig and poultry numbers and will probably cause
further cutbacks in their herds and flocks this winter and spring.
So this is hardly a typical year in East-West trade. At the same time, the

factors that make it atypical are also present in normal years—in less extreme
form. Specifically, those countries are unable to produce enough feedstuffs to
meet food production goals. U.S. farin products should continue to account for a
large proportion of our trade with those countries.
In the last 3 years, U.S. exports to Eastern Europe and the USSR have in

each case been more than two-thirds agricultural. Exports to the People's
Republic of China have been 80 percent agricultural. For the last three years in
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total, farm product exports made up 70 percent of all U.S. exports to all Com-
munist areas. The percentage will be about the same in fiscal 1976.
For fiscal 1976, we are estimating sales to the Communist areas at $3.2 billion—

made up mostly of $2.1 billion to the USSR and $1.1 billion to Eastern Europe.
It appears that exports to the PRC will be negligible due to a likely record
harvest there, a serious problem with foreign exchange, and world recession that
has reduced markets for textiles produced in China.
U.S. farm product sales of $3.2 billion to the Communist countries compare

with $1.2 billion last year, $1.9 billion the year before that, and $1.3 billion in
fiscal 1973-4he year of the first large grain sales to the Soviet Union. In earlier
years, total farm product sales to those areas never exceeded $300 million.
Thanks to this $2 billion gain in sales to Communist countries, we are esti-

mating our total farm exports this fiscal year at $22.7 billion. Sales to Western
Europe at $6.8 billion—are off by $400 million from last year. Exports to Asian
countries other than the People's Republic of China will be about steady with
last year at $8.1 billion. Exports to Canada, Oceania, and Africa are little
changed. Exports to Latin America are off substantially.
Without this growth of $2 billion to Communist countries, we would experi-

ence an actual decline in our total overseas sales this year. We could ill afford
this in a year of abundant supplies—a year in which American farmers are
planting without restrictions for the coming season. U.S. farmers need a con-
tinuing growth in exports to the Communist countries—as well as to other parts
of the world.

If we are to achieve this, we must not lose sight of the importance of trade as a
two-way proposition. We have a considerable positive trade balance with the
Communist countries—over $1.2 billion last year. Those countries must be able
to sell their products in the West if they are to buy in the West. A reasonable
opportunity to export their products to the United States is certainly basic to
growth in East-West trade.
Another element is credit. Without exception, the East European leaders I

talked with last month raised the question of CCC export credit. We face a
number of restrictions on the use of this credit, as well as a limitation on the
total credit we can offer world-wide.
CCC credit is tied to commercial rates. CCC credit is in demand in Eastern

Europe because it is available on 3-year terms, while commercial credit is usually
on shorter terms. Moreover, I believe that each of our customers abroad wants
to feel that he has equal access to export services available to other customers
in like financial situations. I suspect this attitude extends to other U.S. Govern-
ment programs as well as to credit offered through the Commodity Credit
Corporation.
Mr. Chairman, I thank you again for the opportunity to meet with you. If

there are questions, I will be pleased to address myself to them.

[The following information was subsequently received for the
record:]

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,

Washington, D.C., February 19, 1976.
Hon. DANIEL K. INOUYE,
U.S. Senate.
DEAR SENATOR INOUYE : In your letter of December 19, 1975, to Secretary Butz

you requested that the Secretary respond for the record to several questions
as an addition to the Department's December 12 testimony on East-West trade
before the Committee on Commerce. We are pleased to submit the enclosed
responses.

Sincerely,
DALE A. SHERWIN,

Deputy Assistant Secretary.
Enclosures.
Question 1. You are a member of the East-West Foreign Trade Board. Since

its formation, what agriculture-related issues have been brought before the
Board? What decisions have been taken pursuant to the discussion, if any?
Answer. Two agriculture-related items which have been brought before the

East-West Foreign Trade Board for consideration are this year's purchases of
grain by the Soviet Union and the negotiation of the U.S.-USSR grain agree-
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ment. The Department has used the opportunity of meetings of the Bbard a
nd

its Working Group to keep other agencies abreast of events surrounding Sov
iet

grain purchases. The Board decided at its July 11, 1975, meeting that because

of the situation then developing, grain sales to the USSR would be monitored

daily. Since the Economic Policy Board meets daily it was asked to do the

monitoring.
A Department of Agriculture representative makes periodic reports to the

Board's Working Group on past and prospective purchases by the Soviet Union,

and gives status reports on the COO credit situation. Board and Working Group

meetings have also provided a useful forum for discussion of the U.S.-USSR

grain agreement.
The East-West Foreign Trade Board has devoted much time to the question

of MFN and the Trade Act of 1974, an item which is not solely agriculture-

related but which continues to be of great importance to the agricultural com-

munity. We feel that lack of MFN and COO credits have had an overall adverse

impact on our agricultural exports to the nonmarket economy countries. Those

sections of the Trade Act which deny most favored nation (MFN) treatment

and put restrictions on the extension of CCO credits to most of the nonmarket

economy countries spoil the whole climate for normalization of trade and

undermine our efforts to develop long-term markets for our agricultural prod-

ucts in these areas. While we support the humanitarian objectives which led

to adoption of those articles of the Act (the Jackson-Vanik amendments) which

are objectionable to the Soviet Union and other nonmarket economy countries,

we question whether these provisions have yielded the desired result. The
Department supports the Board's decision to continue to seek ways of working

with the Congress to solve this most important problem.
Question 2. Do you support, in general, the concept of long-term agricultural

agreements designed to stabilize bilateral grain trade?
Why does the informal Polish agreement differ from the Soviet agreement?
Answer. In general, we do not support the concept of long-term agricultural

agreements to stabilize bilateral grain trade. The Soviet agreement will serve to
stabilize our bilateral trade but an agreement along lines of the Soviet model is
not contempltaed with any other country. We consider the Soviet agreement to
be a unique solution to a unique problem—the ability of the Soviet Union to dis-
rupt the world market with huge, unexpected purchases of grain. The agreement
will stabilize and regularize Soviet purchases without interfering with the
normal operation of the free market.
The Department would consider entering into information exchange arrange-

ments with the nonmarket economy countries. To date, we have concluded two
such arrangements: the U.S.-Polish Joint Statement on Development of Agricul-
tural Trade of October 8, 1974 and the U.S.-Romanian Protocol on Development
of Agricultural Trade of September 11, 1975. The arrangements were not en-
tered into for the purpose of stabilizing bilateral grain trade. They are essen-
tially means of improving the flow of agricultural economic information from
countries where such information has not been readily available.
These informal understandings are valuable in that they give us a better

assessment of import needs of the nonmarket economy countries and give greater
assurances to our farmers that there will be sufficient demand world-wide for
the commodities they produce. In turn, they give our trading partners the best
possible assurance within the framework of the market system that supplies
will be available to meet demand.
We do not have a Soviet-type agreement with Poland or with any other country

because we do not need one. Poland is a traditional customer for U.S. farm
products with whom we have established trading practices. Unlike the USSR,
Poland has not been, nor does it threaten to be, a disruptive force in the world
grain market. Consequently, a grain agreement with Poland would serve no
useful purpose and, in our View, would be undesirable in that it would represent
a step in the direction of bilateralism.

Although arrangements such as the U.S.-Polish Joint Statement are not bi-
lateral agreements and in essence are really affirmations by both parties of
multilateral trading principles, they can contribute substantially to growth of
bilateral trade. During my November 1975 visit to Poland, Minister of Agricul-
ture Barcikowski and I reaffirmed the October 1974 understandings. In addition,
the Minister noted that Poland intends to purchase about 2.5 million tons of
grain in the U.S. each year for at least the next five years. Our willingness to
exchange assurances with Poland has helped secure a market for U.S. farmers
at least twice as large as it has been over the past several years.
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Question 3. Some have charged that the grain agreement places the Soviet
Union in a better position than our allies, who may also be large customers.
Please comment.
Answer. The U.S.—USSR grain agreement does not place the Soviet Union in

a better position than our allies. It does, however, mean that up to the level of
8 million tons of purchases in any one season, the USSR will enjoy a position
equal to that of other countries. During each of the past two years there were
instances when export sales to the USSR were curtailed even while the rest of
the world retained unrestricted access to U.S. supplies. The USSR was treated
less favorably than other countries. The new agreement assures that, at least
up to the level of 8 million tons, this will not happen in the future. The agree-
ment does not give preference to the USSR for access to U.S. grain supplies. It
merely assures that other countries will not have preference over the USSR in
obtaining our supplies.

Question 4. How can the Department insure that the Soviet Union does not
evade the provisions of the agreement, for example, through transshipments,
establishment of straw corporations located in other Western countries etc.?
Answer. The Department will monitor U.S. exports to the Soviet Union pur-

suant to Section 812 of the Agriculture and Consumer Protection Act of 1973.
While there is no specific provision in the agreement concerning noncompliance
by either Party, failure by the USSR to live up to provisions of the agreement
would become known and would then be taken up with the Soviet Government
immediately. Further, Soviet non-compliance with the agreement would jeop-
ardize their chances of getting the full amount that they may want in some future
year when their needs for U.S. grain exceed 8 million tons. Transshipments are
specifically prohibited by Article IV of the Agreement which states that all grain
purchased by the Soviet Union must be used for consumption in the USSR,
except as otherwise agreed by the U.S. and USSR. There have been allegations
concerning transshipments in the past, but to our knowledge, none has been
substantiated.
To ensure that the Soviet Union meets its obligations under the agreement,

we must rely to some extent on the good faith of the Soviet Union. We believe
that the USSR shares with the United States a strong interest in the successful
operation of the agreement. As a practical matter, the Soviet Union acknowledged
by entering into the agreement that it will be a large importer of grains, par-
ticularly feed grains, for the foreseeable future and that it will have to depend
on the U.S. as a major supplier of these commodities. Also, the Soviet Union,
like any other state, has a general interest in maintaining the credibility of its
international undertakings.

Question 5. It has been alleged by some opponents of the agreements that they
constitute a de facto form of export control to the extent that they provide, at a
minimum, a suggested ceiling without actually having the President resort to
the Export Administration Act. Please comment.
Answer. The U.S.—USSR grain agreement does not of itself limit the export

of U.S. grain or establish any controls to limit exports except for the provision
requiring prior consultation with the U.S. Government for purchases exceeding
8 million metric tons. .ine agreement is designed to reduce the disruptive effects
of large, sporadic Soviet grain purchases. We do not view the agreement as
means to restrict trade. On the contrary, it will provide a framework for expand-
ing trade.
The agreement provides a base annual market on which we hope to build each

year. The base market of 6-8 million metric tons is not small. The 8 million ton
figure which the USSR could take without consulting the U.S. Government is
almost 2 million tons more than average annual purchases of all U.S. grain by
the Soviet Union during fiscal years 1972-75. Five years ago, no single country
took as much as 8 million tons of U.S. wheat and corn a year.

Further, the 8 million ton figure is not a ceiling for Soviet purchases. The
agreement merely provides for consultations at the government level prior to
purchases of more than 8 million tons of wheat and corn in a given year. Such
consultations are not new or unusual. We meet periodically with many of our
trading partners to discuss their needs and the U.S. supply situation.

Question 6. In the 1972 Soviet grain purchase, the USSR was able to obtain
CCC credits. Since that time the role of CCC credits has been limited, and much
of it has been repaid. What is the present role of credit in sales to the nonmarket
countries? Does credit play any role in grain sales by our competitors?
Answer. Under Title IV of the Trade Act of 1974, all nonmarket economy

countries except for Poland and Romania are now ineligible to receive CCC
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credits. Poland is a traditional CCC credit customer and with the aid of credits,
we have developed a large, long-term market for our agricultural products in
Poland. The CCC Credit Program has been used actively to promote exports
to Romania since 1970, and sales of more than $120 million of agricultural prod-
ucts have been financed since that time.
We feel strongly that OGG credits are a valuable market development tool.

In a normal situation where commodities are in abundant supply and buyers
are free to choose among several sources, considerations such as the availability
of credits are often the decisive factors in the purchaser's decision to buy from
one source over another. Although we see considerable market potential for our
commodities in Eastern Europe, the non-availability of credits will make devel-
opment of these markets difficult.

Details of financing arrangements of competing export nations are not readily
available. A number of exporting countries have government entities which make
sales and arrange financing. However, most do not have clearly defined programs
and credit terms are not usually publicized. The secrecy surrounding offers of
financing by competing export nations and their variance, transaction-by-
transaction, make it difficult to discuss with precision the financing terms of
these countries. With the shift to the seller's market in 1972, the importance of
export financing in making a sale decreased. But with the harvest of sizable
1974 and 1975 crops, new competitive situations developed. The following coun-
tries are known to have used export financing to sell grain in Communist
markets:

1. Canada has been selling grain to East European markets on credit for
several years. Credit has even been advanced to cover transportation costs.
(These are not covered by our own CCC credit export financing.) Canada has
also sold substantial quantities of wheat to the People's Republic of China
(PRC) on credit. We do not know the exact interest rates.

2. Australia has made substantial credit sales to the PRC. The interest rate
for the September 1972 sale was reported to be quite low and the PRC had a
choice of payment terms. Commitments from the 1974 and 1975 crops to the
PRC are reported to carry a long repayment period and low interest rates.

3. European Economic Community (EEC) As a sales tool, credit takes second
place to subsidies in export transactions of the EEC countries. They have used
huge export subsidies to relieve surplus situations and prevent excessive build
up of soft wheat stocks. However, in addition to the EEC export subsidy, the
individual member countries can use long-term credit and low interest rates
to make the actual grain price even more attractive. The combination of ready
credit at low interest rates and the virtually unlimited export subsidy makes
the EEC a very formidable competitor. In exports to Communist countries,
subsidies rather than financing have been the important competitive factor.

Question 7. You are well known as a strong advocate of agricultural exports
and have criticized those who would impose restrictions on such exports. Is it
your position that agricultural exports should be totally unrestricted, including
exclusion from the Export Administration Act of 1969, as amended, which pro-
vides for export controls where domestic shortages occur?
Answer. We do feel strongly that an aggressive agricultural export policy

is essential to the well-being of the American farm sector and the entire U.S.
economy. It is no secret that farm exports have been bailing out the U.S. trade
balance for some time.
In 1975 we asked for an all-out production effort by U.S. farmers. We can con-

tinue to ask for and receive such an effort only so long as farmers are confident
that there will be an unrestricted market for their products—a market in which
normal market forces act to create a fair return for the farmer. Any arbitrary
or impulsive action to curtail exports, no matter for how short a period, can be a
serious depressant and serve to undermine our goals.
We would not go so far as to argue that agricultural items should be

excluded from the Export Administration Act of 1969, as amended. One of the
primary functions of American agriculture, after all, is to feed Americans, and
it is useful for the President to have the authority to deal with any special
shortage situation that might occur.
However, this authority should be used only as a last resort—in cases of a

real crop failure. We have had situations in the past, the 1930's for example,
where U.S. farmers encountered extended periods of drought, livestock herds
were liquidated, and poultry farmers went out of business. In such emergency
periods it might be necessary for the President to act to assure a sufficient food
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:supply for the U.S. We consider such a situation unlikely in the future, and we
trust that the current agricultural programs of this Administration will assure
that the short supply provisions of the Export Administration Act need never
be used again for agricultural products.

Question 8. You have been quoted in recent issue of "Business Week" (Dec.
15th) •as stating that American "agripower" has had an impact in our relations-
with the USSR. Did that article correctly represent your views?
Do you think that use of our leverage in the agricultural sector is an appro-

priate objective of our detente policy vis-a-vis the Soviet Union?
Answer. My views on the use of agripower vis-a-vis the Soviet Union were, in

general, presented accurately in the December 15 issue of "Business Week." In
;the U.S. the tremendous productive capacity of the American farm community
is a major source of this country's strength. The farm products which we are
able to export each year not only create jobs here in the U.S. but help pay for
the many imports we need. In recent years our agricultural exports have helped
keep our balance of payments position strong and helped this country weather
the oil price increases of the OPEC nations. We are projecting a positive agricul-
tural trade balance for fiscal year 1976 of more than $12 billion, which will pay
for about one-half of our oil imports. Few countries can boast a similar record.

American agripower has clearly had an impact on our relations with the USSR.
In recent years, the Soviet Union has embarked on a campaign to increase sub-
stantially supplies of quality food products, particularly meat. To achieve their
goals, the USSR has had to import large quantities of grain and soybeans,
much of which has come from. the United States. In their two most recent poor
harvests, 1972 and 1975, the Soviets have not resorted to large-scale belt
tightening as they had done in the past. They have imported grains rather than
slaughter livestock on a mass scale as they have done in the past and it is now
evident that they do not intend to abandon their ambitious goals.
Even in a country like the Soviet Union which is hardly consumer-oriented, it

would be difficult for the Soviet leadership to back down from their well-
publicized goals. As is the case in any country, once expectations of the popula-
tion have been raised, their nonfulfillment or even underfulfillment could be a
source of internal tension. The Soviets know this. And we know this.
In the "Business Week" article, I mentioned Soviet noninterference in the

Mideast peace talks as an example of the use of agripower benefiting U.S.
interests. Undoubtedly, agriculture will remain a key element of our relations
with the USSR. The extent to which agripower constitutes "leverage" as an
objective of our policy vis-a-vis the Soviet Union would depend on how we define
this very important word. To the extent that our agricultural productivity
influences the Soviet decision making process, agripower does constitute a form
of leverage in our dealings with the USSR. But I would strongly oppose
.attempts to use American agripower by restricting exports in an effort to force
any country to take an action. Such action would be warranted only under very
unusual circumstances.
When I visited Eastern Europe last November, Romanian Minister of Agri-

culture Miculescu told me I had something more powerful than the atom bomb—
soybeans. Though exaggerated, his point is clear: food is power. We must use our
.agripower responsibly and with the utmost caution. The threat of agripower,
like the threat of force, is usually much more effective than its actual utilization.
I believe in the subtle use of American agripower when it is in our best interests
but would oppose its use as a means of coercion.
In the field of agriculture, the U.S. can now bargain from a position of strength.

We must keep in mind the source of that strength—the American farmer and
our market-oriented farm policy. We have achieved our position not by advocat-
ing a larger government role in agriculture, but by getting the government out
of the farmer's business and allowing him to produce without restrictions.
I oppose the formation of any government body whose purpose would be to
,eontrol agricultural production and exports.
The OPEC countries have achieved petropower by cutting back production and

artifically increasing prices. We have achieved agripower by pursuing a policy
of full production without controls and allowing the forces of the market to
determine prices. In my view, our methods make better economic sense than OPEC
methods and in the long run, agripower will be even more potent than petropower.
Our farm policy has been -a success. The American farm community has

responded to our calls for full production with bumper crops which have made
es the world's largest exporter of agricultural products. I firmly believe that the
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free market economy creates those conditions under which agriculture will pro-
duce most efficiently. There are a number of foreign countries which serve as an
example of what results when the government interferes too closely in local
farming operations. It is in our best interests to continue to pursue our policy
of full production without controls and to use, responsibly and cautiously, the
power that is ours.

Question 9. Under the terms of the 1973 U.S.-USSR Agricultural Cooperatioft
Agreement, the Soviet Union was expected to provide information on forward
estimates of production, consumption, demand and trade of major agricultural
commodities (article II, paragraph 1). To some extent, the recent grain agree-
ment has taken care of this by establishing a purchase range of 6 to 8 million
tons annually.

Nevertheless what is being done to ensure that the Soviet Union provides the
other information?
Why do we continue to allow the Soviet Union to purchase U.S. grains when

they have not fulfulled the terms of the agreement?
What are the benefits the United States derives from the 1973 Agreement?

Are they sufficient to overlook Soviet non-compliance with the forward estimates
provisions?

Answer. The Soviets are committed to bilateral talks with the U.S. twice each
year on the current situation and outlook for production, utilization and for-
eign trade of major agricultural commodities (forward estimates) in the two
countries. The need for this information has not been eliminated by the new
grain supply agreement, because it covers just part of total Soviet foreign trade
in wheat and corn, adds nothing to data on their production and little on their
utilization in the USSR, and provides no information needed on other grains
and on other major agricultural commodities. Therefore, we are continuing to
try to obtain these forward estimates through a combination of pressure and
education. The Soviets understand our sensitivity over the lack of these data so
far, and the way this detracts from success with other parts of the Agreement,
so they realize that further inaction on their part could before long result in
some cutback to technical information they want and are starting to receive.
In addition to signalling our feelings along these lines, we use appropriate op-
portunities to try to convince them of the two-way benefits to the exchange of
such data. We also plan to test some indicated Soviet willingness to work
through joint forecasting study toward providing more information in the
future.

Overall progress made under the Agricultural Cooperation Agreement
through 1975 has been considered sufficient to overlook, so far, Soviet non-
compliance with the forward estimates provision. In brief, this judgment is
based on significant benefits obtained with respect to each of our five main ob-
jectives, plus prospects for further improvements and advances. Worthwhile
progress has been made in the exchange of economic information aside from
that part on the current situation and outlook (forward estimates). Contacts
with Soviet institutions and individuals have been expanded considerably since
the beginning of the Agreement. Exchange of agricultural research information
and materials and technology is proceeding. Joint activities in the agricultural
sciences necessarily have been largely exploratory and organizational to date,
but have established a basis for mutually beneficial research projects in various
areas. Market development for U.S. agricultural commodities, as well as for
agriculturally related technology and equipment, has been aided by contacts
made through team exchanges and by other Agreement activities.
We do not believe that Soviet non-compliance with parts of the information

exchange provisions of the 1973 Cooperation Agreement is of itself sufficient
reason to restrict agricultural exports to the USSR. The Department has con-
sistently taken a position of government non-interference in private trade, ex-
cept as justified by domestic legal authority. The Export Administration Act
outlines in specific terms U.S. policy on export controls. Such controls may be
imposed only (1) for national security reasons, (2) to further U.S. foreign
policy, or (3) in times of short supply. We question whether use of export
controls would be justifiable under these criteria.

Question 10. In the GAO report on agricultural attaches, GAO concluded that
Agriculture should coordinate its planning with State and Commerce to ensure
consistency with overall trade objectives and promotional emphasis abroad.
What are the procedures to ensure that Agriculture's overseas trade activities
are consistent with overall U.S. trade policy and objectives?
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What is being done to coordinate planning in agricultural trade between your
Department and State and Commerce?
Is there a plan for U.S.-overseas agricultural trade activities? If so, how was

it developed?
What steps have been taken to implement GAO's recommendations in its

report on agricultural attaches? GAO recommended, in terms of planning for
Government trade activities, that the Secretary of Agriculture:

Establish individual country and/or regional objectives;
Devise appropriate strategies for accomplishing the stated objectives,

including a delineation of priority attache activities;
Establish, where possible, benchmarks to permit objective evaluation of

attache performance;
Work with State and Commerce in integrating Agriculture's plans into

country commercial programs.
Answer. The joint USDA/industry market development programs are the

most effective way to promote overseas sales of U.S. agricultural products.
These programs are planned, implemented and evaluated jointly with trade as-
sociations and private firms in the United States and abroad. Since its inception
two decades ago, the program has grown in both scope and sophistication. FAS
has long had a system to plan and implement strategies for achieving program
aims and establishing priorities. These strategies and priorities normally are
communicated in writing to our posts abroad as instructions to undertake spe-
cific projects. Examples of such planning include: (a) a model FAS market
development program planning system for cooperator and FAS projects; (b)
a long-range (5-year) planning system for the market development program
that outlines long-range program objectives and establishes marketing strate-
gies and plans on an individual country basis; and (c) a long-range (3-year)
program and budget planning system that has become an established element in
the overall PAS management system.
Through the Agricultural Attaches overseas representation is provided to

carry out the full range of USDA responsibilities abroad. Attaches are highly
qualified professional .economists, marketing specialists, and agriculturalists
who are drawn mainly from FAS operating units—market development, com-
mercial exports, commodity analysis, international trade policy and Public Law
480. They have primary responsibility for approving country marketing plans
on a commodity-by-commodity basis and are also responsible for cross-country
coordination at the country level. Direction and control from Washington involve
establishing priorities and work assignments on a country-by-country basis. Con-
trol is exerted through our planning and management system and through di-
rect day-to-day communication with attaches through cables, memoranda, con-
ferences, and administrative-supervisory visits.
FAS has also established a performance evaluation system for attaches that

is both objective and project achievement-oriented. The attache is rated by all
important USDA end-users and his composite performance rating reflects as
many as ten separate evaluations. For example, market development personnel
rate him on his achievement in reaching the performance benchmarks estab-
lished in advance for such projects. In addition, an FAS management-by-objec-
tives system for an FAS program includes a clear statement of objectives; a
plan to achieve the objectives; a statement of resource requirements; and an
assessment process to help insure that objectives are being accomplished.
In essence, we think that the present system results in optimum cordination

of program planning both in Washington, and at field level, while retaining the
maximum input of 'highly competent agricultural marketing experts from both
industry and government. While we agree that an even greater systematic
programming of objectives and activities is theoretically possible, we believe
that the current management effectiveness of FAS does not warrant the instal-
lation of an additional planning structure overlying our existing market devel-
opment, reporting, and direct communication system.

Coordination with State Department and overall U.S. trade policy is carried
out at the embassy level by our agricultural attaches, who work closely with
their respective ambassadors and the latter's economic and commercial staffs.
At the Washington level, the Departments of Agriculture, State and Commerce
have collaborated on feasible projects to give impetus to the overall U.S. export
expansion drive. We believe interagency cooperation for such activities as buy-
ing missions to and from the United States, referral of trade opportunities, trade
center and trade fair promotions, is mutually beneficial and we will continue to
participate actively in these cooperative efforts.
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However, there is a fundamental difference between the FAS market develop-
ment program and the Country Commercial Programs administrated by the State
and Commerce Departments which we believe must preclude the imposition of
another layer of coordination over our market development program.
The FAS market development program involves the joint financing, planning,

implementation and evaluation of each of its development activities with non-
profit trade associations and private firms. It relies heavily on the close coopera-
tion of private producers and traders both in the United States and abroad. The
Country Commercial Programs, on the other hand, are largely government
planned and operated.
We believe that the FAS system is the most effective means of promoting over-

seas sales of agricultural commodities and products. We therefore do not consider
that it would be a good policy to shift a highly successful foreign market develop-
ment program from the control of private business interests to the hands of
government managers.

Question 11. In 1972 the Soviet Union made large purchases of U.S. grain which
coupled with other phenomena, resulted in a world-trade rise in food prices.
Clearly purchases of U.S. grains by the non-market countries has an influence
on other countries and on the capacity of the United States to fulfill other obliga-
tions, such as sales to our allies and assistance to less developed countries.
How do you relate agricultural trade with the socialist countries to our global

agricultural policy and to these other obligations— or do you think that there
should be a relationship at all?
Answer. We are confident that if given the opportunity to produce at full

Capacity, our farmers will make available sufficient supplies to satisfy domestic
consumption, meet the needs of oUr foreign customers, and still have enough to
make significant contributions in the area of food assistance to developing coun-
tries. Purchases of U.S. grain by nonmarket economy countries in normal years
have little or no impact on our other trading partners. Even in 1975 when the
USSR and much of Eastern Europe suffered crop failures, larger-than-normal
exports to the socialist countries have not affected our ability to meet the re-
quirements of other overseas customers.

