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FOREWORD

The May 1972 summit meeting between President Richard Nixon
and General Secretary Leonid Brezhnev represented a significant
step forward in the normalization of relations between the United
States and the Soviet Union. During the discussions of that historic
conference a linkage was established between diplomacy, economics,
and technology transfer. This study, U.S.-Soviet Commercial Rela-
tions: The Interplay of Fconomies, Technology Transfer. and Diplo-
macy, offers the Congress and the public an assessment of that devel-
opment. It is intended to provide a deepened understanding of the
new opportunitics in U.S. foreign policy and to minimize any risks
to U.S. nationa) interests.

This study. the 10th in the series on “Science, Technology, and
American Diplomacy,” differs somewhat from earlier portions of the
series in that it deals with a current issue of developing importance.
Its authors are John P. Hardt, Senior Specialist in Soviet Economics,
and George D). Holliday, Research Analyst in Economics, both of the
Congressional Research Service, Library of Congress.

Dr. Hardt has a Doctorate in Economics from Columbia Univer-
sity (1955) and a Certificate from Columbia’s Russian Institute
(1950). His research has focused on Soviet economic policy, industrial
investment, encrgy economics, and trade. In November-December 1972
he served as technical adviser to.a congressional delegation to the
Soviet Union, Poland, West Germany, and the United Kingdom.
Mr. Holliday expects to receive his doctorate from George Washing-
ton University upon completion of his dissertation.

The series is sponsored by the House Forei%1 Affairs Subcommittee
on National Security Policy and Scientific Developments. It is pre-
pared by a Congressional Research Service task force under the direc-
tion of Dr. Franklin P. Huddle of the Science Policy Research Divi-
sion, with Mr. Warren R. Johnston of the Foreign Affairs Division as
Associate Director.

CLEMENT J. ZABLOCKI,
("hairman, Subcommittee on National Security
Policy and Scientific Developments.
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I. INTRODUCTION

The general purpose of this study is to examine the interaction of

~ science and teclmolo%y—-including agricultural, commercial, man-

agerial, and industrial technology—with diplomacy, in the context of
the current and potential gmwtﬁ of U.S.-Soviet commercial relations.
A more specific purpose 1s to nssess the prospects for future U.S.-
Soviet economic relntions, primarily in terms of costs and benefits to
ghe.tUnItfted States, as a subject of importance and immediate concern
in itself.

The establishment of the Joint U.S.-U.S.S.R. Commercial Commis-
sion at the May 1972 Summit Conference and the signing of a compre-
hensive set of trnde ngreements on QOctober 18, 1972 opened a promis-
ing new period of economic relations between the two nations. The
agreements provided n mechanism for removing many of the barriers
to normal economic interaction, More importantly, the agreements on
cconomic matters represented another step toward general rapproche-
ment between the United States and the Soviet Union. While the
agreements were limited to questions of forcign trade and payments,
officials of both countries asserted that they would influence the
broader spectrum of diplomatic relations.

A New Opportunity for U.S.-Soviet Relations

The creation of a new U.S.-Soviet commercial relationship was an
important event with historical parallels. In the 1920's and 1930's, a
number of U.S. companies established close commercial ties with
Soviet industries. After the two countries established diplomatic re-
lations in 1933, the U.S. Export-Import Bank was created to finance
U.S.-Soviet trade and a trade agreement was signed in order to ex-
pand commercial relations. During World War IT a key aspect of the
allinnce between the United States and the Soviet Union was the de-
livery of U.S. military and civilian goods to the Soviet Union through
the Lend-Lease program. Again, at the end of World War II, steps
were taken to involve the Soviet Union in the world eronomic commu-
nity and to improve U.S.-Soviet economic relations. .

None of these earlier attempts to normalize East-West economic
relations was successful. In each case, a change in the international
political environment destroyed the basis for long-term economic
cooperation. L ‘

Now, once more, a favorable political and economic climate exists
for progress in Soviet-U.S. relations. The new commercial relation-
ship is one vehicle for progress in relations between the two major
world powers. The Qctober 1972 commercial agreement was but one
of a series of agreements, with others on science and technology, nu-
clear weapons, space cooperation, medical science, and the environ-
ment. Tn previous attempts to improve U.S.-Soviet relations, political
understandings were followed by improved commercial relations
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which, in turn, were expected further to facilitate improved political
relations. Gn those earlier occasions the seeming reconciliation of the
differences between the two systems led to an apparent assumption in
the United States that Soviet leaders would be willing to modify their
system for economic gains. In this earlier adversarial relationship
Soviet political concessions appeared to he equated with political gains
to U.S. interests, Now the idea that their loss is our gain—a zero-sum
game approach—has given way in ofticial thinking to Dr. Ienry Kis-
singer’s notion of mutual interest and constraint. In reference to the
Joint Commercial Commission and the Summit accords, Mr. Willis C.
Armstrong, Assistant Seeretary of State for Economic and Business
Affairs, observed:

... These programs are leading us into a stage of practical forms of intimate
cooperation with the Soviet Union for years ahead. They constitute a framework
of interlocking ngreements to build a vested interest on both sides in reducing
tensions and freeing us from confrontation.!

The linkage of the new commercial relationship to U.S.-Soviet polit-
ical relations highlights the need for careful serutiny by the U.S. Con-
gress, Members of Congress have expressed interest in improved East-
Woest trade relations in a series of legislative proposals and hearings
dealing with import restriction, export controls, and credits. Congress
has already acted to reduce substantially the impact of export controls
on U.S.-Soviet trade. As of May 1973, other issues of East-West trade
await congressional action. The most important of these is considera-
tion of the President’s request for authorization to extend most-
favored-nation (MFN) status to the Soviet Union. Favorable congres-
sional action on the President’s proposal is necessary for the trade
agreement to enter into force. Congress may also be asked to consider

oxport-Import Bank (Eximbank) financing of U.S.-Soviet trade.
While no additional authorization is needed for Eximbank participa-
tion in trade with the Soviet Union, it is likely that Congress will be
asked to increase the Bank’s overall lending authority and terms of
loans so that it may accommodate some proposed large transactions
between U.S. companies and Soviet foreign trade organizations.

A Net Assessment of U.S. Interests in Expanding Commercial Rela-
tions With the U.S.S.R.

This study will consider U.S. policymakers’ expectations of diplo-
matic, national security, and economic gains to the United States from
expanded economic exchanges with the Soviet Union, and will attempt
to assess the net advantage to the United States. Are the projected
changes likely to be in the best economic interests of the United States?
What effect are increased economic exchanges, especially in technology-
intensive products, likely to have on U.S, foreign policy goals and on
U.S. national security ¢

A crucial consideration for U.S. policymakers is the Soviet leader-
ship’s motivation for seeking better economic ties with the United
States. Consequently, this study will also attempt to provide a rationale
for the apparent Soviet change in foreign economic policy. How is the

1 8peech before the World Trade Institute of the World Trade Center at New York, N.Y.,
on Ng::xcnber 28, 1072 (State Department press release 204 dated November 29).
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new policy related to Soviet military-strategic goals? Docs the Soviet
leadership’s interest in cconomic ties with the United States portend
a new era of international stability and cooperation, or is it merely
an effort to gain temporary economic advantage ? Are there changes in
Soviet security and foreign policy concomitant with expanding com-
mereial relations whici ave likely to provide net benefit to the United
States? Are there elements in the situation which could lead to poten-
tinlly dangerous forms of interaction and interdependence in future
U.S.-Soviet relations? If U.S, and Soviet leaders decide that ex-
panded cconomic relations arc mutually advantageous, major institu-
tional changes may have to be made.

Trade and Technology

A central feature of Soviet economic relations with Western indus-
trial countries, including the United States, has always been the trans-
fer of technology from ﬁighly advanced Western industrial sectors to
relatively backward Soviet industries. The Soviet Union has tradi-
tionally paid for its imports of technology primarily by exporting
valuable raw materials, including energy resources, Despite important
Soviet advances in certain industrial sectors, the technology gap be-
tween the Soviet Union and the West persists. Consequently, the basic
structure of U.S.-Soviet trade is like‘y to remain unchanged in the
foreseeable future.

Technology is transferred between countries in a number of ways.
Flows of published information, such as technical journals and books,
the foreign travel of students, scientists and engineers, technical aid
and cooperation programs arranged by governments, and foreign com-
merce, are frequently-used channels for transferring technical infor-
mation. While all of these channels may be used in future U.S.-Soviet
relations, commercial exchanges of technology—the importation of
machinery, equipment, and reﬁavant literature, agreements on patents,
licensing and know-how, and direct foreign investments nn({)opera-
tions of multinational corporations—are the focus of this study.

A wide variety of U.S.-Soviet commercial exchanges are ﬁkely to
involve technology transfers. Transfers may take place in new, dy-
namic industries, such as those producing computers, chemicals and
electronics, or in traditional sectors, such as agriculture. Consequently,
while giving special attention to prospective technological transfers,
the study will consider the broad range of U.S.-Soviet economic
relations,

Current projections indicate a substantial increase in U.S.-Soviet
economic exchanges. Improved economic relations are officially con-
sidered to be part of a pattern of changing U.S.-Soviet relations in
many areas. The trade agreement, along with the Summit agreements
on strategic arms limitations and other matters, links national security
considerations, economic relations, technology policy, and the conduct
of diplomacy between the two major powers.? President Richard Nixon

2 The interaction of various aspects of U.S.-Soviet relations is perhaps best demonstrated
in the Joint U.S.-Soviet Communique Issued at the conclusion of President Nixon's visit to
the Soviet Union on May 29, 1072. The communique enumerates n number of areas in which
the prospects for grester cooperation seemed favorable. See “Joint Communique,” in Presi-
dent Nizon in al.scow (Washington, D.C.: United States Information Service, 1072),

pp. 18-24,
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and Soviet Communist Party Secretary Leonid Brezhnev both postu-
late that the changes occurring in U.S.-Soviet relations will influence
the stability of the international community for some years to come,

The prospect of increased U.S.-Soviet technology transfers raises
important questions of national security and creates special require-
ments for institutional changes that can insure mutual benefits in fu-
ture economic interactions. U7.S. policymakers, legislative as well as
executive, will be faced with hard questions: What kinds of U.S. tech-
nology do Soviet leaders want to import? Can such technical informa-
tion be safely exported to the Soviet ["nion without enhancing its mili-
tary capabilities? What technological contributions will T.S.-Soviet
commercial exchanges make to U.S. industry? What risks will these
exchanges pose to specific U.S. industries and industrial corporations?
Such questions suggest some of the complex and difficult problems
which continue to be involved in the growing interaction of U.S. for-
eign economie policy, technology policy, and diplomacy.



I1. Serrine

The signing of the U.S.-Soviet trade agreement in Washington, on
October 18, 1972, represented the culmination of a gradual change in
U.S. foreign economic policy toward the Soviet Union. It came after
several years of discussion and review of a foreign trade policy de-
signed in the early years of the Cold War. The new commercial ar-
rangements are a part of an overall change i1. ".S.-Soviet diplomatic
relations. The political detente between the two countes has provided
a favorable atmosphere for long-term and niutually beneficial tech-
nology transfers. .t the same time, the evolving commereial and tech-
nological relationship is likely to influence political decisionmaking
in both the United States and the Soviet Union.

7'.8.-Sovriet Commercial Relations After World War I

The central feature of U.S. forcign trade policy toward the Soviet
Union during the Cold War period was an attempt to deny the Soviet
Union the benefits of trade with the more advanced industrial West.
Those who advocated restrictions on U.S.-Soviet trade argued that the
United States should not contribute to the economic and military
power of a country whose domestic and foreign policies were inimical
to U.S. interests. This argument was based on the assumption that the
United States could retard the growth of Soviet economic and military
power by preventing U.S, companies from trading with the Soviet
Union. Exports of U.S. technology were considered to be particularly
important to the Soviet Union and were therefore single({)out for ex-
tremely strict controls.

Another major argument against trading with the Soviet Union
was the alleged existence of unethical Soviet foreign trade practices.
Among the charges directed at Soviet foreign trade organizations
were those of dumping, pirating of foreign inventions, disruption of
Western markets for political purposes, and use of slave labor. Such
arguments were widely accepted in the early days of the Cold War. As
a result, numerous artificial barriers were erected to inhibit normal
economic ties between the United States and the Soviet Union. Eco-
nomic rationality gave way to national security considerations as a
major determinant of U.S.-Soviet economic relations in the early
sostwar period. The curtailment of commercial transactions with the

ovliet- Union was consequently made an important U.S. foreign policy
goal,

U.S.-imposed restrictions were not the only causes of Soviet eco-
nomic isolation. To a large extent, Soviet foreign economic policy in
the late 1940's and early 1950’s was a continuation of its prewar strat-
egy of minimizing its economic ties to the industrial West. During the
1930’s, Soviet foreign economic relations had been characterized by a
policy of self-sufficiency or autarky. Although the importation of

(6)
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high-technology products and, for a time, the services of foreign cngi-
neers were permitted to meet high-priority, short-run needs, minimum
reliance on the non-Communist world economy was a primary indi-
cator of economic success. Throughout his rule, Soviet Party Leader
Josegh Stalin adhered to the principle that the world was divided into
twc: ostile camps—the capitalist and socialist economic and political
gystems,

The Soviet leadership’s ideological hostility toward the United
States and the unresolved issue of Tsarist and Russian Provisional
Government debts (which Soviet leaders refused to pay) inhibited
economic relations between the two countries. The situation was
exacerbated by a sharp fall in the world market prices for Soviet raw
materials, which accounted for most of Soviet exports to the United
States. Despite these problems, the establishment of diplomatic rela-
tions in 1933 and the signing of bilateral trade treaties in 1935 and
1937 provided the basis for some expansion of trade. However, the
Soviet Union’s general pattern of autarkical foreign trade and isola-
tion from the West did not change.

The interwar policies were interrupted only temporarily by Soviet
alliances with Western countries during World War II. Expectations
that the wartime alliance might be followed by J)eacetime cooperation

roved unfounded. Discussions of U.S, aid and credits to the Soviet
nion and Soviet participation in a new multilateral world economic
system came to an end with the emergence of the Cold War, The
oviet leadership’s suspicion of Western “capitalist” countries and the
Soviet predilection for comprehensive planning and control of the
domestic economy probably led them to revert to a deliberate o]ii?'
of economic independence. The economic isolation of the U.g.S. .
from the West reached a peak in the early 1950's, when less than 20
ercent of its foreign trade was conducted with countries outside the
ommunist area.

In the late 1950’s and throughout the 1960’s attitudes toward U.S.-
Soviet trade gradually changed in both countries. In the Soviet Union,
the post-Stalin leadership began actively to seek business deals with
Western industrial countries. Soviet Party Leader Nikita Khrushchev,
in his travels abroad, personally lobbied for improved economic rela-
tions. Typical was his appearance at the Leipzig Trade Fair in 1959,
where he presented himself as a businessman rather than a political
leader. The West European countries and Japan took advantage of
this economic opening to the East, Reduced trade restrictions, liberal
credit policies, and participation in joint industrial ventures allowed
them rapidly to expand their trade with the Soviet Union and other
East European countries. The attitudes of U.S. policymakers toward
East-West trade. however, tended to be more sensitive to political
differences with the Soviet Union. The Cuban crisis, the Vietnam War,
and the invasion of Czechoslovakia set back efforts to improve eco-
nomic ties with the Soviet Union.

In spite of the unfavorable political climate, small but significant
steps were made to remove some of the impediments to U.S.-Soviet
trade. Several administrative changes. such as loosening export con-
trols and extending credits for Soviet agricultural purchases from the
United States, facilitated a gradual increase in U1.S.-Soviet trade dur-
ing the 1960's. Moreover, the rationale for East-West trade restrictions
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slowly eroded. Restraints on U.S.-Soviet trade were criticized on sev-
eral grounds, Advocates of expanded East-West trade claimed that
U.S. controls were not effective. Communist countries which were de-
nied certain U.S, goods could often import the same products from
other Western countries. It was argued that U.S. companies were
needlessly forced to forego mutually advantageous trade opportunities.
Those who favored more trade with the Soviet Union also claimed
that such trade would improve political ties between the two coun-
tries and would help to achieve a more stable international order. Pres-
ident Lyndon Johnson appointed a special committee, headed by J.
Trwin Miller, to reexamine U.S. trade policy toward the Soviet Union
and other East European countries. The committee recommended sev-
eral trade liberalization measures and concluded :

The intimate engagement of trade, over a considerable period of time, when
taken with the process of change already under way, can influence the internal
development and the external polices of European Communist societies along
paths favorable to our purpose and to world peace, Trade is one of the few
channels available to us for constructive contacts with nations with whom we

find frequent hostility. In the long run, selected trade, intelligently negotinted
and wisely administered, may turn out to have heen one of our most powerful

tools of national policy.3
Such arguments led President Johnson to urge increased economic
exchanges in order to “build bridges” to the East European countries.

Soviet-American Trade Prospects Come of Age

The U.S. domestic economic recession of 1969-70 and the recur-
ring balance-of-payments deficits gave rise to a far-reaching review
by the Nixon Administration of foreign economic policy. Expanded
trade with Communist countries was considered as a means of increas-
ing U.S. exports and stimulating domestic production and employ-
ment. Initiarl_\a however, the administration made no major effort to
increase U.S.-Soviet trade. The report of the Commission on Inter-
national Trade and Investment Policy, established by the President
in May 1970 to study major problems in the field of U.S., foreign trade
and investment, was cautious in its appraisal of U.S, foreign trade
policy toward the Communist world :

We see few economic problems in our trade relations with Communist coun-

tries. The course of these relations Is mostly determined by political factors.
The volume of U.S. trade involved is small and is likely to remain so for the

1970's.4

While recommending change, the Commission expressed specific
reservations on expanding technological transfers and on the use of
bilateral arrangements in trade:

Within the bounds set by strategic co.asiderations, the United States should
attempt to expand its trade with the Communist countries, To this end, we should
nllg;n our export restrictions and related regulations with those of other Western
nations.

However, transfers of technologies, production processes, and/or assistance in
the establishment of manufacturing facilities should continue to be subject to

3“Report of the Special Committee on U.S. Trade With East Europggg Countries and

the Soviet Union,” Department of State Bulletin, May 30, 1966, p. X
¢A, L. Willlams (Commission Chairman), United Etayten intormt&nal Economic Policy

in_an Interdependent World (Washington, D.C.: U.S. Govt. Print. Of., July 1
Vol. 1, p. 10, [Hereafter clted(as: Willlams Report.) t 0 uly 1011,
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careful ' eview by appropriate government agencies to ensure that they do not

contribute significantly to the military capabilities of Communist countries,
The President should be given authority to remove the existing tariff discrimi.

nation against Imports from Communist countries, in return for appropriate

benefits for the United States.
We should explore with other Western governments possible multilateral ar.

:nndgegnents designed to loosen the existing bilateral constraints on East-West
rade.

The Nixon Administration’s “New Economic Policy,” inaugurated
in August 1971, proposed a program for attacking foreign, as well as
domestic, economic problems. With the new initiative in foreign trade
matters, interest in East-West trade grew. The issue of expanding
Fast-West trade ties became more closely linked to the broader range
of security and political issues that were to make up the agenda of
the May 1972 Summit meeting of President Nixon and Party Secre-
tary Brezhnev. In December 1971, Mr. Peter G. Peterson. Assistant to
the President for International Economic Affairs (later Secretary of
Commerce), issued a report ranging broadly over the foreign economic
policy interests of the U'nited States. 'The Peterson Report called for
anew U.S, approach to Communist trade in order to improve the trade
prospects of the United States and to open the way for the Communist
countries to join the world trading and monetary community.

Relations with the Communist world are now opening up rapidly. The United
States has a long way to go in matching the trade levels of East and West Furope
with each other. Presently, much of European trade with Eastern Europe and
the Soviet Union is on the basis of bilateral agreements. A major effort may
now be needed to see how to fit the non-market Communist countries into the

multilateral framework of economic exchange among the Western economies,
We shall also have to review at home the kinds of guidelines to apply in trading

with non-market enterprises.*

Mvr. Peterson noted that the share of the United States in Western
trade with the U7.S.S.R. and Eastern Europe was about 3 percent of
exports and 2 percent of imports—roughly unchanged from 1960.
With the tripling of total Western exports to the Soviet UTnion and
Eastern Europe during the period 1960-1970 (from $3.7 to $10.0 bil-
lion), Western European and Japanese exports accounted for most
of the increase.’

The trips to Moscow by Maurice Stans, Secretary of Commerce, in
November 1971 and Earl Butz, Secretary of Agriculture, in APril
1972 resulted in optimistic appraisals of the future course of TU.S.-
Soviet economic relations. Secretary Stans predicted that the level
of U.S.-Soviet trade would rise substantially in the next few years,
Secretary Butz was also optimistic, suggesting that significant grain
sales to the Soviet Union might take place for a number of years.

The Summit agreements in May 1972 did not, however, include a
commercial agreement. Instead, the Joint Commercial Commission

was set up to negotiate :
(a) an overall trade agreement including reciprocal most-favored-

nation agreement ;
(b) arrangements for the reciprocal availability of government

credits;

S Ibid., pp. 15-16.
¢ Peter G. Peterson, A Foreign Economic Perspective (\Washington, D.C.: U.8. Govt.

Print. Office, December 1971), p. 28. [Hereafter cfted as Peterson (19‘!1).]
71bid,, p. 28.
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(c) provisions for the reciprocal establishment of business facili-

tiesto promote trade;
(d) an afreement establishing an arbitration mechanism for settling

commercial disputes.®
The Joint Commercial Commission has no precise parallels in earlier
eriods of temporary improvement in U.S.-Soviet relations, although
1t does parallel recent Soviet arrangements with the Japanese and
West Europeans. The Commission consists on each side of one princi-
pal, three deputies, and staff. The U.S. Secretary of Commerce and
the Soviet Minister of Foreign Trade, Mr. Peter (3. Peterson and Mr.
Nikolai Patolichev, respectively, were the first principals.’® The U.S.
staff for the new commission was supplied by a component of the new
East-West Trade Bureau of the Department of Commerce.

On March 6, 1973 an East-West trade policy committee was created
with George Shultz as chairman, and Frederick B. Dent, Secretary of
Commerce, as vice chairman. Other members are Secretary of State
Rogers, ({)residential assistants Henry A. Kissinger and Peter M. Flani-

n, and Ambassador William D. Eberle, Special Representative for

rade Negotiations, James E. Smith, Deputy Under Secretary of
Treasury is the executive secretary of the Committee.*

Even though the problems and issues of U.S.-Soviet trade were not
resolved at the May 1972 Summit meeting, there appeared to be a seri-
ous disposition on the part of Soviet authorities to press for their early
resolution. New York Times reporter Theodore Shabad reported a
discussion with Mikhail Misnik, deputy chairman of the Soviet State
Planning Commission, in which Mr. Misnik said :

It's about time we moved beyond the Stone age practice of, say, bartering a
sheep for half a camel . . . if we advance berond that stage into large-scale

arrangements in which the United States would provide plant and equipment and
we would pay with raw materials and the end products of such plants, then the
possibilities are indeed immense.

. . . Once we feel that there is serious interest in a joint venture, the problem
of access can be overcome.”

The issues were formally joined again during the summer. In a
report relensed by Secretary Peterson on his return from the first
meeting of the U.S.-U.S.S.R. Commercial Commission, he suggested
that the United States was also willing to compromise—even in the
aren of high technology transfers formerly restricted by association

with national security.

With the industrial and technological development of other major economies,
the U.S. no longer has the monopoly it once enjoyed in the production of certain
goods. Our overall trade balance is a melancholy reminder of these changed cir-
cumstances. The increased availability of high technology products elsewhere
rendered some of our original curbs on exports to the Soviet Union increasingly
anachronistic. The real loser from these particular restraints would have in-
creasingly been the U.S. producer and worker, not the Soviet consumer or the
Soviet economy. There comes a point at which we must face the fact that business

s “Communique Regarding Joint U.8.-U.8.8.R, Commercial Commission, May 26, 1972,”
Denartment o? Rtate Bulletin (June 26, 1972), p. 898.
M. Olgn thega\-ch 8, 1973, George Shultz, Secretary o the Treasury, was designated to succeed
r. Peterson,
10 Washington Post, Mar, 7, 1973.
11 New York Times, May 30, 1972, p. 19.
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is business, and, if {t !s going to go on in any event, we might as well have a piece
of the action.®

The new attitudes expressed hy Mr. Misnik and Mr, Peterson pro-
vided the impetus for conclusion of a series of agreements regulating
and promoting U'.S.-Soviet trade. On July 8, 1972, an agreement was
reached providing credit through the U.S. Commodity Credit Cor-
poration for Soviet purchases of American grain. A maritime agree-
ment was concluded on October 14, 1972, which removed several bar-
riers to commercial shipping between the two countries. On October 18,
1972, a commercial agreement and a settlement of the Soviet Lend-
Lease debt. were signed. The commercial agreement projected a trip-
ling of U.S.-Soviet trade within a three-year period and provided a
number of regulatory measures. The Lend-Iease settlement arranged
a repayment schedule for the Soviet World War IT debt to the United

States.
The Disengagement of Congress From U.S.-Soviet Trade Negotiations

Dealing with the broad question of American international eco-
nomic policy, the Williams Commission Report in July 1971 made
clear that a major and direct role of Congress in trade negotiations was

necessary and desirable:

.+ . The U.S. Congress has the constitutional responsibility for regulating
trade. It delegates the administration of this responsibility to the Executive,
which has the constitutional responsibility for negotiations with foreign govern-
ments. This makes it all the more important that we do our utmost to provide for
continuous, close communications between the Executive and the Congress, so as
to ensure the effective pursuit of our national objectives,

We recommend that the negotiations be buttressed in advance by appropriate
congressional action. In some areas, such as tariffs, a specific delegation of
authority to negotiate and proclaim changes in U.S. restrictions will be needed.
In other areas, the Administration should negotiate on the basis of a congres-
sional declaration of intent ; the results of the negotiations would be submitted to
Congress, either for affirmative action, or preferably subject to an understanding
that they could be implemented by the Executive unless rejected by Congress:
within, say, 60 days. Furthermore, some Cox}.gressmen should be included in the
United States delegations to the negotiations.

- The Peterson Report in December 1971 also referred to a special
congressional role in fashioning a new international economic order:

Of critical importance in our efforts will be the new legislation needed to

» equip American negotiators with the tools for constructing a new, open and fair
world trading system. Defining the negotiating authority we ne.d will require
close collaboration with the Congress. In the international negotiations under-
taken with this authority, our intention will be to construct a new trading sys-

tem to take the place of the old.*

However, no effort was made to involve Congress in U.S.-Soviet
trade negotiations. Congress did not pass enabling legislation to facili-
tate a trade agreement between the two countries. Only after the trade
agreement had been concluded did the Nixon Administration turn to

1t Peter G. Peterson, U.8.-Soviet Commercial Relationships in ¢ New Era (Washington,
?1.‘(’!‘.’ 2 prarment of éommerce. August 1972), p. 18. [Hereafter cited as Peterson Report

1 Williams Report, op. cit., pp. 16-17.

14 Peterson (1871) op. cit., p. v.
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Congress for enactment of a law providing most-favored-nation treat-
ment for the Soviet Union.