Since the Soviet grain purchases of 1972/73, our agricultural exports to the
USSR have evoked a sense of emotionalism which is not warranted by the actual
quantities of grain involved. Hopefully, the U.S.—USSR grain agreement will take
the emotionalism out of our agricultural trade with the Soviet Union by eliminat-
ing the elements of uncertainty and surprise which have surrounded Soviet pur-
chases in recent years.
Our trade with the nonmarket economies is still in an embryonic stage. In 1970,

U.S. agricultural trade with the socialist countries of Eastern Europe and Asia
was very small. Since that time trade in farm products with these countries has
Increased dramatically and we still see much potential for development of agri-
cultural markets in these areas.
In our view, the development of agricultural trade is an integral part of a long

term process of normalization of our economic relations with the nonmarket
economies. We hope to continue to develop our trade relations both bilaterally in
our agricultural agreement with the USSR and understandings with Poland and
Romania, and multilaterally in such forums as the General Agreement on Tariffs
and Trade (GATT). Despite basic differences in economic systems, there are no
insurmountable barriers to closer trade relations with these countries and no
a priori reasons to differentiate between socialist countries and our other trading
partners.

Senator INotryE. These hearings will now stand in recess until next
year at which time we will provide adequate notice for the continua-
tion.

TTntil then, we stand in recess.
[Whereupon, at 12:40 p.m., the hearings adjourned, to stand in

recess until further notice.]

r,



AMERICAN ROLE IN EAST-WEST TRADE

FRIDAY, JANUARY 30, 1976

U . S. SENATE,
COMMITTEE ON COMMERCE,

Washington, D.0 .
The committee met at 9:30 a.m. in room 5110 of the Dirksen Senate

Office Building, Hon. Daniel K. Inouye presiding.

OPENING STATEMENT BY SENATOR INOUYE

Senator INOUYE. This morning, the Committee on Commerce resumes
its hearings on the "American Role in East-West Trade: Prospects,
Problems, and Issues, 1976-80."
Our hearings began on December 11 and 12 with the appearance of

representatives of the executive agencies. Today, we shall receive the
testimony of a distinguished panel of academic specialists, each of
whom is a nationally known expert in this field. I look forward to to-
day's session with great anticipation.
In 1975, our total trade turnover with the Socialist countries was

approximately $4 billion, up to $3.24 billion in 1974. Preliminary fig-.
ures show that exports totaled $3.1 billion and imports $900 million,
for a surplus of approximately $2.2 billion, a significant increase over
1974's surplus.
The largest component was trade with the Soviet Union, reflecting

in large part the sale of grain to that country. Total trade turnover
with Eastern Europe and the People's Republic of China remained
stagnant or fell.
American attitudes toward trade with the Communist countries

have undergone several significant transformations within the last
decade. Hostility changed to euphoria and then, most recently, dis-
illusionment. These wide swings in mood appear to indicate an un-
realistic appraisal of the role of trade in detente and a lack of suf-
ficient patience in awaiting the fruits of the process.
The future course of our commercial relations does not promise to

be easy, and it is quite conceivable that certain issues may seriously
disrupt those relations. Soviet-American relations have suffered serious
reverses in the past, but the volume of trade has nevertheless slowly
increased.
In our last session, we heard representatives of the executive agen-

cies make a case for expanded trade with the Socialist nations. This
morning, our focus will be on the development of public policy in East-
West trade.
This issue raises more questions than can be reasonably covered

during,- any hearings, but I hope that we can begin this morning to
consider some of these questions.

(137)
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What should be the paramount considerations from the U.S. point
of view in East-West trade?
Is it possible to discern a national interest in such trade?
What is the appropriate role of Government in this trade and what

should its relationship be to the private sector?
How can public and private interests be best balanced?
What can we learn from our previous experiences about how to deal

with the nonmarket countries?
Is the Government organized in such a manner as to develop and

implement a national policy?
What is the appropriate role of Congress in this process, and how

can the Congress interact with the executive to improve our policy-
making?
These are only some of the questions that come quickly to mind as

we begin our hearings this morning.
As our first witnesses, I would like to welcome Profs. Herbert Levine

and Donald Green from the University of Pennsylvania.

STATEMENT OF HERBERT S. LEVINE AND DONALD W. GREEN,
PROFESSORS OF ECONOMICS, UNIVERSITY OF PENNSYLVANIA

Dr. LEVINE. Thank you, Mr. Chairman.
My name is Herbert S. Levine. I am professor of economics at the

University of Pennsylvania and a senior research consultant at Stan-
ford Research Institute. I speak here as an individual.
I want to thank the committee for allowing me to speak before it.

• And what I would like to do in these discussions of the setting of
public policy toward East-West trade is to focus in my brief remarks
on the background issues that, I think, are important in the setting of

-policy toward East-West trade and especially toward United States-
Soviet trade.
In analyzing and discussing and developing U.S.. policy, it is, of

course, imperative that one have a view about what Soviet intentions
are in their expansion of their interrelations with the United States
and, indeed, with the advanced Western capitalistic economies. That
is what I would like to focus on.
I think, first Of all, it is important to extend one's analysis his-

torically backward, not only to the early years of Soviet power in
-Russia, but also to Russian attitudes toward the international economy-
even before the revolution. And as one does this in a very rapid his-
torical overview one observes that in what historians would refer to
as the modern historical period, there have been subperiods of very
• intensive Russian involvement in the international economy. And one
refers in this case to the period of starting as far back as the period of
Peter the Great in the early 1700's, and the period of the 1890's, and
period of the 1930's.
- In each one of these periods, there was intensive development of
Russian interaction with Western tiations and especially in regard to
the important of foreign technology and, indeed, foreign technologists
from advanced Western nations.
Now, in analyzing the consequences and opportunities in regard

to United States-Soviet trade, one's view of what Soviet policy toward
involvement in the international economy is or will be is of crucial
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importance. And I think in this regard, there are two major hypotheses
about Soviet approaches and Soviet strategies toward interaction with
the international economy.
The first, a traditional, widely held view, focuses on Russian, espe-

cially Soviet, desire to be free of dependence on other nations, to be
able to defend its national sovereignty, and to develop an economic
base that will provide it with the means of protecting its national
independence.

The second pattern or second hypothesis is a much less widely held
view, a nontraditional view, that looks upon the Soviet experience
not as being so unique or the Russian experience not as being so
unique, but of a more general pattern of the international economic
involvement that comes with the industralization process and embodies
a significantly larger Russian acceptance of interrelationship with
other nations.
And this is what I would like to pursue in the remainder of my

brief remarks.
The first approach, the widely held, traditional one, 18 drawn from

this very brief historical Overview that I started with and argues that
Russia's turning toward the West historically has been to build up its
economic base to support its foreign policy, primarily military needs,
in reaching parity with advanced nations with which Russia was in
conflict or potential conflict.
This clearly is seen in the period of Peter the Great. It is also seen

• in Russia in the aftermath of the Crimean War in the middle of the
19th century and culminating in the very rapid industrialization drive
in the 1890's. And it is seen in the Stalinist period of the 1930's.
There is much evidence that in these early periods of turning to the

West for imports and for foreign technology that the aim was to build
Russian power and to build national independence. This is clearly seen
in many of the writings nd pronouncements of Peter the Great in the
.early 18th century. It is seen in the debates and the attacks on the policy
in the 1890's, the attacks on the architect of encouragement of foreign
investment in Russia in the 1890's, Count Von Witte. And as an inter-
esting comment, in one of Witte's speeches in defending his policy, he
argued that increasing interrelatedness with foreign countries, espe-
cially foreign investment of modern -technology in Russia, would help
to build Russian independence, would give Russia the means of sustain-
ing her independence. And in an interesting quote, he stated that:
"Only a disintegrating nation need fear foreign enslavement." And

then he added, "Russia is not China."
And in Stalin's time, in a speech in the early thirties, Stalin made it

•clear that in order to survive the capitalist encirclement of the young
:Communist nation, the economic base had to be built. And for this, for-
eign technology was one of the requirements.
Now, the policy that was followed by Stalin in the 1930's was one of

building up the Soviet economy, using in the early 1930's relying
heavily on, imports of foreign machinery and foreign technology.
Indeed, in the early 1930's foreign equipment comprised about 15
percent of total gross investment in the Soviet economy, a very, very
substantial figure for as large a nation as Russia. But the importation
•.of foreign equipment was sharply reduced in the midthirties and in
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the latter half of the thirties, foreign equipment comprised less than
2 percent of total investment in Russia.
This sharp decrease has been termed by many Western analysts as

the manifestation of a policy of autarchy on Stalin's part. I think that
is a bad term to use to describe this policy. And although it may seem
like I am pursuing a semantic issue, I think it is more important than
just semantics.
I think that the degree of involvement that is embodied in a policy,

a national policy, is really and should be viewed as a point on a con-
tinuum, a continuum that might measure the willingness to become
involved in the international economy. This continuum has as its two
extreme points, one, autarchy, no involvement at all; the other point,
total interdependence. The measure involved in that continuum is the
degree of disruption that would be visited upon an economy if the
established foreign interrelationships were to be broken.
The Soviet 'Union, I believe, never really pursued a policy of autar-

chy. That is no involvement, but in the thirties, the prewar period, the
policy could better be described as one of minimal involvement with the
major focus on nondependence on foreign capitalist nations, but using
trade with these foreign nations where it was advantageous and where
in the growth process it could be used and then perhaps reduced.
In that regard, the question then becomes has the Soviet Union in the

current period changed its view, modified, any on this continuum ?
The first hypothesis argues no, that they haven't moved much at all in,
any significant sense and that what we are seeing currently is yet an-
other period, maybe a 'fourth major period, of Russia turning to the,
West for modern technology to build up its economy. Once it has re-
gained some degree of parity in economic levels and in levels of tech-
nology, not just gross output, then it will return inward once again and'
reduce its level of involvement.
This has been the historical pattern, this fitful development of in-

volvement in the international economy and also of rapidity of growth
and then a return to a more insulated, inwardly focused economy.
The second hypothesis, second possible approach, gives more atten-

tion to the general pattern of development of industrial nations rather'
than the unique features of Russian historical development and draws
upon the data compiled by Simon Kuznets and others which tend
to show that from the early 19th century to World War I, and from
the ,end of World War II to the present that increasing industriaT
development has brought with it, has been accompanied by, a rapid
increase in international involvement.
This pattern is not seen in the interwar period, but the interwar.

period can perhaps be viewed as an anomaly in the long-term periods,
an anomaly in which capitalist economies were dominated by recession
and then depression.
What is also important in this more general pattern is that when

one looks at the data of what has been the product composition of
international• trade one does not really see the classical comparative-
advantage specialization doctrine working itself out. That is, one trad-
ing nation specializes on one industry and the other on another industry'
or another sector of the economy and then trade. But advanced indus-
trial nations trade with each other by specialization within indus--
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tries—that is, intraindustrial specialization rather than interindustrial
specialization.

This is also a very important element in the development of this
second hypothesis.
A third element here is the impact of the rapid development, really,

since the beginning of the industrial revolution, but certainly picking
up in the post-World War II period of the development of science
and technology and the international aspects of science and technology..
All three of these elements contribute to a somewhat different

potential hypothesis about what Soviet, at least, future Soviet, policy
might be toward involvement in the international economy. And that
is that as the Soviet economy develops its industrial base, as it turns
more toward modern technology and has to draw upon world science
and especially as the realities of intraindustrial specialization are
realized, that the Soviet Union may not follow in the future its tra-
ditional historical pattern of into the international economy and then
out, but may in its development become somewhat more involved in
the international economy.

Intraindustrial specialization is particularly important in terms of
the political implications when one thinks of Russia and the Soviet
Union in that it argues that the degree, the position on this continuum,
of involvement need not go very heavily toward the interdependence
end because trade among advanced industrial nations allows each in-
dustrial nation to really build the industrial structure, the wide indus-
trial structure, and allows trade within those industries to be the major
basis of international trade. So that the economic disruption that
might be caused by a break of these trade relations is not nearly as
drastic as would be so if advanced nations actually gave up an entire
industry to a foreign nation from which it imported.
Now, if one tries to draw conclusions about which one of these

hypotheses is the best forecast for where Soviet policy would be, I
•think it would probably be proper to say that if we could get into the
Kremlin and into the minds of the members of the Politburo, that cur-
rently they have the first, hypothesis in mind, but my argument, would
be the second hypothesis is one that will grow with further
development.
And in the absence of major world crises over the next two decades

in the slow, but steady growth of interrelatedness of the Soviet
economy with foreign capitalist economies, in the demonstration to
members of the Soviet decisionmaking bureaucracy, not just the lead-
ers on the top„ but those who contribute advice to the leaders on the
top, that as the advantages of international and interrelatedness—not
interdependence because that is a politically dangerous policy in the
Soviet Union—but of growing interrelatedness with all of these pro-
tections that I have mentioned, as the advantages of these become more
and more apparent to the members of the bureaucracy who have to
deal with the operation of the Soviet economy, that their commitment
to maintaining these relationships will build. And their voice in terms
of whatever contribution they make to the actual conduct of Soviet
foreign policy may over time make itself felt.
This brings me to my final statement.
In the questions put before the witnesses here, we have been asked

what have been the effects of detente on Soviet policy. What can we
81-365-77-10
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expect to be the effects. The chairman has already stated that in the
early selling of détente, it's pretty clear now if it wasn't all the time,
the strength of the leverage that we may get over Soviet policy from
detente has been vastly overstated.
In the reaction to that, it is wrong to go to the opposite extreme and

say there is no effect. The effect will be minor, but there will be more
voices supporting Soviet moderation in its foreign policy. However,
this is a very delicate instrument for us on our part. It cannot be
wielded in gross ways which are viewed by Soviet leaders as an affront
to their sovereignty.
In time as those interrelationships develop, its impact may indeed

grow. But finally in my mind, there is a question of how in an open
democracy such as ours and one that is obviously becoming more and
more open in its conduct of policy and conduct of foreign policy
whether we really have the ability to stay with such a policy with a
payoff in mind that is far perhaps in the future. Perhaps it is so that
in our political system the debates that take place in the open political
forums, will force American policymakers to make more promises of
payoffs in this policy than really the policy is able to support.
In the end we may run the danger that we are not able to pursue a

policy that will lead the Soviet decisionmaking bureaucracy to main-
tain an increase in Soviet interrelatedness to the point where it does
have a meaningful impact on Soviet policy.
Thank you Mr. Chairman.
Senator INOUYE. Thank you, Professor.
I would like to ask a few questions based unpon statements which

you made in 1974 before the Foreign Relations Committee.
At that time, you expressed some skepticism about benefits we as a

nation would stand to gain in comparison with the Soviet Union.
What is your present view? Is it in our interest now to encourage trade
with the Soviet Union?
Dr. LEVINE. I believe it is in our interest to encourage trade with the

Soviet Union on balance. And I think many of these questions were
reflected in my final statement about how we conduct our decision-
making and our political processes.
I think, to begin, the potential benefits to the Soviet Union are clear.

I think the data many people present about how marginal these bene-
fits can be in terms of what the effect of imported technology might
be on total Soviet economic performance misses a major point. Policy-
making in the economic sector should be focused more on the incre-
ment to growth. It's really from the increment that the political
leaders have discretionary power of allocation. When you're talking
about the total GNP already allocated in the past, political leaders do
not have very much power to reallocate. When you look at the poten-
tial benefits to the Soviet Union and how much increase in growth
compared to the numbers without the imported technology, the advan-
tages to the Soviet Union look larger.
The advantages to us are not insignificant, but they do not match

the direct economic benefits to the Soviet Union. Imports of certain
raw materials, timber, nonferrous metals, fuels perhaps, show potential
direct economic benefit to us.
I think, though, in the larger scale, in the larger issues involved,

that in order for us to match benefits much more thought has to be
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:given, as your committee is now giving to what types of institutional
adjustment we have to make essentially in having private U.S. business
units, corporations dealing with a centralized state trading organi-

• zation.
The Soviets are in a position to take into account the total interests

of their economy. In the United States generally speaking, a private

corporation has to think about its own private interests.
Many things, for example, technology, are sold at what the econo-

mists would call the marginal cost to a private corporation which is

rather low. But there have been national resources spent on the devel-

opment of that technology- including the whole scientific community

in the United States and its contribution. One could argue theoretically,

that these should be charged. Whether we can develop those institu-

tions to really work with American business and to affect the price

relationships of what American business sells to the Soviet Union is

an open question.
I think these are the issues that should be pursued. I have concerns

whether we will be able to bring it off.
Senator INOUYE. That Significant matter is of concern to us. The

Soviets can clearly articulate their national policy and national inter-

est, whereas we have conflicting interests within the governmental

and private sectors. What kind of relationship between Government

and corporations should be developed to formulate and implement an

East-West trade policy?
Dr. LEVINE. I think this is a vitally important question, one that

deserves a great deal of study and great deal of work on institution

building in the United States.
I think that work should be pursued. I think that ways have to be

found for the public interest to be manifested, but within our own

social institutions. I think this is the only way possible and therefore

sort of the approach to an answer to your question has to be the

development of some case of cooperation between Government and

business, rather than Government control of business.
I think if we get into a position of Government control, if it's seen

.as control, that this will be very stifling to the development of Ameri-

can economic relations with the Soviet Union. But the type of institu-

tions that would encourage cooperative behavior and cooperative be-

havior among competing U.S. firms runs into all sorts of antitrust

questions and antitrust behavior and approaches to antitrust.
I think if a workable relationship in terms of U.S. national interest

is to be developed that these are the issues that we are going to have

to pursue.
Senator INOUYE. Finally, I have a question that I think many of us

have either spoken of publicly or thought about privately.
As you have noted, many responsible Members of the congress have

suggested that we should employ trade as a weapon in achieving

,detente.
More specifically, some have suggested we should halt grain sales to

the Soviet Union to influence their policy in Angola. What are your

thoughts on that, sir?
Dr. LEVINE. I have two thoughts. I think that the open challenge

to Soviet foreign policy through economic weapons has in my view

-little probability of success.
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The Soviet need for our technology is not that overwhelming thatthey can't survive without it. There are other sources not as desirable
as the U.S.. source but there are other sources of almost all of this
technology.
Third, again there are limitations on our political ability to wield

some of these weapons. I don't think that an American administration_
would really be willing to deprive the American farmers of several
billion dollars' worth a foreign sales in a situation like Angola.
I think that would erupt in an internal political conflict in which we

would not be able really to apply those weapons and certainly in no
sense be able to do it in as centralized a way as the Soviets are able to
use such weapons.
We should realize the political limitations on our abilities.
Senator INotnrE. In your study of our negotiations with the Soviets,.

would you consider American negotiators to be good bargainers?
Dr. LEVINE. I think the grain agreement that was worked out was.

a very good bargain from our point of view. As you look into the tech-
nicalities of it, there are some issues that one at a minimum would
want further information on. My colleague, Professor Green, and I
were testifying not too long ago before Senator Stevenson's subcom-
mittee on the grain agreement.
Mr. Robinson indicated that one of the American policies in those

negotiations was to encourage the Soviets to participate in this devel-
oping world program that we are trying to pursue and support of
building up world grain reserves.
This would require the Soviets to build more grain storage capacity.

It is not clear to me—I think it's so that that is not part of the agree-
ment. That was part of an understanding.
I think that understandings with the Soviets are not things that one,

can build too much policy on. If that had been written into the agree-
ment, I think—and it's a major part of our policy—I think that would
have been better.
But in general I think the grain agreement was very good for us and

for our agricultural sector.
One more comment to expand my answer to your previous question.

I think it's worth pursuing the development of relations for the long-
term objective. This is what I would advocate, that the payoffs to us
should not be viewed as what are the payoffs this year or next year, but
that the policy of getting the Soviets involved in the world economic
community is an important policy.
In this regard, the Secretary of State's use of the term "a web of

interdependencies" is one that strikes the specialists on the Soviet
Union's a little wrong, that the Soviets are not going to get themselves
involved in an interdependent situation. That is part of overselling-
detente. But a growing degree of interrelatedness where the Soviets
have a developed core of an industralized economy that will maintain
their military defense and their national sovereignty, but developing'
at a margin more and more interrelatedness, this is in our interest and
should be encouraged.
Senator IN-ouyE. Is it your suggestion that over a period of time

there might be some noticeable change in ideology, because of such.,
interrelationship?
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Dr. LEVINE. That's a very important observation and my view isperhaps different than those of my colleagues.
My view .is that as an operational part of Soviet decisionmaking asa determining part of Soviet decisionmaking, Soviet ideology is notthat important.
I think that Soviet policy is made in Russia's interest. They are a

-conservative nation in that they wish to conserve what they have
achieved and wish to build stability around them rather than shake
up the world order for the Communist doctrines.
The ideology plays a role as a faith in an ideological society. In that

-way I don't think we will see a change in that ideology.
Senator INOUYE. Thank you, professor.
Dr. LEVINE. Thank you.
Senator INOUYE. I would like to call on Dr. Donald Green, profes-

sor of economics, University of Pennsylvania.
Dr. GREEN. I'm an assistant professor of economics at the Univer-

sity of Pennsylvania and a research consultant with the Stanford
Research Institute. I would like to focus my testimony this morning
.on the new 5-year plan: What sort of information is communicated
by that plan, what we know of it at the present, and our preliminary
analyses of the plan and its foreign trade implications.
In pursuing these issues, I will be referring to work that has been

'done with the Soviet econometric model which has been built at the
University of Pennsylvania, a joint project of SRI and Wharton
Econometric Forecasting Association. We presently have about 2
years' experience with econometric models for planned economies, but
this is the first 5-year plan where we can do basic econometric anal-
ysis using the model. We are preparing a more extensive analysis of
the 5-year plan for the Joint Economic Committee later this spring.
I will indicate some preliminary impressions and I will be happy
to leave some figures that are preliminary and need to be treated that
-way.
The first point, in terms of the 5-year plan that was announced in

publications in the Soviet press, is that it is very much a modest plan
in the historical progression of Soviet 5-year plans. Our preliminary
analysis of the previous 5-year period as well as some indications that
Soviets have made of their own fulfillment of that 5-year plan indi-
cates that it was seriously unfulfilled. The targets announced in 1971
were not met in any category other than that of foreign trade and in
a sense in the foreign trade domain, they underestimated really the
expansion of their real participation in the world economy over the
past 5 years. Our indication is that the present plan is really rather
similar to the performance of the preceding 5 years and it is much
less ambitious than the preceding 5-year plan.
In the construction of 5-year plans in the Soviet Union, tradi-

tionally, little attention has been paid to foreign trade. Typically,
such a plan is a collection of desired large scale investment projects
with an attempt to balance commodities needed and commodities sup-
plied in each year of the period. There is some attempt to balance
commodities over the 5-year horizon but primarily it.is an emphasis
on the large investment projects. Foreign trade traditionally in the
Soviet Union has been regarded as a means to adjust at the margin.
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Where commodities were deficient the Soviet Union would come to'
the Council of Mutual Economic Assistance and ask for greater de-
liveries from these Eastern European nations or they would resort

to Western markets.
If they anticipate surplus production in certain lines then they

orient the Ministry of Foreign Trade to look for expansion of the
markets in those areas. Historically, 5-year plans have not been con-

structed with a view toward their interrelationship to the world'
economy.
This could have been the first opportunity during the preparation

of the 5-year plan to pay considerable attention to the world econ-
omy. They know they have increased their involvement in world:
trade in the past years and that there are potential export markets for
commodities which the Soviets have demonstrated a capacity to pro-
duce and market abroad.

Also, with the interest in the introduction of more up-to-date Wes-
tern technology in many of their processing branches, that might alsoy
have encouraged them to—in the process of deciding on investment
projects—to simultaneously consider their interdependence with
Western economies.
From what we can see that is not communicated in the plan guide-

lines. This document conveys no more indication of their awareness
of the importance of foreign trade in the fulfillment of output targets
or in the introduction of new technology.
The section on foreign economic relations is similar to past plans.

It states an aggregate target of foreign trade turnover and then com-
ments at length about brotherly interdependence with Eastern Europe.
The role of East-West trade is not prominent Within the document as-
it stands. Even within the particular industrial investment projects
identified, the role of Western machinery in such projects, a communi-
cation of the priority for machinery imports, is conveyed in the.
document.
During the last several weeks we have begun to evaluate the feasi-

bility of plan on its own terms. The first thing that we did was to
construct a rather simple projection of the Soviet economy through
1980, one that would take into account expert opinions concerning the
pattern of world trade, the movement of world trade prices, Soviet
intentions with regard to defense, and with regard to labor allocation.
This simple projection indicated that the growth targets of the plan
are much more feasible than were those in preceding plans.
The foreign trade implications were quite striking. That simple

projection indicated a substantial trade deficit bot with CMEA,
Eastern Europe and with the developed West. In terms of dollars, it
indicated extensive trade deficits to the end of the decade of $2-$3
billion with CMEA and approximately $2 billion a year deficits with
the developed West.
In a sense such deficits with the West would require a great deal of

interrelatedness in order to gain financing of such recurring deficits.
We began to introduce plausible responses to such deficits on the part
of the Soviet Union. In terms of the relationship with Eastern Europe,
given that the increase in Soviet export prices—that mechanism has
been agreed upon and that will tend to raise the value of their exports
to Eastern Europe in the next 5 years. We felt the projected degree of
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imports was still implausible and would not be supported. In a sense
we restricted their derived imports of machinery and raw materials
from Eastern Europe to bring that balance closer to what was histori-
cally to be judged as a feasible balance.
On the developed West side, one could hypothesize that the Soviet

Union would not allow its projected needs as our model projects for
imported machinery to be cut back. Instead, it would attempt to ex-
pand exports, to turn to the Weste.rn banks for further financing and
perhaps to sell more gold on the open market, all ways of closing the
hard currency deficits the Soviets faced.
With this intervention with the model by the analyst, we arrive at

a "control” solution, one which is internally consistent and plausible.
That is the first one we have done. This analysis indicates that the plan
will generally be feasible with a moderate increase in East-'West trade.
Not at the rate that has been experienced in the past 5 years, but a
moderate expansion of 10 to 12 percent per year in East-West trade.
And under our hypothesized response, the Soviet hard currency

deficit is closed by 1977-78, and for the remainder of the decade it is
roughly in balance. There are considerable doubts as to the capacity
of the Soviet economy to sell that degree of exports in a Western
World economy with a moderate recovery rate. Even if the Soviet
economy itself can afford the transmission of such commodities over-
seas, they may be unable to sell such volume without cutting prices.
So, an alternative scenario is one which might be labeled inter-

national" belt-tightening. We are familiar with the pressure put upon
public officials to tighten their own belts. Similarly, there may be
pressure within the political arena of the Soviet Union to restrict the
growth of East-West trade because of the necessary level of grain
imports. Because of the higher productivity of Western machinery,
many sectors of the Soviet economy can put forth strong arguments
that Western machinery would be profitable in their sector of the
economy. The centralized authority will have to ration its scarce hard
currency reserves. So, the belt tightening would involve really a reduc-
tion of that projected growth rate in machinery imports from the
developed West, probably for 2 or 3 years through 1978.
That would bring the balance of trade back to levels that the Soviet

Union has regarded as admissible for financing with Western credit.
That is in the range of $1 billion a year. There is a clear precedent for
such belt tightening. After the harvest failure of 1963 and with similar
demand put upon the system for hard currency, machinery imports
from the developed West fell in real terms in the period 1964 to 1966 in
several industrial categories.

Certain important sectors were protected from that belt tightening,
particularly the petroleum sector. The petroleum sectors actually ob-
tained increasing 'amounts of Western machinery. That was regarded
as important for the expansion of the supply of petrochemicals, par-
ticularly fertilizers for Soviet agriculture.

Across the board there was a substantial reduction in imported
machinery from the West. That had certain consequences domestically.
In our own quantitative evaluation we found that that retardation of
imported machinery was costly in the long run in the Soviet Union
because of the fact that Western machinery is more productive and it
also embodies technology that can be introduced into new machinery
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for the Soviet Union. This contributed to a slowdown in the rate of
growth in the mid-1960's, and a reduction in the level of capital invest-
ment in the economy. I think there is a plausible alternative to Soviet
expansion which would in part burst the euphoria generated over East-
West trade.

Finally, I would like to turn to really the implications of this type
analysis for Western business interests and also in regard to public
policy, if I may. I would believe that it is fair to say that, even in the
context of belt tightening, U.S. exporters of technology items should
do quite well relative to their. trade competitors. This has to do with
the competitive position of the dollar, and also with the embodied tech-
nology available in American machinery which, while it might be
obtained elsewhere, is generally not in the forms which the Soviet
Union would desire.
The Soviet Union has developed a scientific establishment which is

very adept at utilizing American technology, using American tech-
nology in the redesigning of its own capital goods. So a diversion away
from U.S. machinery suppliers, I think, is not in the cards. I think that
U.S. exports should hold their own and actually improve their relative
position in a general context of belt tightening.
Already we have seen the concern of Western banks with these impli-

cations for the Soviet Union. If the Soviet regime itself has not paid a
great deal of attention to the need to export, Western banks are begin-
ning to pay attention to it and beginning to scrutinize applications for
credit in terms of the derived export potential in the Soviet Union.

Applications for credit to purchase 'machinery which supports ex-
tractive industries: Timber, paper and• pulp, ferrous metals, may be
looked upon more favorably by Western banking interests than ma-
chines merely imported to upgrade the technology of the processing
sphere of the Soviet economy. If the Soviets pay attention to the pres-
sure of Western financial interests, they will tend to look more and
more on concentrating their imports in such fields as opposed to across-
the-board increases. This, in effect, is contradictory- to many of the
stated long-term objectives of the Soviet Union which is to lessen its
labor constraints through upgrading the technology in those processing
branches; machine building, for example, is highly labor intensive.
The situation in the world market, e.g., the resistance to increased

Soviet exports, may, in effect, push Soviet decisionmaking in routes
that support their export expansion as opposed to what the Soviets
would prefer themselves.
I mention the euphoria of East-West trade. Over the past few years

it was very much in the Soviet interest to encourage that by beginning
negotiations with more Western businessmen than they intended to
complete contracts with. Also, they encouraged them to be optimistic
in their projected sales to the Soviet Union. There are a number of
reasons why that was advantageous for the Soviet Union.

It, first of all, motivated Western firms to supply a lot of pre-
liminary information about technology, about the competitive ad-
vantages of their goods. In a sense the Soviet Union set itself up as
a receptor of technical information and competitive information from
separate corporations in the Western market. It also encouraged
Western corporations, I believe, to enter into contracts really at lower
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levels of return than they might otherwise demand from transactions
in the West. In a sense it was a step in the door.
The notion was if one was able to draw upon a preliminary contract

that those would extend to the real payoff in the future.
Furthermore, it also contributed to corporate lobbying in the politi-

cal process here. It contributed to corporate lobbying for most-
favored-nation status for the U.S.S.R., generally for detente, for
pressure on this side, for SALT negotiations and so forth. It was all
to the advantage of the Soviet position to encourage that euphoria.
When you turn to the implications for the U.S. Government I'm not

as convinced that there is a compelling need for governmental inter-
vention here in the sense which Professor Levine has already
indicated. Our high technology goods are sold really at prices that
often don't reflect that full social costs of technical development. That
is true for our sales throughout the world. That is one of the burdens,
I believe, which a leader in technology can hardly avoid. One can
hardly avoid in a sense selling those high technical goods in world
markets at prices which do not reflect full social costs. I think that
any attempt to recoup those costs from the Soviet Union differentially
from other trading partners is bound to be interpreted as an affront.
We shouldn't attempt to impose high prices in technical goods sold to
the Soviet Union. As for long-term agreements on basic homogenous
commodities that don't embody technology, those are definitely an
area in which Government intervention is called for. Although there
are many of us that may disagree over the benefits of the U.S.-U.S.S.R.
grain agreement, it was an appropriate role for the U.S. Government
to intervene in setting the limits as such and in trying to regularize
that process.
The main contribution that the U.S. Government might have ex-

tended in the recent past was to support the information which many
in the academic community tried to communicate to Western corpora-
tions in the last 5 years that much of the euphoria was ill-founded.
Having Government representatives reenforcing that euphoria, I
think, led to many inappropriate individual actions by corporations.
As Professor Levine suggested earlier, it is difficult given our open

political system for representatives not eo promise too much.
A major act of statesmanship might well have occurred in 1971-72,

when the upsurge in euphoria took place. From an economic point of
view, from a reading of previous Soviet behavior in the world market,
great credence should not have been placed in a continuation of 15 to
20 percent growth rates in East-West trade.
Thank you.
Senator INOUYE. Thank you very much. Your analysis indicates that

the new 5-year plan is less ambitious than the last one and shows very
little awareness of the importance of the world economy with respect
to East-West.trade.
At the same time you have indicated that American business should

play an important role within the 5-year plan.
Does this plan take into consideration certain global activities such

as monetary fluctuations, recurring crises such as the energy crisis,
or for that matter, unpredictable congressional actions?
Dr. GREEN. No; it abstracts happily from all such troubles of the

world. In terms of the published document it does not even convey
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an indication that there are advantages in the Soviet Union trading
in world economy which is suffering problems in energy or is suffering
monetary instability.
One of the things that we are becoming very concerned with is

really the capacity of the Soviet economy over the next 5 years to
buffer itself from world economic conditions. Will the Soviet Union
be trapped into defending the ruble as other economies have been
-trapped into defending the dollar and defending the pound? Will they
allow positions of principle to impede economic interests in terms of

• adjusting exchange rates or in trying to manage their hard currency
problems?
With hindsight, one might argue that the Soviet Union should have

been selling gold at twice the volume during the preceding 3 or 4 years.
They chose not to do so. In a sense there are extensive lags in Soviet
learning as well.
And other economies have learned by crises. Japan will probably not

respond as tardily to international monetary disruption as it did in
1971, for example. I expect the Soviet Union will not respond so
tardily to advantages and also to adjustments which prevent the im-
portation of world economic problems.
In a sense the deficient recovery in the West is a real deterrent to

internal growth rates. If there are great advantages in an imported
Western machinery, and yet you cannot finance them, that will result
in a reduction in the growth of the Soviet economy.

Senator Irrou IE. You have indicated some doubt as to whether the
Soviets can effectively buffer themselves from outside influences.
Does this indicate that the Soviets themselves feel confident enough

that their economy is sufficiently insulated from outside influences?
Dr. GREEN. I think they are confident of that. We have not yet done

sufficient analysis of the last 2 or 3 years to see what the internal price
consequences may have been of world inflation.
We know that there are accounting difficulties internally by con-

tinuing to buffer the stable domestic price levels from world price
levels. There is the necessity to make accounting transactions, the pay-
ment of subsidies to firms, the entering of imported machines at
artificially low prices, et cetera. That type of buffering from market
signals, in any case, will lead to inefficiencies. There are certainly in-
fluential people within the Soviet bureaucracy who are concerned with
this problem.

Senator INo-cryE. Thank you very much, Dr. Green. Thank you again
Dr. Levine.
Our next witness is Marshall Goldman, professor of economics,

Wellesley College, Wellesley, Mass.

-STATEMENT OF MARSHALL GOLDMAN, PROFESSOR OF ECONOMICS,
WELLESLEY COLLEGE, WELLESLEY, MASS.

Dr. GOLD1VIAN. The question of whether or not detente and trade
with the Soviet Union is an advantageous policy for the United States
to pursue is not an easy one to answer. When writing my book on
American-Soviet trade, I was never sure how my final chapter would
end. Indeed there were four or five different versions and as so often
happens with manuscripts, it is uncertain until the last minute what
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the final version will be. After months of debate and indecision, I
finally concluded that with all the costs taken into consideration, we
are better off with detente and trade than without it.

All the issues that went into making such a decision are too lengthy
to repeat here. Instead, as an economist, it seems more appropriate for
me to focus on the economic costs and benefits of such trade. Having
done that, I will then suggest some ways in which we might increase
the benefits and possibly decrease some of the costs, in order to make
the choice even more advantageous for the United States.
Let me begin first with the costs. There is no doubt in my mind that

the transfer of technology in the long run is more advantageous to the
Soviet Union than for the United States. It can be used for improve-
ment of military superiority and economic competition.
The problem is what choice do we have to make. Bernard Baruch at

one time said that the only thing that doesn't improve Soviet military
capability is bubble gum. Unless we are prepared to restrict everything
except bubble gum, then we don't have very much option.

Clearly, the Soviets have the ability to buy elsewhere. Indeed, there
are some specialties where the West Europeans and Japanese are ahead
of us in technology.
I would like to focus on those areas where the United States does

not have superiority. It tends to be in industrial sectors where the
Western Europeans have had a prolonged problem. They are short
of national resources as opposed to the rich resources we have avail-
able. They, like the Japanese, have concentrated on synthetics and
substitutes for raw materials.
In the same way, they focus on chemicals. In those areas we have a

difficult time in competing with the Western Europeans and Japanese.
The Soviet Union, by definition, therefore has many options that

it can exercise from those countries which indeed may be more com-
petitive than we are, particularly if our labor costs should be higher.
Another area where the American manufacturer faces competition is

where technology does not move fast; where we may have developed a
process, but the technology doesn't change for many years if at all.
This then allows other manufacturers to adopt that technology and
those processes.
The technology of manufacturing automobiles has not changed

much. Once you have done it, it's easier for other countries to copy that.
What I would argue in this situation where there is strong- competi-

tion from Western European and Japanese manufacturers is that the
U.S. Government instead of taking the role of being a passive observer,
should assume the role of a promoter of American trade.
The Russians have options elsewhere. If we don't sell it won't hurt

the Russians. They will buy from other countries and other manufac-
turers. In large part, the policy of restraint has lost business for the
United States.
I make an important exception when you can find something where

there is a clear demonstration that it would immediately help Soviet
military technology in ways that Japanese and West Europeans can-
not supply.
Senator INOUYE. Are you suggesting we are not doing this at the

present time?
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Dr. GOLDMAN. I am suggesting we are watching the military policy
but we are not promoting the sale of American goods.
I feel strongly that we are not. Now, there are other areas where the

United States is superior. Here the Western European competition
does not match us. "When this is so we should exercise more restraint in
our eagerness to sell, particularly where technology is fast moving
such as in electronics or where there are advantages of scale or where
our Government provides a mass market, for defense and space tech-
nology. The West European countries and the Japanese don't provide
that kind of market and thus they find it harder to compete.
If the first cost of doing business with the U.S.S.R. is that they

will gain advanced technology, the second cost is often thought to be
that we will export these things to the Soviet Union and they will come
back and start competing with us.
In some areas, that is true. For example the Soviet Union has an

advantage from the fact it can muster larger quantities of capital and
resources. Here it can be a very strong competitor.
For example, see what they have done in the fishing industry. There

are few private investors that can afford to build up the fishing fleets
that the Russians have. The same thing with dams. The Russians are
strong competitors in selling hydroelectric plants and turbines. They
are selling equipment to Brazil, Argentina, and Canada.
There are other areas where technology does not move fast. If

they choose to the Russians can often mass produce certain products.
Then they simply cut prices. They can do that because of the lack of
connection between the ruble and foreign currency. Thus they have
begun to sell tractors, cars and watches in foreign markets at cutrate
prices. Again, if technology changes the Russians are caught with their
pants down. This is happening in the case of watches.
Another area where the Russians may be stronger is in military,

activities and space. American manufacturers are finding strong com-
petition from Soviet military sales.
Yet having seen what the Russians can do, it should also be said

that we should expect some competition. After all, normally it's im-
possible to sell goods to an industrialized country without having some
of those goods come back. Consequently, selling to the Russians is not
as bad as it might be. The Soviet Union is one of the few instances
where we can sell goods to a developed country and find that those
goods are not coming back to meet us in the marketplace.
There are a long variety of reasons for that, which I have listed in

the paper. Even where the Soviet Union seems to be strong, they ar6
importing technology in fields such as coal, timber, and metallurgy.
In the first set of charts, you see the Russians export little in the

way of machinery to the hard-currency countries but import large
quantities of that kind of machinery. The Soviets simply find it hard
to compete in the hard-currency countries.
What other costs are there? The Soviet Union sometimes will take

advantage of us when it has to do with bargaining, and the two pre-
vious witnesses alluded to this. It happens that the social gains are not
equal to the private gains accruded in an individual firm.
Often American firms are prepared to settle for less than the op-

portunity cost of the knowledge to the Soviet Union and even for
less than the full social cost of knowledge to the United States. The
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reason for this is straightforward. Once a firm has developed a very
unique body of technology, a large part of its total costs are already
sunk. The cost of the transmission of that technology to one more
buyer is a small part of the firm's total expenditure. In economip
jargon, the marginal cost of the added sale is very much lower than
the full cost of producing and selling the information. Yet from the
selling firm's point of view, an added sale is economic once the sale
price exceeds the marginal cost.
The national interest may also be involved here, particularly when

the research and development costs for the technology are financed
with public funds. One particularly unfortunate example of this was
the instance where reportedly, the United States sold the Soviet -Union
space suits that cost the American Government approximately $20
million apiece. The sale to the Soviet Union was $150,000 apiece.
The Soviet Union is a good bargainer. In the case of the first wheat

deal, it was not a good situation for the United States.
Senator INOUYE. When did the space suit sale take place?
Dr. GOLDMAN. I don't have precise information about that. My

impression is it took place 2 to 3 years ago. There are other instances
where you can find this kind of thing happening because there aren't
other governments or customers willing to buy products of our space
technology. Who else do you sell space suits to? This is one of th,e
hazards that exist.
One of the problems, according to many of the American corpora-

tions I have spoken to is that they are intrigued by the Soviet Union.
First of all, they are often willing to take an initial loss in the hope

they can get their foot in the door. And they then hope to get subse-
quent contracts where they ultimately expect to make the money.
That first thrill is gone from many firms now. The Russians are

monopsonists. They are often the only buyer. Moreover, the Russians
don't have to worry about protecting a domestic seller.
When we, in the United States, buy from foreign companies, we

have to worry that the American manufacturers will protest. When the
Soviet Union goes into the market to buy something, it has clearly
made the decision it will not worry about domestic producers and
that they will then seek the cheapest price they can. Thus they can
play one American manufacturer against the other.
Nor are other countries in exactly the same situation. Thus even

though a country like Brazil, does not have many domestic manufac-
turers to protect, it does not have the size of the market that the
Russians have. The U.S.S.R. is a temptation for the American
manufacturer.

It's important to recognize that the Soviet Union does not always
come out ahead in its bargaining. There have been many mistakes.
Yet the risks to doing business in the US.S.R. are high. American

manufacturers, when they do compete, find they must make large ex-
penditures of time and money. In one instance, a company spent as
much as $1 million to arrange for a $10-million contract.
In other instances, I have documented $300,000 to $400,000 con-

tracts to carry out a sale. If the whole thing falls through, it is just
too bad.
You also have to understand that the Soviet capacity to buy in the

future is going to worsen. That is indicated in the other table I have,
which shows their poor balance of trade.



154

The Russians—in 1975, I estimate—will have a negative balance
of trade of $5 billion to $6 billion. For the first three quarters of 1975,
they have more than a $2-billion deficit. When our quantities of grain
enter into the last quarter, the deficit mounts up rapidly. That puts
more pressure into the bargaining arena.
Now, I think, though having said that, I would add a warning that

the Russians' 5-year plan, as I read it, shows a strong reliance on Amer-
ican technology that doesn't show up in the foreign trade sector of the
plan. However, it does show up in the specific proposals made by
industry.
The technology the Russians are talking about adding in the 5-year

plan happens to be the same technology they are talking to American
corporations and industries about buying.
If you compare this plan to the last 5-year plan, you can see spe-

cific references to industries in the United States that are being pin-
pointed. The Russians will find themselves interested in buying the
technology, but under pressures because of the lack of hard currency.
If the recession ends, the Russians will be in a stronger position to buy
because, in 1974, they had a high surplus of earnings because mainly
they export raw materials.
Now for the benefits of trade—the main benefit is that it's good for

the American economy in a macro sense.
The balance of trade added close to $1 billion worth of surplus for

us in 1975. It helped agriculturally. It helped certain industries even
though particular industries may have suffered.

Sales to the U.S.S.R. were important in the period of recession.
There is no doubt that some industries were substantially helped with
those kinds of contracts. In New England, industries would have closed
down except that they had contracts from the Soviet Union.
Another benefit is that the Soviet Union can supply us with raw

materials. It's clear that chrome and even petroleum can be imported
by us. In 1974, we bought $100 million worth of petroleum which, in
this day and age, is not a major sum—but it helps.
Now what are the suggestions for reducing the cost and increasing

the benefits ?
The first thing to remember is that it is important to keep the Rus-

sians in the mainstream of world trade and not subvert our economic
system to accommodate their needs and problems.
To some extent, as the Russians begin to sell or continue to sell

more raw materials, this will be easier to do since the Russians are
finding a ready market for their goods.
The Soviet Union is also building more companies that enter into

international trade. The Russians have a series of banks, automobile
companies, and refineries. They have been trying to build a refinery
in Belgium. Maybe they would want to do that here in this country.

It happens that the Minister of Trade has been sick, and he is an
old man. It's possible when he dies, that the structure will be changed
and become less centralized by the Ministry of Foreign Trade.
The second thing is that it seems to me the United States should

consider opening up new institutional approaches where we can cla
something to keep the price above the marginal cost.
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Certainly it will be a difficult thing to measure marginal costs, but
it's important to have more coordination among Government agen-

cies and private companies.
I would like to see the Government play a more positive role. We

should revise the antitrust laws and let companies coordinate their

strategy. We should also let trade associations take a more active role

in the negotiating process.
The FAA or ICC maybe can also help. It's not so outlandish. Of all

places, it turns out that the Department of Transportation is coordi-

nating the construction of a highway system in Iran. They are sub-

contracting the work to American contractors. That is exactly the

way to do it.
We are doing this in the sale of cattle. There is a Vermont Cattle

Trade Association which organizes cattle dealers. They then select

certain cattle for export from the individual farmers so the farmers

don't compete with themselves.
It will mean an increase in redtape. It's important to make sure we

get more than the minimum price for what we are doing. If we don't,

in the long run it will hurt American-Soviet trade.
In conclusion, trade with the Soviet Union is peculiar. At one time,

the United States could control much of the flow of Western tec
h-

nology to the Soviet Union. Today we find our domination or tech-

nology transfer decreasing rapidly.
Instead of restraint or indifference, we should do all we can to,

promote the sale of American goods at a profit. Where we hav
e a

monopoly, we should exercise it and never accept the marginal cost

for the sale of that good.
When a monopoly has been broken, we should recognize that. 

But

in both instances whether there is competition or monopoly, on
e of

our pressing concerns should be that American firms do not ba
rgain

their profit away. Both sides should profit. It's unlikely that
 trade

in and of itself can assure detente. But if conducted improp
erly, it

certainly can impede it.
Thank you.
Senator INOUYE. Thank you very much. We have several ag

encies

in the Government with vastly different policies toward 
the Soviet

Union. Depending on the time of day of their press confer
ences, one

agency might try to convince the Congress and people of 
the United

States that there is a dangerous enemy across the ocean,
 and that we

must spend billions more on defense. It would furthe
r suggest that

this adversary of ours is constantly arming itself with 
only one thing

in mind, our total destruction.
Then there might be another high-ranking adminis

tration official

speak of easing tensions, while at the same time 
suggesting we pour

in arms in Angola. Then we come to the department
 that is supposed

to be in charge of foreign trade, and we find the com
mercial attaches

in our agencies are usually the lowest man on the totem
 pole and often

unqualified to assume economic positions, inadequately 
trained, and

sometimes just waiting for retirement.
We have made attempts here to change our laws as y

ou have sug-

gested, to ease antitrust restrictions, improve the Webb-
Pomerene Act,
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and in each case the Congress was opposed by the administration.
Recently we put in a measure which was unanimously adopted by the
committee, but violently opposed by the administration to require third
flag carriers to appear before the Federal Maritime Commission to
justify the reduction of tariff and to prove that it is commercially
feasible.
We have seen the Baltic Steamship Co. in the Atlantic, for example,

make drastic cuts in their tariffs. Our analysis shows that their tariffs
are not cost-related.
So, whereas the Soviet Union had but a small merchant fleet at the

end of World War II, they are No. 1 in shipping today.
How would you suggest we begin to bring all of these different

agencies together so that we can at least speak with a single voice ?
Dr. GOLD1VIAN. I was going to try to make a joke, but it's not very

funny. I don't think you want competition limited only to the corporate
sector.
To some extent, I think in Government it's healthy to have some kind

of competition. But there can be too much. We do need more coordina-
tion. To do this, I think there are certain ways to proceed. In my formal
statement, I suggest a greater role of this sort for the Bureau of East-
West Trade which I neglected in my summary.
That seems to be an ideally suited organization for this type of pro-

cedure. It doesn't have the clout of the Department of Defense or
Department of State. But if somehow or other they could be upgraded,
they may be the ones to indulge in more promotion. They have now
after all, some commercial offices set up to aid businessmen in Moscow,
Poland, and also Vienna.

It's more than a question of offices. It's more than sending over trad-
ing missions to the Soviet Union.
It might be possible for the Bureau of East-West Trade to involve

some of the regulatory agencies in the United States. For example,
other Government departments might be asked to think up projects
and present them on a government-to-government basis. It happens
this is what the Western Europeans do. In some cases the prime min-
ister will come and make the presentation. I don't think we need to
come to that. But certainly, it's not beneath the dignity of the Secretary
of Commerce to present a package of goods on behalf of our Govern-
ment and private industry. The Department of Commerce itself and its
agency of Bureau of East-West Trade could easily do this if given more
prestige.
Senator INou YE. Some Members of Congress say that instead of re-

laxing our restrictions on the export of high technology goods we
should tighten them, that possibly we have been too liberal in our
policy in certificating goods for export. What are your thoughts on
that, sir?
Dr. GOLDMAN. As I tried to indicate in the paper, increasingly weare having less choice over the matter. We may say so. Then the Euro-peans or Russians may go to a subsidiary overseas or a foreign pro-ducer. Our control over world technology has diminished.
I, myself, in the past, have been very leery of selling American tech-

nology. This represents a change for me. But I am now convinced wehave less say in the matter.
In the areas where we have some say, I argue yes indeed, we shoulduse some of these things as a weapon.
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Grain, I think, is more of a weapon than some of us realize. It's
:strange that America should try to use grain as a weapon instead of
technology, but in dealing with the Soviet Union, we have more lever-
-age there, although I agree there is a danger in applying too much
leverage with the grain weapon. But I'm convinced it can be used.
I think the State Department has been too timid in the past. In some

.cases, just being suggestive may be enough in the use of these so-called
weapons.
The Russians were quiet in the Sinai agreement because they were

-worried about getting the grain when the grain embargo was in force.
Senator INOITYE. You have suggested where we do have a monopoly

market of our goods that we should be a bit tougher. I can't under-
;stand why we spent $20 million and then just got over $150,000
back for the space suits. I realize it is a small item.
What rationale did the Government give for that?
Dr. GOLDMAN. I have not spoken to the firm or Government agencies

involved. I have heard this from other organizations. The rationale
would be that this is a sale we wouldn't have otherwise had.
Senator INOUYE. Was this a sale of available suits, or did we make

them to their order?
Dr. GOLDMAN. I would assume it was the sale of available suits,

but the technology had been worked out largely because of the Gov-
•ernment contracts and the taxpayers' money.
I think Professor Green said something that was interesting. Al-

most everything we sell doesn't bring the full cost of recovery when
we export overseas. But some of the things we sell to the Soviet Union
because it's a one-of-a-kind market, represent more of a loss than
would otherwise be the case.
Senator INOUYE. Your conclusion is that we are generally weak

baraainers.
Dr. GOLDMAN. Yes; on the whole, we are weaker bargainers with

the Soviet Union than other countries in the world. It's tied up with
the mystique of selling to U.S.S.R. It's tied up with the fact that
the Russians are skilled bargainers.
To some extent this is due to the fact that they have such a com-

plicated bureaucracy and trading ,with them is a cumbersome process.
Americans like to make contracts fast and get on with it. After a
while, the Americans weary of the whole operation. If you have put
in $400,000 or $500,000 or in the one case I mentioned, $1 million-10
percent of the contract—in the process of traveling back and forth
.and drawing up proposals, you want to get something out of it.

You will Settle for anything. In one case I know of, a company
said, let's stop, write it off and that's the end of it. But usually once

-you have committed yourself, you want to bring home something.
It's embarrassing if you are a vice president and try to justify the
-money without being able to show a contract.

Senator INOUYE. Is this being repeated with the People's Republic
'of China?

Dr. GOLDMAN. Less so. Because the People's Republic of China
has not bought the quantity of machinery that the Russians have.
'The Soviets have made large purchases of equipment.

For example the Chinese and Russians both wanted to buy ammonia
plants from Kellogg. The Chinese were happy to accept standard
plants which had a capacity of 1,000 tons of ammonia a day. The

'81-365-77-11
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Russians, because they want something a little larger and better than
anybody else wanted plants that made 1,500 tons. You couldn't take
that off the shelf.
The Chinese plants were standard design and you could give them a

fixed price. If you enlarge the plant, then it takes more technology
and it would cost a higher price. The Russians then say, why is our
plant going to cost proportionally more than the Chinese.
It has not been as difficult to deal with the Chinese. The Russians,

it seems—well, it seems it takes them longer to make up their minds.
Senator INOUYE. IS it deliberate?
Dr. GOLDMAN. In some cases, yes. If you talk to Americans or Rus-

sians, they will describe how the Russians double team you. In some
cases, it's indecision but in other cases it's deliberate. For example, you
may be told to arrive so negotiating can begin on Friday. You arrive
on Friday and they say, it's the end of the week let's wait until the
beginning of the week, Monday.
Then on Monday, you can't see the person. Many Americans pick up

and come home. In the case of the Kama River truck plant, the
president of Swindle Dressler, flew home in disgust at one point.
Americans are not used to dealing that way. We think of ourselves

as hardnosed but we lack the patience. If Jimmy HofFa were alive, he
would be a better negotiator for a lot of these things, perhaps, than
American businessmen.
Senator INOU YE. Is it your feeling that it is in our national interest

to expand East-West trade?
Dr. GOLDMAN. Yes, again, that is not easy. Having discussed all of

the handicaps and all of the hazards, I still think it is advantageous.
I realize that every time there is increase in the American-Soviet con-
tact, the Russians tighten the screws at home. Yet given everything, it's
much better where there is trade, I'm convinced, than when there is
not. In the long run, it may be that we will build up Soviet military
and industrial technology so that we will be sorry, but I think it's
worth the risk.
I have concluded in the fast changing world we live in that you

better worry about the next 5 years than the next 25 years. On that
basis, I'm happier to see the Russians drawn into world commerce.
I recognize that taking them to Las Vegas and treating them like
Americans will not suddenly make them want democracy. Moreover
they can also retreat from world trade when they want. It's a slow
tedious process.
In sum it's good for our own business, international commerce, civil

liberties, and human rights.
Senator INOUYE. Professor Goldman, thank you for your contribu-

tion this morning. You were most helpful. I received a great deal from
your insights and analyses.
[The statement follows :]

STATEMENT OF MARSHALL I. GOLDMAN, PROFESSOR OF ECONOMICS AT WELLESLEY
COLLEGE AND ASSOCIATE DIRECTOR OF THE RUSSIAN RESEARCH CENTER OF HARVARD
UNIVERSITY

The question of whether or not detente and trade with the Soviet Union is an
advantageous policy for the United States to pursue is not an easy one to answer.
When writing my book on American-Soviet trade, I was never sure how my final
chapter would end. Indeed there were four or five different versions and as so
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often happens with manuscripts, it is uncertain until the last minute what the
final version will be. After months of debate and indecision, I finally concluded
that with all the costs taken into consideration, we are better off with détente
and trade than without it.