The various executive department delegations to the Soviet Union
did not include congressional representation, nor was the Summit
meeting attended by representatives of Congress. Moreover, the bi-
partisan official visits to China by congressional leaders were not
repeated in the wake of the Moscow Summit, and the Joint U.S.-
U.S.S.R. Commercial Commission set up at the Summit did not include
congressional representation, Finally, the Peterson Report in August
1972 on the first meeting of the Commission made no direct reference
to Congress,

The absence of congressional participation in U.S.-Soviet negotia-
tions was in contrast with trade negotiations conducted under the
authority of the 7'rade Eapansion Act of 1962 (19 U.S.C. 1873).
Section 243 of that Act stipu{ated that four members of Congress %two
members of the House Committee on Ways and Means and two of the
Senate Committee on Finance) must be accredited as members of the
U.S. delegation to trade negotiations authorized by the Act.

Congress necessarily will be involved in certain aspects of U.S.-
Soviet economic relations in the future, Congressional approval is
required for extensicn of MFN treatment to the Soviet Union. More-
over, Congress may be asked to consider new arrangements to facilitate
U.S.-Soviet trade. such as expansion of U.S. Government credit

facilities.

Trade and Diplomacy

Increased trade has generally been assumed to encourage more ami-
cable and stable relations among nations, U.S. economic relations with
the Soviet Union and Eastern Europe have specifically been assumed
to be an effective lever to further U.S. national interests. For example,
after World War I1, U.S. leaders proposed including the Soviet Union
and East European countries in the Marshall Plan for European re-
covery, presumably in return for adherence to U.S. views on the politi-
cal settlements in Eastern Europe and other matters. U.S. leaders also
specifically linked economic benefits from trade to assured access routes
in the settlement of the 1948 Berlin Crisis. Again, Communist coun-
tries were apparently denied equal commercial relations because of
their participation in the Korean War and their repressive domestic
policies. Withdrawal of MFN status and imposition of export controls
were among the penalties applied by U.S. policymakers. Later Yugo-
slavia and Poland were rewarded for their independence from Soviet
domination and for a degree of moderation in domestic policies by a
moderating of U.S. foreign trade policy. Romania has also been sin- -
gled out on various occasions for less restrictive commercial treatment
in recognition of its relatively independent foreign policy. Thus,
changes in U.S. foreign economic policy toward the Soviet Union and
Eastern Europe have been used for a number of political ends deemed
consistent with U.S. foreign policy. Overarching the specific applica-
tions of economic leverage has been the general attitude that the Com-
munist nations were enemies of the United States and should be de-

95-260 0—73——2



12

nied any assistance in development of caﬁabilities which might be a
threat to U.S. security. Although somewhat inconsistent in applica-
tion, a policy of reward-penalty appeared to be followed by the United
States, apparently with three main objectives:

(1) to encourage detente by reducing weapons development, lower-
ing force levels, and moderating crisis management ;

(2) to encourage detente through moderation and reform of the So-
viet regime’s domestic policies, including religious tolerance, economic
reform, freedom of ex‘»ression, and the right to emigrate;

(3) to encourage polycentrism in the Communist \vor]d, detente in
the foreign policies of the individual Communist countries other than
the U.S.S.R.. and moderation in their domestic policies. The impor-
tance of these several objectives has varied over time, but each appears
relevant today.

Although the United States and the Soviet Union still have political
differences in various world crises, there is some evidence of a moderat-
ing of international tension. The U.S.-Soviet Strategic Arms Limita-
tion Talks (SALT) provide a mechanism for moderation in the devel-
opment of both strategic offensive and defensive weapons; the Treaty
on the Limitation of Anti-Ballistic Missile Systems and the Interim
Agreement on Certain Measures with vespect to the Limitation of
Strategic Offensive Arms signed in Moscow on May 26, 1972, are evi-
dence of apparent progress.'® The multilateral European Security
Conference (ESC) and discussions of mutual and balanced force re-
ductions (MBFR) may reflect a similar development in the area of
military force reductions.’® :

At the same time, questions remain on the significance and enduring
character of the change in relations, In the three areas of detente—
hostilities and security. internal moderation and reform, and easing
of the control system in Eastern Europe--opinions vary on the changes
to date and future prospects. Indeed. quite divergent views on these
various aspects of the new relationship are expressed by different
observers:

(a) On hostilities and security—Some observers argue that the
Soviet Union acts as a moderating influence on North Vietnamese and
Middle Eastern leaders and uses its leverage to dampen tensions and
hostilities. Others maintain that the Soviet Union fosters proxy wars
to its own benefit, and that the continuations of the Arab-Israeli and
Indochinese conflicts are not incompatible with Soviet aims.

Moreover, some argue that Soviet leaders have a pressing need to
reorder priorities and that the SALT agreements permit them to pro-
ceed on badly needed civilian programs for modernization of the tech-
nologically backward Soviet economy. Others contend that the Soviet
Union, with a well-developed military research and development base,
will seek to turn its numerical advantage in strategic offensive weapons
into a position of overall superiority by closing the technological lead

1B The ABM Treaty limits the deployment of antl-ballistic missile systems to two desig-
nated arear in the United States and the Soviet Union, and at a low level. The Interim
Agreement limits the overall level of strategic offensive missile forces.

16 Preliminary talks on the European Security Conference began in Helsinki on Novem-
ber 22, 1972. The purpose of the Conference, which will include most of the countries of
Fast and West Europe, the United States, and Canada, is to attempt to solve problems of
European security and cogperation. Ne otiations on mutual and balanced force reductions
began on January 31, 1973:in Vienna, The purpose of the talks i to negotiate a reduction

of military forces in Europe.
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of the UTnited States with respect to such advances in weaponry as the
Multiple Independently Targetable Reentry Vehicle (MIRV).

(b) On internal moderation or reform.—Some observers point to
a continuing need for moderation to encourage professionalism and
accommodate modernization. Others, however, point to the restrictions
on civil liberties, religious freedom, the right to emigrate, and access
to foreign medin as evidence of a retrogression or toughening of the
Stalinist elements in the system.

(¢) On the control of the bloc.—Some observers maintain that the
relaxation of Soviet-U.S. tensions, the potential reordering of Soviet
priorities. and a moderating of domestic controls may permit more
foreign policy independence and internal reform in Eastern Europe.
On the other hand, the Soviet Union, given some relaxation of ten-
sions vis-a-vis the West, may decide it can get away with perpetuating
the post-(zech invasion “Brezhnev Doctrine,” which severely limits
Eastern European independence from Moscow.

Recent expressions by Dr. Henry Kissinger appear to incline toward
the more hopeful. less threatening interpretation of the progress to-
ward detente to date, while accepting-the view that opposing trends
and pressures exist. The Soviet leadership, Dr. Kissinger pointed out
in o congressional briefing in June 1972, is responding to the pressures
which make for detente as well as to the older, conservative pressures:

. . . Some factors—such as the fear of nuclear war, the emerging consumer
economy, and the increased pressures of a technological, administrative society—
have encouraged the Soviet leaders to seek a more stable relationship with the

United States. Other factors—such as ideology, bureaucratic inertia, and the
catalytic effect of turmoil in peripheral areas—have prompted pressures for

tactical gains.”
Earlier in the same briefing, Dr. Kissinger noted :

But now hoth we and the Soviet Union have begun to find that each increment
of power does not necessarily represent an increment of usable political
strength.”

Dr. Kissinger also saw enhanced security in the collective benefits or
linkage among various agreements such as those on arms limitations,

trade, and the environment :

We hoped that the Soviet Union would acquire a stake in a wide spectrum of
negotiations and that it would become convinced that its interests would be best
served if the entire process unfolded. We have sought, in short, to create a vested

interest in mutual restraint.”®
. + . The SALT agreement does not stand alone, isolated and incongruous in

the relationship of hostility, vulnerable at any moment to the shock of some
sudden crisis. It stands, rather, linked organically to a chain of agreements and
to a broad understanding about international conduct appropriate to the dan,ors

of the nuclear age.”

The process of creating a “vested interest in mutual restraint” is
likely to be a very gradual and protracted one. Moreover, future
changes in Soviet foreign policy and the motivations of Soviet leaders
in their conduct of diplomacy will not be easily discerned. The political

z'l‘(“lgalnger briefing to Congressional leaders, Congressional Record, June 19, 1972,
]l. L3 .
18 Tbid

 Ibid., p. 89600.
» Tbid.. pp. SH599-9600.
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benefits to the United States must by their nature be uncertain of ful-
fillment, especially in the short run. On the other hand, the economic
benefits to the Soviet Union from improved commercial relations may
be certain and significant, even in the short run. Thus, the risk of un-
fulfilled expectations appears greater for the United States than for
the Soviet U'nion. More sreciﬁcnlly, increased technology transfers to
the Soviet Union may show only long-term benefits to the United
States in the diplomatic and political area.



III. Tue Sovier RATIONALE FOorR ExpanDEd ForeiaN EcoNoMmic
RELATIONS

The Ninth Five-Year Plan Directives discussed at the Twenty-
Fourth Soviet Party Congress in March-April 1971 called for many
advances in technology. Technological change was projected to mod-
ernize the Soviet. civilian economy, improve the quality of consumers’
real income, and raise the efficiency of economic planning and man-
agement. Meeting the targets in each of these areas required tech-
nological assistance from abroad, including the United States. This
reordering of priorities underlies Soviet Interest in increased com-
mercial relations with the United States.

The Soviet lendership’s emphasis on technological change in the
Soviet economy reflects a growing concern that Soviet technology lags
considerably behind that in the industrial West. While there are no
precise measures of technology levels, there is much evidence that a
technology gap between the Soviet Union and the West does exist.
Michael Boretsky, for example, examined a number of key techno-
logical innovations in the Soviet economy and concluded that the
overall level of Soviet technology in 1962 lagged behind that in the
United States by some 25 years.?! The existence of a technology gan
has been confirmed by many others, including Soviet observers.
Premier Alexei Kosygin asserted in 1965 : “The pattern of production
of machinery and equipment being turned out by the many branches
[of Soviet industry] does not conform to modern standards.” * Three
Soviet scientists who have been critical of the leadership’s policies

described the technology gap in more detail :

When we compare our economy with that of the United States, we see that
ours is lagging behind, not only quantitatively, but—and this is the saddest
part—also qualitatively., The more novel and revolutionary the aspect of the
economy, the wider becomes the gap . . . We are ahead of the U.S. in the
production of coal, but behind in the production of oil, gas, and electric power,
ten times behind in chemistry, and immeasurably behind in computer
technology . . ..

In the late 1950's, our country was the first to launch a sputnik and to send
a man into space. By the end of the 1960's, we have lost the lead in this field
(as in many others). The first men to set foot on the moon were Americans.
This is one of the outward signs of an essential and ever-growing gap between
our country and the West extending through the whole spectrum of scientific

technological activity.®

1 Michael Boretsky, “Comparative Progress in Technology, Productivity, and Economic
Emcle?:y: U.8.8.R. Versus U.S.A.,” in U.8. Congress. Joint Economic Committee, New
Directions in the Soviet Economy. Part 1I-A. Economic Performance. 89th Cong., 2d sess.
Washington, U.8. Govt, Print. Office, 1966, p. 149,

2 Alexel kosygln. “On Improvlnﬁ Management of Industry, Perfecting Planning and
Enhancing Economic Incentives in Industrial Production,” in New Methods of Economic
Management in the USSR. Moscow, Novostl Press Agency Publishing House, 1965, p. 19.

dusppeal of Scientists A. D. Sakbarov. V. F. Turchin and R. A, Medvedev ta Soviet
Part& oa_liqmuovemment Leaders,” March 19, 1970. Translated in Survey, Summer, 1970,

D
(18)



16

Another indicator of the technology gap is the difference in factor
roductivity—the amount of output generated per unit of capital and
abor input. One comparison showed overall productivity in the Soviet
economy to be about one-third of that in the United States in the mid-
1960’s. (See Figure 1.) =

100 —— - Mid-1960s
GNP from each combined unit
of capital and labor employed
Index: USA = 100
“ —
0
USA . Northwest Japan Italy USSR

Europe

FiGrre 1.—The Levels of Technological Development: The U.S.S.R. Compared
With Other Developed Countries.

Source : Peterson Report, 1972, Annex A, p. 34.

The lower level of Soviet civilian technology is surprising in view
of a consistently higher share of Soviet GNP devoted to investment
than in the United States—33 and 17 percent, respectively, in 1971.%*
Presumably. both the military burden and the incfficiency in utiliza-
tion of investment had something to do with the disproportion. Like-
wise, Jabor productivity in Soviet industry and agriculture were a
fraction of the U.S. level—41 and 11 percent, respectively, in 1971.2

Technelogical Requirements of the Ninth Five-Year Plan

The Ninth Five-Year Plan enumerated several sectors of the econ-
omy which were to receive primary attention for technological change.
Most of the proposed changes have important implications for Soviet
foreign economic relations,

MODERNIZATION OF SOVIET INDUSTRY

Soviet ability to stimulate economic growth through technological
change will depend largely on expansion of energy from hydrocarbon
sources. The exploitation of hydrocarbon resources with American
assistance would facilitate technological change in the Soviet Union
in at least three important ways: (1) it would bring in advanced U.S.
technology for the Soviet oil and gas industry; (2) it would provide
critically needed energy supplies to Soviet industry; and (3) it would

rovide a source of foreign exchange earnings, which are needed to
1import Western technology for other brancﬁzs of Soviet industry.

3 Peterson Report (1972), op. cit., p. 32.
% Ibid., p. 38. P P
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Increased output of the more efficient hydrocarbon fuel sources, such
as petroleum and natural gas, is particularly important, Soviet energy
consumption in 1971 was about }mlf that of the United States—1,291
as compared with 2,130 million metric tons of coal equivalent—while
the respective GNPs of the two countries were 548.6 and 1,000.4 billion
1970 U.S. dollars. However, the structure of primary energy consump-
tion in the U.S.S.R. is less developed : coal still supplied 44 percent of
the energy as compared with 19 percent in the United States, (See
Figure 2.) Petroleum and natural gas accounted for all but about one
percent of the remainder in each case, with hydro and nuclear power
of negligible importance.

ercent
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Fieure 2.—Primary Energy Consumption, United States and U.S.8.R.
Source : Peterson Report (1972). Annex A, p. 14.

The trend toward reduced coal utilization (from 66 to 44 percent
from 1960-1971) may continue if petroleum and natural gas produc-
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tion goes according to the Plan, but at a diminished rate—another 5 to
8 percent reduction. (See Table 1.)

Success in this modest improvement in the energy balance will de-
end on Soviet ability to expand hydrocarbon output in Western
iberia, where two-thirds of the increased output is projected for the

Ninth Five-Year Plan.?® The West Siberian development, in turn,
requires considerable importation of extraction, transmission, and re-
finery equipment. Moreover, the technology of construction in perma-
frost may dictate some industrial cooperation with American firms
familiar with Alaskan Northern Slope technology. The projected ex-
pansion of the West Siberian energy project would require a huge in-
vestment., Consequently, Soviet decision makers may have to choose
between a major economic growth and ‘modernization project and

cosily defense programs.*’ '
TABLE 1.—SOVIET ENERGY PRODUCTION, 1970 AND 1975

1970 1975

—

Percentage of Percentage of

Extraction Fuel ;;& Extraction ——- Fueland 1975 as

and pro-  Fuel re- power and pro-  Fuel re- power percenta’o
duction  sources resources  duction  sources resources  of 1970

oil, ingludins condensed gas (million

metrictons). ... . .......... 352.6 4.0 39.6 505.0 “.1 2.4 143.2
Gas, natural (billion cubic meters)....... 198.0 19.4 18.6 320.0 23.3 2.4 161.6
Coal (million metrictons). _............ 624.1 359 3.6 694.9 29.5 28.4 1113
Peat, for fuel (million metric tons). .. ... 57.3 15 1.4 18.3 1.5 L4 136.6
Qil shale (million metric tons). ......... 4.3 .1 1 .7 .1 .1 134.6
Firewood, for fuel (million cubic meters). 69.0 1.5 1.4 55.5 .9 .9 80.4
Fue] resources—total (million metric tons

of conventional fuel)................. 00.0 9.3 1,639.0 100.0 96.2 133.6
Hydroenergy (billion lelvi)_-.. - 36 165.0 .......... 3.3 132.6
Atomic energy (billion kWh).._......... .1 250 .......... .5 700.0
Fuel and power resources—total Smillion

metric tons of conventional fuel)...... 1,243 .......... 100.0 1,703.5 .......... 100.0 133.7

Source: Baibakov, p. 98.

In metal output, non-ferrous metals are particularly important in
the Ninth Five-Year Plan. In 1989 non-ferrous metals represented
only 8.75 percent of the total value of base metals in the Soviet Union
(as compared with 20 percent in the United States).?® An effort is
currently underway to increase the proportion of non-ferrous metals:
output of most important metals in this category are projected to in-
crense by 50 percent.?® Development of the aluminum, copper, and
other metal sources which are abundant in East Siberia, close to the
Soviet Union's low-cost hydroelectric system, is particularly attractive.
Increases in non-ferrous metal production are projected to provide
valuable inputs for modernizing other industrial sectors. A shift in
building materials to non-ferrous metals, paralleling the pattern in
other industrial countries, is prescribed.

% The first published Soviet plan In 30 years provides some detalled insights on
projected Soviet energy consumption: N. K. Balbakov, Gosudarstrennyi pyatiletnyi plan
razritiia narodnogo khoziaistra SSSR ma 1971-1975 gody. (State Five-Year Plan for
Development of the USSR Natlonal Economy for the Perlod 1071-1075) (Moscow,

Gosplan, April 1972), (Hereafter cited as Baibakov.)
7 For a discussion of this Soviet dilemma see below, Changing Priorities in Allocation:

Growcth ve. Defense, pp. 24-29.
# Alexander Sutulov, The Soviet Challenge in Base Metals (Salt Lake City: The Univ.
of Utah Printing Service, 1971), 183.
% Batbakov, p. 115.
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The Directives of the Party Congress and the Five-Year Plan
specifically refer to “speeding the technological progress in machine-
building.® Among the indicators of technological success for the
machine-building industry are lowering weight-to-power ratios, rais-
ing capacity and efficiency levels, and improving reliability. Some 26
lines of machines and equipment are listed as specific objects for tech-
nological change in the period 1971-1975.%'

Other industries, suc‘x as chemicals and petrochemicals, are a part
of the technological plan, but with less specific technological targets.

QUALITY OF SOVIET LIFE

The Ninth Five-Year Plan projected significant improvements in
the quality of consumer goods; it stressed the need for better diets,
clothing, personal transportation, and housing for the Soviet citizen.
The proposed improvements require not only increased output, but
also technological change in consumer industries.

The quality of the Soviet diet had been gradually improving for
several years before the Ninth Five-Year Plan, but the Plan’s projec-
tions of considerable increases in quality foods underlie Soviet claims
that it is more consumer-oriented. ?See Table 2.)

TABLE 2.—CONSUMPTION OF SELECTED FOODS IN THE < “VIET UNION
[Yearly, per capits, in kilograms}

1975as 2

perconh*u of

1965 1970 1975 970
41.0 48.0 59 13
251.0 307.0 k20 m
124.0 15.0 192 121
12.6 15.4 2 43
un2 38.8 B 1u
72.0 82.0 109 13

Source: Baibakov, p. 300.

In spite of an impressive increase of 14 percent in meat output from
1965 to 1971, the Soviet citizen averaged just one-third of the quantity
of meat consumed by his counterpart in the United States.** More-
over. if the ambitious increase—about twice the earlier rate—is
achieved, the meat output per capita in 1975 will only approach the
level common in Eastern Europe today.®® In order to reach this goal,
improvement in animal husbandry, as well as a significant increase of
feed grain output and feed grain imports for a number of years, is
required. Foreign technology—the animal husbandry of American
agricultural business—could greatly assist Soviet agriculture. Specific
Soviet import needs include high-protein feed grains, better breedin
stock, and livestock raising and processing equipment.** Althoug

® Ibid., pp. 12111

% 1bid., pp. 124-5.

% Peterson Report (1972), op. cit., p. 23.

3 Comecon, Statisticheskii ezhegodnik, 1970, p. 300.

% See Hubert H. Humphrey and Henry Bellmon, Observations on Soviet and Polish Agri-
culture, November-December, 1978, A trg) report prepared for Committee on Agriculture
;3.}13)I“orestry of the U.S. Senate (Washington, D.C.: U.8, Government Printing Office,
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Soviet agriculture suffered a very bad weather year in 1972, Soviet
leaders appear commiitted to retain their livestock expansion plans.*

Increases in output of other consumer , such as clothing,
shoes, and household goods are also projected in the Ninth Five-Year
Plan. However, recent experience indicates that increases in output
alone will not satisfy the growing needs of Soviet consumers. Since
the early 1960’s, g::r %l\mlity, rather than insufficient quantity, of con-
sumer goods has been the major irritant to Soviet citizens. In the past
increased output of consumer goods frequently resulted in increased
stocks and inventories, Soviet consumers refused to buy shoddy con-
sumer goods, choosing instead to put their money into savings accounts.
One attempt to solve this problem has been enterprise management
reform:® consumer industries were among the first to experiment
with market-oriented reforms. Another possible approach to improv-
ing light industry performance lies in importing foreign technology.
The 1972 agreement to purchase designs, engineering services and
equipment from two American firms for building tableware factories
in the Soviet Union * is an example of the latter approach.

The problem of low-quality consumer goods has also been attacked
by changing priorities on the types of consumer goods produced.*®
Instead of further rapid expansion of inferior consumer goods, Soviet
officials have begun to rely more on production of key commodities, in
which quality is still not a major factor in the Soviet Union. Some
commo:lities, such as meat and automobiles, are so highly valued by
Soviet consumers that high prices and low quality are not likely to
deter them from spending their rubles. The manner in which auto-
mobile sales can be used to absorb excess spending power can be
readily comprehended by comparing the price of Soviet cars with
Soviet wages. Whereas the average industrinl worker’s gross monthly

ay is 135.4 rubles, he must pay 9,250 rubles for a new Volga auto-
mobile® Still, current payments are being offered against future
delivery for automobiles. }i‘he chronic repair problems for Scviet
domestic brands is presumably a reason why foreign producers were
sought to facilitate the current expansion. But even Soviet-produced
Fiats must meet problems of inadequate repair facilities and mechan-
ics. Domestic requirements for meat and automobiles underlie Soviet
interest in foreign animal husbandry and automobile technology.

Passenger car production in the Soviet Union is far below the level
needed to satisfy consumer demand. The Volga Automobile Plant in
Tol'iatti, a cooperative venture between the Igt:alian firm of Fiat and
the Soviet automobile industry, produced its first cars in 1970. While
the Fiat plant represents a significant increase in Soviet automobile
production, output will still fall short of Soviet needs. Future expan-

% A January 1973 inventory indicated that cattle holdings had increased l}y 1.6 percent
in 1972, while swine holdings showed only a 7 percent decline. Se;. gzavda, an, 30, 1973.

% See below, Improvement in Planning and Management, gy 2 .
7 Richard 8. Frank, “Trade Report: U.8. Sees Surplus, More Jobs in Early Years of
Exfanded Trade With Soviet Union,” National Journal, vol. 4, No. 48 (Nov. 25, 1972),

p. 1800.

* Douglas B. Diamond, “Principal Ta;f’ets and Central Themes of the Ninth Five-Year
Plan,” in Norton T. Dodge, ed., Analysis of the USSR’s 4tk Party Uongress and 9th
Five-Year Plan (Mechanicsville, Md.: Cremona Foundation, 1871), p. 52.

® Narodnoe khoziaistro 8881{', 19221972 gg. (Moscow, Tsentral 'noe Statisticheskoe
})pravlenle. 1972, p. 350; Kelth Bush, “Sovlet Inflation,” Radio Liderty Dispatch, Jan, b,
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sion of the Tol'iatti and other automobile factories is expected.* More
importation of foreign equipment and more industrial cooperation
with Western firms will undoubtedly be necessary for further prog-
ress. In addition to assisting in Soviet automobile production, Western
companies are likely to participate in related activities, such as road
building and construction of repair facilities.

Housing construction has been a treadmill for Soviet planners.
Urban growth accounts for most of the expansion in space. The in-
crease from about 6 to 7.5 square meters per capita for 1960-1970 is not
likely to be improved on much by 1975. Still more important is the
availability of reliable consumer durables and bathroom and kitchen
space. In 1972, Soviet citizens had about one-third to one-half of the
number of refrigerators. washing machines, and television sets per
capita found in American households. Moreover, many urban apart-
ments in the U.S.S.R. require the sharing of bathrooms and kitchens,*
and many household durable goods sold to Soviet consumers are ap-
parently of inferior quality., Much can be gained from technology
transfers from other industrial nations. For example, Soviet officials
arranged for adoption of French color television in 1965. As it has not
yet been perfected at competitive cost, the Soviets may have to look

clsewhere for assistance,
TRANSPORTATION

A key clement in Soviet plans to modernize industry and improve
consumer welfare is the modernization of the Soviet transportation
system. Increases in pipeline construction and in auto transport (for
both freight and passengers) are highlighted in the Ninth Five-Year
Plan. (See Table 3.)

TABLE 3.—TRANSPORTATION IN THE 9TH 5-YEAR PLAN

1970 1975 (planned)
Billions Billions 1975352
. of ton Percent of ton Percent pomnu’o
kilometers of total kilometers of total of 1970
Freight transport:
urnover of freight transport (lon /
kifometers). . ..... e 3,829.2 100.0 5171.9 100.0 135
railroad 2,494.7 65.1 3,050.0 59.0 122
656. 1 12.1 918.6 1.7 140
174.0 4.5 2.3 4.2 125
220.8 5.8 338.0 6.5 153
1.9 .1 3.0 .1 161
281.7 1.4 645.0 12.5 b es]
Billions of Billions of 1975as 2
passenger Percent passenger Percent pemnta’c
kilometers of total Kilometers of total of 1970
Passenger transport:
Turnover of passenger transport
(passenger kilometers). ... _..... 548.9 100.0 782.3 100. 0 143
raifroad.................. ... 265.4 48.3 330.0 2.2 124
£ T 1.6 3 1.9 .2 119
lake.. ... ... ... 5.4 1.0 6.4 .8 18
automobile (bus). ............. 198.3 3.1 L0 39.8 187
ar. ... e 18.2 14.3 133.0 17.0 170

Source: Planovoe khoziaistvo (Planned Economy). No, 5, 1972, p. 16.

® A large increare In passenger car production was projected in the Ninth Mive-Year
Plan. An output of 1,336,000 cars is planned for 1978, compared with 392,000 in 1970.

See Balbakov, op. cit. P 126,
4 Peterson Report (1972), op. cit., Annex A, p. 22. ,
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_ Improvements in Soviet transportation have depended heavily on
imports of technology from abroad. Cooperative ventures with West-
ern European companies have aided in the construction of pipelines
from Siberia to Europe. The Soviet automotive industry is importing
large quantities of Western machinery, equipment, and know-how.
Major imports of Western technology, including American. have
aided in building the Kama River Truck Plant. The Kama Plant. cur-
rently under construction, is a massive project which will produce
150.000 trucks a vear plus 250,000 diesel engines. About three-fourths
of all the machinery, equipment, and technology for the project is ex-
pected to come from Western firms.*

Improvement in Planning and Management

Soviet interest in foreign technology extends to planning and man-
agement techniques, Morcover acceptance of the conditions required
in joint ventures with Western market economies will tend to push
the Soviet economy further in the direction of economic change needed
to improve performance.

A new Five-Year Plan and a Soviet Party Congress are the usual
occasions for an assessment of past performance, current problems,
and future prospects of the world’s second largest economy. The
discussions preceding the Ninth Five-Year Plan were of particular
interest because of the Party leadership’s preoccupation with lagging
economic performance. The discussions in Party and professional cir-
cles ranged from issues relating to resource allocation policy to
changes in the system of planning and management.** While plan
figures provide evidence of Sovict resource allocation policy. it is diffi-
cult to assess the leadership's dedication to economic reform.