All the issues that went into making such a decision are too lengthy to repeat
here. Instead, as an economist, it seems more appropriate for me to focus on the
economic costs and benefits of such trade. Having done that, I will then suggest
some ways in which we might increase the benefits and possibly decrease some
of the costs, in order to make the choice even more advantageous for the United
States.

COSTS

Perhaps the major cost of American-Soviet trade is the fact that the Russians
are primarily interested in obtaining our advanced technology. This is intended to
improve their military capabilities and their economic productivity. There is no
doubt in my mind that the sale of American technology does indeed enhance the
Soviet Union in this respect.
The important question to ask here, however, is what control do we have over

such technology transfers? If we wanted to, could we stop such transfers?
Bernard Baruch, when asked what goods do not enhance another country's

military potential, replied, "Only bubble gum." In other words, almost anything
we sell to the Soviet Union, from grain to machine tools, enhances Soviet economic
and military potential. The problem is, however, that American superiority in
wide areas of technology is no longer as great as it once was. Thus, if we refuse
to sell, the Russians have discovered that indeed adequate, and some times
superior, substitutes are available elsewhere.
The first thing to do is to look to see where American technology is not superior.

Although there are exceptions, it seems fair to say that there are some areas of
technological development where the West Europeans and Japanese have tradi-
tionally been on a par or ahead of us. Thus, because of their own limited resource
endowment, the West Europeans and Japanese have concentrated on the develop-
ment of synthetics and raw material conserving technology. For much the same
reason, they have also done particularly well in the chemical industry.

Competition for American industry is also strong in those areas where tech-
nology has not moved fast. Thus it is usually easy for foreigners to buy American
technology and adapt and, in many instances, improve it. This is particularly true
in areas such as automobile manufacturing and metallurgy. Thus the Japanese
and Europeans have become major factors in the automotive markets and in
certain areas of electronics.
In considering whether or not to encourage or restrict the sale of such items,

it should be kept in mind that our refusal to sell simply means that sellers in
other countries will be able to fill the needs of the Soviet Union. Thus, instead
of a negative or different attitude toward sales of such items, it might be worth-
while for the American government to promote and stimulate the sales of such
products in the Soviet Union. Of course, if it can be shown that such items have
a direct use in military industry, then a more cautious attitude is necessary, but
usually the implication is that such goods would be available elsewhere.
The areas in which American control seems to be most effective would be in

those areas where the United States has a clearly demonstrated superiority and
where competition overseas is hard to find. This still holds for most of the ad-
vanced computer development as well as with certain advanced machine tool op-
erations. In other words, in areas where technology moves very rapidly, the
United States seems to be ahead. Frequently this is because of not only the en-
gineering and inventive superiority which American industry still maintains, but
because the development of such items requires large government support in the
form of contracts and a large market to warrant the investment in the first place.
These are areas where the West Europeans, because of the small size of most of
their governmental units, and the Japanese, because of their small expenditures
on defense, seem to be behind. However, even in such areas, the lead time in tech-
nological superiority seems to be shrinking. The implication is then that even
in clearly demonstrated areas of American superiority, frequent reexamination
of policy is esential.
Another cost of trading with the Soviet Union is frequently thought to be the

danger that such sales will simply mean that the Soviet Union will start com-
peting with us in third markets. Indeed, through the years the Soviet Union has
begun to enter into foreign markets and some of our manufacturers are en-
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countering Soviet competition. In particular, this competition will arise in areas

where the Soviets have some built in advantages in the development of their

technology. Thus the Soviet's economic system should be expected to do well

when some process is not particularly noted for its technological complexity, but

'where there is a need for some central source to gather and direct large quan-

tities of capital and resources. Thus the Russians have done an outstanding job

:in building up their fishing industry. Here their advantage seems based on the

-fact that they were able to direct large quantities of capital, more than any

•superiority in the development of particularly complicated ships. In fact, a large

-number of the ships being used in the Soviet Union have been built in other

countries in both Eastern and Western Europe. But the important thing is that

the Russians are able to put aside significant sums of money for the construction

of the mother ships and the trawlers. In the same way, the Soviet Union has be-

come a major factor in the shipping industry. Their merchant marine now has

become a major competitive force. The Russians have also done well in the

building of dams and turbines and generators because of their extensive experi-

ence in putting aside capital funds for the building of dams. The Russians have

been able to sell some of this technology to dam builders in Canada and Latin

America.
Another area where the Soviet Union is entering foreign markets is where

again technology is not fast-moving but where the Soviet Union can copy the

mass production operations that have long existed in the West. While Soviet

products produced in such a way are not necessarily noted for their quality, the

Russians may find that they can enter the market simply because they are able

to cut the price to whatever length necessary in order to break into the market.

This is because the domestic ruble bears no fixed relationship to international cur-

rencies. Naturally the Russians would prefer to sell for as high a price as neces-

sary, but will find that if necessary they will sell at below the prevailing price.

In this way, the Russians are selling such iterms as watches, cameras, tractors,

And automobiles on foreign markets. As yet, they are still selling relatively small

quantities of tractors and automobiles. Moreover, if technology changes suddenly

in these areas, the Russians will find themselves at a serious disadvantage.

Thus the move towards digital watches has cut into Soviet prospects for• the
future.

Finally, the Russians also expect to do well in the sale of military and space

items, which have received priority attention in the Soviet Union. Here technol-

ogy is important and usually advanced although still behind that developed in
the United States. But American arms sales have found it necessary to compete

more and more with Soviet sales.
Generally it is necessary to point out that there are certain characteristics

which will hamper and frustrate Soviet efforts to break into foreign markets and

compete with American and western goods. These problems stem directly from
the problems that exist inside the Soviet Union and frustrate their own internal
,operations. These have been spelled out at great lengths by other analysts,
but to list them briefly: The Russians find it hard to innovate. They can have
very advanced laboratories but find it difficult to move their inventions from the
laboratory to the factory floor.
The Soviets seem best at the linear improvement of the technology rather

than any discontinuous or startling advances. This is because their incentive sys-
tem hampers any innovative changes. The Russians have always had difficulty in
supplying replacement or spare parts. Their supply system, both internally and
externally is hopelessly confused.
- The Soviet Union finds it hard not only to adapt to internal market demands,
but to foreign market demands. This is due to the lack of competition in Soviet
industry. Given the Russian "take it or leave it" attitude, they simply are not
concerned in meeting consumer demands. The Russians recognize this, and one
way they have sought to cope with the problem is to hire western agents like
Satra to market and give them guidance on the sale of their watches and cars.

Ironically, even in those areas where the Soviet Union seems to have an ad-
vanced technology and to have a reputation for the production of certain items,
the Russians finds it necessary to import technology, machinery and advice for
the production of coal, timber, and steel. Indicative of how unequal the export-
import flow of machinery is between the Soviet Union and the western countries,
Is the chart below. This shows that the Soviet Union does well when it can
export as much as $10 million worth of machinery to the hard currency coun-
tries, whereas it will import as much as $500 million worth of machinery in the
same year from the same country.
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However, for the United States, the theat of a sudden outpouring of Soviet
goods to the United States is not a realistic one. The Russians in a remarkable
fashion, have agreed in the 1972 U.S. Soviet trade agreement, that "both govern-
ments agreed to consult promptly at the request of either government whenever
such government determines actual or prospective imports of a product originat-
ing in the other country. . . could cause, threaten, or contribute to disruption of
the market of the requesting country." In other words, we can request that the
Soviet Union to cease the sale of goods to the United States when American in-
dustry is threatened. The threat, therefore, lies not in Soviet sales in goods to-
the United States but to third countries. Thus the threat of disrupting American
markets is not a real one.
Another, and perhaps more serious cost of dealing with the Soviet Union, is•

the fact that the Soviet Union seems to he situated so as to take advantage of
American companies in contractural negotiations over price. As Raymond Ver-
non and I concluded in a paper we prepared for the Department of Commerce,
"On the whole the risk is high that the private U.S. firms will settle for less than
the opportunity cost of the knowledge to the 'U.S.S.R., and even for less than the
full social cost of the knowledge to the United States economy."
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"The reasons for this. . . are fairly straightforward. Once a firm has developed
a very unique body of technology, a large part of its total costs are already sunk.
The cost of the transmission of that technology to one more buyer is a small part
of the firm's total expenditure. In economic jargon, the marginal coats of the
added sale is very much lower than the full cost of producing and selling the
information. Yet from the selling firm's point of view, an added sale is economic
once the sale prace exceeds the marginal cost." 1
The national interest may also be involved here, particularly "when the re-

search and development costs for the technology being offered were financed in
large part with public funds and where the product has military potential."
One particularly unfortunate example of this, was the instance where reportedly,
the United States sold the Soviet Union space suits that cost the American gov-
ernment approximately $20 million apiece. The sale to the Soviet Union was $150
thousand apiece.2
The reason for all of this is that the Soviet Union is well placed as a bar-

gainer. Because of the monopoly of the Ministry of Foreign trade, the Soviet
Union is in a good position to play off one foreign seller against another. More-
over, when the Soviet government enters into the foreign trade market, they do
so having clearly concluded that they are not going to buy from domestic sup-
pliers. Thus in the bidding that takes place, there is no need to give preference
for the high domestic bidder. This allows them to play off prospective competi-
tors in a way that usually is unavailable to the more developed western coun-
tries who have their own domestic suppliers who often call for and receive
national preference.
While it is true that a country like Brazil presumably should be able to take

advantage of the same kind of bargaining stance, in practice it turns out that
the Soviet Union is more advantageously placed. The reason for this is that
the market in the Soviet Union appears to be so much larger. Thus there was
a pronounced willingness on the part of American manufacturers to offer loss
leaders in an effort to crack the Soviet market. The hope was that once the
foot was placed in the door, there would be follow up purchases that would
compensate for the initial bargains. That's not the way the Soviet Union nor-
mally operates, however. In addition, many American businessmen were ini-
tially infatuated with the idea of trading with the Soviet Union. Many of them
devoted disproportionate time and talent in comparison to sales in other
countries.

This is not to say that the Soviet Union in its bargaining always comes out
ahead. In many instances poor bargains are made by the U.S.S.R. and indeed
many firms have made substantial profits in their trading with the Soviet
Union. Discussions with large numbers of businessmen indicate that many of
them are very much satisfied with the business they have done. At the same
time, however, there are many who have lost substantial sums of money for
some of the reasons spelled out above. Moreover, there is a very high risk and
very high expense involved in obtaining the contract in the first place. Because
,of the distance and the time usually required for negotiations with the Soviet
Union, the cost in both time, talent, and frustration is very high. Contracts
-usually take a long time to negotiate. In at least one instance, a company has
expended $1 million to win a $10 million contract. In other instances, I have
found examples where businessmen have spent up to $400 thousand to negotiate
and design a proposal only to lose in the bidding to either another American
company or a foreign company.
The pressures from the Soviet Union to negotiate tight and low price con-

tracts will probably be accelerated in the months ahead. This means that Amer-
icans will come under more pressure to set low prices. The reason for this is
that the Soviet Union has encountered severe balance of trade deficits. Much
to their surprise, they ran full force into the worldwide business recession. Be-
cause they had convinced themselves that this would never happen, they made
little or no provision for it and indeed ignored it. As a result the deficit for
1975 in their exports and their imports should be on the order of $3 to $4 billion.

1 Raymond Vernon and Marshall I. Goldman, "U.S. Policies and the Sale of Technology
to the U.S.S.R.," prepared for the Department of Commerce, mimeographed October 30,
1974. pages 29 and 30.

2 Marshall I. Goldman, "Detente and Dollars: Doing Business with the Soviets," New
York, Basic Books, 1975, page 244.
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As the accompanying table shows, the deficit for the first nine months of 1975
already exceeded $2.2 billion. When the grain purchases are added to the over-
all total, it is likely they will have a deficit of close to $5 to $6 billion.'

SOVIET TRADE BALANCES WITH HARD CURRENCY COUNTRIES
Iln millions of dollars]

1971 1972 1973 1974
1st N, 1

1974
1st ,Y4,

1975

Cap talist data:
Imports from U.S.S.R 2, 553 2,915 4,561 6,838 4,873 4, 959
Exports to U.S.S.R 2, 251 3, 328 4, 894 6,260 4, 020 7,227

Balance for U.S.S.R +302 —413 —333 +578 +853 —2,268

1 1st 8 mo for Italy, Netherlands, and Norway.

BENEFITS

In spelling out the costs, it was shown how some of the costs were actually
not as significant as it was thought, and indeed, in some instances, might be
benefits. In this section we will spell out briefly some of the benefits although
most of them are obvious.
The first thing is that sales to the Soviet Union have been helpful to the

American economy. While it is true that some companies have lost money, the
overall effect has been positive.
The first thing to recognize is that agricultural products have frequently been

the most important part of our exports. This is shown on the table on the
next page. The machinery exports for 1975 have increased in dollar value. This
is due in part because of the orders for the Kama River Truck Plant which
were being delivered in increasing quantity in 1975 and also because of the in-
flation that was taking place and being reflected in the higher prices of
machinery.
There is no doubt however, that the Soviet Union has cut down on some of

its purchases in the United States and transferred them to countries in western
Europe, particularly Germany, and to Japan. This is largely in response to the
Soviet pique over the Jackson-Vanek Act setting conditions for the extension of
Most Favored Nation treatment to the Soviet Union and over the Stevenson
Amendment limting access to the Export-Import bank.
Nonetheless, exports to the Soviet Union in 1973 totalled over a billion dollars

and over 600 million dollars in 1974. It looks like the figures for 1975 will also
be above a billion dollars. In 1975 in particular, this was an important stimulus
to our economy which needed all the exports it could earn during the recession.
These sales were not only good for the industrial workers and for farmers, but
also for those corporations which did not underprice their products.

UNITED STATES EXPORTS TO THE U.S.S.R. BY MAJOR CATEGORIES

II n millions of dollars]

1971 1972 1973 1974

Chemicals 38 21 17 28
Manufactured materials 10 10 35 27
Nonelectric machinery 54 53 182 188
Electric machinery 6 7 14 28
Transport equipment 3 1 8 9
Miscellaneous manufacturing 7 9 10 15

Total manufactured products 118 101 266 295

Food 17 366 842 288
' Crude material_ 27 71 78 25
Oil and fats 2 6  

Total agriculture products 44 440 926 313

Combined total 162 542 1, 195 2 609

1975
(3 quarters)

34
33

1
334

16

417

483
26
14

523

940

1 Excludes $3,000,000 of reexports.
2 Excludes $1,000,000 of reexports.

Source: East-West Trade, Bureau of East West Trade, U.S. Department of Commerce.

8 Marshall I. Goldman, "The Soviet Union is Not Immune", Foreign Policy, Winter,
1975-76, page 76.
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Another important by-product of such sales is the fact that this helped to.
improve our overall balance of trade. Our trade with the Soviet Union has been
very one-sided thus far and has earned the United States a considerable surplus-
in the balance of trade.

It is true, of course, that while selling the Soviet Union these goods, particu-
larly agriculural products, the supply remaining in the United States is smaller
than it would otherwise have been, and that this has the effect of either push-
ing up domestic prices or at least curbing the fall that would otherwise take
place in domestic prices. But again that is something that happens with any-
thing exported from the United States. The problem heretofore has been that
the Soviet Union, particularly in its purchases of our agricultural commodities,
has darted in and out and this has caused disruption in the markets. The hope-
is with the new long-term grain agreement signed with the Soviet Union that
there will be much less fluctuation in prices due to this.

It is also true that in some cases some corporations, particularly in Europe,
did not fare as well in dealing with the Soviet Union as they had anticipated.
The reason for this was that they signed contracts for repayment in goods pro-
duced in the Soviet Union and in Eastern Europe. This seemed to be smart
policy in a time of prosperity, particularly when repayment was to take the form
of raw materials. However when recession hit, and inventories began to accumu-
late, the Soviet-made or produced raw materials were simply added to the in-
ventory pile and American exporters would have been much better off with cur-
rency rather than commodities.

It should also be recognized when dealing with the Soviet Union and selling
the Soviet Union machinery that there is an advantage in that the Soviet Union,
as was discussed earlier, is less likely to be a competitor with the American sell-
er. The Soviet Union is one of the few industrialized countries that American
manufacturers can sell to and not worry that in a very short period of time he
will be meeting the fruits of that machinery coming back to compete with him.
The question with the Soviet Union is whether or not it will ever compete on a
significant basis, not whether it will be in a few months or year's time. In selling-
to the Japanese or to the West Europeans, the lag is a much shorter one and
indeed it is to be expected that exported technology will be put to work immedi-
ately not only in domestic markets but also in external markets. Because of the.
planning and adaptive problems discussed earlier, we saw how the Soviet Union
takes a much longer period of time to master the technology and to begin pro-
ducing on its own.

Finally, another important benefit from trading with the Soviet Union is that
as one of the world's most important exporters of raw materials, the Soviet
Union can play an increasingly important role in supplementing our depleted
raw materials. Already the Soviet Union is a major producer of chrome and in
1974 the Soviet Union provided us with over a hundred million dollars worth of
petroleum. Conceivably it could be an even more important supplier in the future.

SUGGESTIONS FOR REDUCING THE COSTS AND INCREASING THE BENEFITS

As the Soviet Union becomes an increasingly important factor in international
markets, there will be a strong temptation to restructure our economy to resem-
ble more closely the Soviet system of foreign trade.
In some instances this may be inevitable, but it should be resisted wherever pos-

sible. A much more desirable strategy would be to encourage the Soviet Union
to adapt its structure to resemble more closely that of the international trading
community. This is not a futile hope. To the extent that the Soviet Union finds
itself becoming a more active participant in international markets, this is more
likely to happen. In other words, its raw materials command hard currency
and consequently there is less need for the Soviet Union to enter into
barter arrangements. Moreover, the Soviet Union has already established sev-
eral western affiliates, and this should be encouraged. One of the most impor-
tant examples is the Moscow Rahrodny Bank. There are other joint-stock com-
panies set up in Western Europe which operate just as western companies do. The
range of companies covers a spectrum from automobile dealers to petroleum dis-
tributors. For that matter, the Soviet Union should be encouraged to build and
operate a refinery in the United States to sell Soviet petroleum.
There is also the likelihood of a significant change in Soviet operating pat-

terns once the Minister of Foreign Trade retires or dies. Minister Patolichev has
long been an opponent of change, but he has been quite sick recently and with
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his departure, it may be easier to implement some of the reforms that many
in the Soviet Union have been advocating.
But all the change should not come and should not be expected to come from

the Soviet side. There should be some significant changes in operating style in
the United States as well. This is particularly important if we are to hold the
cost of our goods above the marginal cost.
There is a clear need for coordination among American sellers in order to

eliminate or at least reduce the Soviet ability to play off one seller against
another. With its position as a monopsynist, the Soviet Union should be faced
by some kind of equivalent monopolist. There are several ways in which this can
be done. Perhaps the most promising way would be to revise some of the anti-
trust provisions or least interpretations. The Webb-Pomerene Act should also.
be re-examined in order to allow American firms to coordinate their strategies
more effectively. While there are clear dangers in allowing American corpora-

• tions to consort with each other about price, the main beneficiary at the present
time of a policy which precludes such discussions, is not the American consumer,
but the Soviet Government.
Towards the end of providing more coordination, the trade associations of the

different industries might also play a more active role. For example, in the
aeronautics industry, The American Institute of Aeronautics and Astronautics
was approached by the Soviet Union to fulfill such a role, but the trade asso-
ciation felt reluctant to. Our trade associations should be encouraged rather
than discouraged from taking on such a function.
There also is a much more active role for the government to play. Many of the

organizations which currently regulate industry might also be encouraged to
promote and serve as contracting agents. For example, in the sale of the air
traffic control system to the Soviet Union, the FAA was approached to serve as
a coordinator of such a sale. To its credit the FAA did ultimately take an active
role even though the contract was lost to another country. Other organizations
such as the FCC and the ICC might also be converted into such activity. Cer-
tainly the Bureau of East-West Trade under the Department of Commerce would
make an ideal vehicle for providing a much more active role than it currently
is doing or authorized to do.
Such a suggestion is not as outlandish as it might seem at first. Strangely

enough the government apparently is already involved in carrying on such coordi-
nating and indeed contracting activities. It seems strange that it should begin
in the sale of goods to a country like Iran, but nonetheless it did. The Federal
Highway Administration of the Department of Transportation has promised
to provide 125 million dollars in road building equipment for Iran and to help
Iran develop its highway system. The Highway Administration will buy and
provide technical assistance from private contractors in the United States and
the Highway Administration will then be reimbursed by the Iranians.4 The export
of cattle from the United States has been coordinated this way for some years.

• The Holstein-Friesian Association of America has taken upon itself the respon-
sibility for selecting cattle from individual farmers for sale not only to Eastern
Europe, but to Western Europe and other countries as well. While this orga-
nization's function is primarily to serve as a middleman, it also serves to prevent
individual competition between individual farmers.
One of the key functions of such an activity should be to be sure that some-

thing more than the marginal cost is being covered in the sale of technology and
products to the Soviet Union. Undoubtedly increased activity by either the
Bureau of East-West Trade or any of these other governmental organizations
will increase the red tape and the time consumed in arranging for such sales. We
are all aware of how cumbersome it is at present. Nonetheless, while it is true
that we should also be looking for ways to accelerate the process of arranging
for sales, it should not be forgotten that it is not just the American side which
provides and imposes red tape. Most of the delays thus far have usually come
from the Soviet side. It does not seem too much to ask that the Federal Govern-
ment, particularly in areas where technology has been financed by the tax payer,
be empowered to insure that a minimum price is charged for the sale of tech-
nology. It perhaps would be wise to establish a cut-off point, say for example 5
million dollars. This would mean that sales below that amount would not be
subject to federal scrutiny. But above that price some examination does seem
warranted. It is also true that it would be difficult to determine exactly what

'The Wall Street Journal, May 27, 1975, page 7.
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the marginal cost is and what a fair price would be, but despite such obstacles,
additional intervention by some public body seems warranted to insure that the
benefits of American-Soviet trade are not eroded.

CONCLUSION

In sum, trade with the U.S.S.R. is a peculiar phenomenon. Whereas at one
time, the United States could more or less control much of the flow of western
technology to the Soviet Union, today we find our domination over technology
transfer diminishing rapidly. Thus our refusal to sell a wide variety of goods
merely assures that the Soviet Union will transfer its order elsewhere. In such
eases we should do all we can to promote the sale of American goods—but at a
profit. Where we still have a monopoly, we should exercise it and never accept
just the marginal cost for the sale of the goods. At the same time, we should be
careful to insure that we recognize when that monopoly has been broken so as not
to hold out for too large a price.
But in both instances, whether there is competition or monopoly, one of our

most pressing concerns should be to insure that American firms do not bargain
their profit away. American and Soviet trade, if conducted properly, i.e., at a
profit for both sides, so that neither side feels it is being taken advantage of,
van help to firm the desire for détente. It is unlikely that trade in and of itself
can assure détente, but if conducted improperly, it certainly can impede it.

Senator INOUYE. Our next witness is Dr. Marshall Shulman.

STATEMENT OF MARSHALL SHULMAN, DIRECTOR, RUSSIAN
INSTITUTE, COLUMBIA UNIVERSITY

Dr. SHULMAN. I appreciate the invitation to testify before your
committee. I have been impressed with the sobriety, deliberateness, and
thoughtfulness of your investigations and it does seem to me that this
kind of a thoughtful examination of our national policy, which was
so lacking at the time of the passage of the Trade Reform Act of
1974, is now generally needed. Incidentally, I am no longer the director
of the Russian Institute at Columbia.
Unlike the three previous witnesses who appeared this morning, I

am not an economist. I work in the field of international politics and
international relations. I am concerned about the political context of
the questions before you, and would like to submit a brief oral state-
ment on this subject.
The main thrust of what I have to say is that it would be wise to

make some changes in the Trade Reform Act of 1974, as that act bears
on our economic relations with the Soviet Union. I would like to say
something about the political background now affecting United States-
Soviet economic relations.
It is clear that although there has been a multiplication of contacts

between the two countries the easement of relations that was projected
at the time of the summit of 1972 has not progressed in the way that
was then anticipated. Particularly in this country it is evident that
the general climate of public opinion is more skeptical than it was
about the ambiguous conception of detente, which has a range of
meanings.
There are a number of reasons for this. On the American side in

part it is because of the misconceptions about the nature of this
relationship that were developed in 1972, in quite an undiscriminating
way. There were quite fuzzy notions of what detente meant. To some
there was an expectation that it meant an end to the rivalry and some-
thing approaching a rapprochement. Perhaps what we are experienc-
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ing now is a healthy correction of some of the misconceptions of that
time.
On the Soviet side also there have been misconceptions. There has

been the expectation on the Soviet side that it is possible at the same
time to move toward an easement of relations and yet to carry forward
the ideological struggle, to carry forward the competition for influence
without these objectives interfering with each other. We have seen
that they do interfere with each other.