The key elements in the economic reform discussions are the creation
of a new role for economic enterprises and a new approach to central
planning.** The reformers propose more independence for enterprise
managers to decide on what and how to produce, Fewer guidelines and
success indicators would be handed down to enterprise managers from
the central bureancracy. One new indicator would be profitability
cach enterprise would be required to take demand factors into consid-
erntion and to generate sufficient sales to earn a profit. An important
aspect of the reforms is n renewed emphasis on material incentives—
profit incentives to encourage enterprise efficiency and wage incentives
to stimulate worker productivity. New planning techniques, a more
flexible price system, and increased reliance on market forces are key
aspects of the reforms.

The reform proposals represent a dramatic departure from past
Soviet practices and have predictably run into opposition from con-
servative elements in the Party and government bureaucracies, The
Party Congress wss apparently delayed from the fall of 1970 to the
spring of 1971 to accommodate further debates on resource allocation

oy Edwards, “Automotive Trends in the USSR,” in U.8. Congress. Joint Eco-
nomh;n (o,‘gog‘:mtee. Soviet Economic Prospects for the Seventies. 93d Cong., 18t gess. Wash-

.C., U.S. . Print. Off., 1073.
lnﬁ%ﬂ?ﬂﬁ, ge?n. g‘.w{ﬂﬂf . Interview of Mr. Goreglind of Gosnlan, Moskorakain Pravda,

Feh. 21, 1071 : Pravda, July 4, 1971; Pravda, Feb. 14, 1971 ; Sovietskaia Roasiia, Feb, 4,

1970.

“ Richard Judy, “The Economists,” and John Hardt and Theodore Frankel, "The
Indu%ﬁlal cMa;ugeu," in H. G. Skillin ' and Franklyn Griffith, eds., Interest Grouns in
Soviet Politics (Princeton : Princeton University Press, 1071).
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and planning and management reform in the formulation of the Plan.
Yet the Plan Directives and the leadership speeches at the Congress
were disappointing as blueprints of the future course of reform in the
Soviet economy.

In the debate on planning and management, Party General Secre-
tary Leonid Brezhnev identified himseFf with a variety of differing
gositions. He appeared to bless a conference chaired by Academician

edorenko in April 1970 which featured more professional techniques
in planning.* I}e also supported the extension of market simulating
enterprise reforms, such as the Shchekino chemical plant experiment,
to all industrial enterprises. At the same time, by rhetoric, if not by
direct support, he aligned himself with traditional views of manage-
ment by criticizing labor disciplining and supporting the revival of
the revolutionary subbotnik (an unpaid “voluntary” Saturday work-
day by workers organized by the Party).* Thus, Brezhnev was not
to be tacked down to any firm commitment on the system of planning
and mansgement.

The evidence of the Congress or the pre-Congress deliberations did
not suggest that Soviet leaders were undertaking serious changes in

lanning and management. Although the leadership was pushed by the
ogic of rationalization to develop better models for forecasting and to
favor market simulating enterprise reforms, it apparently found the
political-economic cost of change unacceptable. At some point, the cost .
of not changing may be perceived by the Soviet leadership to be
greater than the cost of change. Whether the need for change is fully
perceived by the leadership is unclear.

Alec Nove has suggested that the apparent setbacks of the reformers
or economic modernists are only temporary. Time, he claimed, is on
their side, and the search for a synthesis between a market and
planned economy must begin again.*’ An important article written by
Soviet Academician T. S. Khachaturov shortly after the 24th Party
Congress provides some substantiation of Nove’s view.*® Khacha-
turov’s article, which argued in favor of planning and management
reforms, may have indicated the beginning of a policy swing of
the Brezhnev leadership back to reform. If it did, it may yet result in
significant changes during the Ninth Five-Year Plan.

How do the discussions of economic reform relate to Soviet forei
economic relations? While Soviet reformers have not emphasized the
international implications of the reforms, it is clear that a more ra-
tional economic decision-making structure would facilitate the integra-
tion of the Soviet economy into the international economic system.
Rationalization of Soviet prices would encourage the importation of
goods produced inefficiently by domestic industries. At the same time,
Ey fostering efficiency in domestic enterprises, the Soviet Union may
be able to expand its exports to Western markets, Moreover, economic
reform would remove many of the features of Soviet central planning

4 Pravda, Apr. 14, 1970; Ekonomike 4 matematicheskie metody, vol. VI, No. 4, 1970,

pp. 631-638.

48 Pravda, Apr. 14, 1970 ; Jan. 13, 1070. -

# Qee Nene Zuercher Zeitung, Anreil 5, 1970 : and T, Kirstein, “The Controversv over the
Market and the Plan in the Soviet Union.” Neue Zuercher Zeuunﬂ, March 31, 1971,

8 Pravda, May 15, 1970. T. S. Khachaturov is a member of the Academy of Sciences
and editor of one of its publications, Voprosy ekonomiki (Problems of Economics).
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which inhibit Western businessmen from dealing with Soviet foreign
trade organizations.*®

Soviet economic reforms center on adoption of modern mathematical
methods, improved computer capability, and new management tech-
niques. Systems analysis in regional planning, and input-output analy-
sis in national economic planning, are examples of the new trend. More
computer capability is required to support the more sophisticated eco-
nomic analysis. If, or as, the change proceeds, more application of
Western techniques. analysis, and hardware will become relevant. The
professional bridge between Soviet and Western economists, statisti-
cians, and management science specialists will likely follow economic
reform in the Soviet Union. At the same time, industrial cooperation
or joint ventures of industrial nations with the Soviet Union may
encourage and facilitate these reform trends.

In this early stage of expanding U.S.-Soviet commercial relations,
the correlation between domestic economic reform and foreign eco-
nomic policy cannot be tested empirically. Tt could be argued that
the trends are offsetting rather than complementary. Thus, it may be
that Soviet awareness of a need for tochno{)ogical change and improved
efficiency in the domestic economy has convinced the leadership that
they should turn to foreign technological assistance as a substitute
for domestic reform. Only future experience in East-West economic
cooperation will resolve the question of the interrelationship of foreign
involvement and domestic reform in the Soviet economy.

Changing Priorities in Resource Allocation: Growth Versus Defense

The technological priorities in the Ninth Five-Year Plan, which are
designed to modernize the civilian economy, improve the quality of
living, and raise the efficiency of planning and management. imply a
shift in resource allocation policy from military to civilian invest-
ment and consumption. These goals are sugzested in the detailed pub-
lication of planned targets. An increase in civilian programs above
past levels suggests a decrease in the prior defense priorities. The
specific goals for increased energy output—focusing on the West Si-
berian o1l-gas complex—provide evidence of a reordering of priorities.

The Soviet leadership’s commitment to new priorities in resource
allocations. if sustained. will have important implications for Soviet
foreign economic relations. Increased expenditures on major invest-
ment projects, such as oil and gas exploration, and on consumer goods.
such as quality foods and automobiles, will increase Soviet demand
for imports of foreign technology. Presumably, Western technology
is needed less during a defense-priority period, since Soviet military
technology is widely considered to be near parity with that in the
West, and, in any event, military technology is not generally trans-
ferred to the Soviet Union in normal commercial transactions. Thus,
in assessing future Soviet needs for U.S. technology, it is important
to evaluate the prospects for a reorientation of Soviet priorities.

A firm commitment to new priorities runs counter to the traditional
policy of the Party and is also uncharacteristic of Party Secretary

# See below, pp. 62-64.
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Brezhnev’s past record. During the Eeriod preceding the announce-
ment of the Plan (i.e., 1969-1971), Brezhnev voiced his displeasure
over the performance of the economy, but committed himself firmly
to neither a reform of planning and management, nor a new set of
priorities. Indeed, he advocated a variety of programs in the pre-
Congress period. He favored the military in a speech at the Dvina
River Maneuvers in February 1970; he favored agricultural invest-
ment in the July 1970 Party Plenum and at the meeting of the Col-
lective Farmers (Kolkhozniki) Congress; he apparently approved a
call for more housing in a February 1971 revision of the Plan; and he
identified himself with technological change by personally sxgmngi.the
Plan Directives that same month. Finally, he approved the publica-
tion of the Ninth Five-Year Plan, under the editorship of his State
Planning Committee Chairman, N. K. Baibakov, in April 1972. In
short, on the allocation of resources, he behaved like a politician who
was securing his position by supporting everyone's programs. But the
grim fact faced by all politicians, whether the President of the United
States or the Prime Minister of the United Kingdom, is that choice
is the inexorable requirement of political economy. Especially when
growth is slow, a leader must be against some programs to be for
others. Specifically, there was no indication that the high military
priority of the 1960’s was being scaled down as it had been by
Khrushchev in 1959,

If expensive development of weapons systems is to continue, the
level of military claims on resources will then be at least equal to past
levels and will probably require a large share of the new resources
generated by modest economic growth. Unless military spending is
curtailed, increased requirements for modernization and consumer im-

rovement must lead to overcommitment in the Ninth Five-Year Plan.

rezhnev’s dilemma illustrates that the two central economic policy
issues in Soviet politics remain civilian investment versus military
output, and the question of changes in planning and management.

In view of Brezhnev's equivocation on economic issues in the past,
why should he be expected to pursue the politically risky changes in
economic policy projected by the Ninth Five-Year Plan? A possible
answer is that Brezhnev for the first time is able and willing to con-
vince conservative Party interests to permit such change. The Gen-
eral Secretary appears to have emerged from the 24th Party Congress
with more power and responsibility than he enjoyed in the pre-
Congress Brezhnev-Kosygin collegiai leadership.’® At the same time,
Brezhnev’s future tenure in office and position of power are likely to
depend to a large extent on economic performance. Thus, there is a
more persuasive post-Congress logic for Brezhnev to make firm deci-
sions and reasonable commitments that he judges will facilitate im-
proved economic performance. A stronger power base might enable
Brezhnev to overcome Party conservatives who oppose economic
change and to vesist greater military outlays to compete with the
United States, to meet the Chinese threat, and to exploit the oppor-
tunities of Middle Eastern instability. A decision to change priorities
would be reinforced by success in the SALT talks, by possible Euro-
pean troop cuts, and by other post-Summit developments.

% See Myron Rush, “Brezshnev and the Successlon Issue Pro A
XX, No. 4 (July-August 1071), pp, 9-16. on Tesue,” Problems of Communiem, vol
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The progress of the SALT talks could also have a negative influence:
i.e., failure of the talks would strengthen the influence of those resist-
ing change, even if Brezhnev should decide to change prioritics. It is
important to assess whether Brezhnev was influenced by the interpre-
tationsplaced on the Interim Agreement by members of Congress who
insisted on future parity in the number of strategic weapons as a pre-
condition for SALT and for a comprehensive agreement on offensive
weapons. The Soviet press has been critical of congressional reserva-
tions on the SALT agreements. It was also critical of Secretary of De-
fense Melvin Laird’s view that an acceleration of certain weapons sys-
tems development was necessary to assure parity and stability. This
critical reaction points to some uncertainty among Soviet leaders on
future military spending.

History has provided two scenarios which suggest alternative
courses for the present Soviet leadership—one in 1956 which led to a
reduction in the emphasis on defense, and one in 1962, an upgrading of
the defense priority. In 1956 Nikita Khrushchev, Minister of Defense
Zhukov, and the Party leadership agreed to reduce military manpower
and modernize the Soviet armed forces. The stimulus to economic
ﬁrowth from the release of resources was a factor in the continued

igh growth rates and may have led Khrushchev subsequently to
promise to overtake and surpass the UTnited States. It was only later,
after the first Kennedy budget and the Cuban missile crisis, that
Khrushchev apparently reversed these priorities, initiating the buildup
of some of the weapons now deployed by the Soviet Union and tem-
porarily stopping the progress of military manpower reduction. This
reversal and the concurrent, and possibly resultant, poor economic per-
formance may have been a factor in Khrushchev’s removal from power.

The interrelationship of political and economic variables in these
two scenarios may be relevant to the current scene. Leonid Brezhnev
is certainly no Khrushchev in power or personality, but the political
context in which he perceives himself may influence his interpretation
of economic alternatives, as an earlier political context influenced
Khrushchev. Is Brezhnev emulating the Kﬁrushchev of 1956 or the one
of 19622 Some evidence suggests the 1956 scenario: (1) the apparent
commitment of a very high priority to the West Siberian development ;
and (2) repeated evidence that Western technology is highly valued
and required for completion of civilian programs.

The Soviet lendership’s policy in the West Siberian development
best illustrates how military and civilian claimants may be competing
for searce investment funds. The explicit Party and Government direc-
tive of January 1970 on the West Siberian development called for co-
ordination of many Ministries, including the Ministry of Defense In-
dustries (a rare public reference), to bring about the expeditious com-
pletion of the regional development.® Moreover, the number of proj-
ects related to the West Siberian development specifically mentioned
in the Plan Directives suggests continuing high priority consideration
in 1972. In the Ninth Five-Year Plan a good portion of the identified,
large projects are directly related to the West Siberian complex.? To
have effective priority, the particular new claims of the Siberian proj-
ects would appear to be competitive with military hardware output

8 pravda, Jan. 15, 1970, p. 1.
& Voprosy ekonomiki, No. 6 (June 1871), p. 3; Pravda, Apr. 11, 1971,
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for high test metals, sophisticated machines, manpower, and other im-
portant inputs. Military leaders would thus appear to have an interest
in downgrading the priority for the Siberian projects.

Significant ‘progress could perhaps be made in critical military areas,
such as installation of MIRV warheads for the existing Soviet ICBM
inventory, without new construction of either silos or missiles. This
alone would tend to convert numerical advantage into a strategic ad-
vantage by offsetting the technological leadership of the United States.
In this special sense, it is conceivable that the Soviets could continue
to improve their strategic position and reorder priorities. However,
MIRYV retrofitting may not be a low-cost operation, if the Soviet mili-
tary is not aiveady welfdeveloped in this area.

The potential competition between military projects and the West
Siberian development has a special time dimension to it. The longer
the Siberian development proceeds in time, the more compelling the
logic to allocate the necessary resources to bring it to full effectiveness.
If the development of new strategic systems, e.g., the SS-9, SS-11,
and SS-17 ICBMs, should involve a long, risky, and expensive proc-
ess—the gestution period for such systems is snid to be 8-10 years—the
question would arise as to whether the two patterns of resource alloca-
tion could he simultaneously supported. If both military and civilian
projects were begun, at what point could overcommitment be per-
ceived and resources shifted to bring the effort having first priority to
timely completion? Underfunding and delay of both military and
civilian programs would not be an attractive prospect to the Party
or its leader.

Moreover, if overcommitment should be permitted, it might be diffi-
cult, even technologically impossible, to shift resources from one pro-
gram to the other. The long completion times required for such
sophisticated military and civilian projects create both technological
and management problems in conversion, and the ability to shift re-
sources committed to these projects becomes increasingly limited over
time.

Brezhnev may soon have to act decisively in order to avoid over-
commitment on two competitive, nonconvertible patterns of resource
allocation. If Brezhnev views the West Siberian development and the
deployment of SS-9 and SS-11 missiles as competitive patterns of
resource allocation, and if some relatively irreversible decisions on al-
locations are necessary, he may be inclined to divert resources from the
potential military program to bring to fruition the civilian invest-
ment project. At present, it appears that there may be a delay in the
program for further buildup of the SS-9 and SS-11.>* Commitments
may not yet be made to a new round in strategic weapons buildup. On
the other hand, the West Siberian oil-gas complex appears to be moving
ahead, possibly with support from the military industries.

Although oil and gas targets were not met in the 1972 Plan, and the
1973 Plan has scaled down targets, the West Siberian priority appears
intact. A four-day visit by Premier Kosygin to the Siberian oil and
gas fields in January 1973 may have been intended to give further evi-
dence of the leadership’s support for the Siberian project.**

8 New York Times, Mar. 8, 1971, p. 1 and Mar. 27, 1971, p. 1. Some indications suggest
the MIRV-equipped §S-11g are being tested, New York Times, Oct. 9, 1972.
& New York Times, Jan. 15, 1973.
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Another problem area in the Soviet leadership’s dilemma over re-
source allocation is the chronic manpower shortage in the Soviet econ-
omy. Although only limited information is available, the Plan direc-
tives indicate the severity of the problem. Increased labor productivity
is planned to account for 87-90 percent of the total increment in out-
put during the Ninth Five-Year Plan. While the total labor force is
to increase at an annual rate of 1.7 percent, the key industrial force is
stipulated to grow by only one percent, This modest increase in the
industrial labor force is about one-third the rate realized during the
Eighth Five-Year Plan (1.0 percent as compared to 2.8 percent). In
the past, overambitious plans for increased labor productivity were
offset by higher-than-planned expansion of the industrial labor force
at the expense of “buffer” sectors such as agriculture and services.
However. shifts from low priority sectors are becoming more difficult.
As noted by Murray Feshbach of the Commerce Department, “in most
years prior to the 1960's the planned number of workers and employ-
ees was met, and in industry the actual number frequently was 200,000~
300,000 persons above the plan. In 1965, however, the actual number
for industry was barely 25,000 above the plan, and by 1967 there was
a shortage of 125,000 industrial-production personnel relative to plan
requirements.” %> This fact graphically measures the end of “buffer”
sectors to cover shortfalls in industry manpower needs.

At present, not only is labor unlikely to be released from other sec-
tors to meet industrial needs, but in the current Plan, income, invest-
ment. and administrative policy are designed to keep skilled workers in
agriculture from migrating to urban industrial jobs. Nonetheless, 90

ercent of the high school graduates from rural schools still seek ur-

an employment.®® Shortfalls in the improvement in labor produc-
tivity are likely to aggravate the labor shortage. While labor produc-
tivity was scheduled to rise by 6.1 percent in 1972, it grew by only 5.2

ercent.’” Improvement in labor productivity may turn on technolog-
1cal change in output—better energy and equipment—and such im-
proved managerial techniques as the Shchekino experiment and the
agricultural zveno.*®

Demobilization of some 3 million members of the armed forces in the
late 1950’s (from 5.8 to 3.0 million in the period 1955-1961) eased
Khrushchev’s labor problem and coincided with rather good vears of
cconomic performance.®® Although the reduction in military manpower
may have been facilitated by technological modernization of the mili-
tary forces and a reduction of such missions as the withdrawal from
Austria, it may provide a precedent for current Soviet policy. Again.
at a time when manpower deficiencies are becoming more serious. no
ready major source of labor—especially young males to meet civilian
needs—is available other than the military forces, Military demobiliza-
tion would probably be stoutly resisted but not necessarily with suc-

8 Murray Feshbach, Manpotcer Trends in the USSR (Washington, D.C. : Department of
Coat‘nﬁfsce. Blll;(‘au of Economic Analysis, May 1971), pp. 1, 18.

o Izveat?y/a, Jan. 80, 1973, p. 1.

8 The Shehekino experiment provides a set of incentives which encourage the enterprise
to fulfi)l its plan without increasing employment or by reducing it. At the 24th Party Con-
gress, Brezhnev specifically endorsed the Shchekino experiment. The zreno provides a con-
tinuous relationship of the work unit and the common plot—a partial property right.

® John Godalre, “The Claim of the Soviet Military Establishment.,” U.S. Congress,
Joint Economic Committee, Dimensions of Soviet Economic Power, 87th Cong., 2d sess,,

1962, p. 43.
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cess. Indeed, demobilization was apparently quietly resumed after
1961, as noted by Nikita Khrushchev in 1963 at the Party Plenum; by
1965 his original target of 2.4 million in military manpower reduc-
tion was reached.” Soviet military leaders probably did not favor the
reduced term of service in the 1967 draft reform, but they were over-
ridden by the Brezhnev-Kosygin leadership. With the China border
crisis and the Czech invasion, the strength is apparently again above
the 1961 level of about 3 million, possibly as high as 3.6 million (in-
cluding the border guards and internal security forces).* The logic for
reduction in the size of the military force might now again be based
on improved economic performance, especially if Soviet leaders decide
to reduce substantially the number of Soviet forces in Eastern Europe.
However, the Sino-Soviet border situation would seem to preclude a
massive cutback in military manpower.

Thus. three options for economic change open to the Soviet leader-
ship are, in order of probability: (1) a reduction of the priority for
new strategic weapons systems; (2) a cutback in military manpower;
and (3) a withdrawal of Party control and involvement in the cconomy
so as to permit improved efficiency through economic reform. All are
issues which will be influenced by both the international situation and
domestic political considerations, A downward revision in the priority
for further military weapons buildup. for example. is likely only if the
economic rationale is persuasive and the domestic political and inter-
national climate are favorable,

The Moscow Summit agreements, the Vietnam settlement, and prog-
ress in solving other political problems in East-West relations should
help to provide the basis for a change in Soviet domestic economic
priorities, Increasing Soviet interest in technologically oriented trade
may be evidence that the Soviet leadership is indeed committed to a
reordering of priovities, The linkage of moderation in the strategic
arms race and settlement in Vietnam to a mutually beneficial trade
agreement, as described by Dr, Kissinger. may be a valid intercon-
nection. especially in the minds of Leonid Brezhnev and Richard
Nixon.

U7.8.-Soviet Technology Transfers

Secretary Peterson remarked on his return from the first meeting of
the Joint U.S.-U".S.S.R. Commercial Commission in August 1972
that the United States had let the other industrial countries steal a
march on trade with the Soviet Union, and that U.S. businessmen are
now anxious to get “a piece of the action.” This “action” includes tech-
nological transfers and industrial cooperation that was characteris-
tic of Soviet-U1.S. relations before but not after World War II. The
prospect of resuming the pre-World War II relationship raises im-
portant questions. What contribution will 10.S. technology make to
Soviet economic and military development? In the past, U.S. export
control legislation was enacted under the assumption that controls
would retard Soviet development by limiting transfers of U.S. tech-
nology to Soviet industry. Soviet achievements in military technology

® Confirmed in an iInterview of Marshal Bokolovsky. See New York Times, Feb. 18,

1945, n, 6.
¢t Institute of Strategic Studies, The Military Balance 1970-1971, London, 1972, p. 6.



30

Another important question involves the ability of U.S. companies
assessing that assumption.

Another important question involves the ability of U.S, companies
to compete with other Western exporters in sales of high-technology
products to the Soviet Union. In view of evidence of the loss of Amer-
ican technological leadership in many areas to Japan and Western
Europe, why should Soviet imL)orters prefer the United States to other
Western sources? Two hypotheses may help to explain an apparent
Soviet inclination to expand trade with the ?]nited States—especially
in high-technology products. First, there is a traditional Soviet view
that American technology is the best. Second., and perhaps more per-
suasive, U.S. technology and the ability of U.S. industry to deal in
large projects is attractive. Specifically in areas such as petroleum and
natural gas development, computer systems, and agribusiness the abil-
ity of the United States to supply the latest technology and the neces-
sary credit facilities are demonstrably superior.

U.8. TECHNOLOGY AND S8OVIET ECONOMIC DEVELOPMENT PRIOR TO 1946

Most students of Soviet economic development agree that foreign
technology played an important role in Soviet industrialization. In
the pre-World War II period, Soviet industries imported advanced
Western machinery and equipment, purchased foreign technical in-
formation, and employed industrial specialists from the West. Ameri-
can technology was imported and applied in many sectors of the Soviet
economy. The U.S.-Soviet technology transfer continued during the
war, largely through the Lend-Lease program.

Antony Sutton, who has published comprehensive studies on West-
ern technology and Soviet economic development, has concluded thet
“Western technical assistance was the major causal factor in Soviet eco-
nomic growth for the period 1928-1945.” ¢ Sutton’s conclusion differs
somewhat from the findings of other scholars and may overstate Soviet
dependence on Western technology. Richard Moorsteen and Raymond
Powell, for example, concluded in a 1966 study that the major part of
Soviet economic growth can be attributed to increments of capital and
labor, rather than technological progress.®

Nevertheless, the importance of the technology transfer from the
United States and other Western countries is undeniable. Certainly,
the high regard for U.S. technology is well documented in Soviet
sources. For example, the admiration of the American engineer Hugh
Cooper, who supervised the building of both Muscle Shoals (a dam
on the main stream of the Tennessee River) and the Dnepr River
hydroelectric system (a key project in the Soviet First Five-Year
Plan) was symbolic of the Soviet view of American technical assist-
ance. Moreover, the American approach to mass production in
machine-building was chosen in the First Five-Year Plan over the
European small-scale operations. The Soviet tractor and automobile
industry were applications of American mass production techniques.®
U.S. technological contributions were frequently acknowledged by

@ Antony Sutton, Western Technology and Soviet Economic Development, vol. I1: 1930~

1945 Ssmnford + Hoover Institution Press, 1071), p. 339,
® Richard Moorsteen and Raymond P. Powell, The Soviet Capital Stock, 1928-1962

(Homewood, IIL. : Richard D. Irwin, Inc., 10686).
s David Granick, Soviet Metal-Fabricating and Economio Development (Madison: Uni-

versity of Wisconsin Press, 1967), pp. 24, 40, 41.
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Soviet political and industrial leaders. Even Joseph Stalin paid hom-
age to American work techniques:

American efficiency is that indomitable force which neither knows or recog-
nizes obstaclex: which with its businesslike perseverance brushes aside all
obstacles; which continues at a task once started untfl it ix finished, even if it
is a minor task; and without which serious constructive work is inconceivable.®

Sutton claimed that Soviet industry generated very little tech-
nology of its own in the period prior to946:
No major plant under construction between 1930 and 1945 has been fdentified
as a purely Soviet effort. No usable technology originated in Soviet laboratories
except in the case of synthetfc rubber. .. .*
Soviet achievements since World War II in military and space
technology, presumably independent of technology transfers from the
West, raise doubts of the current validity—even accepting its earlier
basis—of the view that Soviet industry is incapable of generating
necessary technological change. Certain civilian sectors have also made
important technological innovations. Huge Soviet expenditures on re-
search and development have apparently created a new capability for
generating technology. Thus, while Soviet officials are again showing
an interest in importing U.S. technology, the present situation differs
somewhat from that of the prewar pericﬁ?f

CURRENT SOVIET TECHNOLOGICAL REQUIREMENTS

In official negotiations of the Joint U.S.-U.S.S.R. Commercial
Commission and in private talks with U.S. businessmen, Soviet officials
are again exgressing an interest in importing various kinds of U.S.
technology. Soviet representatives have shown most interest in those
areas in which the United States appears to have a legitimate claim to

world technological leadership:

(1) large-scale petroleum and natural gas extraction, transmission,
and distribution systems, including special permafrost problems and
oil recovery systems;

(2) management control systems utilizing computer facilities;

(3) mass production machinery output, such as of trucks and cars;

(4) animal husbandry as characterized by U.S. agricultural busi-
ness; and

(5) tourist systems including hotels, packaged tours, and transport.

Each of these technological areas requires large-scale financing, con-
sortium operations, and marketing systems. The experience of U.S.
multinational corporations might lend itself to industrial coopera-
tion with the Soviet Union.

European and Japanese firms may wish to limit their commitments
to the Soviets. For example, Italian Fiat and French Renault in-
volvement in the Tol'iatti and Kama plants, respectively, may be as
far as they wish to go. Japanese leaders may prefer some joint U.S.-
U.S.S.R.- }Iapanese arrangements,

For political reasons, the Soviet lendership may wish to spread the
participation of non-Communist countries to minimize outside lever-
age. Japan, the United Kingdom, and Germany have been the lead-

@ Joseph Stalln. The Foundations of Leninism (Moscow : Forelgn Languages Publishing

House, 1950), p. 160.
# Sutton, op. cit., p. 846,
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ing non-Communist trading partners with the U.S.S.R. (See Table
4.) It may well be that a more balanced pattern—with the share of the

United States increasing—is in line with Kremlin policy.
TABLE 4.—SOVIET TRADE WITH SELECTED WESTERN COUNTRIES AND JAPAN 1

{ln million U.S. dollars]
1966 197 1968 1969 1970 1971
Japan:
EXPOMS. ...oeceeneceranceeesocraneccmnannceaannes 239 353 391 357 3 419
IMPOMtS... ... eeccccreaecncsecccrecancnnnnnns % 166 185 264 us 3%
TUMOVET. ... . cecececceieeceeecccesanceanenanas 463 519 576 621 125 815
United Kingdom:
EXPOMS. ...ceeeeccranccnaaaneeaaaceeansercannnes 330 303 367 427 465 452
169 19 Mm 20 @8 Rkt
TUINOVOL.... .o eceecceeeciccnancacsorcncnance 49 501 640 667 n H14
West Germany:
EXPOMS. oo oeeeeeecinercceccaneccacncoceccsanccns 189 196 215 229 257 92
IMPOMS. .o eeeeeeceeeccaeeacercncnsecnaceanancn 14 176 w2 350 375 484
TUIOVEL. ... e cceeeeceeeeeecenancannceancnnnecs 333 m 457 579 632 176
Finland:
30T LR 257 284 {7} 262 28 359
IMPOMS. .. ceeeeceeeciaiceeaeneeanaracaannces m 269 %6 294 303 m
TUIMOVEE. ... .o ecieneaneecaeaoaccnnanen n 513 510 556 530 632
155 233 232 23 A2 259
95 154 208 3 n 291
251 k1) w 548 524 550
130 145 137 L)1 140 216
160 188 294 323 3 3
290 333 432 464 459 529
4 39 a4 1 64 60
63 63 57 1?7 115 143
TUINOVON. . ..o nneeeeeeeeceeeceenrcceaeannnnnn 110 102 9 m 179 203
Canada:
EXPOMS. ..nneeeeecccerenaeaneccacenaanaens 15 23 20 12 8 18
IMPORLS...... e eeeecciaiceiccnnecaceacaceacns U6 1 126 3 131 151
TUMMOVET. ..o oennecneeeeecannnsesaconmrannn 361 163 146 5 139 164
Total Soviet trade with the developed cointbies:
APOMS. e e P LI L 20 22 28 2
IMPOMS. .. ceeeeeeeereeencnncceerececannnnnecaens .42 1,7 2,14 2, 2,780 2,89
TUINOVT. ..o oeeneeernnrierececnnencnnecnnnanenn 3,453 3,668 4,195 4,725 5125 5,571

1 Components may not add to the totals shown because of rounding.

Source: Peterson report (1972), annex B, p. 13.
Soviet Balance-of-Payments Potential

For the past few years, Soviet exports to the United States have
lagged far behind imports (sce Table 4). While Soviet exports to the
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United States expanded significantly in 1972, they still totaled only
$95 million, and the trade deficit worsened (imports from the United
States were $547 million). In 1973, the imbalance is likely to be at
least as great because of the larFe amounts of grain purchased by the
Soviet Union. Thus, Soviet obligations to the United States can be
expected to grow at a rapid rate. How will these obligations be met?
The following are areas in which increases in Soviet dollar earnings
are possible:

(1) Increased Soviet exports of raw materials, such as energy
sources and metals, and industrial goods;

(2) Gold sales;

(8) Non-trade income, such as tourism and shipping;

(4) Multilateral relations, such as balancing a trade deficit with
the United States by a trade surplus with Japan;

55) Cooperative ventures; and

6) Credits (only a short-term consideration, as eventual repay-
ment is required, plus interest).

SOVIET EXPORT POTENTIAL

Soviet exports to the developed West (see Table 5) appear to include
several commodities with inelactic demand, i.e., regardless of the price
of Soviet exports, the foreign demand is unlikely to change much.
Foreign demand for Soviet furskins, for example, appears to be in-
elastic. Other commodity exports such as petroleum, natural gas, and
some non-ferrous metals face more elastic demands. For this latter
group, development of rich Soviet sources in Siberia may facilitate a
reduction in price and an increase in supply. If the Northern Sea
Route in the Arctic Ocean should become economically usable on
closer to a twelve-month basis, the transport by water of wood and
wood products, coal and coke, and some other raw materials to Europe,
the United States, and Japan might help to expand Soviet exports.

Metal products such as nickel, palladium, platinum, and chrome ore
have been the Soviet Union’s biggest exports to the United States (see
Table 6). An expansion of U.g.-Soviet trade would bring some in-
crease in Soviet exports of these commodities, as the demand of certain
U.S. industries for them is growing. Palladium and platinum, for
example, are becoming increasingly important in the automobile indus-
try for antipollution catalytic exhaust devices, Chrysler Corporation
reportedly contracted to import 100,000 ounces of Soviet palladium
in 1973 at a price of $60 an ounce.®” U.S. imports of nickel, traditionally
important in U.S.-Soviet trade, are also increasing.

7 U.8. News and World Report, Oct. 18, 1972,



TABLE 5.—SELECTED SOVIET COMMODITIES TRADED WITH THE DEVELOPED WEST!:
{Amousnt in millions of U.S. dollars]

1966 1967 1968 1969 1970 97

Commodity Amount Percent Amount Percent Amount Percent Amount Percent Amount Perceat Amount Percen

Exports:

TR oo cececeecceecccccccccccaccccaan 1,71 100.0 1,886 100.0 2,051 100.0 2,230 100.0 2,345 100.0 2,710 100.0
Crude oil and petroleum products. . c-- - 366 21.4 23.6 506 4.7 468 21.0 528 2.5 757 2.0
Coal and coks. 100 5.8 104 5.5 100 4.9 115 5.2 131 5.6 158 5.8

'ood 298 17.4 322 172.1 338 16.5 U6 15.5 386 16.5 380 14.0

4.7 107 5.7 102 5.0 35 37 L6 88 32
246 14.4 204 10.8 210 10.2 168 1.5 209 89 252 2.3
115 6.7 145 1.7 143 7.0 198 8.9 121 5.2 182 6.7
63 3.7 55 2.9 S4 2.6 49 2.2 46 2.0 48 1.8
261 15.2 306 16.2 314 15.3 299 13.4 336 14.3 %67 13.5
183 10.7 195 10.3 285 139 510 2.9 551 23.5 478 12.7
Imports:
TO. oo e cccccecececcccccccanacccacacacan 1,742 100.0 1,782 100.0 2,14 0.0 2,495 100.0 2,780 100.0 2,860 100.0
560 2.1 670 37.6 896 4.8 1,118 “.8 1,099 3.5 1,042 3%.4
9 5.2 132 7.4 157 1.3 177 7.1 337 12.1 386 13.5
142 8.2 166 9.3 195 9.1 215 8.6 214 7.7 215 1.5
413 3.7 147 8.2 121 5.6 28 1.1 122 4.4 170 5.9
116 6.7 219 12.3 259 12.1 276 1.1 280 10.1 381 13.7
35 2.5 406 2.8 422 19.7 500 20.0 593 21.3 495 17.1
43 2.5 40 2.2 2 4.3 180 7.2 135 4.9 7 6.0

1 Components may not add to the totals shown becauss of rounding.

3Largely pistinum group metals, nickel, and gem diamonds.
Source: “‘Peterson Report’’ (1972). Annex B, p. 14.
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TABLE 6.~U.S. IMPORTS FROM US.S.R.

{in thousands of dollars)
Major commodity type ! 1966 1967 1968 1969 1970 1971
Crudomaterials...........conmeeinnnrncienrieaennanaannas 16,377 14,410 15,505 14,470 18,314 15,388
FUMSKINS. .. ooeeeire e ccccrincacienecaeccncanncnren 6,302 4,227 4,633 5059 333 2731
Chrome ore. . ... ...coecnnemeriiaccnnerecarnnanenns 6,323 6,785 17,297 12,807 13,691 11,147
Nonferrous metal SCrap. ... .....c.covcenernnnnncccennns 779 94 1,3 7 67 1,292
Mineral fuels and related materials..............cooeeeeennn.... $ Lm 2,807 652
Chemicals... . ... e ceeiieeeecaeecrceereneeerannnn 1,017 1,312 913 1,082
Organicchemicals. ..........oocnmieerceieieiaecnnannn 9 98 8§ 49 399
Inorganic chemicals 1,208 857 1 143
Manufactures.........occoumeennecernennnnen 39,99 32,079 46,451 35,725
[ 93! 1,264 1,315 1,492 1,614
Diamonds and precious stones .. 10,828 11,018 13,439 11,244
Platinum, ete............... 24,963 14,063 22,887 19,515
Fonferrous base metals......... receaeeeanaan , 5,295 1,99 :
Miccollaneous. . ... ocneen oo iemeaaannnns e 1,01 1,610 2,666 3,044
manufactured articles: Jewelry and precious metal articles. ... ... ... .cooomoennnnnn.... 93 1,822 1,913
Total ImpOrtS. ... oeeeeneeeee e eerecraenaannn 49,414 41,046 58,357 51,504 72,312 657,598

1 Subcommodity types may not add to tolal because of omission of insignificant items,
Soutce: “‘Peterson Report'® (1972), Annex B, p. 16.

Other products which the Soviet Union now exports in large quan-
tities to the industrial West are crude oil and petroleum products and
wood and wood products. The United States currently imports rela-
tively little of these two categories from the Soviet Union. (See Tables
5and 6.) With a relaxation of barriers to U.S.-Soviet trade, the Soviet
Union is unlikely to increase substantially its sales of wood products to
the United States (a net exporter of wood); probably, only small
quantities of certain types of wood not produced in the United States
would be sold. However, rising prices and timber product shortage in
the United States may generate a greater demand for Soviet wood. On
the other hand, Soviet exports of petroleum products (which the
United States imports in ever increasing quantities) would undoubt-
edly expand rapidly if the Soviet Union could produce sufficient
surpluses.

A major hard-currency earner for the Soviet {Tnion is diamonds.
Although Soviet foreign trade officials do ndt reveal the value of
diamonds sold to Western countries, it is reported to be quite large.
For example, the Soviet Union reportedly sells up to $200 million worth
of diamonds every year through a London bank.®® Other sales have
been reported in New York, Frankfurt, and Amsterdam.® Be-
cause the Soviet Union does not enjoy MFN status, Soviet diamonds
are at present subject to high U.S. tariffs. If MFN status is granted,
Soviet exporters will undoubtedly increase their sales of diamonds in
the UTnited States.

The potential for Soviet exports of high-technology industrial prod-
ucts to the United States remains uncertain, Unlike that of most in-
dustrinlized countries, the structure of Soviet exports remains heavily
biased toward raw materials, foodstuffs, and semi-manufactures. The
commodity composition of Soviet exports may result from the leader-
ship’s priorities—that is, potentially exportable, technologically ad-
vanced products may be reserved for high-priority domestic civilian

® Economist, Jan, 6, 197%. 18.
® “The USSR’s Undisclo Assets,” Radio Free Europe Research, Jan. 11, 1878,
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and defense programs. Conceivably, Soviet leaders might change pri-
orities and concentrate on development of high-technology products
for export, as the Japanese have done.

Soviet foreign trade organizations have demonstrated their ability
to export high-technology products in certain sectors. Those exports
demonstrate that the Soviet Union now has the capacity to generate
technology. Some Soviet industries have undoubtedly benefited from
technological spin-off of high-priority military and space programs.
Other industries may have developed independent technologies in
response to foreign export control policies which deprived them of
some technical information from the {’Vest.

Listed below are some types of Soviet machinery and equipment—
the most technologically intensive category of exports—which have
been exported by the Soviet Union, or which Soviet officials have said
they want to sell: 7

Machinery and mechanical equipment—Forging and pressing
equipment ; rolling equipment ; mining machinery ; power equipment—
hydraulic and steam turbines; machinery for food preparation; textile
machines; printing equipment ; road-building machinery; and parts
of machines—anti-friction bearings.

Electrical machinery and equipment.—Generators, transformers:
radio receivers and components; and electronics components.

T'ransportation equipment.—Aircraft—supersonic airplanes, heli-
copters; motorcycles; seagoing freighters—tankers, dry cargo; sea-
going passenger ships—hydrofoils; and tractors.

Mscellaneous equipment.—Measuring instruments—optical, meteor-
ological, et cetera; medical equipment; tools, watches and com-
ponents; cameras, photographic accessories; and movie projectors and
accessories.

While many of these items will probably prove noncompetitive in
the U.S. market, some of them should find buyers. Soviet ability to ex-

ort machinery and equipment to the United States will depend

argely on whether the Soviet Unior receives most-favored-nation
treatment.™

One very marketable commodity of the Soviet Union is its gold
stock. Soviet state gold reserves in 1972 were estimated to be 1800
metric tons, and annual gold production was believed to be about 220
metric tons.” Gold has been exported in large quantities when Soviet
hard currency needs were particularly pressing, as in 1964, 1965, and
1972, to ﬁny for large grain imports. (See Table 7.) It is uncertain
how much gold Soviet leaders will be willing to export in the future;
they appear to share the “Midas complex” of their Western counter-
parts in associating great value to a substantial gold stock. As large
sales of gold in 1972 and 1973 have reduced state reserves, Soviet of-
ficials may be reluctant to export gold in future commercial transac-
tions. They may prefer to accumulate gold in the event of another

% See. for example, Hubert H. Humphrev and Henry S. Reuss, Ob‘ervat{ona on Paast-West
Economio Relations: U.8.8.R. and Poland. A trl% report prepared for the U.S. Congress
Joint Economic Committee (Washington, D.C.: U.S. Government Printing Office, 1978).

7 See below, U.8. Restrictions onslmporn from the Soviet Union; the Issue of Most-

Pavored-Nation Treatment, p& 52-56.
7 Keith Bush, “The Best Western Estimates on Soviet Gold,” Radio Iiberty Dispatch,

Aug. 29,1972 ; “The USSR's Undisclosed Assets,” op. eit.
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agricultural crisis. The Soviet preference for maintaining considerable
state reserves may preclude a policy of continuous export of gold.

TABLE 7.—ESTIMATES OF SOVIET GOLD OUTPUT AND DISPOSITIONS (METRIC TONS)

Domestic Sales to Sales to Changes in
West

Year Output  consumption Comecon reserves
145 12 ] 401 -212
A S .
mn | ] Yg +140
188 2 (] 10 +151
198 6 ) +157
208 42 6 ! +160
22 52 6 4 +134
220 ® ® 250 -90

1 Negligible.
L4 s:r:u'eil Montagu & Co. Ltd., “‘Annual Bullion Review 1971, London, 1972, p.6 suggests a higure closer to 65 tons.

3 No estimates available.
Sources: Michael Kaser, **Soviet Gold—Production and Use,” Gold 1971 and *'Soviel Gold Production and Salesin 1971,"
Gold 1972; “The U.S.S.R.’s Undisclosed Assets,” Radio Free Europe research, Jan. 11, 1973,

SOVIET EARNINGS FROM INVISIBLE TRADE

Yugoslavia and other East European countries have demonstrated
that a rapid expansion in tourism is possible even for Communist
countries. In Yugoslavia, for example, the tourist business is thriving.
In recent years, tourism has been a major factor in improving the
Yugoslav balance of payments; $335 million was earned in the first
nine months of 1972, Perhaps the uneven quality of Intourist, Aero-
flot, and other Soviet tourist facilities will continue to restrict tourism
in the Soviet Union to a more modest scale. However, there are signs
that the Soviet Union may try to capture a larger share of the tourist
trade. Arrangements have been made with Western airlines and hotel
chains to provide better facilities for foreign visitors. Further Soviet
changes, such as a relaxation of travel restrictions and security harass-
ment, could lead to a substantial increase.

Tourism has already brought a small, but significant, inflow of hard
currency. Intourist claimed that 2.5 million visitors would visit the
Soviet Union in 1972, an increase of 12 percent over 1971.7 Generally,
a larger number of tourists travel from hard currency countries to the
Soviet Union than vice versa.” Thus, the Soviets have a considerable
positive balance in the tourist trade. Without major changes in present
})‘olicies, the Soviets are unlikely to be as successful as their East
Curopean neighbors in promoting tourism.

Soviet merchant shipping has expanded at an impressive rate in re-
cent years. The merchant marine now totals over 16 million gross
registered tons, and is the sixth largest fleet in the world. During the
current five-year plan, 1971-1975, t%\e Soviet merchant marine plans
to add five million tons. Soviet ships now carry most goods shipped to
and from the Soviet Union, and Soviet shipping officials have recently
begun to compete for cargoes in other parts of the world. For example,
they now do a considerable amount of business on the Australia-to-

Europe shipping routes.

T Zdanko Antle, “Yugosiav Balance of Payments Improving, Radio Free Europe

Research, Nov. 29 .
7 “The Tourlst in Russia,” Washington Post, Sept, 3, 1072
T For Soviet travel statistics, sce International Unlon of OMcial Travel Organizations,

International Travel Statistics,
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Its enlarged fleet gives the Soviet Union the capacity to earn sub-
stantial sums of hard currencies. Since the earl{' 1960s, Soviet mer-
chant shipping has made net contributions to the Soviet balance of
payments with hard currency countries. One estimate, for example,
put the Soviet merchant marine’s net hard currency earnings in 1966
at 106 million rubles.’ Its earning capacity is undoubtedly growing.
However, the Soviet flect’s contribution to its balance of payments in
Soviet-American trade will be limited by the terms agreed to in the
recently signed maritime agreement. Tﬁyo agreement stipulates that
vessels of each country would have the opportunity to carry one-third
of all cargoes between the two countries. Moreover, the Soviet Union
contracted to pay hiﬁher than world rates for shipments of agricul-

tural goods in U.S. ships.
MULTILATERAL RELATIONS

Although the Soviet Union has shown a preference for bilateral
trade in the past, it could conceivably attempt to use multiiateral bal-
ancing arrangements to alleviate its negative trade balance with the
United States. The Soviet Union has enjoyed a favorable balance of
trade with some of the major trade partners of the United States,
including Japan and the United Kingdom. Ideally, it could transfer
its positive balances with those countries to pay for needed imports
from the United States. A precedent for multilateral balancing in
East-West trade is the pattern of Soviet trade with the Sterling Area.
The Soviet Union has used its earnings from trade with the United
Kingdom to buy from other countries in the Sterling Area.

However the potential for multilateral balancing arrangements is
limited at present. The Soviet Union does not have many positive
balances in its trade with hard-currency countries, partly because
some hard-currency countries are unwilling to accept deficits in their
trade agreements with Communist countries. Generally, the Soviet
Union runs an overall deficit in its trade with Western industrial

countries.
COPRODUCTION AGREEMENTS 77

New forms of industrial cooperation between Soviet state enter-
prises and Western firms help the Soviets to import high-technology
machinery and equipment without large outlays of hard currency.
Most joint ventures in the Soviet Union involve the technical and
financial participation of Western firms in the exploitation of natural
resources or the construction of plants. The Western partners generally

™ Robert B. Athay, The Economics :)Iomwm Merchant-Shipping Policy (Chapel Hill:

The University of North Carolina Press, 1971), {» 6s8.

11 A distinction is sometimes made between the terms ‘‘coproduction arrangement” and
“Joint venture” on the frounds that the latter involves equity ownership and more control
by the foreign investor. In this paper, the terms are used synonymously.
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su{)ply equipment and technical services on credit and are repaid by
deliveries of raw materials or commodities produced in the joint ven-
tures, Western European shipments of gas pipeline in return for
natural gas, and joint Soviet-Japanese exp%oitation of Siberian timber
resources, are examples of East- West coproduction arrangements.
Representatives of several Americatt companies have discussed co-
production ventures with Soviet officials. By far the largest project
envisioned at present is a bid by several U.S, and Japanese companies
to help finance development of Soviet natural gas reserves. The trans-
action could reportedly result in repayment delivery of $45.6 billion
of natural gas to the United States and Japan.™ Several other lar
projects for raw material development have been discussed. If U.S.-
Soviet cooperative ventures on this scale should be established and the
central problem of credits resolved, the U.S.-Soviet balance of pay-
ments would look quite different. For a number of years, large %.S.
surpluses in the tra?ie balance would be offset by outflows of U.S. cred-
its. Some of the projects now being discussed would increase Soviet
export capabilities only after an extended development period.

Potential Level of U.S.-Soviet T'rade

A number of optimistic estimates have been made on the future ex-
»ansion of U.S.-Soviet trade. The former Secretary of Commerce
Maurice Stans predicted that Soviet-U.S. trade turnover increases
might cumulate $5 billion from 1971-1975.7 This would imply a trade
turnover of over $1 billion in 1975, as compared with $200 million in
1971. The U.S.-Soviet commercial agreement more modestly forecast a
threefold cumulative increase in three years (1972-75), over the pre-
vious three yenrs (1969-71).

Mr. Steven Lazarus, Director of the Bureau of East-West Trade in
the I()lepart:ment of Commerce, speaking in Houston in January 1973
stated : :

We hope the volume of U.S. East-West trade will approach 4 billion and will
yield a positive contribution to our trade balance of approximately one billion
annually by the end of the decade.”

_ The trade imbalance of a billion dollars implies U.S. exports of $2.5
billion and imports of $1.5 billion with Communist countries, How
much of the trade was projected for the U.S.S.R. and how much for the

Jast European countries and the People’s Republic of China in 1980
is not clear. .

The Lazarus projection may well be very conservative. Prelimina
estimates of individual analysts in the Department of Commerce indi-
cate that U.S. exports to the Soviet Union and other Eastern Euro-
pean countries might reach $2.6 billion in 1978.8* (See Table 8.)

8 Washington Post, Nov. 3, 1872 and Dec. 26, 1972.

™ New York Times, Nov, 18, 1971, p. 1.

0 \World Trade Club, Houston, Tex., Jan. 16, 1973.

8 Erast Borlssoff and Stephen Sind, Projections of U.S. Exports to U.8.8.R. and Eastern
Europe. U.8. Department of Commerce, Bureau of East-West Trade. Research Note No. 3,

May 1978.
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TABLE 8.—~TOTAL PROJECTED U.S. EXPORTS TO EASTERN EUROPE AND THE SOVIET UNION (UNDER VARYING
CONDITIONS)

[Millions of U.S. dollars)

1972,if 1973, 66 1973, i 1978,if 1978, if

trade trade trade trade trade

1972 were s were is is

actual Classifi- “‘normal-  “‘masin- “'normal-  “main-  *normal-
exports cation  ized" tained" ized"  tained" ized”

msn ....... 1,212.83  530.03 1,441.60 964,04 2,60.13
Total Eastern Europe/U.SS.R......... 816.45 Middle...........c..cceimnnmirrenrencnonsecscncsonnscesonansas
Low....... 1,103707 43010777, 183,91 588752 1,572, %
High. ...... 804.61 348.64 905.97 607.39 1,550.32
Eastern Europe. . ....oeeeennnnnnn.. 269.84 Middle..... 736,03 309.50 806.94  464.52 1,238.M4
Low....... 654.83 273.64 696.40 356.40  883.42
High........ 468.62 18179 535.63  356.65 1,050.8
USSRY. ceeeeceecneeeemeecannnn 3546,60 MIBAIO. - .o oeoeeorssioreeennzzmsceenosegenzaneersaness
Low....o.. MBI2TTTT65467 AR ST TRk 127 eRd 02

1 Projections exd.u‘;le any possible grain deals of the type concluded in July 1972, whose nature and causes prevent them

from being estimated,
31976 actual includes grain,

Source: Office of East-West Trade Analyasis, Bureau of East-West Trade, Department of Commerce.

This estimate suggests a trade turnover of over $5 billion in 1978 and
resumably larger by 1980. If U.S.-Chinese trade is added to this
igure,®? total U.S. trade with Communist countries might exceed $7

billion by the end of this decade.

The basis for such optimistic estimates appears to be the large import
requirements of the Soviet Union and other Communist countries for
Western goods and services. A 1973 estimate by a Soviet observer con-
firms that these requirements are substantial. The Soviet projection
placed import requirements in 1980 (from Western industrial coun-
tries) at $7-7.5 billion for the U.S.S.R. and $17-18 billion for all of
the nations of Comecon’* also from Western industrial countries,

However, in 1972 the Soviet trade deficit with the United States was
$452 million (Soviet imports totaled $547 million, while exports were
only $95 million). It is unlikely that the Soviets will be able or willing
to maintain such deficits in future trade with the United States. Thus,
in order to rapidly expand their trade with the United States, the
Soviets must either increase their commodity exports or offset the im-
balance with invisible trade earnings from tourism. gold sales and
shipping, or with credits from the Export-Import Bank or private
commercial banks.

In assessing these projections, it is best to concentrate on Soviet
ability to export to the United States, because Soviet dollar earnings
will be a major constraint on future trade. Sovict dollar earnings from
tourism, shipping, and gold sales are likely to grow in the next few
vears; but without changes in present policies, these items may add
only several hundred million dollars to Soviet hard-currency holdings.
If the Soviet Union adopts a new policy of maximizing income in dol-
lars from gold sales. tourism. and shipping, annual earnings of nearly
$500 million do not seem unattainable. This amount would involve

& James B, Stepanek cites estimates of U.8.-Chinese trade in 1980 of $500 million to
$1 billlon. Sino-American Trade (Washington, D.C.: Library of Congress. Congressional
Research Service, May 1973), p. 54.

8 N, S8hmelev, “Novye gorizonty ekonomicheskikh sviazey” (New Horizons of Economic
Relations), Mirovaic ekonomika § mezhdunarodnye otnosheniia, No. 1, January 1973, p. 18.
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sales of the bulk of the U.S.S.R.’s annual gold output, a more effective
system of attracting American tourists, and a fulF exploitation of the
new slpp;ilmg opportunities for both freight and passengers. Joint ver-
tures in the tourist and shipping areas would probably be necessary to
reach the higher levels,

In assessing Soviet export trade potential, the following variables
are most relevant:

(1) Soviet willingness to shift exports of oil and gas from other
markets, including domestic and Comecon, to the United States;

(2) the size of U.S. Government (Export-Import Bank and Com-
modity Credit Corporation) and private credits to the Soviet Union
a8 part of large-scale joint ventures for raw material extraction proc-
essing, transportation, and marketing. Without large-scale projects,
potential energy, metal, timber and other raw material resources ma
not be economically exploitable. Moreover, without Western capital,
credit, and technology, many of the rich potential Siberian resources
may not be exploited for decades. Increased output marketed by West-
ern multinational corporations may permit a significant net increase
In export capability above that required to repay the financing,

(3§ U.S. willingness to extend most-favored-nation treatment to
the Soviet Union;

(4) Soviet ability to launch a major effort to produce industrial
groducts for the Western market facilities that provide efficient mar-
eting not subject to market disruptions Froblems. Use of such multi-
national companies, as International Telephone and Telegmph Cor-
poration, which might involve trade of machine tools for electric
equipment—an industrial version of the Pepsi for vodka barter ar-

rangement—could prove attractive.

ese variables will largely determine the size of total U.S.-Soviet
trade turnover in the years ahead. With current Soviet priorities for
technologically advanced goods, the detente environment, and the
equalization of U.S. commercial policy toward the U.S.S.R. with that
o(} other industrial countries through liberalized export control and
credits, the Soviet demand for U.S. imports is likely to run ahead of
their af)i]ity to pay. Therefore, the Soviet-U.S. trade turnover may be
expected to maintain its current level, increase modestly, or rise signifi-
cantly, depending on the above noted variables. )

These three steps in potential turnover of 1980 may be illustrated
by the following estimates:

(1) A diversion of Soviet oil and gas exports and other hard cur-
rency carning exports to the United States and modest credit allow-
ances, for example, might lead to an expansion of trade to an average
annual level of $700-800 million. ) )

(2) If the Soviet Union receives MFN status and liberal credits
and initiates an aggressive industrial product sales effort, a $2-3 bil-
lion trade turnover is possible. . )

(3) A projection of $4-5 billion annual trade turnover is conceiv-
able 1f negotiations on joint U.S.-Soviet development of Siberian nat-
ural gas resources are successful. The two Liquified Natural Gas
(LNG) projects under discussion could total investments of $5-6 bil-
lion each with repayment presumably over an 8-10 vear period (the
presumed Export-Import Bank maximum).