Also it is clear that the operational problems of having closer rela-
tions with the non-Communist-world have obliged the Soviet leader-
ship to tighten many aspects of their cultural controls which have
awakened moral questions in the non-Communist world, which have
complicated our relations.
The interactions that have taken place between the two countries

in the last few years in the military, political, and economic realm have
been instructive for us. They have certainly not borne out some of the
high hopes that were projected for this relationship. On the military
side, it is clear that the negotiations in SALT and for the reduction of
European forces have not been anywhere near as productive as we
hoped. Instead, we have seen a continuation of the military buildup.
On the political side there is competition for political influence in

various parts of the world. This was to be expected from the Soviet
definition of peaceful coexistence but their words were not taken
literally at the time. It has a certain impact on public opinion now in
the case of Angola because we didn't take this aspect of the relationship
seriously enough.
It is clear that what we have is a mixed relationship. It involves

elements of competition, which are likely to go on for some time. It
has some elements of overlapping interests also, particularly in the
effort to stabilize the strategic military competition.
The development of conomic relations has been far short of Soviet

expectations and also some of the projections that American officials
made. It may be useful to go back and say a word about the place of
the economic aspect in both the Soviet and the American approach
to this relationship.
At the time of the party Congress in March of 1971, when the pres-

ent policy was articulated in the Soviet Union, it was clear the eco-
nomic motivation was an important element in the Soviet side. The,
Soviet economy has faced serious problems in productivity, agricul-
ture, construction, transportation, and 

perhaps, 
most important of

all, in advanced technology, as compared with other advanced in-
dustrial countries.
The interesting thing about this, I think, is that these problems are

structural in nature. They involve organizational considerations. To
remedy them would involve politically painful adjustments in the
organization of the economy and the administrative system. This prob-
lem will take some time before it can be resolved. In the meantime
it was felt that a substantial increase in the importation of technology,
of management, of capital and also of manufactured goods and con-
sumer goods would ease the immediate problems and would give the
leadership time in which to face the organizational aspect of these
problems. This, I think, loomed large in the debates that took place
before the Congress on why it made sense from the Soviet point of
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view to turn toward a policy of reduced tension with the West and
with the United States in particular.
From the U.S. point of view the most important element has to do

with the reduction of the threat of war. The feeling that was widely
shared in this country was that whatever the differences in the nature
of the system or incompatibility of our political aims in the world;.
nevertheless both countries have a stake in reducing the danger of
nuclear war.
From the U.S. point of view the development of economic relations .

was a secondary aspect of it, important but secondary. Largely im-
portant because it had corresponded to an important motivation on
the Soviet side. Therefore, it created an instrument which could
strengthen the motivation of those in the Soviet Union who were
supporting a policy of reduced tension and restraint in crisis areas.
From the U.S. point of view it is clear that although the Soviet

Union obviously is an important element in our foreign policy, it may
not be the central element. In our present period we are faced with
trends in the world toward disintegration and anarchy. This involves
many elements for which the Soviet Union is a complicating factor;
rather than a prime cause. If we and the Soviet Union are locked into
a high tension relationship then the other problems we face become.
more difficult and more unstable and the risks are greater. It is in
our interest to have a relationship of reduced tension.
But in the facing up to the economic aspects of the relationship, I

think there has not been a clarity about what our interests are. To,
some extent the argument was advanced that the development of
trade relations might help in the modification of Soviet behavior,.
either in foreign policy or in its internal life. Some have argued it
would create a degree of interdependence or it might strengthen
some cooperative interests in the Soviet Union.
I think there was a feeling that to the extent that the Soviet Union

could be drawn more completely into the world economy, this would
be a stabilizing factor. But perhaps the most important element and
this is one that seems plausible to me is that to the extent that there-
was the possibilities of increasing the flow of goods to the Soviet
Union, creating an economic interest on the part of the Soviet Union
in the maintenance of a relationship of low tension, this would
strengthen their incentive for behavior with constraint in the crisis
areas of the world.
However, as a consequence of the Trade Reform Act of 1974 and

the restrictions placed on credits and most-favored nation and as a
consequence the collapse of the trade agreement that we had reached
with the Soviet Union, this instrument has been considerably weak-
ened. rt has not therefore been available to us as an encouragement
to restraint in some of the crisis areas in which the Soviet Union has
been involved since that time.
We are now in a period approaching the 25th Congress. There have

been debates in the Soviet Union about what course to follow. The
dominant position, as expressed by the Soviet leadership, is that the
present course continues to be a prudent and effective one and should
be followed. There are many who raise questions about whether or
not the relationship of peaceful coexistence may have been disad-
vantageous.
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Their perception of the military balance is quite different from the
-one heard here in Washington. What they have seen is a continued
lengthening of the United States lead in advanced military tech-
nology. What they have seen in the political competition is that the
United States has reduced Soviet influence in the Middle East sub-
stantially. There are many who also argue that as a result of many
of the local conflict situations and as a result of the economic prob-
lems in. the Western World that there are opportunities that present
themselves for exploitation which have not been as fully prosecuted
.as might have been done with a more active, more militant policy
than the Soviet leadership has been following.

There is a factor in the background that I think is useful to keep
in mind that may be of importance to our long-term interest. That
is, it appears to me that the Soviet Union Is on the threshold of a
wholesale generational change at its upper levels both in the party
and in other aspects of the Soviet Government and that that new gen-
eration is likely to come to the top, perhaps within the next few
years, 3 years 5 years, it is difficult to say. We don't know a great
deal about the younger generation. Some things however are ap-
parent about it.

It is clear that by and large most of them are better trained tech-
nically than the generation they are succeeding. Most of them know
more about the world than the generation they are succeeding. It is
likely in terms of style, there will be more flexibility, more pragma-
tism. It is something clearly to be watched and to have in mind.
My concern is that to the extent this younger generation takes

power in the Soviet Union, weighs alternative courses and considers
.the possibility of a foreign policy of restraint that it should not feel
that that option has been closed off to it by actions on our part.
It does seem to me that the development of economic relations

involves a balancing of risks and gains for us that have to be weighted.
It has to be taken seriously, the possibility that transfer of technology
may increase Soviet military capabilities, that it enables the Soviet
Union to have a more active economic foreign policy.
On the other side it is clear that if we approach this question not

on a yes-or-no basis but in a more differentiated way in terms of how
much trade, of what kind, over what period of time, and under what
conditions, we can, I think, manage an increase in our economic rela-
tions in a way that will correspond to our interests and will keep the
risks involved within moderate levels. Therefore, what seems to follow
•from this is the need for the articulation of a national policy with
regard to economic relations and one that will establish clear criteria,
clear guidelines for the individual negotiators.
In my own view what we ought to project is an upward slope, per-

haps over a 15- or 20-year period in which there would be a gradual
increase in the volume of trade and a change in mix, with the most
advanced technology down the road, 5 years, 10 years, 15 years, with
the understanding that progress along the upward slope would depend
on responses of restraint by the Soviet Union in crisis areas. It would
be difficult for us to move up that slope if the Soviet Union were to
behave provocatively in crisis areas.
We need more effective coordination of national policy than we now

have. That is necessary to enunciate clearly the guidelines and criteria
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to give us some basis for deciding what trade activities are in our
interest. We should try to achieve as much coordination as we can with
our allies so that we can have a unified approach. The degree of co-
ordination required stems not only from the need to have a national
policy, rather than to leave the matter to the interests of individual
firms involved, but it stems from the fact that we have here the institu-
tional problems that come from the matching of a pluralistic society
with a highly centralized society system. It is true not only in this field
of economics but in other aspects of our relations.
In our cultural exchanges it has been necessary for us in the universi-

ties to establish a single group to administer an exchange program.
But in that way it is able to achieve an effective coordination of our
efforts and to negotiate with the centralized institutions on the Soviet
side that administer the exchange program.

Similarly, we need to achieve that degree of coordination in our eco-
nomic relations. I am aware in the previous questioning you have
raised the issue of the proper role of the Congress. My own judgment
is that it is important for the Congress to have an oversight function.
This is most effectively done in terms of working out an understanding
with the administration on what the policy should be, and what the
criteria should be, rather than in trying to become involved in the
operational details of particular deals. In this way there can be the
confidence that would be necessary for agreement on a national policy
and on the criteria rather than an effort to participate in the day-to-
day decisions or in the judgments about particular deals.
I come to the conclusion, Mr. Chairman, that it would be wise to

make changes in the Trade Reform Act of 1974 that would make
possible the measured and controlled expansion of trade with the
Soviet Union, and that it would be understood that the principal
function of this would be to encourage Soviet behavior with restraint
in crisis areas of the world. This would be very much in the U.S.
interests.
Thank you very much.
Senator INOU YE. Thank you very much, Professor Shulman.
As you have suggested, one of the most misunderstood words today

is "detente." How do you perceive our definition of detente as it relates
to our relationship with the Soviet Union.
Dr. SHULMAN. From the U.S. point of view we approach detente

as a long-term process in which we would recognize as our first priority
in the short term, the effort to reduce the danger of war. First, by sta-
bilizing the military competition with the Soviet Union and, second,
by encouraging restraint in crisis areas. All other aspects are sec-
ondary to that overwhelming national interest. Over the long term—
and this is a matter of decades—our interest would be in drawing the
Soviet Union into a more constructive participation in international
efforts to deal with global problems.
Perhaps I should try to capsulize it by saying that the detente is a

mixed relationship: A continuation of political competition between
the two superpowers and some elements of overlapping interest. The
problem is to distinguish where there are the overlapping interests and
carry them forward without confusing ourselves about the underlying
competitive nature of the relationship.
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Senator INOUYE. Would you say the Russian definition and goals
are similar?
Dr. SHULMAN. In some respects, Mr. Chairman. This has been ar-

ticulated in the term "peaceful coexistence," which essentially in its
initial formulation referred to a temporary and tactical expedient but
which has taken on more and more of a long-term character, a long-
term political strategy. It is viewed from the Soviet point of view as
a way of carrying forward its interests without war by relying on
long-term political and historical developments.

Senator INOUYE. There is a relationship between political, economic,
and military policies in both of -our countries. It has been rather con-
fusing not only for the people of the United States but also for the
Members of Congress, is the way this policy is being enunciated.
Now, for example, when it comes to certain economic issues, execu-

tive officers are quick to oppose actions by Congress as being counter-
productive or unhelpful to detente. Thus, for example, as I mentioned
in the recent hearing on shipping problems both the Commerce and
State Departments were opposed to any sort of measure that would
offend the Soviet Union. Yet we find when it comes to political and mili-
tary questions, we seldom use the word "detente." Even while the SALT
talks have been continuing, there have been advancements in military
technology. Is this the way detente is being viewed in the Soviet
Union?
Dr. SHULMAN. I think there are also tugs and hauls in the Soviet

political system about this. If I may back up a little bit and address
myself to the U.S. side for a moment, and then talk about the Soviet
side.
There is, I think, a confusion in our national thought about the

military side of our relationship. It is clear that a military equilib-
rium is necessary, is consistent with, and is a necessary component
of the policy of reduced tension in the Soviet Union. There are areas
of unclarity about the nature of that equilibrium. There are some that
feel that the optimum security depends on trying to achieve superior-
ity, and who feel that it is important to press our advantages.
There are others and I myself am in the second group, who feel that

our optimum security would rest in trying to achieve an equilibrium
at as moderate and stable a level as possible. Unfortunately, that point
of view has a relatively small constituency in this country. I think we
really don't understand our own interests in this field as well as we
should.

Senator INOUYE. The Soviets have the same policy of operating
from the superior position do they not?
Dr. SHULMAN. From the Soviet point of view it is evident that

there are the same tugs and hauls. The military are a strong element
in Soviet life. It is at least as difficult for the Soviet leadership to act
against the interests of the Soviet general staff as it is for the Ameri-
can administration to take an action that would be disapproved of by
the Joint Chiefs of Staff, perhaps more so.
There are debates within the Soviet Union, it is clear, and there are

pressures in different directions.
Moreover, there is a certain bureaucratic momentum involved in the

military programs in the Soviet Union, as in the United States, which
is difficult to bring under control.
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Senator INOU YE. My only regret is we don't have the time here
today. I wish we had 1 day per professor. We could go into it in
greater depth.
Our final witness is the professor of economics of the Department

of International Business, School of Business, Indiana University,
Dr. Paul Marer.

STATEMENT OF PAUL MARER, ASSOCIATE PROFESSOR OF INTER-
NATIONAL BUSINESS, INDIANA UNIVERSITY, BLOOMINGTON,
IND.

Dr. MARER. Thank you, Senator. I appreciate the opportunity to
address these issues at this forum. I will be very brief.
Perhaps one reason why I was asked to testify is because I am in

the process of completing a major study, part of a team effort, on the
East-West industrial cooperation. This study involved interviewing;
over 100 business firms that are intimately involved in U.S.-
U.S.S.R. and U.S.-East European business.
I will put the experience of U.S. business in the Eastern market

aside and focus briefly instead on the question of U.S. national interest
and speculate under what conditions it might be appropriate for us
to start changing our policy vis-a-vis some of the state trading coun-
tries of Eastern Europe.
U.S. national interest is multidimensional. Depending on the aspect

one focuses on, a cogent argument can be made for liberalization of
U.S. policy or for imposing additional U.S. Government controls.
Thomas Wolf made a useful distinction between defensive and

offensive policy considerations. A defensive policy aims to protect the
United States against dislocations that can arise from unbridled East-
West commerce.
Defense policy safeguards that we do not become excessively de-

pendent upon Eastern sources for key fuels and materials; prevents
the massive export of scarce commodities which would aggravate
domestic shortages and fuel inflation at home; insures that we do not
transfer products or know-how which would strengthen the strategic
might of a potential adversary; and makes sure that if the United
States becomes a creditor to state-trading countries, it does not remain
without recourse in case default is threatened by a debtor.
To be sure, many of the same considerations also enter into U.S.

foreign economic policy with any trade partner. But because a state-
trading monopoly can come to the United States in a potentially dis-
ruptive manner, relying on us as a market of last resort for purchases
or sales, and because some of the automatic safeguards we have in
trading with market economy firms, such as the free flow of informa-
tion, are absent when trading with monopoly state enterprises, there
is an important role for the legislative branch of the Government
to establish special defensive East-West trade policies and guidelines
for their implementation.
It would be easier, I believe, to obtain a political consensus on

formulating defensive as compared with offensive East-West trade
policies and to agree on guidelines and instruments to be used.
To be sure, the line of demarcation between defensive and offensive

trade policies is not always clear. But one distinction is whether the
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concern is basically an internal one focusing on impact on the U.S.
economy, or an external one seeking to modify the behavior of a
trading partner.
An offensive trade policy is pursued if its intent is to encourage

another country to do something—for example, to liberalize emigra-
tion policies—or to dissuade it from doing something—for example,
to intervene in Angola.
Under these latter categories are U.S. policies which discriminate

against an Eastern trading partner, for example, depriving it equal
opportunity with others to earn foreign exchange—by denying it
MFN—to buy our technology-,-by discriminatory export control or
nonstrategic items—or to finance its U.S. purchases—by denying it
Eximbank credit.
There are many viewpoints on the pros and cons of using offensive

policies in East-West trade.
The conclusions reached often depend on the assumptions made,

most of which are difficult to substantiate or disprove.
We should start by having a focused debate on what we mean by the

national interest and then how the national interest can be affected by
the policies.
But irrespective of the merits of the arguments, I believe that the

intent of Congress in putting on the law books special restrictions and
conditions for East-West trade is clear; these are intended to affect our
relations with the U.S.S.R.
My reading of the sense of Congress is that the East European coun-

tries are not the intended adversaries of the United States.
It is paradoxical, therefore, that the East European countries are

more penalized by present United States-East-West trade policies than
is the U.S.S.R., as the Soviet Union is less affected by our denial of
MFN and Eximbank credits.
While Soviet exports to the United States are heavily weighted by

raw materials and fuels—products which by and large are not subject
to discriminatory tariffs—a much larger proportion of the East Euro-
pean countries' exports to the United States, actual and potential, con-
sists of semimanufactures and finished industrial and consumer prod-
ucts many of which are subject to discriminatory tariffs.
While the Soviets have been running balance-of-payments deficits

that are modest relative to the size of their hard-currency exports and.
monetary reserves, the East European countries have been experienc-
ing relatively large hard-currency deficits in recent years.
Given these new circumstances, whether the lumping together of the

U.S.S.R. and the countries of Eastern Europe for the purpose of ad-
ministering offensive U.S. trade policies is in the U.S. national interest
depends critically upon our perception of the goals and strategies pur-
sued by the leaders in Eastern Europe.
If Congress finds that these leaders are increasingly motivated by

national rather than international purposes, then it would be in the
U.S. interest to reassess our trade policies toward these countries.
Last summer, in ratifying the U.S. trade agreement with Romania,

we had taken an important step in this direction.
An option for U.S. policy and initiative lies in further differentiat-

ing among the East European countries according to the degree they
may be willing to cooperate with the United States.

8i-365-77 12
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At the same time, we must be sensitive to the fact that not all East
European countries are in an identical position to make significant
economic or political concessions to us.
Moreover, certain concessions by them become possible only after the

U.S.S.R. has itself decided to make them.
Contingent upon our assessment of the motivations and actions of

the governments in Eastern Europe, I recommend that Congress con-
sider pursuing a trade policy toward Eastern Europe independent of
our trade policy vis-a-vis the U.S.S.R. with a view toward attracting
and conciliating these countries to the broad interest of the United
States in detente, political stability, and worldwide economic progress.
To implement such a policy:
The U.S. should grant MFN to all or selected East European countries, irrespec-

tive of whether or not MFN is granted to the U.S.S.R., provided an agreement can
be reached with them on mutual and non-discriminatory market access, on safe-
guards against market disruption, on settlement of prewar debts, and on the
other nonpolitical issues listed in the Trade Act of 1974;
The President should be granted discretion on providing Eximbank support to

help finance the private sector's exports to East European countries, irrespective
of whether or not such discretion is granted with respect to the U.S.S.R. That is,
Eximbank credit exposure to Eastern Europe should be determined on the same
basis as for other countries. An assessment of the East European countries'
capacity to repay might require Eximbank obtaining hitherto unavailable official
information on the indebtedness and reserve position of the East European
countries;

Congress should abolish licensing requirements, except for specifically desig-
nated strategic items, on exports to state-trading countries with which the U.S.
has a ratified trade agreement;
The U.S. should adopt a policy of encouraging membership of East European

countries in such international organizations as GATT, the IMF and the World
Bank, and support the inclusion of these countries in multilateral discussions and
negotiations aimed at setting up new international rules for foreign trade, invest-
ments and the world monetary system.

In addition to the direct economic benefits such a policy would
yield to the United States by expanding trade along comparative ad-
vantage, the United States would gain indirect benefits as well.
Strengthening the economic position of the East European coun-

tries would improve their bargaining position within CEMA and
help offset the increased economic dependence of these countries on
the U.S.S.R. which inevitably follows when East Europe's hard-
currency balance of payments deteriorates and imports from the West
become increasingly difficult to finance.
A normalization of trade relations can also lead to a closer co-

ordination of United States and East European negotiating posi-
tions on issues relating ot the European Community's trade policies
vis-a-vis nonmembers, since United States and East European in-
terests parallel in many. respects.

Senator INOUYE. Professor, I am inclined to endorse your recom-
mendation that we adopt separate trade policies for Eastern Social-
ist countries vis-a-vis the Soviet Union. How would the Soviet Union
view this separate, discriminatory policy? Would they consider this
provocative action on the part of the United States to divide the
socialist world?
Dr. MAHER. If the policies are administered with a sensitivity to

this problem, then this issue would not really arise.
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It seems to me it would not be in the U.S. interest to ask East
European countries to make the kind of political concessions that the
U.S.S.R. is not willing to make.
The U.S. policy could be based on our judgment as to what degree

the East European countries are willing to come to terms with us on
the economic issues raised in the 1974 trade bill.
If the economic issues are settled, we could normalize our trade

with the East European world.
The Soviets should not see this as provocative, I don't think.
Senator INOUYE. Do you agree or disagree with the step taken by

the Congress to place restrictions in the trade act, more specifically
on the Jewish emigration situation?
Dr. 1VIARER. I am not certain if I would agree in the case of the

-U.S.S.R. I think perhaps it could have been done a little differently.
But I would not agree in the case of East European countries be-

cause these countries are not in a position to make the concessions
that the U.S.S.R. may be in a position to make. Also, the nature and.
extent of the problem are different in the countries of Eastern Eu-
rope than in the U.S.S.R.
In trying to answer this question, I would be guided by the con-

sideration as to how the United States would react if another super
power would try to impose legal restrictions or conditions along these
lines.
Senator INOUYE. It would be a violent reaction.
Mr. IVIARER. I would think it would be.
The merit of the purpose of the Jackson amendment is not in ques-

tion. The issue is whether putting it on the law books is an effective
way to conduct international policy.
Senator INOUYE. IS it your recommendation that we amend that

section?
Mr. MARER. My recommendation is that there should be a very

careful dialog and assessment among experts in the United States
as to how offensive economic policies can be pursued vis-a-vis the
U.S.S.R. and we should follow the conclusions of such a dialog.

Senator INOU YE. Most of the recommendations set forth in your last
two pages generally come under the leadership of the State Depart-
ment, although it involves economic policy.
Do you think this is the proper way to handle the situation or do

you believe we should further strengthen the Commerce Department?
Dr. MARER. I fully agree that this should be in the domain of the

Commerce Department.
Senator INOUYE. You agree it is not?
Dr. MARER. I believe the initiative at the present time is not in their

hands.
Senator INOUYE. How would you suggest we strengthen the Com-

merce Department?
I suppose you can do this by just Presidential attitude. But legally,

how would you suggest we ao it?
Dr. MARER. That is a very difficult question. I have not considered

this issue before. It seems to me at the present time policies—whether
this or that policy consideration is given more weight—is decided in
good part by the influence of personalities. So that is one considera-
tion.
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Senator INOUYE. We have tried many avenues and in each case we
have been frustrated.
For example, we took a very small step and suggested that the com-

mercial attache be an appointee of the Commerce Department just
as the agricultural attache is appointed by the Department of
Agriculture.
Today the commercial attache is the appointment of the State

Department.
Oftentimes one finds men and women filling slots with absolutely no

commercial qualification. They are simply waiting for retirement.
Here we have been frustrated when the administration says no.
There are people who automatically vote with the administration

in those cases.
We haven't gotten very far. There are other steps we have tried to

take in beefing up the Commerce Department, little ways such as
USTS.
Can something be done to strengthen the position of the Commerce

Department in not only this administration but in other administra-
tions?
Dr. MARER. It is a very good question.
I agree with the kind of steps you mentioned.
Senator INOUYE. If you have suggestions that you would like to

submit to us or any one of the witnesses here on how this could be
done, I can tell you this committee would be most grateful.
Dr. MARER. We would welcome the opportunity.
Senator INOUYE. We have taken all kinds of steps and in each case

we have been confronted by obstacles. Usually in each case we have
the excuse of "detente" being thrown at us. So your assistance in this
sector would be mose gratefully acknowledged, I can assure you.
Dr. Marer, we have many questions we would like to ask you. In fact,

I have here four pages of them. I am sorry, but I have a luncheon
engagement with a very interesting international personage on a mat-
ter that relates to my other subcommittee. If I may, I would like to
call a recess to this hearing.
I want to thank you very much for your assistance today and thank

all of the witnesses for their contributions.
Thank you very much, Dr. Marer.
[Whereupon, at 12:05 p.m., the committee was adjourned.]



AMERICAN ROLE IN EAST-WEST TRADE

WEDNESDAY, FEBRUARY 4, 1976

1J .S . SENATE,
COMMITTEE ON COMMERCE,

ashing t on, D .0 .
The committee met at 2 p.m., in room 5110, Dirksen Senate Office

Building, Hon. Daniel K. Inouye, presiding.

OPENING STATEMENT BY SENATOR INOUYE

Senator INOUYE. This afternoon the Committee on Commerce con-
tinues its hearings on "The American Role in East-West Trade." We
shall have as our witnesses today Mr. Elmer Staats, Comptroller Gen-
eral, General Accounting Office; and Dr. John Hardt, the respected
senior specialist in Soviet economics at the Library of Congress.

East-West trade has endured a period of unprecedented turbulence.
Concern about the condition of this trade can be found in both the in-
dustralized market countries and the nonmarket countries. Large bal-
ance-of-payments deficits have compelled the centrally planned econ-
omies to retrench and have made the Western countries wary about
financing some types of transactions. Prof. Donald Green last Friday
noted that the new Soviet 5-year plan may result in further belt-
tightening and may have an important impact on East-West trade.
I think that it can be fairly said that we are entering a new era in

East-West trade. No longer do we Americans entertain fanciful visions
about what trade can do nor do we talk so casually of multibillion-
dollar deals. On the part of the centrally planned economies, I am
cerzain that there is an appreciation of .the limitations of such trade
and also a realization that the . domestic economies of the nonmarket
countries are in large degree affected by the global economy even if
they are not interdependent.

13ut this new realism need not be a hindrance to increased trade.
Indeed, it seems to me that a lack of realism is ultimately much more
destructive to such trade because it encourages illusions and false hopes
I hat cannot possibly be sustained over the long run.

:[t is my hope that these Commerce Committee hearings will en-
courage further analysis and consideration about the directions we
-wish East-West trade to take. Chastened and strengthened by our ex-
periences, we can now proceed in a constructive and positive fashion
to construct a framework in which that trade is to take place.
As our first witness this afternoon, I'm pleased to welcome a good

friend of the committee, the Honorable Elmer B. Staats, Comptroller
General of the United States.
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SL.P!.TEIVIENT OF HON. ELMER B. STAATS, COMPTROLLER GENERAL
OF THE UNITED STATES; ACCOMPANIED BY J. KENNETH FASICK;
JOSEPH R. FERRI; AND RICHARD J. PRICE

Mr. STAATS. Thank you very much, Mr. Chairman. We are happy to
be here today and I'd like to introduce my colleagues here: Mr. Ken-
neth Fasick, the head of our International Division; and over here
Mr. Ferri, who's Assistant Director and Mr. Price who is a supervisory
auditor in that Division.
We are releasing today, Mr. Chairman, a summary report to the

Congress entitled "The Government's Role in East-West Trade: Prob-
lems and Issues." This is a summary of a much longer report which is
classified and which is, of course, available to you and what I will have
to say here today will be in effect a summary of this summary state-
ment. With your permission, I would like to read this and then we will
be happy to respond to your questions.
The report, I might say, grows out of a number of previous efforts

that we have made dealing with the general subject. In the last 2 years,
as you will recall, we did a good deal of work involving the Russian
wheat sales back in 1972. We have done a number of studies on Export-
Import Bank's programs and in the field of trade generally. We have
followed with great interest the testimony presented by administra-
tion officials in December before this committee.
We share their optimistic appraisal of East-West trade as a force

contributing to U.S. economic benefits and to a relaxation of inter-
national tensions. However, we believe improvements can be made in
executive branch operations to better protect U.S. national and com-
mercial interests. Our report on the problems and issues of the Gov-
ernment's role in East-West trade contains recommendations for
executive branch improvements and several important matters for
consideration by Congress. We would like to discuss the major obser-
vations of this report with you and then be available to answer any
questions you might have.
Our observations relate to four major areas of difficulty in the U.S.

response to the issues involved with East-West trade: (1) Trade policy
formation, (2) export promotion and financing programs, (3) export
controls and technology transfers, and (4) reciprocity of benefits.
U.S. trade policy toward Communist countries has been motivated

by a combination of political and economic factors. The foreign policy
initiatives of the early 1970's offered a promising new period for East-
West economic relations, and various bilateral commercial agreements
negotiated between 1972 and 1974 have provided a broad framework
-for conducting trade.
The economic benefits of East-West trade are demonstrated by the

favorable $1.3 billion balance of trade in 1974, with a larger surplus
of $2.2 billion in 1975. U.S. trade with Communist countries has ex-
panded rapidly since 1971, and total trade grew from about $612 mil-
lion to about $3.9 billion in 1975.
Exports expanded from $384 million to $3 billion and imports from

$227 to 8900 million.
Exports of agricultural commodities rose from $217 million to $1.8

billion and averaged almost 80 percent of U.S. exports in 1973, but
dropped to about 57 percent in 1975.
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It is estimated that the percentage of exports of agricultural com-
modities in 1976 will increase as a result of large-scale purchases dur-
ing 1975 by the Soviet Union and Eastern Europe.

Agricultural exports to the People's Republic of China will again
be small because of good harvests and a problem with foreign ex-
change. Nonagricultural exports rose from $167 million to $1.3 billion.
Although most U.S. exports to Communist countries are now agri-

cultural products, exports of manufactured goods have the greater
growth potential in the longer term.
The renewed trade relationships required the executive branch to

develop policies which atterripted to recognize the different character
of this trade. A network of special policy groups (The President's
Committee on East-West Trade, March 1973, now the East-West For-
eign Trade Board, March 1975) , a separate bureau in Commerce (Bu-
reau of East-West Trade, November 1972) , and private and Govern-
ment commercial commissions and councils (U.S.-U.S.S.R. Trade and
Economic Council, October 1973, and Joint U.S.-U.S.S.R. Commercial
Commission, October 1972) were established.
These actions were intended to enable the executive branch to moni-

tor and direct U.S. trade efforts.
However, they have not fully responded to the unique conditions

associated with East-West trade.
Needed actions which would improve the executive branch's capac-

ity to better respond to such conditions include (1) more clearly de-
fining diplomatic and commercial objectives, (2) clearly establishing
the U.S. Government's role in such trade, and (3) improving the means
for safeguarding U.S. national and commercial interests.
The commercial and diplomatic linkages in East-West trade policy

are somewhat ambiguous. During our study, we found little evidence
in the major White House trade policy studies of systematic examina-
tion of the sources and degrees of U.S. leverage and the practical ways
of using such leverage to achieve diplomatic or commercial objectives.
Further, there is a lack of precision and consensus within the execu-

tive branch on the diplomatic objectives of such trade.
Commerce officials, for example, consider that commercial relation-

ships should be pursued primarily for economic reasons.
On the other hand, officials within the Department of State believe

trade should be linked with diplomatic objectives, but disagree on
what the diplomatic objectives should be.
Another problem with the policy formation process is the lack of

clarity as to who is really in charge of resolving issues.
Early East-West trade policies (1969-72) were formed under the

aegis of the National Security Council/Council on International
Economic Policy structure.
However, in 1972 the lead role for resolving the questions of grant-

ing most-favored-nation status and settlement of lend-lease debts was
given to Commerce.

Later, the lead role for determining economic policies toward
Eastern Europe was assigned to State.
Thus, there has been no consistent pattern of study, analysis, res-

olution, or implementation of policy issues.
Further, the policy formation process has not insured that the posi-

tions of all interested agencies were clearly defined and properly
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analyzed before decisions were reached or implementation plans
developed.
The principal reason for these problems in the policy process is the

differing perceptions of executive agencies, each having certain in-
terests and influence, on the direction and objectives for improving
relations with Communist countries.
The ultimate emphasis and direction of policy is frequently shaped

by the agency given the lead for determining policy options, as evi-
denced by Commerce determining the U.S. position in Soviet lend-
lease negotiations, and by State for U.S. economic policies toward
Eastern Europe.

Although there have been some improvements since 1972, such as
establishment of the East-West Foreign Trade Board, significant
problems continue in the policy formation process.
Many basic policy issues still need to be resolved, including the

degree of Government involvement with the private sector, the
manner and means of congressional consultation, and the criteria
and standards for administering export controls.
For example, the prevailing executive branch philosophy of non-

intervention in the marketplace limits executive branch involvement
in U.S. company-Communist country commercial negotiations.

Greater executive branch involvement could help to mitigate the
present imbalance in bargaining leverage enjoyed by the Communist
countries.
In our opinion, such increased involvement is necessary in order to

fully protect U.S. national interests and to permit more direct and
effective support for commercial interests.
There are also trade policy formation matters which should receive

congressional attention. Congress has constitutional responsibility for
regulating trade, and it periodically legislates the administration of
this responsibility to the executive branch.
From 1967 until 1974, when the Trade Act was enacted, there was no

congressional delegation of authority to the executive branch, so trade
issues were discussed or negotiated using Presidential constitutional
authority for negotiating with foreign governments.
The President conducted such discussions and negotiations without

seeking the consent of Congress, but generally kept congressional
leaders informed through informal discussions.
It was during this period that the major policy positions and over-

all framework for East-West trade were established.
Although the Trade Act provides for some degree of congressional

involvement in trade with nonmarket economies, it does not resolve
many problems related to bilateral trade agreements.
For example, the recently signed long-term grain supply agreement

with the Soviet Union was an executive agreement which was not sub-
ject to congressional approval.
To clarify the congressional role on trade, consideration might be

given to establishing a joint congressional-executive branch group to
address the question of Presidential authority for negotiating trade
and economic issues.
Procedures for (1) obtaining information from the executive branch,

(2) resolving questions on the use of executive privilege relating to
trade matters, (3) congressional participation in planning for trade
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negotiations, and (4) positions to be taken in meetings of bilateral com-
missions and. organizations could also be considered.
Further, East-West trade involves the entire spectrum of political 

strategic, and economic issues and these are not within thejurisdic-
tion of any single committee of either House of Congress.
For example in the Senate, the Finance Committee is concerned

with the granting of most-favored-nation tariff treatment and the
Banking, Housing and Urban Affairs Committee is concerned with
Eximbank financing and export controls.
In the House, the Ways and Means and the Banking and Currency-

Committees have parallel concerns. This suggests that there is no leg-
islative counterpart to the executive branch interagency policy struc-
ture which deals with the linked issues involved in East-West trade.

Congress, therefore should 'also consider establishing procedures
for addressing the interrelated issues involved.

EXPORT PROMOTION AND FINANCING

One of the greatest difficulties inherent in trade with the centrally
planned economies of the Communist countries is the imbalance favor-
ing the Communists when the West's free market policies and prac-
tices are applied.
With few exceptions, the Department of Commerce has adapted its

normal promotional activities to the Communist markets.
These exceptions or tailored approaches included executive-level

and industry-organized, government-approved trade missions.
The appropriateness of executive-level missions is questionable be-

cause there is an implied favoritism associated with firms of the partici-
pants selected by the Government.
The industry-organized, government-approved missions are sup-

posed to include products of a single theme having good prospects for
sales.
However, missions often are constituted of diverse product lines,

have created an administrative burden on embassy officials, and have
resulted in few sales.
The traditional trade mission approach is negated to a large extent

because of the character of Communist markets, where the products
to be purchased are dictated by national planning decisions and where
allocations of needed foreign exchange are made only for approved
projects.
In other cases, difficulty in controlling the exhibition of products

requiring licenses to export has caused confusion over whether pro-
hibited products such as advanced design machine tools were actually
exhibited and over their subsequent disposition.

FINANCING PROGRAMS

The financing facilities of the Export-Import Bank of the United
States and the Commodity Credit Corporation have probably been
the most significant stimulators of trade with the Communist coun-
tries. They are also among the most controversial issues associated
with such trade.

81-365-77-13
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Eximbank files for the 16 Soviet loans made through 1974 contain
little documentation on the reasons Eximbank found it necessary to
make the loans.
Lack of documentation was criticized in an earlier GAO report

wherein we recommended that Eximbank improve its loan-processing
procedures.
Because of the lack of written criteria for determining whether to

approve or deny loans, it is impossible to reach a judgment on whether
the Soviet Union has received preferential treatment in financing its
purchases of U.S. products.
There are indications, however, that officials of executive agencies-

interested in improving relations with the Soviets have had an influ-
ence on Eximbank financing decisions.
Frequent assurances to Soviet officials that U.S. Government financ-

ing would be forthcoming undoubtedly has created a momentum for
loan approvals which Eximbank found difficult to deny.
In 1972 Eximbank entered into operating agreements with the Pol-

ish and Soviet Union banks for foreign trade under which only those
banks could apply for Eximbank preliminary commitments to finance
potential transactions.
Because of these agreements, U.S. exporters, especially small and

medium sized firms, probably have been denied opportunities to com-
plete with Western competitors that have the financing support of
their governments.
The operating agreements are contrary to Eximbank's normal pro-

cedure, where the U.S. exporter or the commercial institution repre-
senting the exporter applies for preliminary commitments.
As a result, U.S. exporters are effectively precluded from having:

U.S. Government-supported financing packages in hand when ne-
gotiating with the state trading agencies of Communist countries.
The agreements also provide an enormous source of leverage for these

governments in dealing with prospective U.S. suppliers.
Companies complained to us that Eximbank's procedures permitted

the Soviets to play off one competitor against the other in order to,
obtain the lowest possible prices.
In October 1972 the Soviets gave the United States assurances that

credit facilities of the Soviet foreign trade bank and foreign trade
organizations would be made available to U.S. importers.
'Financing was to be no less favorable than that available from

U.S. Government or commercial sources for comparable transactions.
The amount of Eximbank credits extended to the Soviet Union is

public information however, the Soviets have not published data on
credit extended to U.S. importers, nor have any U.S. Government
agencies attempted to compile such data.
Accordingly, there is no basis for determining the extent of reci-

procity in the financing area.
Finally, in October 1974, the United States signed an agreement, to-

gether with France, Germany, Italy, Japan, and the United Kingdom,
which provided in part that export credit transactions of 3 years or
more would not be officially supported among the signators, nor with
other we0 thy countries.
Although the Soviet Union is the second largest economic power in

thA world, it is treated as an exception to the 3-year, wealthy country
rule of this agreement.
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Eximbank's 1972 operating agreements, discussed earlier, could ef-
fectively deter the United States from entering- into an agreement
with other Western nations which would call for a separate set of
terms for Communist countries.
The granting of Eximbank credits for transactions with Commu-

nist countries have been minimal since mid-1974. Passage of the Exim-
bank and Trade Acts in December 1974 linked the provision of -U.S.
export credits to a requirement that Communist countries must enter
into bilateral trade agreements with the United States conditioned on
liberalizing their emigration policies.
As a result, only Poland and Romania are currently eligible for

Eximbank financing. Nevertheless, should conditions exist for re-
newing Eximbank participation, we believe it is important that ac-
tions be taken to overcome the imbalances we have noted.

EXPORT CONTROL AND TECHNOLOGY TRANSFER

Commodities and technology considered of strategic importance are
subject to U.S. and international security export controls.
U.S. controls apply to direct exports of commodities and technical

data and to reexports of foreign manufacture of end products using
U.S.-originated parts or based on U.S.-originated technical data.
The Mutual Defense Assistance Control Act of 1951 and the Export

Administration Act of 1969, as amended, provide the legislative
authority for controlling U.S. exports to and exchanges with Com-
munist countries.
The United States also participates as a member in the multinational

coordinating committee (COCOM) system for controlling strategic
exports.
COCOM was created in 1949 to effect a common Western embargo

on shipments of strategic goods to Communist countries. Its member-
ship consists of NATO countries—except Iceland—plus Japan.
COCOM lists and periodically reviews items which are mutually

agreed to be of strategic significance and subject to export controls.
Instead of the COCOM lists being based on U.S. domestic export con-
trols, as they once were, U.S. controls are now modified in accordance
with reviews of COCOM lists.
The relatively few items remaining under U.S. strategic controls—

about 500—have a more direct military impact than previously.
Since 1969, however, diplomatic initiatives rather than technical

considerations have required continued relaxation of those controls.
There is no basic interagency agreement on criteria for determining:

which goods should be controlled and whether foreign policy, com-
mercial, or defense considerations should dominate trade policy.
Commerce, Defense, and State, the principal agencies involved, have

fundamental differences regarding licensing standards and procedures
to be followed in administering export controls.
These differences have resulted in a continuous series of ad hoc

and inconsistent decisions in strategic export control cases.
For example, diverse licensing standards are applied to similiar

electronic components in different products such as computers in tele-
communications equipment and numerically controlled machine tools.
• Commerce's Office of Export Administration is responsible for ad-
ministering and enforcing export controls required by the Export
Administration Act.
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This Office's effectiveness is severely limited by staffing, which has
been systematically reduced since 1971, and by policy diferences be-
tween its divisions over what should be exported in several important
product categories, such as machine tools and computers.
The Office's ability to investigate alleged domestic violations is

limited because of the complexity of the task and the limited number
of investigators.

Its compliance activities overseas are seriously impaired by having
to rely on the Department of State, which has consciously reduced
its export control staff positions and activities, and which does not
initiate any compliance checks on its own.

State's Office of East-West Trade is responsible for representing

-U.S. interests in COCOA'. Diplomatic considerations dominate its
thinking on export controls, with less consideration given to complex
technical issues.

Although the Office is assisted by technical task groups, who con-
sider the technical parameters of specific commodities subject to
COCOM export controls, State is usually not represented on these
groups.
Two interdepartmental committees coordinate export control policy.

The Advisory Committee on Export Policy, chaired by Commerce,
administers U.S. export controls.
The Economic Defense Advisory Committee, chaired by State, con-

ducts U.S. participation in COCOA'. Two separate interagency review
committees seem unnecessary. With improved operating procedures,
the Advisory Committee on Export Policy could adequately adminis-
ter both U.S. and COCOM export controls.
Many U.S. officials familiar with export controls have little con-

fidence in COCOM as an effective multinational strategic control
mechanism. Competition for bilateral trade with Communist coun-
tries among COCOM countries has intensified with detente, while the
multilateral consensus on export controls has narrowed.
For example, U.S. policy has permitted the export of semiconductor

manufacturing technology to Poland and Romania which is greater

than their civilian requirements.
This was done in response to foreign country ultimatums to with-

draw from COCOM.
U.S. efforts to restrict similar exports elsewhere in Eastern Europe,

where we have not been faced with ultimatums, are not understood.
Additionally, U.S. behavior in COCOM has caused other members

to think the United States is using its right to approve other mem-
bers' requests for exceptions to pursue its own commercial objectives.
These suspicions stem from such actions as the United States seek-

ing approval of COCOM members to export U.S. products while dis-
approving similar requests by other COCOM countries.

Accordingly, U.S. ability to maintain a consensus on export control

standards with other countries has been greatly reduced.
The United States has, over the years, sought to maintain a mili-

tary technology gap with Communist countries, partly through care-
fully controlling the export of strategic technologies.
The impact of technology transfers on Communist capabilities and

the extent to which a military technology gap has been sustained can.-

not be determined in any meaningful way.
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It is clear, however, that technology transfer regulations cannot be
effectively enforced under the present control system.
The three principal means of transferring technology are through

government-to-government agreements, private sector-to-govern-
ment agreements, and regular commercial contracts.
Under present regulations, the private sector must determine wheth-

er the technology it seeks to transfer requires an export license and
thus is subject to government review.
Commerce's controls are predicated on the voluntary compliance

with regulations that provide _little clear-cut guidance.
The governing regulations applicable to the private sector allow

great discretion and latitude in determining what technologies require
licensing.
Executive branch agencies which are responsible for monitoring

the many ways in which such transfers can occur do not require prior
notification of even possible sensitive technologies that might be trans-
fered, nor require that companies submit information about agree-
ments entered into or technologies exchanged.
Thus, many officials believe there is no assurance that significant

technology seepage has not occurred. For example, executives of com-
puter companies and trade analysts have called attention to Soviet con-
tracting practices for competitive rebidding of projects in which de-
tailed specifications of various firms are compared against each other
for an optimal mix of the technology involved.

Technical data necessary in making a sales bid or offer may be ex-
ported to Communist countries under a general license which does
not receive Government review and approval.

REcrpRocrry OF BENEFITS

In the U.S. strategy to improve relations with Communist coun-
tries, trade liberalization has been seen as an incentive for improved
cooperation in political and strategic relations.
Such general diplomatic objectives are frequently cited as justifi-

cation for U.S. trade initiatives however, there is no evidence, for
example, that any Soviet foreign policy concessions were sought, or
obtained by the executive branch in exchange for the 1972 trade agree-
ment, 1974 long-term economic cooperation agreement, extension of
credits, or favorable decisions on export licenses.
The linkage concept implicitly assumes effective central control over

the sources of U.S. leverage and some bureaucratic consensus on when
and how to apply this leverage, which presently does not exist.
The executive branch has devoted little attention or effort to try-

ing to modify the effects of Soviet buying power on U.S. private en-
terprise and on matters of national interest.
When a centrally planned economy like the Soviet Union buys from

a market economy, it maintains a monopoly position within its own
economy and usually faces a multiplicity of competing suppliers.
The resulting imbalance of bargaining leverage favors the buyer

and has a powerful influence on the balance of commercial benefits
being achieved'. The U.S. venture into the Soviet market has resulted'
in substantial sales for U.S. companies and an important balance-of-
trade increment, but a true normalization of commercial relations
awaits an effective response to the problem of negotiating imbalance.
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The executive branch has applied the traditional trade policy ob-
jective of market access to United States-Soviet trade and has not
achieved genuine commercial reciprocity in the relationship.
The basic trade agreements were designed to establish a position

for U.S. companies in the Soviet market, but do not contain commit-
ments or principles intended to modify the effects of Soviet buying
power in direct purchases of industrial equipment, technology, or
agricultural commodities.
Only the recently signed, long-term grain supply agreement rec-

ognizes to some extent the need to modify the effects of Soviet buying
power.
The basic difference between the two economic systems limits both

the negotiating leverage of U.S. firms and the ability of the U.S. Gov-
ernment to support commercial interests or protect broad national
interests.
Within the executive branch, there is little appreciation for or

adjustment to the unique and difficult problems of trade between the
two different economic systems.
A further source of Soviet bargaining power concerns the lack of

coordination among the major Western countries (the United States,
European community, and Japan) in their pursuit of expanded East-
West trade.
There are significant opportunities for common Western approaches

to such issues as export credit, Soviet trade practices, and destructive
corporate competition for the Soviet market.
However, these opportunities have not been realized as individual

Western countries have negotiated exclusive bilateral arrangements
with the Soviets designed to achieve special market preference for
their national companies.
For example, harmonization and other cooperative efforts on ex-

port financing have failed consistently despite efforts since the late
1950's.
Given this lack of Western cooperation and apparent Soviet re-

sistance to change in its trade practices, the basic response to the
imbalance in commercial benefits must come through more active
U.S. Government participation in the trade relationship.
The present lack of Government control over and direct support

and advice to U.S. firms precludes the withholding of potential bene-
fits in exchange for improved trade practice and leaves unchanged
the Soviet ability to manipulate the competition.
Thus, the executive branch's ability to fully protect U.S. national

interests is compromised in such areas as stabilized commodity mar-
kets and prevention of strategic technology seepage.
We are making a series of recommendations to the cognizant execu-

tive branch agencies and policy councils directed toward improving
their abilities to better respond to the difficult problems inherent in
the bilateral and multilateral relationships involved in East-West
trade.
Our recommendations include (1) granting the East-West Foreign

Trade Board the responsibility for determining broad policy objec-
fives and for reporting the results of its deliberations directly to the
President, (2) renegotiating the basic agreements on financing pro-
cedures between Eximbank and Soviet and Polish banks for foreign
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trade, and (3) strengthening the role of the Department of Com-
merce in upholding and licensina national security-controlled com-
modity exports and altering the Department of State's role to con-
form with the lead-role concept for Commerce.
In commenting on our draft report, the executive branch felt we

had succeeded in identifyina
6 
some of the key issues and developing

some recommendations with which it could agree.
It felt that the report generally did not accurately portray the

situation and argued that effective policies and practices were in
existence.
We continue to believe, however, that executive branch actions and

congressional consideration consistent with our recommendations
are needed.
Mr. Chairman

' 
this completes our statement. We would be happy

now to respond to your questions. I might add that the gentlemen to
my left here have traveled extensively in Europe and the Far East in
connection with this report and have a very close familiarity with some
,of these problems that we have identified in more general language in
this statement.

Senator INOUYE. Thank you very much, Mr. Staats.
One of the most commonly used words today is "d6tente," and many

in the 'administration and elsewhere have tried to define the term. How
would you define that word ?
Mr. STAATS. It's been defined in a number of different ways, as ydu

suggest. I'm not sure that everyone uses the term in the same way.
It depends somewhat on whether you're speaking in an economic con-
text or a political context or a military context, but in general it implies
an easing of the cold war and improving relations between the Com-
munist world and the Western world. I'm sure that different people
have different things in mind when they use that term. I'm not sure it's
a very good term.
Senator INOTJYE. One of the objectives was said to be to link non-

market countries with the industrialized countries in a web of inter-
dependencies. Have we been successful in creating a web of interde-
pendency between the nonmarket countries and the industrialized
West?
Mr. STAATS. Well, we have thought about this a bit. 
We are not sure that the word interdependency is quite as good as

interrelationship, a mutually beneficial interrelationship. Interdepend-
ency, it seems to me, might imply that we could somehow not get along
without it. An interrelationship of mutual benefit to East and West it
seems to me might more properly describe the term. However, my col-
leazues here might want to respond differently.
Mr. FASICK. No. I agree. It's not a web of interdependence. We see it

as an interrelationship. As a matter of fact, we think interrelationships
'should precede by a long period of time an interdependence because of
the absence of any confidence on dependence on trade with the Commu-
nist bloc, particularly for strategic materials we may need.
Senator INotr-YE. I have several questions. In fact, about a dozen

pages here. If I went through all of these we would be here until late
In the evening.
In your report you list many factors that inhibit the fulfillment of

political objectives by the use of trade. How would you list them in
'order of their significance as to how you perceive them?
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Mr. STAATS. Do you want us to respond on this now, Mr. Chairman?
Senator INOUYE. If you would.
Mr. FASICK. In this particular case I think the most important factor

is the degree of Government involvement in the trade with the Com-
munist bloc at this time. Another factor is the lack of knowledge about
important factors in the Communist market; and another thing that
concerns us is what are the specific, not the general, political objectives;
to just list three things that we think are very important.
In each of these cases we think there's room for marked improvement.
Senator INOUYE. How would you recommend that the Government

participate more positively in East-West trade? In your report you
suggest that in negotiations, for example, the Government agencies
should assist the private sector. How can you bring this about?
Mr. FASICK. There are many ways in which greater Government

involvement should and could take place. An example would be the
MFN negotiations going on in Geneva now. The Government does
solicit and get a great deal of advice and counsel and works closely with
the private sector. On the other hand, in the East-West trade area, this
is absent. This gives you an example where they should be bringing in
the private sector more.

Another would be greater Government involvement—indeed, it's
a little bit indirect but it's a greater involvement of the executive
branch with the Congress itself in developing policies and practices in
the East-West trade area. Now I'm going to turn to the others. Maybe
you can add a few more, Mr. Price and Mr. Ferri, to these factors.
Mr. PRICE. I think, Senator the main thing is to reorient the Govern-

ment's attention to the commercial implications of negotiating im-
balance. U.S. firms are faced with a monopoly and there's a need for
the Government to realize this and seek ways to assist U.S. firms in
equalizing this current imbalance.
Another thing is I think the Government has to avoid a direct role in

the bargaining process. The Government can't impose its judgment on
the commercial judgment of the firm. The Government should not
make a decision by itself. That should be left to the firm. I think the
Government has to be a more active coordinator and source of advice
to U.S. firms. The Government has available much more intelligence
and information than are within the capability of a single firm to
generate. Much more of this type of data should be made available for
firms seeking to enter into Soviet markets.

Senator INOUYE. Do you really believe the Government has that
much information at its disposal?
Mr. PRICE. I think through a variety of activities, including the

joint commercial commissions that we have say with the Soviet Union,
a means to attempt to get information from the Soviet Union on their
import needs, on their hard currency allocations to purchase these
required imports and so forth. There's intelligence on, for instance,
agricultural production not only in the Department of Agriculture,
but in the Central Intelligence Agency which also estimates Soviet
crops and their needs for imports. This is the type of information that
we think could be made available.
Mr. STAATS. Some are the restrictions on travel, contacts and infor-

mation. Firms that are actively seeking trade in the Soviet Union are
denied the kinds of freedoms that most companies would have, say, in

•
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Western Europe. The U.S. Government could play, as we see it, a sub-
stantial role in loosening up some of those restrictions so a more nor-
mal trade relationship could be developed.
Senator INOUYE. In prior hearings, it has been suggeste4 that our

corporate officials have great difficulty in dealing with this Soviet
monopoly buyer. The costs involved are such that often they are
forced to succumb to whatever deal the Russians propose. For example,
an American would travel to Moscow hoping to meet with an official on
Monday and find out that this bureaucrat is busy on Monday and who
might say, "Come back the following week." So he sits there for a
whole week and nothing happens. Then, something else comes up and
before he knows it he's there 3 weeks, having spent a lot of money.

Eventually when the time comes to get down to discussions he's
almost forced to accept whatever terms they give because of the invest-
ment made. One executive reported that his company spent over $1
million in negotiations so when the time came to accept or reject the
arrangements they had to take the terms or lose $1 million. What can
we do in a situation like that?
Mr. FASICK. I think—and again it gets back to reciprocity of bene-

fits—the Russians haven't changed their system at all. On the other
hand, we have been making concessions, whether the concessions be in
the form of export credits or the other concessions that the Russians
want us to make. I need to note here that some concessions of this na-
ture can't be made now because of the legal limitations and the absence
of most favored nation treatment for Russia. But no changes are being
made on the Russians' part. It gets back again to the real difference
between the two economies, where we're trying to deal with a centrally
planned economy, a monopsony, that indeed is pitting each one of our
companies and corporations, if indeed not the countries in the Western
World, against each other.
What is needed is for the Government in a hardnosed way to nego-

tiate some better arrangements and reciprocity on the part of the
Russians. Mr. Staats alluded earlier to some of the things that harass us.
Multiple entrance visas, for example, are very difficult to get and busi-
ness facilities in Russia are limited. I think only 19 of our corpora-
tions now have offices in Russia. There are 100 or so that do business
with Russia, but they have difficulty getting facilities there, although
the treaty calls for such facilities to be made available.

Senator INOU rE. Has our Government actively assisted companies
in their endeavors?
Mr. FASICK. They have to the extent they can, but I think our own

Government runs up against the same bureaucratic restrictions, inepti-
tude, or tactics that you have described, Senator, in trying to get these
concessions. Again, as we stated, the Russians are in a monopoly posi-
tion. They have one buyer and they face many sellers in dealing with
a free market. So that the need for reciprocity of benefits is far greater
here. The market system isn't protecting our people. So what's really
needed is a more intensive effort on the part of our own Government
and a stronger position on the part of our own Government in dealing
with them, creating the climate for our business to function better
there.

Senator INOUYE. Did you find in your study that the present bureau-
cratic establishment in Washington is conducive to trade or serves as
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an obstacle? For example, about 3 years ago when we made a very
cursory study, we noted that if a small businessman wanted to get into
the export business very likely he would have had to go to numerous
agencies to get the necessary information and financing. Is that still
the situation?
Mr. FAsicii. Are you talking in terms of trade with Russia or trade

in general?
Senator Irrou YE. Trade with Russia or trade with anyone else.
Mr. PRICE. I believe, Senator, the situation would pretty much be

the same. I guess the best example in terms of East-West trade would
deal with the Eximbank agreement with the Soviet Foreign Trade
Bank or the Polish Foreign Trade Bank where only those banks can
apply for preliminary commitments. This prevents a small- or medium-
sized American firm from making application to the Eximbank to
obtain financing as a part of the package that he could use to sit down
and negotiate on a potential sale. So as an example, I think the situ-
ation is pretty much the same in that a vast number of agencies would
get involved.

Senator INOUYE. Do you perceive the attitude of the Government
here presently to be noncooperative?
Mr. FASICK. Our Government, sir?
Senator INOUYE. Yes.
Mr. FASICK. Not exactly. I think we point out in our report and

have lots of illustrations where they intend and desire to improve the
conditions, the reciprocity and to facilitate the trade for our private
business. I wouldn't characterize it as being uncooperative. In some
cases we might characterize it as being a bit in disarray because of dis-
sension that's taken place between the many agencies that are involved
in setting policy and establishing policy and establishing the practices.
Mr. STAATS. I think we are saying essentially two things, Senator.