IV. U.S. Interest IN Exranpep Econodic Revations Wite THE
Sovier Union

In assessing the new U.S.-Soviet commercial relationship, the pri-
mary task for U.S. golicymakers is to determine its effect on the U.S.
economy and on U.S. foreign policy goals. The United States has an
obvious interest in importing valuable raw materials and selected
manufactured goods from the Soviet Union. But how will U.S.-Soviet
trade influence the U.S. economy as a whole? In view of the small
volume of trade, can U.S, consumers and producers expect significant
benefits? Administration officials have frequently cited improved U.S.-
Soviet diplomatic relations as a primary motivation for expanding
commercial relations. What diplomatic benefits will the United States

reap, in terms of specific U.S. foreign policy goals?

Economic Benefits for the United States

The economic advantages of Soviet-U.S. economic relations are
likely to be significant in particular sectors, rather than for the na-
tional economy as a whole. Grain traders and petroleum companies,
for example, may benefit, but the overall effect on the national econ-
omy will be modest.

G.S. trade with the Soviet Union represented less than 1 percent
of total U.S, foreign trade in 1971, In 1972, trade turnover increased
substantially, However, if U.S.-Soviet trade should increase in eight
years to $3 billion—a remarkable attainment—it would still be only
about 2 percent of U.S. foreign trade. Currently, the United States
imports as much in a week from Canada as it imports in a year from
the Soviet Union.** As a result, a major relative change or increase
in trade with the Soviet Union could be offset by a relatively minor-
change in U.S, trade relations with its major trading partners, More-
over, job creation, economic growth, and other economic benefits asso-
ciated with increased trade would be modestly affected by Soviet or
East-West trade.

Furthermore, the U.S, trade and balance-of-payments deficits will
probably not be substantially reduced by increased Soviet trade. Al-
though the United States is likely to have considerable surpluses in its
trade with the Soviet Union, they will be small in comparison with
overall U.S, deficits.

Stability of U.S. Trade Gains

Soviet foreign trade organizations have frequently been criticized
by Western businessmen as erratic and unreliable trade partners. In-
deed, several aspects of past Soviet practices support this notion:

% Peterson (1971), op. cit., Appendix II, pp. 18, 88.
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agricultural trade is periodic, depending on the grain harvest; trade
may take place in technologically advanced products, to fill short-run
non-recurrent needs; and some trade is required to meet unexpected
bottlenecks in Soviet domestic plans.

Soviet imports of cereal grains are particularly unstable. The So-
viet Union changes from a net exporter in good weather years to a
substantial net 1mporter in bad years. (See Table 9.) The United
States exported large amounts of grain in 1964 and in 1972-1973.
However, in the intervening years, exports were negligible, as the
Soviet Union returned to its role as a net grain exporter. Moreover,
the Soviet Union may not buy from the United States even when it
is a net importer (as in 1965 and 1966). In 1972-1973, the Soviet
Union might have traded more extensively with Canada, Australia,
or France, if those countries had not already exhausted their export
capability. France exported a million tons to the Soviet Union in 1972.
" C'anada and Australia reportedly could not take any more orders be-
cause of grain shortages and saturation cf their transport facilities,

TABLE 9.—SOVIET EXPORTS AND IMPORTS Gr GRAIN (EXCLUDING GROATS AND FLOUR)
{In thousands of metric tons)

1963 1964 1965 1966 1967 1968 1969 1970 1971

Total imports including. ....... 3,103
Netexports.................. 3057 i 4,063 3,800 6,56 3,498 5140
Net img?)mm .......................... 3,573 2,045 4,089 . .o

Sources: U.S.S.R. Ministerstvo Vneshnei Torgovii, “Vneshniaia torgoviia za 1964-71 god. statisticheskii obzor, Mos-
cow 1965-72, and *The Soviet Grain Trade Balance,” Radio Liberty Dispatch, Aug. 30, 1972,

Soviet imports of other goods may also be sporadic. In the past, the
Soviet Union has occasionally chosen to import, rather than tool up, to
meet short-run, high-technology requirements. The short-term require-
ment of diesel locomotives in the 1959-1965 Scven-Year Plan, im-
ported largely from France, is a case in point. The Soviet reluctance
to manufacture large-diameter gas transmission pipe may be another
example. Pipe is currently imported from West Germany and Italy.

The Soviet Union also imports to meet unexpected bottlenecks in
high-priority economic activities. Once this type of requirement is
satisfied, it may not recur. Such unforeseen requirements may be cansed
by shifts in priorities, rather than technical bottlenecks. A classic ex-
ample occurred in 1954 : the British textile industry tooled up to meet
an apparent Soviet demand for consumer goods brought on by Premier
Malenkov’s new economic golicies. However, another change in leader-
ship, the replacement of Premier Georgi Malenkov by Khrushchev,

96-260 0—73——4
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led to a further revision in Soviet economic priorities, and large orders
for British textiles were not forthcoming.

The traditional Soviet foreign trade policy of autarky or self-suf-
ficiency seems to foster instability in foreign trade relations. Soviet
leaders who advocated an autarkical foreign trade policy believed that
continued reliance on foreign sources would be politically undesirable
and economically hazardous. There was a tendency among Soviet pol-
icy makers to overestimate the political and economic dangers of trad-
ing in the “anarchic” capitalistic markets. The present Soviet leader-
ship appear to be willing to reassess the ideological underpinnings of
the traditional policy of autarky ; if so, the Soviet Union may become
a steadier customer over time.

Certainly, the new policy of industrial cooperation with Western
industrial countries would suggest a change in policy. Coproduction
ventures with Western firms to develop oil and gas resources in Siberia
would presumably be negotiated to continue %:r a decade or more.
Moreover, feed grain sales and other agricultural exports to extend
over multiple years—three at the outset—may create a more stable pat-
tern of trade.

Increasing U.S. sales in agribusiness facilities, petroleum and natu-
ral gas equipment, computer systems, and a variety of other high-tech-
nology lines may be an effective wedge into the Soviet market; once
begun, these sales tend to accelerate over time. Soviet purchases of U.S.
computers, for example, may lead to follow-up sales of software, to
new Soviet requirements for peripheral equipment, and to broader
Soviet requirements for managerial expertise. The complexity of mod-
ern technology transfer creates a need for long-term commitments. In
many cases, the Soviet Union will be required to make substantial pur-
chases over a number of years in order to receive and continue to bene-
fit from U.S. technology. Thus, requirements for long-term technologi-
cal transfers will tend to stabi]izme pattern of Soviet foreign trade.

Technological Export Policy

Increased Soviet demand for U.S. high-technology products should
help to achieve the U.S. goal of increasing that tyfg:s of export. Such
industries as electronics, agribusiness, petroleum refining, and automo-
tive tooling and forging equipment are characterized by economies of
scale, i.e., the larger the volume of production, the lower the per unit
cost. At a time when government investment, subsidies, and tax incen-
tives are being used to ensure that U.S. prices are competitive in the
world market, an expansion of foreign markets is a factor that may
facilitate reductions in cost and presumably prices. The opening of
the Soviet market to U.S. business.: may provide the basis for a larger,
more economical scale of domestic output. Moreover, an expandin
market may encourage research and development on a scale that woul
help U.S. industries maintain their competitive position.

wo important considerations should be kept in mind in assessing

the advantages of increased U.S.-Soviet technology transfers. First,
does the sale of high-technology products to the Soviet Union encour-
age or discourage Soviet military preparedness? 82 Second, will such

% See above, Ohanging Prioritics in Resource Allocation: Growth vs. Defense, pp. 24-29.
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technology transfers produce long-term advantages for the U.S. econ-
omy? The Soviet leadership may be intent on absorbing U.S. tech-
nology in as short a time and as inexpensively as possible. Thus, in
assessing the net benefit of increasing transfers of technology to the
Soviet 6nion, U.S. policy makers must attempt to answer the ques-
tion of whether or not Soviet leaders are reordering priorities toward
a civilian economy that is increasingly linked to the world economic
system. The question may be raised in different contexts: (1) Do Soviet
requirements for U.S. technology require longer periods of commit-
ment that was the case in the past? (2) Does the trade agreement rep-
resent a part of a new pattern of relationship between the Soviet
Union and the United States? and (3) Does the agreement presage a
new relationship between the Soviet economy and the non-Communist
world economic system? If these questions can be answered affirma-
tively, the outlook for political and economic net benefits to the United

States will be favorable.
High Technology Trade and a Pattern of Econmic Involvement

Current Soviet requirements for high technology assistance from
the United States appear to represent a pattern of technical and man-
agorial interrlatedness that would limit the ability of Soviet leaders
to take short-term advantages, borrow technology, and then withdraw
from continued U.S.-Soviet economic relations in particular lines.
Formal agreements, such as the arrangements with Fiat and Renault
in auto and truck production, respectively, extend for a decade. In-
formal continuity derives from a continued need for technology trans-
fer. Some examples follow:

(1) Advanced industrial systems—Several kinds of U.S. technology
might be applied in the Soviet Union’s oil and natural gas industry:
Alaska Northern Slope technology, advanced drilling techniques,
transmission and construction materials, and oil recovery systems
(especially applicable in the Soviet Union’s older Caucasian fields).
Presumably, agreements on cooperation in this field will involve a
degree of joint managerial responsibility, a definite period of repay-
ment—Ilargely in natural gas and oil deliveries—and a continuing
technological interdependence.

@) ‘lfmmgement- ontrol-Communications Systems.—The Soviets
are clearly interested in advanced American computer and electronic
hardware, but they also seem to be interested in the systems that the
hardware represents. The Soviet postal, telephone, and telegraph
system will be improved by installation of an electronic message
switching system valued at $1.3 million from a French subsidiary of
the International Telephone and Telegraph Corporation. The system
will process six million messages a month and will be in operation by
the end of 19735

Computer-assisted systems would appear to have a wide applica-
tion throughout the Soviet economy. The many Soviet managerial
service specialists studying the United States may stimulate Soviet
interest in this aren. European experience suggests that the field is
one in which the United States not only has the leadership, but seems

» Wall Street Journal, Oct. 23, 1972,
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able to maintain and expand on its advantages. Transfer of this sort
of technology appears to create markets for export rather than satisfy

them.
(2) Mass Production Machinery Output—Traditionally, the Soviet

machine-building industry has putterned itself after the large-scale
industries of the United States. The Gorki auto works, patterned
after the Ford Plant in Michigan in the 1930s, was an example of
this pattern. Although the Soviets are at present relying on Italian
and French assistance in auto and truck production, there is still a
major role for U.S. technology. Some-of the key equipment for the
new Soviet auto and truck plants was purchased from the United
States by European companies for installation in the Soviet Union.
The trade agreement includes a special arrangement for a Soviet pur-
chasing office in New York to buy American equi!)ment for the new
Kama River Truck Plant, If the Soviet economy is “entering the auto-
motive age,” then a continuing requirement may be expected. Like-
wise, in other areas where production for the large American market
justifies assembly line and mass production techniques, the machinery
outputs of the United States may find an expanding market.
}) Agribusiness: A System and A Technological Development.—
If the Soviet planners are serious in seeking a qualitative improve-
ment in the diet by increased meat output, the agricultural approach
revalent in the United States—the so-called “a%ribusiness”wwould
e an appropriate apprcach for them to adopt. The performance of
Soviet leaders after the poor 1972 harvest suggests a genuine com-
mitment to attain their new goals for food output. It was estimated
that nearly $24 billion was shifted to agriculture because of the
crop failures.®” The Soviet Union also exported substantial quantities
of gold. Major outlays of scarce hard currency were made in order to
imﬁﬁrt feed grains and wheat. While purchases on the 1972 scale are
unlikely to recur, lal"fe imports of agricultural commodities and tech-
nology will be needed.

A new gystem of animal husbandry for the Soviet Union would in-
volve imports of soybean products, feed grains, breeder stock, and
technical advice. Also, improved meat supplies would require storage,
transport, and sales facilities, These needs add up to a sizeable in-
vestment over time. Nikita Khrushchev attempted to increase meat
production by introducing a new program for corn and pig produc-
tion. But discovery of the corn-hog cycle was not enough to raise the
meat sugply, particularly when hvestock holdings were sharply di-
minished in the poor crop year of 1963. The Soviet livestock inventory
was again threatened during the even more extreme crop failure in
1972, but survived without major reductions,

(6) Tourist Systems—With better facilities, Soviet tourist income
from the United States, Western Europe, and Japan might rise sub-
stantially. Judging by the changes in tourism in developing coun-
tries—including Yugoslavia—a consortium or Western-Soviet joint
venture approach seems most appropriate. The tourism package in-

% New York Times, Oct. 81, 1072,
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- volves travel facilities, hotels, and a tourist agency to arrange the
trips. Aeroflot, Soviet hotels, and Intourist are not the greatest stimu-
lants to tourism; such comparable Western concerns as Pan American
Airlines, Holiday Inn, and Cooks, Ltd. might be more conducive to
foreign travel in the Soviet Union. The opening of direct Pan Am
flights to Moscow and the Soviet a%reement in principle with Occi-
dental Petroleum Corporation to build a Holiday Inn facility suggest
that this sort of development is possible. The easing of Soviet restric-
tion on internal travel, the availability of tourist credit facilities such
as American Express, and improved facilities for foreign sales of
Russian goods might stimulate the development of tourism.

Such an arrangement would not lend itself to short-term advan-
tages for the Soviet Union, However, if the political costs of tourism
could be tolerated, the advantages would build over time. A Soviet
decision to accept the political costs and promote tourism could create
a demand for more goods and services from the U.S. tourist industry.



V. RestrICTIONS ON SOVvIET TRADE WITH THE UNITED STATES

The Nixon Administration and the Congress are considering steps
that would bring U.S. trade policy toward the Soviet Union more
closely into line with those of other Western industrial nations. Amon
the changes which are under active consideration or which have al-
ready been made are: reducing tariffs on imports from the Soviet
[Tnion to the same level as those of other trade partners, i.e., granting
most-favored-nation treatment; making available more credits, at
better terms; limiting export controls to items with direct military
applications; and reducing restrictions on shipping between the two
countries. What impact will such changes have on the volume of
17.S.-Soviet trade? The answer hinges on a number of economic and

olitical variables—Soviet export capabilities, Soviet preference for

1.8. technology over that of other Western countries, the willingness
of the U1.S. business and banking community and the Export-Import
Bank to finance transactions with the Soviet Union, and the ability
of the Soviet Union to adapt its institutions and practices to new roles
in expanded U.S.-Soviet economic relations.

The following is a discussion of past obstacles to U.S.-Soviet trade
and of the likely consequences of prospective changes.

1.8, Controls on Exports to the Soviet Union '

Several legislative enactments since 1945 have provided the author-
ization for the U.S. export control j,rogram. Their original purpose
was primarily to deny the Soviet Union and other Communist coun-
tries exports which could facilitate their industrial growth and en-
hance their military potential. The following text describes the major
acts which have regulated U.S. exports to the Soviet Union.

The Exzport Control Act of 1949 (50 U.S.C. App. 2021 et seq., 1964)
authorized the President to “prohibit or curtail” all commercial ex-
ports except shipments to 17.S. territories and most exports to Can-
ada. The purpose of the Act was to use export controls: (1) to prevent
domestic economic shortages; (2) to protect the national security;
and, (3) to promote the foreign policy of the United States. The Act
was extended several times through December 1969, with some modi-
fications. The 1962 extension of the Act specified that its intent was to
prevent a significant contribution not only to a Communist country’s
military potential, but also to its economic potential.

To regulate U.S. exports, a licensing system was established. Under
this system, which is still in effect, the Office of Export Control of
the Department of Commerce regulates virtually all U.S. exports
by granting (or not granting) one of two types of licenses: a gen-
eral authorization which permits shipment of certain types of goods
to certain destinations without a specific application by the exporter,
or a validated license to an individual exporter for a syecified export.

(48)
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Most U.S. exports are made under general licenses. Validated li-
censes are required for commodities and technical data of a more sen-
sitive nature which may not be exported freely to designated countries.
To administer the program the Department of Commerce maintains
the Commodity Control List which identifies, for each listed com-
modity, the destinations to which a validated license is required. For
export control purposes, the Soviet Union is classified in Country
Group Y with most of the Eastern European countries, Mongolia, and
the People’s Republic of China. Other g‘rovernment agencies, such as
the Department of State, the Federal Power Commission, and the
Atomic Energy Commission, exercise authority (under other legisla-
tion) for regulating exports of specialized commodities and technical
data. The most important criteria for approval or denial of a com-
modity for export to Communist countries are: (1) the military
applicability of the item; (2) the nature of the technological contri-
bution which the item is likely to make to the military or economic
potential of the country; and (3) the availability of the item from
other countries.

In March 1951, all general licenses to export to the Soviet Union were
revoked. This requirement for validated licenses was relaxed somewhat
in 1956, when a number of specified items was again made exportable
to the U.S.S.R. under general licenses. Since that time, there has been
a gradual trend toward relaxation in the licensing of exports to East-
ern Europe. Poland, in 1957, and Romania, in 1964, were placed in a
separate category for which validated licenses for fewer exports were
required. In 1966, the requirement for validated licenses for exports
to the other Eastern European countries, including the Soviet Union,
was removed for over 400 items. In subsequent years, several hundred
more commodities were placed in the general license list for export to
Eastern Europe.

This trend toward relaxation accelerated in the late 1960s, particu-
larly after passage of the Export Administration Act of 1969 (50
U.S.C. App. 2401 et seq., 1970), which replaced the Export Control
Act. The new Act maintained export controls, but called for a review
of control regulations and control lists. It called on the Commerce De-
partment to lift controls on commodities freely available to Communist
countries from non-U.S. sources and on items that are only marginally
of military value, In short, the 1969 legislation represented a congres-
sional mandate for a new direction in export controls. Whereas the
thrust of the Export Control Act of 1949 was to limit East-West trade,
the new legislation was designed to foster such trade. The Export Ad-
ministration Act expired on June 30, 1971, but Congress enacted resolu-
tions (twice in 1971, once in 1972) extending export controls to Au-
gust 1, 1972, L )

Upon expiration of the Export Administration Act on August 1,
1972, the President invoked the authority of Section 5(b) of the 7'rad-
ing With the Enemy Act of 1917 (50 U.S.C. App. 5(b) 1970) to con-
tinue the export control program. That Act authorized the President
to prohibit all private financial and commercial transactions with
U.S. enemies and their allies during time of war or during any period
of national emergency. In the postwar period, this law had previously
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been used to regulate trade with North Korea, the People’s Republic of
China, and North Vietnam (it no longer applies to trade with China).

On August 29, 1972, the Export Administration Act was extended
and amended. The new law called for further relaxation of controls
on exports freely available from sources outside the United States, It
also directed the Secretary of Commerce to report to the President and
to the Congress on the progress of export control liberalization.

A number of laws regulate the export of specific commodities to
the Soviet Union and other Communist countries. Among these are the
Mutual Security Act of 1954 (22 U.S.C. 1934, 1970) which authorizes
the President to restriet the exportation to any nation of arms, muni-
tions, implements of war, and related technology. Another such law is
the Agricultural Trade Development and Assistance Act of 1954, as
amended (7 U.S.C. 1691-1736d, 1970) which prohibits sales agree-
ments on agricultural commodities for local currencies or long-term
dollar credit to some Communist countries.

The United States also attempts to coordinate its strategic export
controls with the foreign trade policies of its NATO allies (except
Iceland) and Japan. In 1949, a Consultative Group of seven countries
(1ater increased to 15) set up the Coordinating Committee (COCOM)
to discuss the embargo and control lists that the members were to
apply in their trade with the Soviet Union and other Eastern Euro-
pean countries. The M utual Defense Assistance Control Act of 1951
or “Battle Act” (22 U.S.C. 1611 et seq.. 1970) provides the legisla-
tive bzlnsis for U.S. support of the coordinated approach to export
controls.

The Battle Act (subsequently amended in 1961) not only prohibits
the export of implements of war, atomic energy materials. and other
strategic commodities to Communist countries, but also provides that
all U.S, military, economic, or financial assistance be denied to any
nation that knowingly permits shipment of such goods to the Commu-
nist Bloc. Although the President may waive this provision if he
finds it in the national interest, its enactment provided him with a
bmi)gaining tool for persuading other countries to apply the strategic
embargo.

As (%OC()M has no formal charter, its decisions are not binding on
member countries. Rather, it is an advisory board which issues rec-
ommendations of goods to be embargoed or controlled. These are re-
garded as minimum lists to which each member might add commodi-
ties, Since its inception, COCOM has steadi'y reduced its list of
embargoed items. The U.S. Commodity Control List has considerably
more controlled items than COCOM’s International List. Perhaps be-
cause of their traditional trade ties with the Soviet Union and other
East European Communist countries, the other members of COCOM
have consistently lobbied for fewer controls, while the United States
has favored more. For example, Japan and the European NATO
countries have exported advanced electronics, communications and
trangport equipment, and many other items that are still prohibited
for export in the United States.

The COCOM liberalization of export controls has been paralleled
(at & much slower rate) by the trend in U.S. export control policy.
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The Export Administration Act has effected significant changes in
the U.S. administration of export controls, In the first year after its
;mssage, 1,550 commodities were made available under general license

or countries in Group Y. Trade with Romania was further liberal-
ized, and in 1971 the President relaxed the U.S. embargo on Commu-
nist China, freeing many nonstrategic goods for export to China under
general license. Since passage of the law in 1969, there has been a sus-
tained effort to remove controls from most items not controlled by
other COCOM countries. Most of the export license applications for
Eastern Europe that have been denied by the U.S. Government have
been for items also under COCOM controls, In its 100th quarterly
report, for example, the Commerce Department reported that all apphi-
cations that were denied for the second quarter of 1972 involved com-
modities subject to COCOM controls.®® The reduction of the number
of embargoed items has been accompanied by new export clearance
procedures to expedite the licensing process.

The U.S. exporter to Communist countries is still confronted with
§reater barriers than his counterparts in other Western countries. U.S.

usinessmen complain that tighter U.S. controls and time-consuming
procedures for licensin e:aports of technology give other Western
companies a considerable advantage. Foreign competitors sometimes
obtain information on pending U.S. exports which puts them in a
favorable competitive position. Approval of applications of export
licenses can take from a few weeks to several months.

Nonetheless, evidence suggests that relaxation of controls has rap-
idly expanded opportunities for sale of American technology to the
Soviet Union. In 1971, for example, there was a significant increase
in the dollar value of export licenses for the Soviet Union: the total
dollar value in 1971 was §1.27 billion, compared with only $1.51 million
the year before.®® The bulk of the increase was attributable to the
licensing of U.S. machinery and technology for the Soviet automotive
industry. In accordance with the Export Administration Act, the De-
partment of Commerce has narrowed the range of exports subject to
controls. Many items embodying modern technology but having no di-
rect military significance are now exportable to the Soviet Union under
general licenses. Among the items decontrolled in recent months are
construction and agricultural equipment, electronic equipment, se-
lected synthetic rubber manufactures, selected metals and metal man-
ufactures, chemicals, and photographic equipment. Moreover, man
exports of technical data, blueprints, and patented processes whic
were formerly controlled are now exportable under general licenses.

In the past, export controls have been the most direct barrier to the
transfer of technology from the United States to the Soviet Union.
However, changes brought about by the Export Administration Act
have minimize(i; the effect of export controls on U.S.-Soviet economic
relations. In conjunction with other changes in Soviet-American trade
relations, export control liberalization paves the way for U.S. ex-
porters to expand their sales in the Soviet Union. The ability to export

® Baport Oontrol, 100th "Quarterly Report, 2d Quarter 1872. Washington, D.C., U.8.

Dept. of Commerce, 1972, p. 7.
» Ezport Control, 99th Quarterly Report, 1st Quarter 1972. Washington, D.C.. U.8.

Dept. of Commerce. p. 8.
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commodities embodying modern technology will undoubtedly make
U.S. exports more attractive to Soviet buyers. At the same time, the
changes will allow the Soviet Union to import needed technology for
certain sectors of its economy.

U.S. Restrictions on Imports From the Soviet Union; the Issue of
Most-Favored-Nation Treatment

U.S. tariff discrimination against Communist countries has its
origin in the 7'rade Agreements Extension Act of 1951 (65 Stat. 72).
Section 5 of that Act directed the President to:

. . . suspend, withdraw or prevent the application of any reduction in any rate
of duty, or binding of any existing customs or exercise treatment, or other con-
cession contained in any trade agreement . . . to imports from the Union of
Soviet Socialist Republics and to imports from any nation or area dominated
or controlled by the foreign government or foreign organization controlling the
world Communist movement.
Section 11 directed the President to prevent the importation of ermine,
fox, kolinsky, marten, mink, muskrat, and weasel furskins from the
Soviet Union and Communist China. The rationale for section 5 was
rounded in heightened international tensions, particularly during the
orean War. The position was taken that Communist nations which
were aiding aggression in Korea should not share in the benefits of
trade concessions made by the U.S. to other countries. Section 11 may
have been enacted in part to protect domestic producers from foreign
imports. :

In accordance with the law, all concessions granted gy the U.S.
in trade agreements with Communist countries (except Yugoslavia)
were suspended. With respect to U.S.-Soviet trade, this measure re-
sulted in abrogating the trade agreement concluded between the two
countries on August 4, 1937. That agreement had, in effect, granted
conditional most-favored-nation (MFN) treatment to the Soviet
Union in return for Soviet guarantees to import specified quantities
of American goods.*

The denial of trade concessions to Communist countries and the ban
on the importation of certain furskins were later embodied in section
231 of the 7'rade Expansion Act of 1962 (19 U.S.C. 1861, 1970) and
the Tariff Act of 1930 (19 U.S.C. 1202, Schedule 1, Part 5, Subpart B,
1970). The MFN provision of the Trade Expansion Act differed some-
what from the 1951 legislation. While the original law in effect ap-
Elied only to countries that, in the President’s opinion, were controlled

y the world Communist movement. the 1962 Act was made applicable
to all Communist countries. Therefore, Yugoslavia and Poland, which
had previously enjoyed MFN treatment, were no longer eligible for it.
However, this provision was relaxed in 1963 to allow those two coun-
tries to regain their MFN status. Subsequently, in the late 1960s and
early 1970s, unsuccessful attempts were made to extend MFN status
to Romania and Czechoslovakia. The prohibition against trade conces-
sions to the Soviet Union remains in effect, despite several attempts
at repeal (most recently, in the proposed “East-West Trade Relations
Act of 19717).

© 8ee Viadimly N. Pregelj, “Most-Favored-Nation” Principle: Definition, Brief History

and Use by the United States. (Washington, D.C.: The Library of Congress, Congresslonaf
Research Service, Oct. 26, 1972, Report No. 72-226E).
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New legislation would be required to extend MFN treatment to the
Soviet Union. Such legislation is certain to run into strong congres-
sional Oé)posit.ion. Many congressmen have opposed trade concessions
to the Soviet Union because of repressive Soviet domestic policies.
Soviet policy of restricting emigration of Soviet citizens has become
the focul point of recent efforts to block MFN status for the Soviet
Union. The proposed “Jackson Amendment,” endorsed by a majority
of the members of the Senate, ties trade concessions to Soviet domestic

policies:

...no nonmarket economy country shall be eligible to receive most-favored-
nation treatment or to participate in any program of the Government of the
United States which extends credits or credit guarantees or investment guaran-
tees, directly or indirectly, during the period beginning with the date on which
the President of the United Stntes determines that such country—
(1) denies its citizens the right or opportunity to emigrate; or
(2) imposes more than a nominal tax on emigration or on the visas or
other documents required for emigration, for any purpose or cause whatso-

ever; or
(3) imposes more than u nominal tax, levy, fine, fee, or other charge on
any citizen as a conserquence of the desire of such citizen to emigrate to the

country of his choice....%

The issues of tariff discrimination and most-favored-nation treat-
ment were among those discussed at the 1972 U.S.-Soviet trade
negotiations, Tariff negotiations between the United States and
Communist countries tend to be more complex than others because of
the differences in the conduct of foreign trade in the two economic
systems.

Since 1923, U.S. policy has been to extend MFN treatment to its
trade partners automatically and unconditionally. Such treatment as-
sures equal access to the domestic market for all trade partners. Gen-
erally, the United States expects only equivalent treatment, assuring
non-discrimination against %.S. exports. The Soviet Union also ac-
cords its trade partners MEFN treatment. However, under the Soviet
system of state-directed foreign trade, a grant of MFN tariff treatment
does not guarantee access to its domestic market. Soviet enterprises
do not purchase freely abroad according to their production needs
and cost limitations, Imports are planned by government agencies and
are purchased by government-controlled foreign trade enterprises.
Thus, when the Soviet Union reduces its tariffs on U.S. exports. pur-
chases of American goods do not automatically increase.

Consequently, in trade negotiations with the U.S.S.R. the United
States has traditionally taken the position that MI'N status is a nego-
tiable trade concession which requires some special form of reciproca-
tion from the Soviet Union. Soviet leaders. however. regard MFN
status as a symbol of good will and friendship; they believe that the
Soviet Union is entitled to the same treatment as other U.S. trade
partners. For this reason, they have taken the position in trade nego-
tiations that MFN status is not a matter for guid pro quo bargaining,
but a natural concomitant to improved diplomatic relations.

As part of the comprehensive trade agreement between the two coun-
tries, concluded on (ctober 18, 1972, the President agreed to submit

" Amendment No. 1691 to 8. 2620, 92d Cong., 24 sess., Oct. 4t 1972, 260 members of the
House of Representatives cosponsored similar le, )alnt!on (the “Milis-Vanik Amendment")

tn the first session of the 93rd Congress (H.R. 3910).
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legislation to the first session of the 98rd Congress to extend most-
favored-nation treatment to the Soviet Union. The agrecement enters
into force only after such legislation is enacted. While the isgue of
reciprocity was not explicitly addressed in the agreement, perhaps in
deference to Soviet views, the agreement included several features
which were undoubtedly related in part to the MFN question, The
Soviet agreement to repay the Lend-Lease debt, the assurance that
business facilities would be provided in Moscow for American busi-
nessmen, and the understanding that the level of U.S.-Soviet trade
would expand rapidly may all be interpreted as reciprocal concessions.

These provisions are intended to assure that the United States will
receive reciprocal benefits in future U.S.-Soviet economic relations.
The new business facilities to be established in Moscow for U.S. busi-
nessmen should provide them with some of the necessary trade infra-
structure to expand their operations in the Soviet Union. Furthermore,
the understanding that the level of U.S.-Sovict trade will triple over
the next three years and the Soviet Government’s announced intention
to place “substantial” orders for U.S. machinery, plant and equipment,
agricultural products, industrial products. and consumer goods portend
considerable benefits for U.S. exporters,

Soviet leaders also expect considerable economic benefits from MFN
treatment. Some Soviet exports currently face very high U.S. tariffs
which would be substantially reduced if the U.S.S.R. received MFN
status. The Soviet Union will need to increase its exports to the United
States if it is to pay for the American technology and agricultural
products it apparently needs. The effect of MFN treatment on Soviet
exports is uncertain. In the past, most Soviet exports to the United
States have consisted of raw materials and primary products. Such
goods are largely unaffected by the absence of MFN treatment because
the rates of duty in the U.S. tariff schedules tend to escalate according
to the degree of processing. A recent U.S. Tariff Commission study
suggests that, with the current structure of exports by the Soviet
Union to the United States, no significant increase in exports would
result from MFN treatment,®

However, if the structure of Soviet trade should change—for ex-
ample, if some industrial products of advanced technology and Soviet
manufactured goods were available for export—MFN status might
bring significant advantages. Given the Soviet Union's chronic need
for hard currency, Soviet foreign trade enterprises might be expected
to take advantage of lower tariff rates and make a vigorous effort to
export machinery and manufactured goods to the United States, In
some lines, this effort might be successful. For example, businessmen
in the United States and other developed countries have already shown
an_interest in advanced Soviet metal-working machinery, machine-
building and electronics industries, electrical engineering technology,
and other arens. Furthermore, some low and medium quality machin-
ery and consumer manufactures may become competitive in segments

of the U.S. market.? . !

" Anton F. Malish, Jr., United States-East European Trade Considerations Involved in
Granting Most-Favored-Nation Treatment to the Nations of Eastern Europe (Washington,
D.C. : United States Tariff Commission, 1972).

% See above, pp. 78-79.
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By facilitating imports of Soviet machinery and industrial prod-
ucts, the United States might rea%an unexpected benefit from ex-
panded trade ties with the Soviet Union, namely, the acquisition of
new Soviet technology in a few industrial sectors. In certain high-
priority industries, the Soviet Union has devoted considerable re-
sources to research and development. Some Soviet industries have
made important technological mmnovations which could prove very
valuable to U.S. firms. The steel and aluminum industries and certain
mining industries are examples of U.S. sectors which could benefit
from such an exchange of technology.

The structure of Soviet exports to other industrial nations does not,
however, suggest that a dramatic shift in the pattern of Soviet-Ameri-
can trade would follow tariff concessions. While the volume of trade
between the Soviet Union and Western industrial nations increased
in the 1960s, the structure of trade remained fairly stable. Although
some new Soviet products will inevitably be sold to U.S. buyers, past
experience indicates that the pattern of U.S.-Soviet trade outlined by
Secretary Peterson and others of U.S. exports of capital-intensive
products in return for Soviet raw materials will dominate U.S.-Soviet

economic relations in the near future.
U.S. Restrictions on Credit Transactions With the Soviet Union

In trade negotiations with the United States, Soviet representatives
have indicated that the availability of credits is an indispensable con-
dition to expanded U.S.-Soviet trade. Because of the Soviet Union’s
shortage of foreign exchange reserves and its limited export possibili-
ties, the availability of credit is, in fact, crucial to expanded commercial
relations. Soviet leaders are seeking two types of credit from the
United States. First, Soviet trade enterprises need deferred-payment
credits for specific transactions. These are routine, short- or medium-
term loans which are commonplace in all foreign trade transactions.
Secondly, the Soviet government wants long-term “project loans” for
such la?-sca]e projects as the exploitation of Siberian mineral re-
serves. U.S. Government restrictions have, in the past, inhibited both
types of credits.

The Export-Import Bank plays an important and expanding role
in most U.S. foreign trade. However, past legislation has restricted its
partici};ation in the extension of credits to the Soviet Union. Title III
of the Foreign Assistance and Related Agencies Appropriation Act of
1965 (P.L. 88-634) prohibited the Eximbank from lending or in any
other way participating in the extension of credits to any Communist
country except when the President made a determination that credits
to a particular Communist country would be in the national interest.
This prohibition was later included in Section 2 of the Ezport-Import
Aet of 1945 (12 U.S.C. 635, 1970), by an amendment approved on
March 13, 1968. The 1968 legislation added an absolute prohibition on
Eximbank participation in the extension of credit to any country fur-
nishing by direct government action “goods, supplies, military assist-
ance or advisers” to a nation which engages in armed conflict with the
armed forces of the United States. The latter prohibition was not
subject to Presidential waiver.
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In 1971, the Ewport Evpansion Finance Aot (85 Stat. 345) removed
the absolute prohibition on Eximbank credit operations in trade with
those Communist countries not in armed conflict with the United
States. Only North Vietnam is currently prevented by legislation
from receiving Eximbank credits. All other Communist countries are
eligible for such credits if the President determines that credit trans-
actions with n specific Communist country would be in the national
interest. In conjunction with the comprehensive U.S.-Soviet trade
agreement of October 18, 1972, the President used the authority of the
Export-Import Bank Act of 1945, as amended, to allow Eximbank
credits and credit gnarantees to the Soviet Union.

The Johnson lfebf Default Act of 1934 (18 U.S.C. 955, 1970) as
amended, prohibits private persons or institutions in the United States
from extending loans to, or purchasing or selling bonds, securities or
other obligations of a foreign government which is in default on obli-
gations to the United States (unless the country is a member of the
International Monetary Fund and the International Bank for Recon-
struction and Development). At the time of the bill's passage. the
Attorney General found that the Soviet [Tnion was among those coun-
tries in default in their payments of obligations to the United States.
In October 1963, in connection with the proposed sale of wheat to the
Soviet Union, the Attorney General issued an Opinion to the effect
that the intent of the Johnson Debt Default Act was to prohibit the
extension of financial loans to countries in default, but that it did not
intend to rule out supplier’s credit, which he defined as “the assign-
ment or negotiation by an American seller, in the ordinary course of
business, of contract rights or commercial Eaper resulting from sales
of goods on normal commercial terms.” ** This Opinion was reaffirmed
by the Attorney General in 1967.

The Attorney General Opinions and the settlement of the Soviet
Lend-Lease debt in 1972 have left some questions about the applicabil-
ity of the Johnson Act to 10.S.-Soviet transactions. The Soviet Union
is still technically in default on Russia’s World War T debt to the
United States. Therefore, private long-term loans are illegal. Private
commercial credits, or loans made directly by Government agencies or
with the participation of Government agencies (e.g., Eximbank guar-
antees) are permitted under the Act. The distinction between private
loans and commercial credits is not always clear and is subject to legal
interpretation. Generally, any financial arrangement which has an un-
derlying business transaction and is made on normal commercial terms
is considered exempt from the Johnson Act.

In past negotiations on credit matters the U".S. position has been that
no major concessions were possible until the Soviet Lend-Lease debt
was settled. The debt proved to be a major stumbling block to expanded
U7.S.-Soviet trade. The two Governments unsuccessfully attempted to
negotiate a settlement on several occasions. Negotiations took place in
1960 and broke up after only two weeks. At that time, the U.S. repre-
sentatives demanded $800 million and Soviet negotintors offered $300
million. The U.S. assessment of the debt was based on the value of
civilian goods or military goods usable in the civilian economy, which

% U.8. House of Representatives, Committee on Agriculture, Communication from the
President of the United States. Document No. 168, 88th Cong., 1st sess., Oct. 20, 1963.
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were delivered under Lend-Lease and remained in the hands of the
Soviet Union after World War 11. The major element in the disparit
between the U.S. and Soviet figures was tile determination of whic
goods were essential to the Soviet war effort—the United States did
not try to collect for those goods—and which were civilian goods not
consumed by the end of the war. In addition, there were problems in
setting an appropriate rate of interest and repayment schedule for the
Lend-Lease debt. The T.S. negotiating position was recently summar-
ized by Sidney Weintraub, Deputy Assistant Secretary of State for
International Finance and Development :

The original value of all lend-lease equipment provided the Soviet Union dur-

ing World War II is estimated at $10.8 billion. This figure excludes both mer-
chant and naval vessels which, for technical reasons, were not included under

the lend-lease agreement.
In lend-lease settlement negotintions with all our allies including the Soviet

Union, it was our policy to seek payment only for those goods which had useful-
ness in the civillan economy. After repeated requests for an inventory of these
“civilian-type” articles in the Soviet Union went unanswered, the United States

estimated their value at approximately $2.6 billion.
In reaching agreements with our other World War II allies, we settled for a

percentage of the value of the “civilian-type” equipment. As noted in this testi-
mony to which this explanation is appended, the U.S. Government has made
specific settlement offers of $1.3 billion and $800 million, Both offers were rejected
by the Soviet Union. Our present negotiations are approaching a figure which
will compare favorably with the final terms reached with other lend-lease re-

ciplent countries.™

The Soviet Union and the United States agreed on the amount of the
Soviet Lend-Lease debt on Qctober 18, 1972. The total debt. was finally
assessed at 8722 million, of which the Soviet Union paid $12 million
on the day of the agreement. $24 million is to be paid on July 1. 1973,
$12 million on July 1, 1975, and the balance in 28 equal annual install-
ments of $24,071,429 through the year 2001. The Soviet U"nion is per-
mitted four postponements provided interest is pnid at an additional
three percent a year. The settlement covers all Soviet World War IT
indebtedness to the United States. However, Soviet repayment of the
debt is contingent on U.S. extension of MFN status to the Soviet
Union. At the same time, the Soviet Union executed an operating
agreement with the Eximbank which provides that its foreign trade
enterprises would receive equal treatment with those of other U.S.
trade partners in all credit matters—amount of credit. interest rate
and repayment provisions.

Settlement of the Soviet debt and the President’s determination
that Eximbank financing for the Soviet Union is in the national in-
terest removed most major governmental restrictions on credit trans-
actions. Not only are direct Eximbank credits available, but the way is
now open for private individuals and institutions to extend Exim-
bank-guaranteed credits—both short term and long term—to the So-
viet ['nion.® Because of Eximbank’s unique role in U.S. foreign trade,

o {],8. Congress. House. Committee on Government Operations, Delinquent International
Nebts Owed to the United States, Hearings before a subcommittee of the Committee on
Government Operations, House of Representatives, 92d Cong., 18t and 2d sess., 1972,

), 125,

! % The Jackson Amendment and similar legislation could prohibit the Soviet Union from
participating in U.S. Government credit operations. See above, U.§. Restrictions on Im-
ports from the Soviet Union; the Issue of Most-Favored-Nation Treatment, p. 53.
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its programs may play a particularly important role in future Soviet-
American trade.”” Eximbank extends direct credits and serves as guar-
antor and insurer only when private financial institutions are unable
or unwilling to do so. As some private institutions may balk at dealin
with Soviet foreign trade enterprises because of inadequate credit
worthiness information or because of general unfamiliarity with the
Soviet economy, frequent Eximbank participation may be required.

The Eximbank extends credits at a favorable rate of interest—cur-
rently 6 gercent on direct loans to foreign borrowers. This practice
has raised some controversy over whether such credits are a form of
cxport subsidy.”® The question of whether the Soviet Union should
continue to receive such low-cost credits is certain to be an important
issue when Congress is asked to extend the Eximbank’s franchise.
(It is currently authorized to operate through June 1974.)

That the Eximbank, with its present resources, can fill all Soviet
credit needs is unlikely. Its current overall operational authority is
$20 billion, and its largest exposure to any single country is about $1.3
hillion.”® Soviet negotiators have indicated that they hope to attract
huge sums of American capital—far more than Eximbank could pro-
vide—for projects in the Soviet Union.’® Such large-scale financing
is available only from private institutions in the United States. Fur-
thermore, no Government program is available for insuring large,
long-term capital investments in the Soviet Union. Government pro-
grams such as those of the Overseas Private Investment Corporation
are denied to the Soviet Union, unless a Presidential waiver is granted,
by Section 620(f) of the Foreign Assistance Act of 1961 as amended
(22 U.S.C. 2151 et seq., 1970).

Despite these problems, the removal of restrictions on Eximbank and
private credits represents a major step toward improved U.S.-Soviet
economic relations. The Soviet Union 1s expected to run heavy deficits
in its balance of trade with the United States, and U.S. credits
will be needed to help finance them. Soviet trade with most other
Western industrial countries has followed a similiar pattern: imports
from these conntries have continually exceeded exports in recent years,
and liberal credit ; olicies have been necessary. If U.S. exporters are
to compete. effectively with other Western exporters to the Soviet
[Union, large amounts of credits will have to be made available.

Shipping Arrangements in U.8.-Soviet Trade

Various shipping regulations have been issued by U.S. Government
agencies in their administration of legislative restrictions on commerce
with the Soviet Union. Department of Commerce Transportation
Order T-1 regulates the transport by U.S. ships or aircraft of certain
controlled commodities (even though originating in a foreign port) to

% While the Eximbank’'s operations have generally been credited with increasing the
level of U.S. exports, this view was disputed in a 1972 article. See Douglas R. Bohi, “Export
Credit Subsidies and U.8, Ex;orts: An Analysis of the U.S. Eximbank,” in U.S. Congress,
Joint Economic Committee. The Economics of Federal Subsidy Programs. 92d Cong.. 2d
sess., 1972, pp. 167-175. For a contrasting view, see Howard 8. Piquet, The Exzport-Import
Bank of the United States: An Analysis of Some Current Problems. (Washington, D.C.:
National Planning Assoclation, 1970).

“glele7srtsl§llersxs3 y Bohi and Piquet, Ibid. Also see Congressional Record, Jan. 23, 1973,
pp. - . .

% Peterson Report (1972), op. cit., p. 20.

100 Ibid., p. 20.
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most Communist countries, including the Soviet Union. Such ship-
ments are prohibited unless a validated license (for shipments from
U.S. ports) or an authorization issued by the Assistant Secretary (for
shipments from foreign ports) has been obtained.

Soviet ships are ufso affected by U.S. restrictions on shipping to
Cuba and North Vietnam. Foreign vessels which call on Cuban or
North Vietnamese Eorts are not tﬁ,lowed to carry U.S. Government-
financed cargoes shipped from U.S. parts (pursuant to National
Security Action Memoranda No. 220, dated PPebl'um-y 5, 1963, and
No. 340, dated January 25, 1966). This restriction applies to Com-
modity Credit Corporation-financed grain shipments to the Soviet
Union. Moreover, t‘m sale of petroleum fuels and other petroleum
products to vessels and aircraft which have recently called on, or will
soon be calling on, Cuban or North Vietnamese ports is prohibited.

Until recently, Soviet merchant shipping in U.S. waters wag severely
restricted by various port security regulations. For example, Soviet
ships were allowed to call on only 15 U.S. ports and were required to
give 14 days notice in advance, (The Soviet Union maintained similar
restrictions on U.S. shipping.) These restrictions were considerably
lightened by the Soviet-American maritime agreement signed on Octo-
ber 14, 1972, The agreement opened ports in each country to the ships
of the other upon four days’ notice. Soviet ships are now able to call
at East and Gulf Coast ports for the first time since 1963,

The maritime ngreement also resolved the difficult problem of deter-
mining U.S. and Soviet shares of the maritime business between the
two countries, In the 1963-64 arain sales to the Soviet Union, shipping
was a_major problem. Reacting to domestic political pressures, Presi-
dent. Kennedy stipulated that 50 percent of all U.S. grain sold to the
Soviet Union must be shipped in American vessels, This provision
proved to be a barrier to further grain shipments. Because of the hig:
cost of U.S. shipping, U.S. grain shipments to the Soviet Union vir-
tually ceased. President Nixon rescinded the 50 percent requirement
in June 1971, The maritime agreement stipulates that each country’s
ships will have the opportunity to carry at least one-third of the car-
goes between the two countries. Third country ships can compete for
the remaining third. The agreement also provides that the Soviet
Union will have to pay shipping rates that are higher than the world
average for goods transported on American ships.

Soviet Institutions and Practices

A major barrier to expanded U.S.-Soviet economic relations is the
unfamiharity of U.S. businessmen with Soviet foreign trade tech-
niques, with Soviet import needs and export possibilities, and with
provisions of Soviet law pertaining to foreign trade matters. Serious
problems inevitably arise from any attempt to widen commercial ties
between two countries with very different political, economic, and
legal systems. The U7.S.-Soviet trade agreement has provided a mech-
anism for resolving some of the problems and facilitating commercial
exchanges between American companies and Soviet foreign trade
organizations. Other important problems remain to be solved.

9$-260 0 - 13 -- 8
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PROBLEMS OF BOVIET LAW AND U.8.-S8OVIET TRADE

By Soviet law, a foreign visitor to the Soviet Union is accorded the
same legal rights and obligations that any Soviet citizen enjoys, In
actual practice, foreign businessmen enjoy considerably more rights,
such as private property ownership privileges denied to the average
Soviet citizen. The rights of foreign corporations are somewhat more
nebulous. The trade agreement stipulates only that American corpo-
rations “shall be recognized as having a legal existence” in the Soviet
Union, The Soviet legal code adds little to this. It provides only that
“foreign juridical persons” §a term that presumably includes U.S.
corporations) may conclude foreign trade transactions with officially
designated Soviet foreign trade organizations, !

Issues involving Soviet accreditation of foreign corporations, banks,
and other commercial institutions are now being negotiated. Currently,
acereditation confers no special rights, such as the right to deal d)l,
rectly with Soviet enterprises or to travel freely in the Soviet Union.

In recent years, the Soviet ["nion has entered into coproduction
agreements with Japanese and West European firms, Under such
arrangements, foreign companies generally provide machinery and
equipment and technical assistance for Soviet projects on long-term
credit and receive a share of the output in return. However, direct
foreign investments in the sense of equity ownership would appear to
be ruled out by Soviet law and by recent Soviet practice. Since the
early 1930s, the Soviet Government has prohibited agreements which
would allow foreign firms to participate in management or in control
over profits of economic activities inside the Soviet Union. A resolution
of the All-Union Soviet of People’s Commissars on December 27, 1930,
discontinued the practice of granting foreign concessions for manufac-
turing and mining operations in the Soviet Union.'*? Furthermore,
grivnte ownership of the means of production is prohibited by the

oviet Constitution.

If future joint Soviet-American projects require very large outlays
of American private capital, the usnal coproduction arrangement may

_prove to be inadequate, U1.S, companies are unlikely to make huge in-
vestments without some managerial control. Soviet willingness to com-
promise on this issue is one of the important intangibles in future
Soviet-American relations. In a recent interview with the West
German magazine Der Spiegel, Dzherman Gvishiani, deputy chairman
of the Soviet State Committee for Science and Technology. suggested
that there were no basic obstacles “in principle” to the establishment
of foreign owned property in the Soviet Union:

. . . Even now in our country the trend for multinational property is emerg-
ing. For instance, we are ready to set up and organize joint research institutes.
In Dubna we have the research institute for atomic energy, which is the property

of the countries participating in it. I think that this is no goal in itself. What
really matters is to find a favorable form of cooperation with the partners.!®

However, he added that he saw no practical need for such arrange-
ments at the present time.»*

101 James Henry Giffen, The Legal and Practical Aspects of Trade With the Soviet Union
(New York, Praeger Publishers, 1971), pp. 151-182.

102 Sutton, op. cit.. p. 17,
108 Dzhermarxl’ lesh,;anl interview with Der Spiegel &May 1‘ 1972, %p. 67-73), %rgnslated

in Fore‘ym Broadcast Information Service (Western Europe}, May 3, 1972, p.
104 Ibid., p, U2,
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The foreign businessman who wants to buy from or sell to the Soviet
Union generally conducts his business with a Soviet foreign trade
organization which specializes in a given line of imports or exports.
The Soviet foreign trade organization has a somewhat ambivalent
status. On the one hand, it 1s an official agency of the Ministry of
Foreign Trade which conducts its foreign trade operations in strict
accordance with governmental dictates. On the other hand, it is a
juridical person under Soviet law which can possess property, acquire
rights to property under its name, incur obligations, and sue or be
sued.!® The foreigner may enter contracts with a foreign trade orga-
nization, as long as the organization is operating in accordance with
the charter which is granted to it by the Soviet Government. In short,
the foreign trade organization has a legal status which is somewhat
similar to that of Western corporations. Some legal complications
may arise in foreign trade transactions, however, because of the Gov-
ernment’s foreign trade monopoly. The Ministry of Foreign Trade
may refuse to issue or revoke an export licensc.rél‘here are also strict
Soviet regulations to prevent the foreign trade organization from
making contracts that the state considers contrary to national
interests.

Arbitration of foreign trade disputes involving Soviet foreign trade
organizations must normally take place under the auspices of the
Soviet Foreign Trade Arbitration (gommission, a panel of 15 Soviet
nationals which convenes in Moscow. While Western specialists
acknowledge that the Commission’s procedures have been generally
fair, the United States has insisted that parties to a dispute should
have the right to have arbitrators from a tﬁird country, in accordance
with the Arbitration Rules of the Economic Commission for Europe.
The latter procedure was agreed to in the U.S.-Soviet trade treaty,
although parties to a dispute are permitted to decide upon any other
form of arbitration which they mutually prefer.

For the American corporation considering the export of commod-
ities embodying new technology, Soviet laws dealing with protection
of patents, trademarks, and copyrights are a crucial consideration.**
Soviet laws and practices have changed considerably in recent years.
The widely publicized Soviet practice of buying prototypes and copy-
ing them 1s no longer the most prevalent method of acquiring forel
technology. Soviet leaders have apparently concluded that ;tzhe oldgel:'
method did not enable Soviet industry to keep pace with the rapid

rowth of technological innovation in the rest of the world. Not only
sid it inhibit Western corporations from exporting technology to the
Soviet Union, but Soviet enterprises frequently found that by the
time a prototype was obtained from the West and readied for pro-
duction, it was already obsolescent. Moreover, as Soviet expenditures
on rescarch and development grew, Soviet leaders became more con-
cerned about protecting Soviet innovations.

Symbolic of the Soviet leadership’s new attitude toward the inter-
national exchange of technology and know-how was their ratification

106 Giffen, op. cit., pp. 152-156.
108 For a more detalled discussion of this aspect of Soviet law, see Samuel Pisar, Coesist-

ence and Commerce (New York: McGraw-Hill Book Company, 1870), pp. 336-374.
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in 1965 of the Paris Convention for the Protection of Industrial
Property. The terms of the Paris Convention require signatories to
extend to individuals and companies of other signatories the same
degree of protection as the country provides its own citizens.

goviet law provides protection for both foreign patents and foreign
trademarks. Trademarks may be registered in the Soviet Union and
are protected for a specified period of time, in much the same manner
as in Western countries. Soviet patent law, however, is quite different
from Western laws. Under Soviet law, an inventor is given the option
of receiving a patent or an inventor's certificate for his innovation.
The foreign inventor who submits an application to the Soviet Union
is given the same choice, The certificate gives the inventor recogni-
tion for his achievemert and assures him of a predetermined financial
reward, but vests in the state all rights to use, develop, and exploit
the invention. The Soviet patent is similar to its Western counterpart;
the patentee gains the right to exploit his invention for his own per-
sonal profit, up to a ceiling established by law. As an innovation by a
Soviet citizen can generally be exploited only by a state enterprise, the
incentive to own a patent is reduced. Moreover, legal requirements
for obtaining a patent and various tax benefits and compensation ad-
vantages for certificate holders induce most Soviet inventors to apply
for certificates.

Most foreign inventors prefer the Soviet patent; they generally
consider the certificate's scale of remuneration too small. However, the
Soviet patent does not provide the foreigner the snme protection as
most Western patents. A patented invention can be exploited only
by a state enterprise. If the patentce is dissatisfied with the way it 1s
to be used, or with the state enterprise's terms of compensation, he
cannot go to a competitor. Furthermore, Soviet enterprises generally
have inadequate provisions for the kind of inspection and reporting
that could insure the patent-holder's compensation rights, Por ex-
ample, there is often no way for the patent-holder to insure that he is
being compensated according to volmue of output or the savings his
innovation generates. There is also no independent judicial authority
to handle disputes involving patents; they are handled by the Soviet
Chamber of Commerce. These and other problems involving patents
have not been resolved in U.S.-Soviet trade negotiations.