The first relates to basic philosophy. We believe that we can't more
or less take a hands-off attitude in trade with nonmarket economies;
that it really makes no essential difference whether or not you're trad-
ing with a Communist country as against a market-oriented economy.
The Russian wheat sale, based on all of the evidence we have been able
to develop in the course of our study, indicates that this not a realistie
approach; that we will end up on the losing side every time.
Now the recent effort to negotiate a long-term wheat sale or grain

sale agreement does represent a departure from prior policy, but that's
an isolated case. This is the fundamental thing that concerns us.
The other point that we would emphasize is the importance of relat-

ing these various considerations more effectively to the East-West
Trade Board. We have too many different bodies, too many different
assignments of responsibility, and the Government is really not act-
ing with one voice. We have just not been willing or able to somehow
reconcile these differences among the different agencies. The only way
we can see it can be done is through a strengthening of the East-West
Trade Board and then provide a more effective congressional oversight
through establishing some liaison consultative arrangement between
the Congress and the East-West Trade Board. In this way Congress
can intervene and make judgments if it does not feel that those deci-
sions are being made properly. That's what it all adds up to.
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Senator INOUYE. How would you recommend that we strengthen
the East-West Trade Board? Would it take legislative action?
Mr. STAATS. Yes; we have 'developed that in our report.
Mr. PRICE. I believe, Senator, first of all, that there has to be a kind

of reaffirmation of the role of Government. Right now many of the
decisions that are beina

b 
made with regard to East-West trade are not

being made within the framework Of the Board. For example, the
Executive order that established the Board allows the Secretary of
State to advise the President on determinations necessary for the
extension of MFN and related emigration questions. The recent agree-
ment that Mr. Staats referred to on sales of grain to the Soviet Union
were made within the Economic Policy Board's subgroup of the Na-
tional Security Council. This agreement was not coordinated within
the East-West Foreign Trade Board. In other words, the Board has
to reaffirm their authority in this area which means that the other
agencies would have to recognize and grant them the appropriate role.
Second of all, there is some question regarding the Government's

legal authority to review, for instance, technology protocol agreements
that private companies would have with the Soviet Union. The Com-
merce Department at one time attempted to put an amendment into

the export control law to grant them the authority, but it was taken out.
So there is some questionable authority here. This may require a
change in the legislation.
Mr. STAATS. I suppose, to answer your question a bit further, our

conclusion would be that the statute which created the East-West
Trade Board is satisfactory and adequate but it hasn't been properly
implemented in the spirit in which that action was taken. If down
the road that cannot be done, then perhaps some further legislation to
make it more positive, more mandatory as to its role would be in order.
I think that's where we would come out on it.

Senator INOUYE. In our hearings we received testimony suggesting
that we are underpricing our technology sales. For example, not too
long ago we sold the Soviet Union space suits for $150,000 that cost
us $20 million to develop and build because the argument was that no
one else would want to buy space suits. The Soviets are the only ones.
But here we are. It's a real bargain basement deal, $150,000 for $20
million. Apparently from studies made this was not the only situation.
It's quite widespread.
The question is: In your studies did you find this to be an issue or re-

curring problem?
Mr. STAATS. I don't believe we have been into that particular case

in terms of the dollars that were involved. We have heard about it. Do
you want to comment on it?
Mr. FASICK. In the area of technology we don't have evidence of

underpricing. The case of the space suits I think applied to the Apollo-
Soyuz and it was part of the scientific technology agreement to go
into space together. In the technology area our biggest concern was not
so much with the pricing. It was the seepage or leaking or the getting
of technology by the Communist bloc, the Soviets in particular,
through different techniques, many of them circumventing the export
control laws, and I think our report has quite a few examples of this
type of thing taking place.
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Now it's difficult to put a price tag on technology in any event,
but—
Mr. STAATS. You were asking a while ago, Senator, as to what more

Tould the Federal Government do in a positive way to provide assist-
ance or guidance. I have had a number of manufacturers tell me quite

:separate from this report that they literally don't know where to go
to get guidance when they put in a bid or when they get a visitation
from a technical team from a Communist country as to what they can
tell them and what they can't tell them. They obviously are interested
in engaging in trade, but they just don't have the kind of guidance
which they need to protect the security interests of the United States.
I think this is something that certainly the Government could do

in a way where at least these kind of actions could be provided.
Senator INOUYE. How would you get that answer?
Mr. STAATS. Well, I think the Commerce Department has got field

,offices all over the country and certainly there ought to be notification
to any company, all companies, that if they have got this kind of ques-
tion here's where they come to get the answer.

Senator INOUYE. Are these field offices equipped to provide the
answers?
Mr. STAATS. I think they could be if they are not. Small Business

Administration also has offices, but I would think the principal point
would be the Commerce Department field offices.
Senator INOUYE. Have you found that those firms dealing with these

field offices are satisfied with the service?
Mr. STAATS. I don't know whether this would be a problem or not.
Mr. PRICE. Senator, in the context of this specific report, we didn't

discuss with firms the services of the Commerce Department's domestic
field offices. We did, however, discuss this with the firms in the various
countries overseas which we visited. In general, many of the firms were
satisfied with the promotional services provided by the embassy com-
mercial sections.
However, most of the firms were large multinational firms who

pretty much could deal with the problems in trade with Communist
,countries by themselves—they know the ropes. Smaller- or medium-
sized firms are relying much more on the activities available here in the
United States and we have had a report in the past on the Commerce
Department domestic field offices that did indicate there was a need to
improve their operations. There is a Bureau of East-West Trade in.
Commerce which does attempt to provide the type of promotional serv-
ices which you're discussing and we do find that they do a fairly effec-
tive job. However, in the area of export controls, discussed by Mr.
Staats, neither the Bureau nor domestic field offices can respond to
questions raised by companies. There is no criteria or standards for
what is acceptable and not harmful to U.S. security. The companies
would have to submit a license application to Commerce to get a specific
answer for their questions.

Senator INOUYE. I'd like to thank you very much for your assistance
this afternoon, Mr. Staats.
Mr. STAATS. Thank you very much.
Senator INOU YE. Thank you, sir.
I'd like to call a short recess and when we reconvene our witness

will be Dr. Hardt of the Library of Congress.
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[Recess.]
Senator INOUYE. Our final witness this afternoon is Dr. John R

Hardt, senior specialist in Soviet economics, Congressional Research
Service of the Library of Congress. Welcome, sir.

STA TEMENT OF DR. JOHN P. HARDT, SENIOR SPECIALIST IN
SOVIET ECONOMICS, CONGRESSIONAL RESEARCH SERVICE,
LIBRARY OF CONGRESS

Dr. HARDT. Thank you, Mr. Chairman.
My name is John Hardt. Personnel of the Congressional Research

Service normally do not testify before congressional committees. The
procedure that we follow is to ask in special cases—and this is one—
for permission from the chairman of the Senate Rules and Admin-
istration Committee and Senator Cannon was cooperative in reference
to this testimony.
I would like to limit my oral comments to selected portions of my

text and ask you if you would print the full statement.
Senator INOUYE. Without objection, your full statement will be

made part of the record, sir.
Dr. HARDT. Thank you, sir.
A new economic process was established after the initial summits

in Moscow and Peking in 1972. The framework for commercial rela-
tions was set in the basic U.S.-U.S.S.R. agreements and the Shanghai
communique. Over the last several years a period of trial and adjust-
ment to this new process has taken place which may appropriately
be reassessed by all parties at this time.
In addition to trade, the economic process involves formally estab-

lished bilateral exchanges, joint commissions, and various kinds of
industrial cooperation. Informally, there has been some degree of
Socialist accommodation to the commercial and financial norms of
the world economic community.
On the other hand, the accommodation between centrally planne,if

and market economies has been imperfect in a number of ways: ade-
quate information on the nature of Eastern markets is still not avail-
able in many cases; access by the Western seller to the Eastern user:
is still blocked by the Socialist state trading mechanisms; long-term
purchasing patterns are still less evident than short term, sporadic
imports. These residual problems, which represent bases of uncertainty
and risks to Western corporations and banks sometimes result in higher
prices and less attractive credit terms than would be provided under
the world market norms. Many observers say that the flexibility dis-
played by the Socialist countries in the Western market has been
greater than expected in the 1972-75 period.
Western firms, banks and government agencies have likewise made

a number of accommodations to the state trading mechanisms of the
East. Many of the firms and banks have devoted far more executive
time and money to these accommodations than can possibly be re-
couped in the short run.

Senator INOUYE. May I question you as we go along, sir?
Dr. HARDT. Please.
Senator INOUYE. You spoke of accommodations between the Soviet

system and our economy being imperfect in a, number of ways. First,.
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you remarked that adequate information on the nature of Eastern
markets is still not available in many cases. How would be improve
that, sir?
Dr. HARDT. It seems to me, Senator, that our record to date sug-

gests that we can improve it more on a case-by-case basis in areas
where we can clearly indicate there is a mutual interest. For example,
if a bank is considering leading a consortium, to finance a large-scale
project, and needs credit worthiness information in order to provide
normal Western terms—then the information will either be supplied
or by the Socialist countries the terms will be less favorable by world
market standards. Under those conditions, I think we can see patterns
of compliance. In general areas, for example in agriculture, where
we indeed had a formal agreement on provision of current and future
'crop forecasts, the Soviets have been less forthcoming.

I think the experience suggests to us that we work on a case-by-
case, need-to-know basis and bargain hard, making it quite clear
through our private banks and enterprises that the prices and financing
will be related to the availability of information. We could then be
less concerned on the general provision of economic information which
runs very hard against the provisions of the secrecy system still very
much in place within the Soviet Union.
Senator INOUYE. Do we have the necessary information to share with

our people?
Dr. HARDT. I would say that our most successful acquisitions of in-

formation have been through private channels along the lines that I
have indicated. The Eastern countries are very responsive to pro-
viding what is necessary to get what they feel they need in commer-
cial relations. Agreements in principle that information should be
shared, are not too successful. They do not share our view that economic
information publicly available is a good idea in its own right. So we
run against a basically different disclosure philosophy from that in
our democratic system built on openness and availability of informa-
tion—that of a closed system where most information needed for as-
sessing performance is controlled. So we must rely in many cases, and
we do rely, I think, on the interrelationships among U.S. firms, banks,
and the Eastern governments.
I might also point out, Senator, that industrial secrets and privileged

information in competitive Western corporations dealing in foreign
trade anywhere is very difficult information to come by. So when we
talk about secrets in the East, we must be sure that we are clear in
critiquing socialist disclosure that we are dealing in a comparative
context of information controls throughout commercial relations. For
example, we may ask what is the availability of our information on in-
dustrial applications of chemical catalysis or on energy reserves in
this country or on a host of other economic matters which I know your
committee has addressed in other forums.

Senator INOUYE. If what you say is true, that "many of the firms
and banks have devoted far more executive time and money to these
accommodation than can possibly be recouped in the short run," won't
that discourage further involvement by our companies in East-West
trade?
Dr. HARDT. It does, indeed, and I think the period of 1972 to date

there has been a period of reassessment. Many companies did enter

1
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the Eastern market with some degree of euphoria and perhaps
even naivete. Those who are still in the Eastern market are there be-
cause they have an expectation of long-term and expanding markets.
That is a valid assessment in my view. If this private commercial-
assessment is valid, then it appears they feel it is worth some short-
run costs and problems in order to be competitive in a market that has
fairly good long run prospects. Now if they did not believe in these
long run prospects, they would not be prudent businessmen or bank-
ers in terms of getting return on their investment. This, in my judg-
ment, is the view of many of the accredited U.S. companies and the
banks in Eastern Europe. It is the rationale for spending their time
and money in the East.
Now you asked a question of Professor Levine in an earlier hearing

related to whether this pattern of East-West trade would continue. Is
this a cycle of opening trade or is it a trend that we can expect to con-
tinue ? Most companies and banks that are involved, as in the Eastern
market as I suggested, are committed to the notion that this is a unique
trend that will not in the next, year or the next 5 years go back to the
previous autarchic situation. In other words, this appears to be a
growing relationship.
Now that is open to differences of view, but it's a very crucial ques-

tion and I would tend to agree with Professor Levine that the evidence
is suggestive that the countries of the East are most anxious to get
Western technology, develop their interrelationships, and not only to
catch up but to keep up. Moreover, the trend may accelerate over time
rather than decrease over time. This is not demonstrable, at this point,
but it is a central question to ask in appraising whether our banks and
firms are wise and prudent in their policy of taking relatively small
short-run returns or losses in order to obtain longer term benefits.
Senator INOUYE. Thank you, sir. Please proceed.
Dr. HARDT. The new economic process developed in the last 3 years

between the United States and the Soviet Union has been under severe
strain from unique phenomena in the international economy, such as
the effects of the oil price rise following the 1973 Yom Kippur War,
and the severe stagnation in the Western industrial economies, that are
unlikely to be repeated in their unexpected and extreme forms. While
the Soviet Union and the People's Republic of China enjoyed the bene-
fits of increasing revenue from rising oil prices the smaller Socialist
nations did not. The petrodollar drain in the Western credit market
severely restricted the supply of credit—especially medium and long-
term credit available to the Socialist countries. This drain was offset in
part by the availability of government financing from several West
European countries; but the net effect was probably to restrict the
total amount of credit available to the East. More severe in its negative
impact on the U.S.S.R. balance of payments was the twin burden of
Western inflation and recession on the Socialist nations. The industrial
goods purchased from the United States and other Western nations
increased in price—in many cases more than oil price rises; and
Western demand for raw materials and other exports from the Social-
ist countries was reduced. The extreme world market price changes in
oil and other products within a short span of time, and the severe
Western stagnation during the perior of development of the new East-
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West economic process may not be unprecedented or nonrepeatable.
But we may all hope they are.
In any event, the new economic process has been exposed to a period

of adjustment. The current manifestation of these adjustment prob-
lems are in balance of trade and payments deficits for most of the So-
cialist nations this year with the Western industrial or hard currency
nations. The Soviet Union now has an estimated 1975 balance-of-pay-
ments deficit in excess of $5 billion. In 1975 the Socialist countries
of Eastern Europe are estimated to have a trade deficit with OECD 'of
$12 billion, in contrast with $5 billion in 1974. The People's Republic
of China's trade with the United States is expected to show a shortfall
of $150 million.
The new East-West economic process has also been subjected to lack

of coordination, uncertainty in U.S. executive-congressional relations,
and unresolved policy questions.
Senator INou E. If I may interrupt at this point, often as a partic-

ipant, one loses sight of the whole. I have heard the charge made that
executive and congressional relations have been unstable and uncertain.
How would you view it from your vantage point looking at us? Some
of us may feel that our relationship is good or could be improved. I'd
like to know how you view our relationship and how it could be im-
proved.
Dr. HARDT. From the standpoint of what the executive might do or

what the Congress might do or both?
Senator INOITYE. Both.
Dr. HARDT. It seems to me that the meaning of the word "partner-

ship" and the shared role in commercial legislation and establishment
of criteria and policy in the area of East-West trade needs to be estab-
lished and within that context there needs to be a resolution of some
fairly basic differences in policy views on East-West trade. One, for
example, relates to financing and the concept of national interest.
The prototypes of the Peterson Report of 1972 were the large

Siberian natural gas projects of "North Star" and Yakutia. These were
to be long term, low interest rate projects that were to be paid back
from the sale of output resulting from the completed projects. The
Congress in the Export-Import Bank legislation made it very clear
that those kinds of projects not only should not be the prototype but
that they should not be supported by Eximbank loans because they
were too risky and not mutually beneficial. Therefore, Congress spe-
cifically precluded U.S. Government financing of production in Yaku-
tia and North Star as they were not deemed in the national interest
either as prototypes or as specific projects.
This clear congressional interest has apparently been accepted by

the executive. Mr. Kissinger referred favorably in his testimony to
another committee in this same chamber to eventual financing large-
scale Soviet energy projects again last Friday. The discussions on the
Yakutia financing, albeit private U.S. banks because the Export-Im-
port Bank facilities are now closed, continued up until December 31
of last year. There needs to be an understanding as to what the Fed-
eral policy is in this critical area of financing. It seems to me another
member of your committee, Senator Stevenson, has made the meaning
of his amendment rather clear but it is, in my view, continually inter-
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preted differently than the record of his comments indicates. So that
is one example of the area of needed agreement.
As long as it is not clear what kind of financing, what kind of rela-

tionships we consider to be in our interest, it will be difficult to develop
a Federal partnership.
In other areas, on the other hand—on the grain purchases, when the

1972 sales were reassessed by the Senate Agriculture Committee, two of
the major concerns of the committee were the provided prices, that
were well below the world market prices, and the inflationary effect on
our own economy, that is, the price of bread went up. To remedy this
situation, it was noted that we needed to know what Soviet import
requirements were going to be, not just on a daily basis or a short-notice
basis, but on future years, import projects for grain in multiple years.
In the recent 1975 grain agreement several of the major criteria

noted by congressional committees as necessary and useful, were ac-
cepted. Also, I understand that the coordination on those negotiations
between congressional committees and the executive was rather good.
There was a lot of information exchanged and some give and take. I'm
sure it was not perfect, but nonetheless, the grain arrangements in
1975 showed a considerable improvement toward partnership in com-
mercial policy formulation along criteria established by appropriate
congressional committees. There could be more interchange and it
could be more explicitly structured. That is why I suggested elsewhere
in the statement that there needs to be a reexamination in the context
of a new, Peterson-like report. A broader statement of Federal policy
and the mechanism for getting things done could be accomplished in
various ways. How Congress and the executive specifically represents
themselves in the partnership, of course, is a political question. But
nonetheless, as agreed positions as a basis of a Federal policy seems to
be a possibility and it is something that would give the United States
the basis of an orderly and established American policy which would
reduce the uncertainty both in the Eastern market and among our
banks and corporations who don't know in many cases where the U.S.
Government stands.
Senator INou YE. I suppose from what you say we will be constantly

faced with this uncertainty. On an issue like the grain deal, I can see
where Congress and the executive would come to terms because the
broad issue of national interest is not involved, such as Angola, for
example. You have this crucial question: Is this in the interest of the
United States? On that basis, I don't know what anyone or any law
can do to bring the Congress and the executive into agreement because
we're going to find instances where we shall disagree on this major
question of national interest.
For example, the Congress felt that it was in our national interest

to call upon the Soviets to relax their restrictions on emigration, an
act which in turn allegedly disrupted commercial relations. I suppose
with more frequent contacts and closer coordination we might be able
to avoid some of these problems, but maybe this is not the year. There
are too many Congressmen running for the Presidency.
Please proceed, sir.
Dr. HARDT. The administration policy position set forth largely in

Secretary of Commerce Peterson's report on "U.S.-Soviet Commercial

S1-365--77 14
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Relationships in a New Era" in August 1972, did not square with the
legislation drafted and signed into law by January 1975. The Trade
'Aa of 1974 and the Export-Import Bank Amendments of 1974 signed
into law by President Ford make it clear that critical aspects of the
1972 understanding were no longer U.S. policy. In January 1975 the
Soviet Union apparently cited the conditions of trade and credit as
reasons for not accepting the commercial agreement in force. Until
middle December 1975, the Soviet leadership had given no public indi-
cation that it would not accept the trade bill conditions. The under-
standing publicly announced jointly by Secretary Kissinger and Sen-
ator Jackson may have been upset by events at the party meeting in
December. In any event, the decision to settle lend-lease debts, the
negotiations on emigration, and the restrictions on Government credits
were all apparently difficult political decisions for the Soviet leader-
ship. The decisions themselves were probably complicated by the un-
certainty engendered in the U.S.S.R. by divergencies in U.S. executive
and congressional policy. This uncertainty continues to date.
Some administration statements indicate that amendment of the

legislation to repeal those aspects that do not conform to their posi-
tion of 1972-73 is necessary, possible, and desirable. This would re-
quire, at a minimum, repeal of the Jackson-Vanik and Stevenson
amendments. If amendments of these key legislative positions to
return to the 1972 status quo ante are not realistic, then the Soviets and
other Socialist nations are not only facing uncertainty in trade rela-
tions, but they are also being misled.

It. is surprising in this context, that the East-West economic process
established in 1972 has survived and still provides a basis for future
expansion in commercial relations. Its survival may be attributed to
the desire of the Socialist countries to make it work in spite of unprece-
dented difficulties, and perhaps because of a strongly perceived need
for Western technology in their own economic plans.
With the People's Republic of China it is difficult to distinguish

between political and economic factors influencing commercial rela-
tions. The U.S. relations with the People's Republic of China and
Taiwan and the policy of d6tente with the Soviet Union may be the
most important determinates of the course of the United States-Peo-
ple's Republic of China commercial relations. At the same time,
economic factors appear to account for much of the slow progress
since signing the Shanghai communique.
A number of questions deserve special attention in the process of

reassessing our East-West commercial policy based on the record to
date, the questions on mutual benefit which I have enumerated herein
involve first: Does a firm basis for mutual benefit exist between the
Socialist nations and the West, especially the United States? To what
extent can the commercial relations, based on comparative advantage,
stand on their economic benefits? To what extent must the relation-
ship be buttressed by perceived political benefits, especially to the
United States?
There is adequate goods and services of world level quality to import,

to justify the export of U.S. goods and services. The question is: Are
the prices right and is the quality right? Therefore, if this is the case,
then it is a question of the terms of trade. It's a question of the frame-
work within which bargaining takes place.
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I think the same kind of general statement may be made about the
People's Republic of China, particularly with the expanding oil ex-
ports from the People's Republic of China we can expect a7basis of
trade which is mutually beneficial if the price and other trading
conditions are right.
A survey of commercial experience to 

date, 
subjectively suggests to

this observer that the commercial basis of mutual benefit is negotiable
within the framework of the new economic process and current legis-
lation. U.S. negotiators, public and private, may have to bargain hard
in some areas and agree not to proceed in others, but a negotiable basis
does appear to exist.
On the question of national interest, I think the problem that you

alluded to in reference to Angola comes into focus. The question that
we have to raise in our thinking is: Should this East-West trade rela-
tionship involving exports of U.S. technology, U.S. financing, and et
cetera, be based primarily on commercial considerations? In other
words, should we justify it in our own minds in terms of the economic
benefits we get from this relationship? If we do that, can we also, then,
expect to get incremental political benefits and, if so, what kind of
priority do we give to them
We often describe arrangements on grain, oil, and other commodities

as appropriate if we get good prices, good delivery, and world norms
of behavior. Can we also then use trade for leverage in political crises?
I think they can be linked, but we have to be careful as to what our
priorities are and what the appropriate leverage is. By and large, the
amount of pressure these kinds of political-economic relationships will
stand is quite limited. The explicit and formal relationship or linkage
that could be established between the Soviets pulling forces or aid out
of Angola and our delivering wheat is tenuous. That kind of linkage
is especially difficult to make in a formal way, in a negotiated way.
On the other hand, the kind of linkage which says, We want to know
what your market is. We want you to tell our farmers how much to
plant. What can we expect in terms of our future orders? We might
further state, we want you to accept the prices that we get from other
countries. We want a relationship such as we have with Japan. These
are things that we can negotiate and more clearly delineate in the con-
text of mutual interests, our interests and their interests; not only for
the relations with the Soviet Union, but with the German Democratic
Republic, with Poland, with other Socialist countries who import our
products.
Our national interest, Senator, is often referred to in a very general

way, but in the East-West commercial legislation, it seems to me, it
has some rather specific meaning. In the Export-Import Bank Amend-
ment of 1974 the legislation calls for detailed justifications on grounds
of national interest and in that legislation legislationslation and in other leslation.
national interest criteria are suggested. Criteria such as, what com-
modities are in short supply in the United States? Is employment gen-
erated? Is domestic inflation a result? Are there adverse impacts on
our balance of payments? These are all criteria that are in the legis-
lation and could be arranged as a pattern of criteria for detailed na-
tional interest determination.
The criteria of economic and commercial national interest may thus

be detailed as is required by the law and as is required by the Steven-
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son amendment. How they are detailed and what priority or weight is
placed on each criterion presumably should start with an assessment
in the executive. It should start perhaps with the National Advisory
Council for the Export-Import Bank. But detailed national interest
criteria can be established and it seems to me the sense of the Congress
and the sense of the legislation is that it's no longer satisfactory to
have the executive say it is in the national interest without saying
why. Once detailed criteria are established they can be agreed with by
some people and differed with by others, but at least the Congress and
the executive will have a basis for a dialog from which they may
reach a consensus.
It is important to focus on this definition of national interest because

it is not yet detailed by the executive nor agreed to by the Congress.
I submit to you that is required by the law and it has still not been
accepted in form or substance in the administration's position.
Will the national interest be served in economic terms in respect to

assured repayment of loans, reduction of U.S. material shortages,
increased U.S. production, moderated price inflation? These are all
questions I allude to in the statement. As I indicated, these are criteria
which have been accepted and are in other legislation of the Congress
and executive. Would any economic benefit be offset by deleterious
changes and political, social, and institutional or even military consid-
erations that are related to national interest?
Of course, the export administration machinery is still important.