The problem of copyrights was also examined by the Joint U.S.-
U.S.S.R. Commercial Commission. Until 1973, the Soviet Union did
not belong to the Universal Copyright Convention and had few bi-
lateral treaties dealing with copyrights. Nor did Soviet law provide
for protection of co yrights of materials first published outside the
Soviet Union. Manylz -S. books and articles, especially in the scientific
and technical fields, have been published in the Soviet Union without
compensation for U.S. authors. The Soviet decision to adhere to the
Universal Copyright Convention on May 27, 1973 should help to

solve this longstanding problem.
SOVIET STATE TRADING

Some of the barriers to expanded U.S.-Soviet trade arise from the
nature of Soviet state trading itself. The essence of the Soviet state
trading monopoly is State control over all Soviet foreign business
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activities, The State not only performs the regulatory function com-
mon to all Governments, but also acts as manufacturer, merchant, and
banker. A fundamental problem of the U.S. businessman trading with
the Soviet Union or of a government agency attempting to regulate
and promote such trade is that of operating in an entirely new com-
mercial environment. Westerners who have traded .with the Soviet
Union frequently complain that Soviet institutions are not conducive
to normal commercial ties.

One feature of Soviet state trading to which Western businessmen
object is the necessity of dealing with Soviet foreign trade enterprises.
The foreign businessman is prevented from congucting business di-
rectly witﬁ Soviet producers, consumers and distributors, Instead, he
must deal with middlemen in the foreign trade apparatus who may
lack firsthand information about items being bought or sold. Although
Soviet foreign trade enterprises are specialized according to export
or import lines, they often cannot give the foreigner exact specifica-
tions for the import needs and export offerings of ﬁomestic enterprises.
In addition, since Soviet foreign trade enterprises have no domestic
competitors, they can exercise monopolistic bargaining power when
dealing with a single foreign company. The U.S. businessman has the
choice of dealing with a Soviet export-import monopoly or not dealing
at all. The Soviet foreign trade enterprise, on the other hand, is free
to take advantage of the competition among American companies or
between American companies and their foreign competitors.

Another Soviet institution which encumbers commercial ties with
the West is central economic planning. As Soviet production and con-
sumption are centrally planned. the U.S, businessman cannot estimate
potential supply and demand conditions in the Soviet economy. Nor
can he judge, on the basis of arbitrary Soviet prices, which goods are
marketable in the Soviet Union. Centrally planned foreign trade can
also be extremely unstable because the government sonmetimes uses
trade to dispose of unplanned surpluses or to meet unplanned short-
ages. Furthermore, since there is no necessary link between cost of
production and price in the Soviet economy, it is difticult for U.S.
Government agencies to regulate dumping or market disruption on the
part of Soviet exporters, The U.S.-Soviet trade treaty addresses the
latter problem by establishing a procedure for imposing import quotas
or other restrictions for preventing market disruptions.

Soviet isolation from the international trade community also creates
problems for Western companies seeking to buy from or sell to the
Soviet Union. The Soviet Union lacks some of the fundamental re-
quirements for unencumbered foreign trade transactions, such as a
convertible currency and a realistic exchange rate. The 1972 agree-
ment in which Pepsi Co., Inc., agreed to market Soviet vodka in the
United States in return for a Pepsi Cola franchise in the Soviet Union
typifies many Soviet foreign trade transactions. This characteristic
often leads Soviet foreign trade enterprises to insist on barter trade,
tied transactions, and other clumsy arrangei:ients. Another Soviet de-
ficiency which results from its traditional isolation from Western mar-
kets is the lack of a basic foreign trade infrastructure for Soviet-
American trade. Such basic requirements as office space, communica-
tions services, and advertising facilities are virtually nonexistent. In
the 1972 commercial agreement, provisions were made to alleviate this
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deficiency. Business facilities for U.S. companies and a large trade
center are to be built in order to facilitate U.S.-Soviet foreign trade
transactions,

Another set of problems arising from Soviet institutional arrange-
ments is related to the necessity of dealing with state agencies, As dis-
cussed above, trading with a government agency raises a number of
difficult legal problems. In addition, state trading can degenerate into
politically motivated trading. A state trading monopoly may reward
or punish a trade partner for purely political reasons. Among the
political devices at the state traging monopoly’s disposal are market
disruption, preemptive buying, discrimination against imports, and
denial of exports, As the State decides what to buy and sell on a some-
what arbitrary basis. the existence of such practices may be difficult to

prove and counteract.

Prospects for Removal of Barriers to U.S.-Soviet T'rade

A definite trend toward trade liberalization has characterized recent
Soviet-American cconomic relations. U.S. policy changes with regard
to exports, imports. credits, and shipping arrangements have removed
many of the artificial barriers to normal economic relations with the
Soviet Union. Furthermore, the maritime and trade agreements and
the agreement on the Soviet Lend-Lease debt have demonstrated a
willingness on the part of both countries to make concessions on many
substantive matters.

The Nixon Administration took another step toward normalization
of U.S.-Soviet trade relations when it submitted the “Trade Reform
Act of 1973” to Congress on April 11, 1973." Among the measures
in the comprehensive trade legislation were two important sections
which are applicable to U.S.-Soviet trade. One proposal would grant
the President the power to extend most-favored-nation treatment to
countries not now enjoying it (including the Soviet Union). Another
would repeal the Johnson Debt Default Act, thus removing another
barrier to U.S.-Soviet credit operations.

Some innovations and experiments in the Soviet foreign trade sys-
tem may in the long run help to normalize U.S.-Soviet commercial
relations. Export councils composed of government officials and in-
dustry representatives now act as a liaison between domestic industries
and foreign trade enterprises. This development could alleviate some
of the problems confronted by the foreigner who deals with the Soviet
foreign trade apparatus. A small percentage of Soviet foreign trade
is now conducted by local officials in border regions of the Soviet
Union. Such decentralized state trading is now taking place between
outlying regions and neighboring countries including Japan, North
Korea, Iran, Turkey, and several European countries adjoining the
Soviet Union.'*® Material incentives have been introduced to encoura
production for export. Industrial enterprises which successfully fulfill
their export targets are allowed to use part of their foreign currency

. Govt. Print. Off,, 1978)

107 .8. House of Representatives. Committee on Ways and Means. Trade Reform Aot o
1973 (Washington, D.(f : U8 ." yorm 4ok of
18 Keith Bush, ‘A New Impetus for Border Trade,” Radio Liberty Dispatch, August 21,
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earnings for imports of needed machinery and equipment.’*® Such
changes mailportend a more flexible Soviet foreign trade system for
the future. However, the evolution has not proceeded very far.

In recent years, important new practices have helped to expand
Soviet commercial ties with the West. Coproduction ventures, joint
marketing arrangements, licensing agreements, and other special ar-
rangements play an increasingly important role in Enst-West trade.
Such practices will undoubtedly be used in furthering U.S.-Soviet
economic cooperation.

However, many potential rondblocks remain, The trade agreement,
Export-Import Bank financing, and the Lend-Lease agreement, for
example, are contingent on congressional approval of MFN status for
the Soviet Union. Moreover, U.S. financial institutions may be unable
to provide sufficient credits to meet Soviet needs. Eximbank’s resources
are apparently inadequate, and the Johnson Act still restricts private
loans to the Soviet Union. Furthermore, considerable differences of
opinion remain over interest rates and repayment schedules. Even if
all U.S. restrictions should be removed, limited Soviet export capabil-
ities might be a serious constraint on the volume of future trade. An-
other uncertainty is the adaptability of some Soviet foreign trade in-
stitutions to large-scale economic cooperation with the United States.

Furthermore, there is still considerable opposition in the United
States to exports of certain kinds of U.S. technology. Although export
controls have been relaxed, questions on the national security and in-
dustrial espionage aspects of foreign trade cohtinue to be raised. Even
technology transfers to long-time allies are sometimes questioned. The
sale of the Thor-Delta rueket to Japan, for example. was cited by a
representative of the AFI~CTO to Congress as an export of technol-
ogy with adverse national security implications."”® Many technology
transfers to the Soviet Union are likely to be more controversial,

The changes that have already been made seem likely to strengthen
trade ties between the United States and the Soviet Union, but many
obstacles to completely normalized economic relations remain. The
long-run growth of Soviet-American economic relations will depend
in large part on the continuation of the liberalization process.

199 Nikolal Patolichev, U.8.8.R. Foreign Trade: Yesterday, Today, Tomorrow (Moscow :

Novostl Press Agency Publishing House, n.d.), p. 131.
o Mr, A, Blegmlel er to the Senate Finance Committee. Congressfonal Record, Mar. 6,

1978, 83977-8982.



VI. Issues 1N THE INTERPLAY OF TECHNOLOGY, TRADE, AND DrrLOMACY

U.S. foreign trade policy toward the Soviet Union has always been
motivated by a combination of political and economic factors, U.S.
policymakers have encouraged trade with the Soviet Union—in the
mid-1930s, in the immediate postwar period, and in the past few
years—because they believed that benefits would accrue to the U.S.
economy and that U.S.-Soviet diplomatic relations would improve.
At other times—in the 1920s and early 1930s and in the Cold War

eriod—trade has been restricted in order to discourage Soviet leaders

rom pursuing policies considered hostile to U.S, interests, Indeed, this
inclination to use trade for political purposes is a deeply imbedded
tradition in American diplomacy dating back to the earliest years of
the republic. Moreover, commercial relations have been used to further
foreign policy goals. As observed by Professor Harold Berman,

Of course, in one sense, all trade is “embedded in politics,” but in another
sense, trade, like diplomacy and cultural and scientific exchange, is a way of
maintaining mutually advantageous relations among countries whether or not
they are politically antagonistic to each other.’

U.S.-Soviet trade has been characterized by the exchange of U.S.
technologically-advanced goods and services for Soviet raw materials.
While the absence of normal U.S.-Soviet trade relations has probably
been an economic burden to both countries, U.S. leaders have acted
under the assumption that the promise of trade (and U.S. technology)
to the Soviet Union was an effective lever for exacting political con-
cessions. Denial of trade, on the other hand, has been assumed to be a
barrier to Soviet industrial :ind technological progress.

The U.S.-Soviet technology transfer, the new commercial relation-
ship, and U.S.-Soviet diplomatic relations present an interrelated pat-
tern of policy issues, illustrated by the following questions:

(1) How will the emerging commercial relationship benefit the U.S.
cconomﬁ? _ . ) . i

32) ow can economic exchanges with the Soviet Union, particu-
larly those involving technology transfers, be used to further U.S.
foreign policy ¢

$3) What changes are needed in negotiating procedures and commer-
cial institutions necessary to insure that the United States maximizes its

political and economic benefits?
Benegte. to the United States From Ewpanded Trade With the Soviet
nion

The U.S. grain sales to the Soviet Union in 197273 and prospective
U.S.-Soviet cooperation in Siberian natural gas exploitation demon-
strate some of the potential benefits and éosts of expanded U.S.-Soviet

u New York Times, Letter to the Editor, Apr. 2, 1973, p. 34.
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commercial relations. Both the 1972-78 grain deal and the potential
s deal have important implications for the U.S. economy and for
S.-Soviet diplomatic relations.

THE 1072-73 GRAIN BALES

The experience gained in 1972 by private grain exporters and U.S.
Government officials should provide valuable guidelines for future
U.S.-Soviet transactions. With respect to U.S. economic benefits, the
grnin sales raised an important question: How good a market is the

oviet Union?

In the summer of 1972, the Soviet Union purchased an estimated
440 million bushels of wheat from the United States, about one-fourth
of the total U.S. crop.’*? From July 7, 1972, when the Soviet grain sale
was first announced, to September, when Soviet agents stopped buying,
the price of U.S. hard red winter wheat, the principal kind sold to
the Soviets, rose from $1.69 to $2.49 per bushel. The Soviet Union pur-
chased the wheat at approximately $1.63 per-bushel. The difference
between the price paid by the Soviet Union and the U.S. domestic
price was made up by U.S. Department of Agriculture subsidy Fay-
ments to fgrain exporters, which totaled approximately $300 million
for the July-September period.

The U.S. Government’s role in the sales caused considerable con-
troversy. For almost two years prior to the sales, the Department of
Agriculture had pegged the world market price of wheat at $1.63 a
bushel. However, because of a world shortage of wheat in 1972, the
competitive world market Frice judged by normal commercial prac-
tices should have been much higher. In fact, the world price without
price supports would have approximated the U.S. domestic price be-
cause the United States was the only country exporting significant
quantities of wheat. Inasmuch as the United States was the only source
for large amounts of wheat and as its domestic price equaled the
competitive world market price, the subsidies represented a net price
advantage for the Soviet Union.

U.S. grain exporters had been involved in major grain sales to the
Soviet {nion on one previous occasion in 1963-64.1" In those sales,
as in the 1972-73 sales, the United States appeared to be a source of
last resort for the Soviets: Soviet buyers went into the U.S. market
only after their traditional sources were exhausted. In 1963 the Soviets
had already purchased large amounts of wheat from Australia and
Canada.'* In 1972, France had exported to the Soviet Union, while
Canada and Australia had been unable to sup?ly large amounts to the
Soviets. Moreover, in the period between the large U.S.-Soviet trans-
actions of 1963-64 and 1972-73, the Soviet Union had chosen to buy
from traditional trade partners rather than the United States.!** (See

Table 9, p. 43.) ~

1 For a discussion of Soviet agricultural purchases, see Humphrey and Bellmon,

op. cit.

Piss For detalls of the 1063-64 grain sales, see Leon M. Herman, The 1963-64 Wheat Sales
to Russia: A Summary of Major Developments. (Washington, D.C.: The L rary of Con-
gress, Legislative Reference Service, Apr, 7, 1964.)

¢ Correspondence made vJmlnlc by Congressman John Melcher reveals that both the
Australian and Canadian Wheat Boards had advised the U.8. Department of Agriculture
as early as July 1972 to reduce U.S. export subsidies and allow world prices to rigse. The
reduction came in September 1972, after most of the Soviet orders were placed. See the

Oongressional Record, Apr, 9, 1973, H2601-2602,
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Thus, the United States was in a monopoly position, apparently
selling to a buyer with inelastic demand (quantity not sensitive to
price), and there was little historical evidence that the purchases could
be tied to future, continual sales. The 1972-78 situation was probably
an ideal one for extracting high profits, Instead, U.S. grain ex-
porters provided a consumer’s or purchaser’s surplus to the U.S.S.R.
A reassessment of the exchange may give insights into the criteria to
be employed in future U.S.-Soviet commearcial transactions involving
high-technology products,

rain exporters and Agriculture Department officials claimed that
Soviet buyers were offered low prices because no one knew the extent
of Soviet needs, Soviet agents kept their buying intentions a closely
guarded secret. It is interesting to note that the 1963 U.S.-Soviet grain
sale was also criticized because Soviet agents, by dealing secretly, were
able to buy at low prices. Certainly, a seller can never know precisely
the shape of the buyer’s demand curve, i.e., the quantity demanded at
different price levels. However, he should try to improve his knowledge
of the buyer’s situation and of world supply and demand conditions.
He should also attempt to maximize his return from the sale or, if not,
carefully weigh the benefits of a non-profit-maximizing policy.

The grain sales point up the need for the Government’s active and
impartial participation in trade with centrally planned economies. The
role of Government agencies in East-West commercial transactions
should be to safeguard the interests of U.S. producers, consumers, and
taxpayers, From the standpoint of some exporters and producers, the
1972-73 grain deal may have provided maximum benefits, However, its
impact on some farmers, on the U.S. consumer, and on the Federal
budget was certainly less than maximally beneficial, Soviet purchases
contributed to a sharp rise in U.S. domestic food prices and resulted in
high Government subsidy payments to exporters and shippers. Some
U.S. farmers, who sold their grain before Soviet needs became known,
suffered substantial losses of income. A study conducted by the General
Accounting Office faulted the Department of Agriculture for some of
these problems.’* The study found that the Department had not prop-
glg used and disseminated available information on Soviet nee& for

.S. grain.

Despite these shortcomings, émin exporters and Government officials
rightfully claimed that the 1972-73 grain sales brought considerable
benefits to the U.S. economy. The balance-of-fpayments benefits were
estimated to exceed $700 million.** Many farmers benefited from
higher prices and increased sales, and employment and earnings in
transportation industries and agribusinesses were stimulated. More-
over, Government expenditures for farm subsidies and grain storage
were greatly reduced. Finally, American grain exporters may have -
established close commercial ties with Soviet importers which could
facilitate future sales.

The outcome of the grain sales sug that the United States can
benefit economically by trading with the Soviet Union. However, some

15 Elmer R Staats, “The Russian Wheat Sales and Agriculture’s Role in Expanding U.8.
Wheat Ex_})om." in Remarks of Hubert H. Humphrey, Congressional Record, vol. 119,
Munx;. 18151(119 & 18;4124—84121.
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Government policies and institutions should be reexamined. The grain
sales raise questions as to the appropriate role for the U.S. Govern-
ment in future commercial transactions, What should U.S. pricin

policy be? Pricing policy may differ depending on whether the U.S.
Government considers the Soviet Union a preferred customer and on
what the elasticity of Soviet demand is assumed to be. If credit is
necessary, but not commercially available, what Governmental risks
and costs are justified? Are there other ways in which the U.S. Gov-
ernment can assist American businesses dealing with Soviet trading
monopolies? Each of these questions is relevant to future U.S.-Soviet
commercial relations, not only in grain sales but in advanced tech-

nology transfers.
JOINT DEVELOPMENT OF SIBERIAN NATURAL GAS RESOURCES

In assessing potential Soviet exports to the United States, there
are also important questions on investment, pricing, and supply pol-
icy. The proposal for joint development of Soviet Siberian natural
gas resources, for example, raises the question, How geood ~a invest-
ment is Soviet energy ewploitation? The two natural gas projects
might require a U.S. investment of about $10-12 billion, largely for
pipeline and tankers. Upon completion of the %rojects, gas would flow
from Urengoy. in West Siberia, to Murmansk by pipeline; from there
it would be shipped to the U.S. East Coast. A second pipeline would
carry gas from Yakutsk, in East Siberia, to Nakhodka, where it would
be loaded for shipment to Japan and the U.S. West Coast. (See map,

Figure3.)
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Of the two projects, the West Siberian development appears clos-
est to realization. Negotiations are currently underway between Soviet
officials and a consortium of three American companies—Tenneco,
Texas Eastern Transmission Corporation, and a Halliburton Com-
pany subsidiary, While all of the details of the transaction are not
completed or agreed to and have not been officially announced, some
tentative figures have been published, which appear to be the basis of
current negotiations.’'” The entire West Siberian development would
cost about $7.6 billion, Of that sum, the Soviet Union would invest
about $1.5 billion for drilling, gas-gathering, and cleaning equipment.
The remainder would be invested by the U.g. consortium for building
20 liquefied natural gas tankers (costing about $2 billion) and for
construction of a 1,600-mile pipeline, compressors, a gas liquefication
plant, and loading facilities.

The contract would run for 25 years, with gas deliveries to the
United States valued at $450 million per year to begin in 1980, The
U.S. credit would be repaid over a 12-year ]period with seventy-five
percent of the gas deliveries used to pay off the principal and interest
on the loan, and the remaining twenty-five percent used to buy other
U.S. capital goods. After the h.S. loan was repaid, the gas deliveries
to the United States would continue for the duration of the contract
with the proceeds convertible to purchases in the United States,

The U.S. Export-Import Bank and a consortium of private U.S.
banks could be expected to finance the deal. Under the terms currently
being discussed, the Soviet Union would receive somewhat better
treatment than other U.S. trade partners. No “progress payments”
(i.e. payments made while the project was under construction) would
be required. Payments wonld begin only after construction was com-
pleted and the project was in operation. The Soviets might also be
granted a longer-than-usual repayment period. Mr, Kearns, chairman
of the Eximbank, reported after lengthy discussions with Soviet of-
ficials in Moscow that the Eximbank’s normal terms and rules of dis-
closure were posing problems for Soviet officials.*® Either a U.S. de-
cision to compromise and give the U.S.S.R. preferred status or an un-
precedented disclosure of information and acceptance of commercial
terms by the Soviets will be required if the transaction is to be financed
by Eximbank.

Moreover, the projected cost of Soviet natural gas would be consid-
erably higher than the present U.S. price. The U.S. companies would
buy the gas in Murmansk for 60 cents per thousand cubic feet and
spend an additional 65 cents to deliver it to an East Coast port.

The total figure, $1.25, compares with a $0.45 delivered price for
U.S-produced natural gas in 1972. Although most U.S. energy special-
ists appear to agree that the current price is too low, few seem to argue
that th> U.S. price should be raised to $1.25. U.S.-produced gas will
be more expensive in the 1980s: a recent estimate which allows for in-
flation puts the price of U.S. gas in 1985 at about 93 cents.?** Moreover,

17 See James Flanigan, “Farewell to Adam Smith,” Forbes, vol. 110, No, 11 (Dec. 1,

1972% pp. 25-286,
us New York Times, Apr. 4, 1973, p. 67,

19 Rdward W. Erickson and Robert M. Spann, “Balanclnf the Supply and Demand for
Natural Gas,” in Balancing Supply and Demand for Energfo n the United States. (Denver:

Rocky Mountain Petroleum Economics Institute, 18972), p. 105
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U.S. negotiators claim that the price impact on U.S, consumers would
be minimal because cheaper U.S. sources would still provide most of
the domestic sup’)ly and fixed costs make up most of the price. A
provision for “rolling in” the foreign gas into domestic suppﬁr would
prevent largs price increases for U.S. consumers.

The large-scale and the long-term nature of the projected natural
gas transaction make it especially important that U.S. Governmental
and private interests carefully study the terms of the arrangement to
insure that the United States receives maximum benefits. The follow-
ing are some of the important questions which should be examined:

1. What economic benefits will the United States receive? The gas
project involves a huge outlay of U.S. investment funds., Will the im-
ports of natural gas and the stimulus to U.S. shipbuilding and other
capital goods industries provide an adequate economic return?

2. What are the alternative costs of obtaining the snme energy sup-
plies from other sources? Mr. Thornton F. Bradshaw, President of
Atlantic Richfield Company, suggested that, at the currently projected
price of Soviet gas, the same supply could be obtained from domestic
natural gas reserves, gasification of coal, and other domestic sources,'*
Alternative foreign sources also warrant consideration.

3. What are the appropriate roles for the U.S. Government and pri-
vate industry? How much of the American investment should be
financed or guaranteed by the Eximbank? What should the (zovern-
ment’s policies be with regard to other aspects of the arrangement, such
as shipbuilding subsidies and import regulation ¢

4. What kinds of commercia{) arrangements are needed for U.S.-
Soviet cooperation in this area? Business facilities in the Soviet Union
are inndequate for an operation of this scale. Although private owner-
ship is not likely or necessary, some clear assurances of authority and
managerial responsibility will be needed.

b, V%’hnt are the indirect economic costs of the project? How much
would be added to fuel prices for U.S. consumers? Would financing for
the Soviet project saturate the U.S. capital market and drive up inter-
est rates for long-term capital ?

8. Is the Soviet project a preferred investment, eligible for lower
rates, more favorable terms, and higher risks than other investments?
I preferential treatment for the natural gas project is warranted by
political factors, what are the net political benefits?

POLITICAL BENEFITS FROM EXPANDED U.8.-SOVIET COMMERCIAL RELATIONS

Dr. Kissinger, Mr, Peterson, and other U.S. officials have attached
. great political significance to expanded commercial relations with the
Soviet Union. Both the grain sales and the natural gas negotiations
may test the assumption that increased economic ties lead to improved
diplomatic relations, The commercial relationships established by U.S.
agribusinesses and by the U.S. oil and gas industry with their Soviet
counterparts may be long term. The potential gas project would be
based on a 25-year contract. While grain sales are unlikely to recur
on the 1972-73 scale, considerable sales of feed grains and agricultural
technology are likely in the future. o

U.S. exports of grain, technical assistance, and capital investment
would be balanced In part, on an economic balance sheet, by U.S. im-

1% Panel Discussion at the National Association of Manufacturers’ “U.8.-8oviet Trade
Conference,” Feb, 28, 1973, Washington, D.C.
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ports of raw materials. But technology transfer on a long-term basis
must also be assessed in terms of political costs and benefits. An inter-
esting aspect of both the grain sales and the natural gas negotiations
is the suggestion that the Soviet Union may now be receiving prefer-
ential treatment in U.S. foreign trade policy. The Soviets purchased
U.S, grain at a price that was lower than warranted by the world
market situation, and the price which has been mentioned for U.S.
purchases of Soviet natural gas seems high. Is preferential treatment
for the Soviet Union justified by potential diplomatic gains for the

United States?
The following are among the political costs of the new commercial

relationships:

1. The risks involved in the unreliability of the Soviet U'nion as &
supplier of important raw materials. Reliance on the Soviet Union as
a source for vitally needed energy resources appears to be a particu-
larly risky undertaking.

2. Contributions to the Soviet fund of technical knowledge that
could be translated into security programs or which could result in
the release of resources for military programs.

3. Potential leverage to the Soviet [Tnion that could result from So-
viet control over ULS. investments and personnel—a possible source
of economie blackmail, or an economic hostage system.

The following are some of the political benefits:

1. Soviet reliance on the United States as a source of supply and ex-
pertise. Soviet dependence on T.S. agricultural products and ad-
vanced technology, for example, is a potential source of U.S. political
leverage.

2. Encouragenient to the Soviet {"nion to reorder priorities between
military and civilian programs. Expanded commercial relations may
serve as an economic reinforcement of the arms control and other
agreements bet ween the two countries.

3. Encouragement of domestic change in the Soviet Union. The
presence of many American citizens in the Soviet U'nion with some
decisionmaking power and a wider exchange of ideas may in the long
run contribute to a moderaticn of the Soviet political control system
and command economy.

In summary, expanded economic relations which facilitate massive
technology transfer from the United States to the U.S.S.R. may create
new, potentially dangerous dimensions in U.S. diplomacy. On the
other hand there is at least a possibility that the process of integrating
the centrally planned Soviet economy into the market economy of
the United States and the rest of the non-Communist world might un-
leash irreversible forces of constructive change which could, in turn,
contribute to international interdependence and stability.

Concluding Observations

POLITICAL GAINS LIKELY TO OUTWEIGH ECONOMIC BENEFITS TO
UNITED STATES

The volume of Soviet trade with the United States by any projec-
tion is not likely to represent a large share of U.S. trade or GNP.
Economic advantages to the United States are likely to be centered
on such specific sectors as imports of petroleum and natural gas, and
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exports of soybeans, feed and cereal grain, and computers, and other
high-technology products. The balance of payments deficit of the
United States and our program for expun(gng the export of high
technology may receive benefits which are, at best, only marginal
compared to those which may derive from potential changes in eco-
nomic relations with non-Communist countries.