The Export Administration Act that was extended by the Congress
last fall establishes criteria, but has established continuously more
narrow criteria and this process of establishing criteria for military
capability now forms a fairly narrow base for denying export licenses.
That is not relevant. It seems to me that financing and export control
can be made compatible. The national interest in security affairs, Mr.
Chairman, particularly focuses on sale of -U.S. computers and a very
limited number of other items. It is not a general restriction at this
time. The law restricts the application to those items that would have
asignificant effect on military capabilities, no longer industrial capa-
bilities. That concept, too, is manageable in an efficient administration.
. Senator INOUYE. We have some difficulty in defining national interest
in terms of our military and security requirements. Someone once said
that Bernard Baruch, in discussing this matter, remarked that the only
item that has no military significance is bubble gum. Everything else
might in some way directly or indirectly assist the Soviets in adding to
their security capabilities.
Now this sounds facetious, but it's not too far wrong. I don't know

how you're going to change attitudes in the administration or the Con-
gress, but if you have any ideas on how we can do this we'd appreciate
it.
Dr. HARDT. Senator, I have given that considerable thought. It seems

tope that when the Export Control Act was changed at the Congress
initiative to be narrowed, it was I believe Senator Muskie who took the
leadership in amending the administration's request for extension of
that act in 1969 to restrict its application to military capability—this
narrower concept derived, in part, from the view that the United States
no longer had a monopoly basis for denial of technology to any country,
whether it be the Soviet Union or other countries, and no longer did it
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have the effective control machinery to effectuate denial of equipment
that was available or technology that was available in other countries.
So there are two things about reexamining the policy of control or

denial we must do to clarify our thinking, and that is raise certain
questions: (1) Can this technology be obtained anywhere else or can
the technology approximating it be purchased elsewhere? Even in the
computer area, I think Japan is getting very close to U.S. levels of
technology and the opportunities to get technology comparable to ours
are increasing, as also pointed out by Secretary Peterson in his report.
Therefore, the effectiveness of a policy of denial has been greatly weak-
ened. So, as a practical question, there are limits on what our denial of
not providing export licenses can do.
There is a second consideration, as we look at the record of our con-

trol policy: (2) We must ask ourselves how effective our control policy
has been. Has it been because the Soviet Union and the East Europeans
could not develop the technology that the denial policy has been some-
what successful? I think the record suggests that is probably not true,
and in areas where the Soviets have been denied technology—mostly
military areas. They have moved ahead and developed their own tech-
nology. So we have made it more costly for the Soviets but we have not
effectively denied them technology. Their advanced military systems
bears testimony to that.
I think we need some basic rethinking on the question of the under-

pinnings of our policy to date, what opportunities exist for denial and
what has been the historical record on its effectiveness. I'm not suggest-
ing a definitive answer because I would like to know more, but it does
seem to me that a reassessment along these lines would be helpful in
delineating what we think we can do and the results we can get by
doing it.
I would also say, Senator, related to this is another question that

you have raised as to the role of the Government versus private enter-
prise and the conflict between private and national interests. This is
an area we need to give considerable thought to. I do not think it is
accurate to say that private computer or instrument companies are
trying to circumvent national interests or national policy, in order to
get a few more sales. My reading of the situation is that if there were
a clear policy which identified differences in national and corporate
interests that the corporations, by and large, would go along with it.
I think we could go a lot further in developing a public-private

consensus. We might even develop a policy in areas of uncertainty
of a voluntary moratorium on exports. For example, I can well imag-
ine that some of the computer companies who waited several years
to get approval or disapproval on exports and spent enormous sums
of money thereby would have been pleased if they had been unambig-
uously told, no, at the beginning or told that this is such a gray
and chancy area that it would be inadvisable to proceed because we
are considering export restriction seriously and you're going to be
risking the possibility of disapproval.
I could cite examples, but I'm sure that they are on the record of

your previous cases, but it seems to me that we can do a great deal in
developing consensus and we, do have a great potential in our system
for developing consensuses. We don't always use it. It isn't always an-
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other Government organization or instrumentality we need, but a little
more thought, discussion, and careful reassessment of policy.
The next approach I would suggest is that we establish a country-

by-country strategy. The United States-Soviet policy dominates the
East-West relations as indeed your hearings have demonstrated. It
is understandable that superpower relations carry more weight with-
in each national grouping. Certainly Soviet-Western trade policy
influences the behavior of Socialist nations of Eastern Europe. Mos-
cow and Washington exercise an umbrella and a pacesetter role in
East-West commercial relations.
By the way, I would point out, sir, that the Western countries look

very closely to the United States for guidance as a pacesetter and an
umbrella, and if I read Japanese policy correctly, they have made a
judgment not to proceed in large projects in Soviet Siberia until the
United States moves ahead in that direction. So the responsibility is
very heavily on the two giants. However, particularly in U.S. policy,
I think we must ask ourselves questions on the trading and financial
practice of individual Socialist nations with the United States and
the West and how they conform in substance with the norms of world
market behavior so that commercial relations are no less attractive
than they would be with similar commodity and service exchanges or
•with market economies; and, likewise, do political and social and in-
stitutional advantages coincide with expanded commercial relations
and add to their attractiveness.
While this overall context must be kept in mind, U.S.-individual

country policies need to be more clearly developed and defined. Cer-
tainly we do have some independent policies—we have differential poli-
cies for Yugoslavia for Poland, for Rumania, but what is the ra-
tionale for these policies? These policies are largely, I would submit,
ad hoc policies, that have historical character to them, and more to
the substance of what I have said in my formal statement, Mr. Chair-
man, is that we need to rethink how we expect these countries to act
in this new era of detente which you have been referring to. Carried.
over to our current policies are concepts of the old East-West ad-
versarial relationship, an old policy of requiring behavior that in-
volves breaking up a Soviet dominated power group, for example.
Is the country independent of the Soviet Union? has been a historical
question.
Now the question in individual country strategies that might well

be raised is do we want to continue to ask that kind of adversarial ques-
tion or, alternatively, do we ask—is the relationship with the United.
States in conformance with the world market norms? The world mar-
ket norms for standards of relations with Poland and Yugoslavia and
Romania and other countries would be a basis of mutual interest. It
would not be a basis of antagonism between them and their major
partner and this might be a useful way of dealing effectively on a
country-by-country basis.
Now the final points I wanted to make, sir, are threefold: The

first is the requirement for an effective U.S. commercial policy is that
there be a Federal policy and this we have discussed during the testi-
mony. It does seem to me that the basis for developing such an ap-
proach exists. It might be fruitful, I suggest, to jointly develop a new
white paper or Peterson-like report which would take into account
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the deeply felt congressional and administrative concerns and these
elements would be more along the lines of establishing criteria and
guidelines rather than establishing new administrations.
It seems to me there are enough boards. There are enough commis-

sions. There are enough reports coming to Congress. The problem is
that they are not coordinated on accepted guidelines and accepted
criteria within the administration, as was highlighted by Mr. Staats,
and between the administration and the Congress. If there is a Fed-
eral policy developed, this would remove the uncertainty in the
United States and Western trading community and form a good
basis of effective and hard bargaining relations with the East.
The second requirement—and this is in order of sequence—is a,

clarification of the machinery that deal with these East-West commer-
cials problems, and herein I think there is a point of complementarity
or tangency between my thoughts and with that of the GAO in the sense
that the East-West Foreign Trade Board, as I read the legislation,
is intended to be the East-West Trade policy coordinating board ani.
as I observe it in operation is not. It is merely a coordinating board.
It seems that it would be useful if that Board did become a focal
point, not only for executive policy, but also a focal point for inputs
and informational flows with Congress, not just to keep the Congress
informed but to form a basis of partnership. So that, for example, if
criteria are established and agreed to, in general, for specific ventures,
whether they be grain arrangements or large-scale project joint ven-
tures or industrial corporation, they could then be vented through
this machinery and against these criteria there could be some degree
of acceptance and consensus.
Now if there is a Federal policy and a Federal machinery that works,

then I think the third requirement, sir; is that we develop more ap-
propriate and effective mechanisms for dealing with the major So-
cialist countries in terms of power—the Soviet Union and the Peoples
Republic of China and the individual countries of Eastern Europe
and on this ground the coordinated Federal policy and machinery
could be very helpful in setting guidelines for policy and adminis-
tration.
I think we should be very cautious about establishing new formal

agreements, new formal machinery involving the Government more
in the U.S. trade relations, whether they be with the Eastern coun-
tries, with the OPEC countries, or with other countries. We are deal-
ing in a world that has many monopolies and many controls, many
cartels. We are able to deal with them effectively when we operate
in a process in which there's a partnership between the Government
and private enterprise in which guidelines of national interest are set
down but the Government operation does not inhibit the effective
private competition, the effective marketing of U.S. corporations and.
firms. U.S. corporations and banks are normally very hard bargain-
ers. They may be expected to bargain for national interest if the
incentives and disciplinary effect that the U.S. Government can exert
through existing legislation on the Export-Import Bank are effective
of Government financing through' export control machinery. This
disciplinary power may be the "club in the closet" as well as "the
club outside". In other words, power to embargo exports need not be
used to be effective. The influence and control inherent in such legis-
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lation in trade and other areas is as important as its use. The tools
of influence of the Government are a very substantial and effective
means for working out arrangements with Eastern countries within
which we require not only acceptance of principles of mutual benefit
and national interest but accommodation to our institutions that are
quite foreign to theirs. In that context we might expect some higher
degree of compliance to our interests for a new Federal policy and a
new coordinated partnership in the East-West trade mechanisms.

That's the end of my statement.
Senator INOUYE. Well, I thank you very much, Dr. Hardt. You

have made many useful and provocative suggestions and recom-
mendations. I can assure you that these will be brought to the atten-
tion of the subcommittee and the full committee. Some are very in-
triguing. I would hope that something can be done by this Congress
and this administration to form what you term a partnership because
it's apparent that without this partnership East-West trade will just
founder along in this turbulent, uncertain manner and this will not
be in the best interests of our country.
I thank you very much once again for your assistance.
[The statement follows:]

STATEMENT OF D. JOHN P. HARDT, SENIOR SPECIALIST IN SOVIET ECONOMICS,
CONGRESSIONAL RESEARCH SERVICE, LIBRARY OF CONGRESS

EAST-WEST COMMERCIAL RELATIONS: ASSESSMENT AND PROSPECTS

I. Time for reassessment
A new economic process was established after the initial Summits in Moscow

and Peking in 1972. The framework for commercial relations was set in the
basic U.S.-U.S.S.R. agreements and the Shanghai communique. Over the last
several years a period of trial and adjustment to this new process has taken
place which may appropriately be reassessed by all parties at this time. Although
the 1972 commercial agreements between the United States and the U.S.S.R. have
not gone into force, and the progress to give substance to the spirit of the Shanghai
communique has been disappointing to some, the framework of relations result-
ing from the new economic process is still operative for appraisal. Reassessment
becomes even more meaningful, in light of the fact that relations with the
Socialist countries of East Europe—Poland, Yugoslavia, Romania, Hungary,
Czechoslovakia, the German Democratic Republic, and Bulgaria—are signifi-
cantly influenced by the arrangements between the United States and the U.S.S.R.
In addition to trade, the economic process involves formally established bi-

lateral exchanges, joint commissions, and various kinds of industrial coopera-
tion. Informally, there has been some degree of socialist accommodation to the
commercial and financial norms of the world economic community. For example,
flexible interest rates and world market credit terms have been accepted, albeit
on a case by case basis. Likewise, flexible prices have been accepted. These
adaptations have been in lieu of contractually fixed prices and credit terms
more favorable than those offered to Western nations. Indeed the Soviet Union
has recently tied energy prices for its CMEA partners to the world market price
scale. For example, the Soviets increased oil prices to their Eastern trading
partners from about $2.5 to $5.5—$6.0 a barrel in 1975.
On the other hand, the accommodation between centrally planned and market

economies has been imperfect in a number of ways: adequate information on the
nature of Eastern markets is still not available in many cases; access by the
Western seller to the Eastern user is still blocked by the socialist state trading
mechanisms; long term purchasing patterns are still less evident than short
term, sporadic imports. These residual problems, which represent bases of un-
certainty and risks to Western corporations and banks, sometimes result in
higher prices and less attractive credit terms than would be provided under the
world market norms. Socialist countries often interpret these results to be
a violation of the principle of equal and nondiscriminatory treatment. Still many
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observers say that the flexibility displayed by the socialist countries in the
Western market has been greater than expected in the 1972-75 period.
Western firms, banks, and government agencies have likewise made a number

of accommodations to the state trading mechanisms of the East. These accommo-
dations to the unique state trading bureaucracy and planning cycle have required
patience, effort and flexibility. Many of the firms and banks have devoted far
more executive time and money to these accommodations than can possibly be
recouped in the short run.
The new economic process developed in the last three years between the United

States and the Soviet Union has been under severe strain from unique phe-
nomena in the international economy, such as the effects of the oil price rise
following the 1973 Yom Kippur War, and the severe stagflation in the Western
industrial economies, that are unlikely to be repeated in their unexpected and
extreme forms. While the Soviet Union and the Peoples Republic of China
enjoyed the benefits of increasing revenue from rising oil prices, the smaller
socialist nations did not. The petrodollar drain in the Western credit market
severely restricted the supply of credit—especially medium and long term credit
available to the Socialist countries. This drain was offset in part by the avail-
ability of government financing from several West European countries; but the
net effect was probably to restrict the total amount of credit available to the
East.
The new East-West economic process has also been subjected to lack of coor-

dination, uncertainty in U.S. Executive Congressional relations, and unresolved
policy questions. Congress was effectively disengaged from the process of nego-
tiating and determining East-West trade policy in 1972-1973. The Peterson Re-
port and related policy statements from the White House implied that settle-
ment of Lend Lease debts would be followed by the extension of most favored
nation status (MEN) to the Soviet Union. Also that large scale, long term, low
interest joint energy projects such as "North Star" and Yakutia in Soviet Si-
beria, financed with Export Import Bank funds, would be prototypes of future
industrial cooperation. The administration policy position set forth largely in
Secretary of Commerce Peterson's report on "U.S.-Soviet Commercial Relation-
ships in a New Era" in August 1972, did not square with the legislation drafted
and signed into law by January, 1975. The Trade Act of 1974 and the Export
Import Bank Amendments of 1974 signed into law by President Ford made it
clear that critical aspects of the 1972 understanding were no longer U.S. policy,
i.e. MFN had become contingent on acceptable emigration policy and govern-
ment financing of joint large scale natural gas production was not only dis-
couraged but prohibited. In January 1975 the Soviet Union apparently cited
the conditions of trade and credit as reasons for not accepting the commercial
agreement in force (a text of their formal response was not released). Until
middle December 1975, the Soviet leadership had given no public indication that
it would not accept the Trade bill conditions. The understanding publicly an-
nounced jointly by Secretary Kissinger and Senator Jackson may have been
upset by events at the Party meeting in December.
More severe in its negative impact on the USSR balance of payments was

the twin burden of Western inflation and recession on the Socialist nations. The
industrial goods purchased from the U.S. and other Western nations increased
in price—in many cases more than oil price rises; and Western demand for raw
materials and other exports from the Socialist countries was reduced. The
extreme world market price changes in oil and other products within a short
span of time, and the severe Western stagflation during the period of the devel-
opment of the new East-West economic process may not be unprecedented or
non-repeatable. But we may all hope they are.
In any event the new economic process has been exposed to a period of adjust-

ment. The current manifestation of these adjustment problems is in balance of
trade and payments deficits for most of the 'socialist nations this year with the
Western industrial or hard currency nations. The Soviet Union now has an
estimated 1975 balance of payments deficit in excess of $5 billion. In 1975 the
Socialist countries of Eastern Europe are estimated to have a trade deficit with
OEDC of $12 billion (in constrast with $5 billion in 1974). The PRC trade with
the United States is expected to show a shortfall of $150 million (U.S. Exports
to Peoples Republic of China $300 million, U.S. Imports from Peoples Republic
of China $150
in any event, the decision to settle Lend Lease debts, the negotiations on

emigration, and the restrictions on government credits were all apparently dif-
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ficult political decisions for the Soviet leadership. The decisions themselves were
probably complicated by the uncertainty engendered in the U.S.S.R. by divergen-
ties in U.S. Executive and Congressional policy. This uncertainty continues to
date. Deputy Secretary of State Robert S. Ingersoll referenced the Peterson
Report in testimony to this Committee as "the proper guide to our economic
relations with the Soviet Union and Eastern Europe." Until administration policy
statements and the key East-West legislation now on the books are reconciled, all
the socialist nations face uncertainty with respect to the central issues of trade
relations and credit. Some administration statements indicate that amendment of
the legislation to repeal those aspects that do not conform to their position of
1972-1973 is necessary, possible, and desirable. This would require, at a minimum,
repeal of the Jackson-Vanik and Stevenson amendments. If amendments of these
key legislative positions to return to the 1972 status quo ante are not realistic then
the Soviets and other socialist nations are not only facing uncertainty in trade
relations, but they are also being misled.
It is surprising in this context, that the East-West economic process estab-

lished in 1972 has survived and still provides a basis for future expansion in
commercial relations. Its survival may be attributed to the desire of the socialist
countries to make it work in spite of unprecedented difficulties, and perhaps be-
cause of a strongly perceived need for Western technology in their own economic
plans. This desire is illustrated by the Soviet policy toward the commercial agree-
ment with the United States. To be sure the Soviets did not accept the conditions
that would have put the agreement into force. However, beyond that one negative
position, their posture has been one of minimum reaction, postponement, or defer-
ral. For example; the final committed Lend Lease payment was made in July
1975, work continues on the Trade Center, and provisions in the agreement on
arbitration and dumping apparently remain as guidelines for U.S. Soviet nego-
tiations. In short, if agreement were reached on the troublesome emigration
,question, it would appear that the earlier understandings would be intact. More-
over, even if agreement is not reached for some time, deferral of lend lease pay-
ments may be the only visible cost. Of course some of the cost of deferral may
be hidden. For example, some import orders may have been shifted to other
Western nations, where government financing was available; in drawing up the
Tenth Five Year Plans for 1976-1980 and the coordinated five-year plans in
Eastern Europe, exporters in other Western countries may have been given
preference over U.S. exporters.
With the Peoples Republic of China it is difficult to distinguish between

political and economic factors influencing commercial relations. U.S. relations
with the Republic of China and the policy of detente with the Soviet Union may
be the most important determinates of the course of US-PRO commercial rela-
tions. At the same time, economic factors appear to account for much of the slow
progress since signing the Shanghai communique.

II. Reassessment as a basis of future U.& East-West commercial palmy
A number of questions deserve special attention in the process of reassessing

•our East-West commercial policy based on the record to date:
(1) Does a firm basis for mutual benefit exist between the socialist nations

and the West, especially the United States? To what extent can the com-
mercial relations, based on comparative advantage, stand on their economic
benefits? To what extent must the relationship be buttressed by perceived
political benefits, especially to the United States?

The Socialist nations do have goods and services which could be sold to the
united States at competitive prices and quality. Not only raw materials (energy
materials, metals, timber, etc.) from the Soviet Union but some industrial prod-
ucts. Gold sales, tourism, and other invisible items may also help balance trade.
Individual socialist nations of Eastern Europe supply varying product mixes of
exports. Poland and Romania are more blessed with materials, but all of the
socialist countries have export capability.

Likewise, commercial relations with the People's Republic of China may
expand, especially on the basis of Chinese raw material exports. Expanding oil
exports may serve to correct the current balance of payments.
Trade need not be limited to Eastern raw materials for Western, high tech-

nology goods. Industrial products and processes in the Eastern nations, in some
cases, compare favorably with Western prices and technology. U.S. science and
technology, energy, and other exchanges have revealed a number of areas in
which technology may flow in a Western direction to our benefit.
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A survey of commercial experience to date, subjectively suggests to this
observer that the commercial basis of mutual benefit is negotiable within the
framework of the new economic process and current legislation. U.S. negotiators,
public and private, may have to bargain hard in some areas and agree not to
proceed in others, but a negotiable basis does appear to exist. Progress appears
to have been made in the recent U.S.-U.S.S.R. grain agreement. The Soviet Union
accepted the U.S. need to know more about their future purchases in order to
plan U.S. planting and they agreed to accept world pricing as a basis of deter-
mining payment. In this sense the 1975 agreement was a significant improvement
over the 1972 experience. It may be debatable whether the socialist markets are
as attractive as traditional markets for US. agricultural exports, such as Japan.
How much the U.S. government should or need be involved may also be a matter
of differing opinion. But it does seem clear that in grain sales or elsewhere there
is a basis of mutual interest for expanding commercial relations.

If we have maximized our benefit in economic terms, can we also proceed to
bargain for political concessions? Or should we be satisfied with the effects of
beneficial economic and commercial relations to modify the U.S.-Soviet relation-
ship from adversarial toward cooperative? Experience to date, suggests that East-
West trade is a useful lever for achieving progress in other areas. However, the
strength of linkage .or the leverage of economics on political values may be modest.
Certainly the threat of export control or denial has not proven to be an effective
bargaining instrument. Expanding of trade and other mercantile relationships
may provide a useful atmosphere.for arms negotiations, crisis management, and
human rights discussions. Formal and informal agreements are possible tools
for this purpose. Formal agreements involve public announcement and commit-
ment on the part of both parties to comply with the agreed conditions and terms.
Such an agreement may also involve establishing specific procedures and mecha-
nisms for compliance. These procedures, however, are viewed by most socialist
governments as high costs for cooperation and as a result pose constraints on
the frequent use of formal agreements.
Informal agreements avoid the necessity of formal public statements and con-

cessions. They leave the issue of compliance to less formal procedures and allow
both parties more flexible bargaining powers for future concessions. But informal
agreements need Congressional and Executive coordination to be fully effective.
This may pose difficulties for the United States, as the resulting coordination may
be viewed by some as too onerous a price for the use of informal agreements.
(2) Definition of National interest in East-West commercial relations is re-

quired by law. With passage of recent legislation it is no longer possible for the
President merely to certify without explanation that government financing of
trade is in the national interest as a precondition for extension of Export-Import
Bank facilities and to justify certain levels of financing. It is now necessary for
the Executive to establish criteria for determining national interest and to pro-
vide the Congress with detailed reports documenting adherence to the principle
of national interest.
The kinds of questions posed are the following:

Will the national interest be served in economic terms in respect to assured
repayment of loans; reduction of U.S. material shortages; increased U.S.
production; and moderated price inflation? Would any economic benefit be
offset by deleterious changes in political, social, and institutional terms that
could be adjudged adverse to our national interest?

Increased trade usually benefits some parts of the economy in terms of in-
creased jobs and income. However, the net effect, not only on employment and
income in particular sectors, but with respect to more general price stability and
other national economic criteria, needs to be appraised by both the Administra-
tion and the Congress. Different economic interests will have differing views on
the weight to be given to each criterion of national interest. A clear statement
of the criteria to be applied would provide a basis for Executive and Congres-
sional agreement on what trade initiatives best serve the national interest. Pre-
notification to Congress of Export-Import Bank loans is now required, but a clear
statement on what constitutes national interest in this realm is not available or
agreed to. A limit to $300 million is placed on loans to the Soviet Union when
and if the Export-Import Bank facility is available again. As made clear by
'Senator 'Stevenson, the level could readily be raised if Congress determined that
additional loans served the national interest.
National interest is also defined in terms of export control or denial of goods

or services that are in short supply (e.g. grain or oil equipment) or have po-
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tential security implications. Our policy has been narrowed to relate directly
to military applications. Security implications of late generation computer sales
to the Soviet Union have dominated recent policy applications. Prospects for an
effective policy of denial or monitoring of export equipment raise questions on
the utility of the current policy in our national interest. Perhaps the present case
by case approach is based on criteria that are too vague, and approval proce-
dures that are too time consuming.
(3) Establishment of a country-by-country strategy. U.S. Soviet policy dom-

inates East-West commercial relations. It is understandable that superpower
relations carry more weight within each national grouping. Certainly Soviet
Western trade policy influences the behavior of Socialist nations of Eastern
Europe. Conversely, Japan's reluctance to engage in large scale financing and
joint Siberian energy develpoment without direct United States involvement is
likewise understandable. The current impasse on financing exploration of the
Yakutia natural gas deposit in East Siberia illustrates this point. Moscow and
Washington exercise an umbrella and pacesetter role in East-West commercial
relations.
The particular question on our individual socialist country commercial strat-

egy might be the following:
Do the trading and financial practices of the individual socialist nations

with the United States and the West conform in substance with the norms
of world market behavior so that commercial relations are no less attrac-
tive than they would be with similar commodity and service exchange with
market economies? Likewise, do political, social, and institutional advan-
tages coincide with expanded commercial relations and add to their
attractiveness?

While this overall context must be kept in mind, U.S. individual country pol-
icies need to be more clearly developed and defined. We do have a special policy
for some countries, e.g. Yugoslavia, Poland and Romania, which enjoy MFN
and U.S. government financing privileges. Some of the reasons for the special
treatment of these countries are: (1) Their emigration policies are acceptable.
(2) They have shown some independence of Soviet leadership. (3) There are
no outstanding debts, claims, or unresolved political issues of paramount im-
portance. (4) Some have tended to conform to our policy of providing economic
information and meeting the norms of the economic community. The rationale
for individual nation policies, especially in Eastern Europe, seems to be based
on historical circumstances and ad hoc reactions to specific problems. It might
be timely to rethink what criteria we expect these nations to meet individually
and collectively, and then proceed with a more individualized policy approach
with each. Certainly, the U.S. commercial policy tailored to individual East
European socialist nations must take into account explicitly the US-USSR re-
lationship and particularly consider the overarching great power relations. But
within that context an individualized country policy could be designed to ad-
here to criteria of mutual benefit and national interest. Economic criteria such
as adherence to some Western economic norms as a precondition for receiving
Western advantages in trade and financing might be a good starting point.
The dominance of Soviet-U.S. relations cannot be said to provide either a

pacesetter or umbrella role for U.S. commercial relations with the Peoples Re-
public of China. The issues of emigration and financing that dominate U.S.-Soviet
policy discussions are almost completely irrelevant to current American-Chinese
commercial relations. Inded, it would perhaps be better to fashion an entirely
different policy framework for dealing with the PRO.
Hi. A new Federal policy on East-"West commercial relations
The first requirement for an effective United States commercial policy with

the socialist nations is that it be a Federal policy, reflecting agreement of Con-
gress and the Executive.
The second requirement is the establishment of machinery for joint executive-

legislative determination of foreign commercial policy so that the Congress and
the Executive can work smoothly as partners within the agreed guidelines of
an East-West policy.
The third requirement is that effective mechanisms be developed for dealing

with Eastern socialist countries on the basis of mutual benefit and national in-
terest without unduly compromising our global policies on trade and finance, our
market system of management, or established norms of international behavior.
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The approach of the Executive to the first requirement appears to have been
largely to overlook or to seek repeal of those elements of recent legislation that
did not conform with administration policy. This posture suggests a denial of
the reasserted Congressional role of partnership which Congress may believe
is firmly based in its Constitutional rights and responsibility. It also suggests a
narrow interpretation of the area appropriate for bargaining to exclude human
rights and other non-commercial issues from the East-West agenda. It further
suggests a policy of giving what some observers have perceived to be preferential
treatment to socialist countries in the commercial realm in order to further non-
commercial goals. If these three suggestions or inferences are valid, there is an
apparent need to reconsider this approach and to work toward formulation of a
joint Executive-Congressional policy. It might be fruitful to develop jointly a
new white paper or Peterson like report which takes into account deeply felt
Congressional and Administration concerns. What the outcome would or could
be is a matter of subjective judgment. But an agreed Federal policy would
strengthen our hand in East-West policy negotiations now oftened weakened
by an uncertain and ambigous U.S. position.
On the second requirement for effective machinery and mechanisms, problems

exist not so much in form as in substance. The procedures of the East-West
Foreign Trade Board, the Export Import Bank, and the Department of Com-
merce in reporting to Congress, seem to be adequate if not elaborate. With the
development of a coordinated Federal policy, the machinery may work well.
However, progress on the basic lines of Congressional-Executive policy may not
be sufficient if there is no policy agreement within the Executive and no mech-
anism for adjudicating differences. The impression has been given, that the
agreed administration policies and division of authority among the Secretaries
of State, Treasury, Defense, and Agriculture have not been clearly established.
More clarity in the major divisions of authority and agreed executive policy may
lead to smoother relations with Congress.
The third requirement is better policy making machinery for dealing with the

Soviet Union, the People's Republic of China, and the individual nations of East-
ern Europe. There is a proliferation of joint commissions, quasi-government
channels, and exchanges. There are also occasional chief of state meetings or
summits. In some specific areas, such as in the machinery to monitor the U.S.-
U.S.S.R. grain trade agreements, attempts have apparently been made to re-
organize and codify policy in response to new needs. Perhaps a useful mechanism
might be the formation of a top level group with a broader mandate, authorized
to speak for the Federal government in each case. Some European nations seem
to use this approach, e.g. in the annual Anglo-Soviet talks. The East-West Foreign
Trade Board might be an appropriate policy forum for all U.S. interests, pri-
vate and public, as well as a Congressional-Executive channel. Issues such as
pricing, short supply, market conditions, and export timetables might be discussed
and negotiated as well as discussed for legislation. A reconstituted East-West
Foreign Trade Board speaking for the Federal Government and the nation as a
whole might be a useful instrument from the United States side, in this sense as
if it were a policy, rather than merely a coordinating mechanism. •This policy
role for the Board seems to be what was intended in the legislation. If all the
major interests in the United States could participate in and with this Board,
many issues with the Eastern nations might be settled without formal negotia-
tions and the establishment of sometimes cumbersome monitoring machinery for
compliance.

Senator INOUYE. This hearing will stand in recess subject to the
call of the Chair.
[Whereupon, at 4:35 p.m., the hearing was adjourned.]
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