At the same time, if the Soviet Union should reorder its priorities
and permit more foreign decisionmaking involvement in domestic co-
operative ventures, significant long-run benefits of a predominantly
political nature might accrue to the United States such as: a) the
gotontial reduction of the Soviet threat to our security from reordered
Soviet priorities; b) a degree of Soviet acceptance of the international
system, implied by the U.S.S.R.’s permitting domestic involvement
of foreign corporations as partners; and ¢) political advantages in-
herent 1n increasing international commercial and financial inter-
course. Overall, such political gains might far outweigh the relatively

modest economic returns.
RELATIVE INCREASE IN U.8.-SOVIET TRADE MAY BE IMPRESSIVE BY 1030

Still, the relative increase in trade may be impressive. From a level
of about $200 million (exports plus imports) before the commercial
agrecment, the exchange may rise by the end of the decade to between
$800 million and $5 billion if the presently favorable environment for
ex‘mnding commercial relations continues. Three alternative dollar-
volume levels seem possible, depending on key variables in trade.

a. Projection of C'urrent Trends—Up to $800 million average an-
nual turnover through expansion of Soviet raw material exports, in-
cluding diversion of oil and gas sales from other developed economies
to the United States, additional Commeodity Credit Corporation
credits for agricultural imports (feed grains and soybeans), and ex-
pansion of tourism.

b. Changed Credit and Export Structure—Up to $2-3 billion if
MFN status is granted to the Soviets and if Soviet foreign trade orga-
nizations give priority to exporting industrial products. U.S.-Soviet 0
joint ventures in energy and raw material extraction, industrial pro-
duction, shipping, and development of tourism and increases in Soviet
gold exports could also push U.S.-Soviet trade turnover to this level.

c. Major Joint Venture Development.—Up to $4-5 billion if (in
addition to the activities cited above) the several massive Siberian
liquefied gas projects in West and East Siberia are consummated.
These would probably bring about a very extensive American involve-
ment in Soviet exploration, construction, and production activity and
an equally unprecedented acceptance of risk by the U1.S. Government

and private banks.

FUTURE U.S.-SOVIET ECONOMIC TIES DEPENDENT ON CONTINUED
RELAXATION OF INSTITUTIONAL AND LEGAL BARRIERS

The degree of Soviet flexibility in permitting cooperative ventures
to go beyond agreement on U.S. financing and sharing in output,
toward managerial and investment decision participation, will deter-
mine how broad or narrow are the limits on change. The U.S. relaxa-
tion of barriers to East-West trade is symptomatic of a new willing--
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ness to provide the same trade and credit arrangements other indus-
trial nations have had with the U.S.S.R. for some years. Revision of
export controls, restrictive tariffs, and credit constraints will raise the
potential for hard-currency earnings (i.e., dollars), and credit ar-
rangements in the joint ventures will influence Soviet decisions to
import and ability to expand commercinl relations,

NEW SOVIET EMPHASIS ON TECHNOLOGICAL CHANGE AND MATERIAL
INCENTIVES STIMULATES TRADE PROSPECTS

The increased Soviet interest in improved economic relations with
the United States results from an apparent reordering of Soviet prior-
ities. Reordered priorities appear to favor technological change and
an improvement in the availability of desirable consumer goods to the
Soviet workers and pensants.

In bringing about technological improvement, energy, especially as
supplied by oil and gas, plays a central role, In the development of
the rich Siberian resources, Soviet trade with the United States can
he expected to expand as to both imports and exports: imports of tech-
nologically advanced petroleum and gas extraction, transmission, and
processing facilities, and exports of the natural gas and oil produced.
Likewise, imports of products such as breeder stock and feed lots
which permit Soviet animal husbandry to borrow from U.S. agri-
business are singularly designed to incresse meat output, which in
turn may facilitate improvement in labor productivity. Few products
represent as clear a means of absorbing increased money wages as

meat. :

DEFENSE AND CONTROL VERRUS ECONOMIC GROWTIH AND PROFESSIONAL
PERFORMANCE ARE SOVIET CHOICES

The extent to which priovities have been or will be reordered turns,
in large part, on how much of the Soviet output goes to defense and
on the volume of Soviet trade with other nations. If the Soviet leaders
view new strategic systems as characterized by rapidly rising costs
and very modest benefits—a post-summit view expressed by Dr. Henry
Kissinger—then civilian claimants will probably do better in receiv-
ing shares of Soviet economic growth. If, in contrast, the Soviets ap-
pear to follow the view expressed by others that the arms race will
continue and accelerate in those areas not specifically limited by the
SALT agreements, then the reordering of priorities may further
strengthen the priovity of defense outlays. as in the 1960s. Without
change in the traditional defense priority, increases in Soviet-U.S.
economic relations may be largely dependent on modest shifts of trade
and other activities from other industrial nations to the United States.
Only upgraded civilian requirements will generate significant new
import needs and provide a basis for releasing resources for export.

COST TO SOVIETS OF SUPPLYING RAW MATERIALS TO EASTERN EUROPE
I8 HIGH AND RISING

A potential for significant improvement in Soviet export capabili-
ties to the West, (*S})ecially in petroleum and natural gas. lies in a
possible shift away from the current and projected supply to Eastern

05-260 0—73——0
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Europe and Cuba—i.e., member nations of COMECON. The Soviets
might also find it advantageous to reduce & drain on hard currency
by limiting transshipment of grain to Eastern Eurog)e and Cuba on
S(’;viet eccount. The 1972 Soviet purchase financed by gold sales or
dollars of U.S. wheat to meet delivery requirements to Poland is a
case in point. This kind of reappraisal, although increasing potential
trade with the United States in the short run, poses serious longer-

olitical and strategic problems of control for the Soviet Union

range 8 i
in the Communist world.

STATE TRADING POSES PROBLEMS FOR A COUNTRY WITH A MARKET
ECONOMY SUCH A8 THE UNITED STATES

Commercial relations between a market economy and a centrally-
planned economy with & state trading monopoly pose problems of
effective administration and may place the United States at a disad-
vantage. . .

Most Soviet-Japanese trade transactions are on a Soviet trading
agency—Japanese Corporation basis and are effectively resolved in
kind. This Soviet pattern of bilateral trade, accepted not only by
Japan but also by European countries, will inhibit a shift of balance-
of-payment surpluses from those industrial nations’ accounts which
could otherwise help to balance possible Soviet deficits on the U.S.
account. U.S. trade too is thus likely to be tied to bilateral relations
with the Soviet Union. Similarly, these bilateral criteria, in coopera-
tive ventures with other industrial nations like Japan, may in turn
restrict the volume of hard-currency earnings available to support a
negative Soviet trade balance with the United States.

ne approach to trading with the Soviet Union might be the estab-
lishment of a governmental trading agency like the Canadian Grain
Board. There might also be other agencies, such as a Computer Board.
It is of mutual interest to have the most knowledgeable technical
people on each side working directly with each other. But there is a
possibility that all suppliers would not have equal access to the Soviet
market. The Occidental Petroleum Corporation made a commercial
agreement without Government help or knowledge. Is this to be dis-
cournged? Government participation runs the risk of Government
favoritism, whereby one or more companies might become “chosen
instruments.” Although such a restraint of trade, under special cir-
cumstances where the national interest is involved, might perhaps be
rmitted by U.S. law, there might also be serious reservations about
1t in the Congress and in the country as a whole.
. The U.S. Government might provide improved information serv-
ices for U.S. business interests to keep them informed on economic
conditions and market prospects in the Soviet Union. It is also impor-
tant to take mensures to protect 1).S. citizens and their investments
in the Soviet Union, Even formal treaty negotiations on the status
of U.S. citizens in the Soviet Union, similar to “Status of Forces”
agreements on U.S. troops abroad, might be considered. For example,
the U.S. grain exporters and computer corporations should have
specific governmental connections with whom they may share

information.
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Other industrial nations such as France and Japan have developed
counterparts nf Soviet institutions in order to accommodate the Soviet
state trading monopoly. U.S. leaders may prefer to encourage more
institutional changes on the part of the Soviet Union.

IMPROVEMENTS ARE NEEDED IN U.8. PROCEDURES AND INSTITUTIONS FOR
ADMINISTRATION AND NEGOTIATION

To maximize the net economic and political benefits to the United
States, the negotiating process and the mechanism for commercial
relations (i.e., U.S. membership in the Joint Commercial Commis-
sion), should be reevaluated. In order to link the broadest security and
diplomatic interests with the commercial arrangements, the involve-
ment of high-level policymakers is essential. Specialists on the Soviet
Union, foreign trade specialists, and private businessmen are also in-
dispensable to provide guidance in their areas of expertise.

he long-term {Jrocess of negotiation, its specialized character, and
the broad national interests inherent in U.S.-Soviet relations require a
permanent working blend of experienced people with the following
characteristics:

a. Top politicians from both executive and legislative branches,
authorized to speak for the White House and Congress as a whole;

b. Governmental trade specialists from the Departments of Com-
merce, Treasury, State, and other agencies.

c. Specialists on Soviet political-economic affairs from governmental
or academic positions; and

d. Representatives of private business and banking.

The Strategic Arms Limitation Talks team in SALT I was appar-
ently successful in combining the appropriate elements of authority
and expertise. The Soviet SALT team was roughly representative of
opposite numbers. In negotiations between different systems it is not
easy to make such comparisons. For example, the Supreme Soviet, the
Soviet legislature, need not be represented, as it does not have the
power or responsibility of the U.S. Congress. In the U.S. system of
checks and balances, on the other hand, it would be particularly bene-
ficial to include Members of Congress in the commercial negotiations.

Con ional involvement would permit a broader representation
of U.S. public opinion and facilitate passage of legislative measures
needed to improve U.S.-Soviet commercial relations. Without continu-
ous involvement of the Congress and private interests, it could be diffi-
cult to have an informed debate on important issues. The establish-
ment of a special congressional committee or subcommittee to deal
with East-West trade, roughly paralleling the Jackson Subcommit-
tee on SALT,"?' might be appropriate. The creation of the Jackson
Subcommittee gave evidence of congressional interest, involvement,
and authority.

Direct congressional involvement would seem especially desirable
in view of the complex, significant, and long-term nature of the U.S.-
U.S.S.R. Commercial Commission deliberations. Such involvement
on a continuing basis could facilitate effective treatment of issues con-
cerning statutory authority, such as Most-Favored-Nation Agree-

11 §ubcommittee to Strategic Arms Limitation Talks, the Senate Committee on Armed
*  Services, Chaired by Senator Henry M. Jackson.
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ments, and in general those in which congrossional intereet is high,
e.gI., export-import credits.

t would also appear desirable that the Joint U.S.~U.S.8.R. Com-
mercial Commission include a blend of political leaders (from both
executive and legislative branches), technical trade specialists, and
Soviet area specialists. As the effective protection of %.S. interests
requires a continued high-level political and lower-level technical in-
volvement, institutional means should he sought for keeping attention
at all levels high. Moreover, the principle of professional continuity_
at the working level should be adhered to in order to meet the level
of Soviet competence in negotiations and administration in the

Commission.

THE CURRENT OPPORTUNITY FOR IMPROVED S8OVIET-U.8, RELATIONS
18 CRUCIAL

_ The present period appears to be a critical one in U.S.-Soviet rela-
tions, If the two countries move ahead in developing commercial re-
latlonsﬁrogmse in political, cultural, and other areas may be facili-
tated. The failure to do so may engender disappointments, frustra-
tions, and suspicions which could ultimately result in a return to the
pre-Summit atmosphere. In short, an og rtunity is now available to
the United States which might conceivably lead to either substantially
expanded relations over a 10- to 20-year period or, if the opportunity
is not seized and U.S.-U.S.S.R. trade is not now expanded, to con-
tinued diversion of the Soviet market to Western European and Jap-
anese suppliers and to a sharp deterioration in Soviet-U.S. relations.

RISKS AND UNCERTAINTIES OF THE NEW RELATIONSHIP CAN BE REDUCED
BUT NOT ELIMINATED

Because political benefits are the main measure of net gain to the
United States from any pattern of increased U.S.-Soviet trade, care-
ful calibration of the risks and uncertainties is in order.

If the Soviet Union is indeed in the process of reordering priorities
and accepting greater involvement in the international political and
economic system—i.e., accepting the rules of behavior of that system—
a significant reduction of impediments to trade may result; this would
be much more beneficial to the United States than would the modest
economic gains to be derived from expanding markets.

If, however, Soviet trade overtures do not extend further than a
willingness to settle old accounts, such as Lend Lease, and purchase of
more grain and technologically advanced equipment, in exchange for
relaxation of trade and credit restrictions, U.S. policymskers may be
well advised to limit concessions and engage in hard bargaining, with
expectation of only modest political and economic benefits,.

he policies followed by the United States and the Soviet Union will
greatly influence the probabilities of alternative outcomes. As the
policy objectives of the Soviet leaders are especially crucial to such a
projection, it cannot be known for some time with any certainty which
different alternative courses, or what compromise between them, 18
being followed. . ] )

Thus, as knowledge of which of the alternatives will %rgvall may not
be evident for several years, very careful official and public scrutiny of
each step in the progress of the Joint U.S.-U.S.S.R. Commercial Com-
mission discussions would appear to be in order for both the executive

and legislative branches.
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APPENDIX 1.—BASIC PRINCIPLES OF RELATIONS

Text of the “Basic Principles of Relations Between the United States of
America and the Union of Soviet Socialist Republics.”
May 29,1972

The United States of America and the Union of Soviet Socialist
Republics,

Guided by their obligations under the Charter of the United Nations
and by a desire to strengthen peaceful relations with each other and to
place these relations on the firmest possible basis,

Aware of the need to make-every effort to remove the threat of war
and to create conditions which promote the reduction of tensions in
the world and the strengthening of universal security and international
cooperation,

Believing that the improvement of US-Soviet relations and their
mutually advantageous development in such areas as economics, science
and culture, will meet these objectives and contribute to better mutual
understanding and business-like cooperation, without in any way preju-
dicing the interests of third countries,

Conscious that these objectives reflect the interests of the peoples of
both countries,

Have agreed as follows:
First. They will proceed from the common determination that in the

nuclear age there is no alternative to conducting their mutual relations
on the basis of peaceful coexistence. Differences in ideology and in the
social systems of the USA and the USSR are not obstacles to the bilateral
development of normal relations based on the principles of sovereignty,
cquality, non-interference in internal affairs and mutual advantage.

Second. The USA and the USSR attach major importance to pre-
venting the development of situations capable of causing a dangerous ex-
acerbation of their relations. Therefore, they will do their utmost to avoid
military confrontations and-to prevent the outbreak of nuclear war. They
will always exercise restraint in their mutual relations, and will be pre-
pared to negotiate and settle differences by-peaceful means. Discussions
and negotiations on outstanding issues will be conducted in a spirit of
reciprocity, mutual accommodatxon and mutual benefit.

Both sides recognize that efforts to obtain unilateral advantage at
-the-expense of the other, directly or indirectly, are inconsistent with these
objectives. The prerequisites for maintaining and strengthening peaceful
relations between the USA and the USSR are the reoognition of the
security interests of the Parties based on the principle of equality and the

* renunciation of the use or threat of force.

Third. The USA and the USSR have a special responsibility, as do

other countries which are permanent members of the United Nations

(81)
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Security Council, to do everything in their power so that conflicts or
situations will not arise which would serve to increase international ten-
sions. Accordingly, they will seek to promote conditions in which all coun-
tries will live in peace and security and will not be subject to outside
interference in their internal affairs.

Fourth, The USA and the USSR intend to widen the juridical basis
of their mutual relations and to exert the necessary efforts so that bilateral
agreements which they have concluded and multilateral treaties and
agreements to which they are jointly parties are faithfully implemented.

Fifth. The USA and the USSR reaffirm their readiness to continue
the practice of exchanging views on problems of mutual interest and,
when necessary, to conduct such exchanges at the highest level, including
meetings between leaders of the two countries.

The two governments welcome and will facilitate an increase in
productive contacts between representatives of the legislative bodies of
the two countries.

Sixth. The Parties will continue their efforts to limit armaments on
a bilateral as well as on a multilateral basis. They will continue to make
special efforts to limit strategic armaments. Whenever possible, they will
conclude concrete agreements aimed at achieving these purposes.

The USA and the USSR regard as the ultimate objective of their
efforts the achievement of general and complete disarmament and the
establishment of an effective system of international security in accordance
with the purposes and principles of the United Nations.

Seventh. The USA and the USSR regard commercial and economic
ties as an important and necessary element in the strengthening of their
bilateral relations and thus will actively promote the growth of such
ties. They will facilitate cooperation between the relevant organizations
and enterprises of the two countries and the conclusion of appropriate
agreements and contracts, including long-term ones.

The two countries will contribute to the improvement of maritime
and air communications between them.

Eighth. The two sides consider it timely and useful to develop mutual
contacts and cooperation in the fields of science and technology. Where
suitable, the USA and the USSR will conclude appropriate agreements
dealing with concrete cooperation in these fields.

Ninth. The two sides reaffirm their intention to deepen cultural tics
with one another and to encourage fuller familiarization with each other’s
cultural values. They will promote unproved conditions for cultural ex-
changes and tourism.

Tenth. The USA and the USSR will seek to ensure that their ties and
coopcration in all the above-mentioned fields and in any others in their
mutual interest are built on a firm and long-term basis. To give a perma-
nent character to these cﬂ‘orts, they will establish in all fields whem this
is feasible joint commissions or other joint bodies.

Eleyenth. The USA and the USSR make no claim for themselves and
would not recognize the claims of anyone else to any special rights or
advantages in world affairs. They recognize the sovereign equality of all
states.

The development of U.S.-Soviet relations is not directed against third
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countries and their interests.

Tuwelfth. The basic principles set forth in this docun.cat do not affect
any obligations with respect to other countries earlier assumed by the
USA and the USSR.

Moscow, May 29, 1972

For THE UNITED STATES OF AMERICA

Ricuaro Nxon
President of the United States of America

For THE UNION oF SovieT SociaLisT REpusLIcS

Leonm I. BreziNEV
General Secretary of the Central Committee, CPSU




APPENDIX 2.— AGREEMENT BETWEEN THE GOVERNMENT OF
THE UNITED STATES OF AMERICA AND THE GOVERNMENT OF
THE UNION OF SOVIET SOCIALIST REPUBLICS REGARDING
CERTAIN MARITIME MATTERS

The Government of the United States of America and the Government of the Unfon of
Soviet Socialist Republics;

Being desirous of fmproving maritime relations between the United States and the Soviet
Union, particularly through arrangements regarding port access and cargo carriage by sea; and

Acting in accordance with Article Seven of the Basic Principles of Relations Between the

‘United States of America and the Union of Soviet Socialist Republics, signed in Moscow on

May 29, 1972,
Have agreed as follows:
Article 1

For purposes of this Agreement:

a. “Vessel” means a vessel sailing under the flag of a Party, registered in the territory of
that Party, or which is an unregistered vessel belonging to the Government of such Party, and
which is used for:

(i) Commercial maritime shipping, or

(ii) Merchant marine training purposes, or
(ili) Hydrographic, oceanographic, meteorological, or terrestrial magnetic fleld research
for cjvil application,

b: *“Vessel” does not include:
(1) Warships as defined in the 1958 Geneva Convention on the High Seas;
(i1) Vessels carrying out any form of state function except for those mentioned under
paragraph a of this Article.

Article 2

This Agreement does not apply to or affect the rights of fishing vessels, fishery research
vessels, or fishery support vessels. This Agreement does not affect existing arrangements with

respect to such vessels.
Article 3
The ports on the attached list of ports of each Party (Annexes I and II, which are a part
of this Agreement) are open to access by all vessels of the other Party.
Article 4
Entry of all vessels of one Party into such ports of the other Party shall be permitted
subject to four days’ advance notice of the planned entry to the appropriate authority.
Article 5

Entry of all vessels referred to in subparagraphs a(il) and a(ifi) of Article 1 into the
ports referred to in Article 3 will be to replenish ships’ stores ot fresh water, obtain bunkers,
provide rest for or make changes in_the’personnel of such vessels, and obtain minor repairs
and other services normally provided in such ports, all in accordance with applicable rules and

regulations,
(84)
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Article 6

Each Party undertakes to ensure that tonnage duties upon vessels of the other Party will
not exceed the charges imposed in like situations with respect to vessels of any other country.

Article 7

While recognizing the policy of each Party concerning participation of third flags in its
trade, each Party also recognizes the interest of the other in carrying a substantial part of its
foreign trade In vessels of its own registry, and thus both Parties intend that their national
flag vessels will each carry equal and substantial shares of the trade between the two nations in
accordance with Annex 1II which is a part of this Agreement.

Article 8

Each Party agrees that, where it controls the selection of the carrier of its export and im-.
port cargoes, it will provide to vessels under the flag of the other Party participation equal to
that of vessels under its own flag in accordance with the agreement in Annex III

Article 9

The Parties shall enter into consultations within fourteen days from the date a request for
consultation is received from either Party regarding any matter involving the application, in.
terpretation, implementation, amendment, or renewal of this Agreement.

Article 10

 This Agreement shall enter into force on January 1, 1973; provided that this date may be
accelerated by mutual agreement of the Parties. The Agreement will remain in force for the
period ending December 31, 1978, provided that the Agreement may be terminated by either
Party. The termination shall be effective ninety days after the date on which written notice

of termination has been received.

IN WITNESS WHEREOF, the undersigned, being duly authorized by their respective
Governments, have signed this Agreement.

DONE at Washington this 14th day of October 1972, in duplicate in the English and Rus-
sian languages, both equally authentic.

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE UNION
UNITED STATES OF AMERICA: OF SOVIET SOCIALIST REPUBLICS:

/s/ /8/

Peter G. Peterson Timofey B. Guzhenko

Secretary of Commerce Minister of Merchant Marine
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ANNEX I

Ports of the United States of America
Open to Calls Upon Notice

1. Skagway, Alaska

2. Seattle, Washington

3. longview, Washington

4. Corpus Christi, Texas

5. Port Arthur, Texas

6. Bellingham, Washington

7. Everett, Washington %
8. Olympis, Washington

9. Tacoma, Washington

10. Coos Bay (including North Bend), Oregon

11. Portland (including Vancouver, Washing-
ton), Oregon

12. Astoria, Oregon
18, Sacramento, California

14, San Francisco (including Alameda, Osk-
land, Berkeley, Richmond), California

16. Long Beach, California

16, Los Angeles (including San Pedro, Wil-
mington, Terminal Island), California

11, Eureka, California

18. Honolulu, Hawalii

19, Galveston/Texas City, Texas
20. Burnside, Louisiana

21, New Orleans, Louisiana
22, Baton Rouge, Louisiana
28. Mobile, Alabama

24, Tampa, Florida

25. Houston, Texas

26. Beaumont, Texas

27. Brownsville, Texas

28. Ponce, Puerto Rico

29, New York (New York and New Jersey
parts of the Port of New York Authority),
New York

80» Philadelphia, Pennsylvania (including Cam-
den, New Jersey)

81. Baltimore, Maryland

82, Savannah, Georgia

83. Erle, Pennsylvania

34, Duluth, Minnesota/Superior, Wisconsin
85. Chicago, Dlinois

86. Milwaukee, Wisconsin

87 Kenosha, Wisconsin

88. Cleveland, Ohio

89, Toledo, Ohio

40. Bay City, Michigan
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ANNEX N
Ports of the Union of Soviet Socialist Republics
Open to Calls Upon Notice

1, Murmansk 2. Kherson

2, Onega 22, Novorossiysk

8. Arkhangel'sk 23. Tuapse

4. Mezen' 24. Poti

5. Nar'yan-Mar 25. Batumi

6. Igarka 26, Sochi

7. Leningrad 27. Sukhumi

8. Vyborg 28, Yaita

9. Pyarnu 29, Zhdanov

10. Riga 80. Berdyansk

11, Ventspils ’ 81. Nakhodka

12. Klaipeda 82, Aleksandrovsk-Sakhalinskiy
18, Tallinn 38. Makarevskiy Roadstead (Roadstead Doue)
14. Vysotsk 34, Oktyabr'skiy ,
15. Reni 85. Shakhtersk
16. Izmail 86. Uglegorsk
17, Kiliya 87. Kholmsk
18, Belgorod-Dnestrovskiy 88. Nevel'sk
19, Il'ichevak 89. Makarov Roadstead

20, Odessa 40. Poronaysk
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ANNEX Il
Supplemental Agreement on National Flag Cargo Carriage

WHEREAS, each Party recognizes the policy
of the other concerning the participation of
third flags in its trade, each Party also recog-
nizes the interest of the other in carrying a
substantial part of its foreign trade in vessels
of its own registry and thus both Parties in.
tend that their national flag vessels will each
carry equal and substantial shares of the trade
between the two nations in accordance with
this Annex, and

WHEREAS, each Party has agreed that,
where it controls the selection of the carrier
for its export and import cargoes, it will pro-
vide to vessels under the flag of the other
Party participation equal to that of vessels
under its own flag, it is agreed as follows:

1. DEFINITIONS
For the purpose of this Annex and the
Agreement of which this Annex is a part:

a. “Substantial share of the trade between
the two nations” means not less than one-third
of bilateral cargoes.

b. “Bilateral cargo” means any cargo, the
shipment of which originates in the territory
of one Party and moves in whole or in part by
sea to a destination in the territory of the
other Party, whether by direct movement or
by transshipment through third countries.

c. “Controlled cargo” means any bilateral
cargo with respect to which a public authority
or public entity of efther Party or their agents
has the power of designating the carrier or the
flag of carriage at any time prior to such desig-
nation, and includes:

(i) on the United States side all bilateral
cargo which a public authority or public en-
tity of the United States has or could have
the power at any time to designate the flag
of carriage pursuant to cargo preference
legislation, and

(i) on the Soviet side all bilatera! cargo
imported into or exported from the territory
of the U.S.S.R. where a commercial body or

other authority or entity of the USS.R has
or could have the power at any time to desig-
nate the carrier,

d. “Accountable liner share” means the U.S.
dollar freight value of liner carryings of con-
trolled cargo by vessels under the flag of each
Party, computed for accounting purposes us-
ing the conference rates in effect at the time
of carriage or, in the absence of such rates,
using other rates to be agreed between the two
Parties.

e. "Accountable charter share” means the
U.S. dollar freight value of carryings under con-
tracts or arrangements covering the carriage
of controlled cargo by vessels under the flag of
each Party, which are not in liner service, com-
puted for accounting purposes at rates to be
agreed between the Parties. Accountable char
ter share will not include movements of any
bulk cargoes in shipload lots of 8,000 long tons
or more from the Union of Soviet Socialist Re-
publics to the Unital States that are carried
by the national flag vessels of either Party pro-
vided the conditions stated in subparagraph b
of paragraph 8 of this Annex have been com-
plied with,

f. “Accounting period” means a calendar year
or any portion of an incomplete calendar year
during which this Agreement is in effect,

2. GENERAL OPERATING RULES
a. Each Party undertakes to ensure that its
controlled cargo is directed in 8 manner which

(i) provides to vessels under the flag of the
other Party an accountable liner share and
an accountable charter share equal in each
category to those of vessels under its flag,
and which continually maintains parity dur-
ing each accounting period, and
(it) is consistent with the intention of the
Parties that their national flag vessels will
each carry not less than one-third of bilateral
cargoes.
b. To the extent that bilateral cargo that is
not controlled cargo is carried in a manner



which does not maintain parity between na-
tional flag vessels, computed in accordance with
the principles specified in subparagraphs d and
e of paragraph 1 of this Annex, the excess of
such carriage will be added to the accountable
liner share or accountable charter share, as the
case-may be, of the overcarrier and will be off-
set to the extent possible by an entitlement of
& compensating share of controlled cargo in the
appropriate category to the undercarrier.

¢. Whenever vessels urider the flag of one
Party are not available to carry contxolled
cargo offered for carriage between ports served
by such vessels with reasonable notice and
upon reasonable terms and conditions of car-
riage, the offering Party shall be free to diyect
such cargo to its national flag or to third Rag
vessels, Cargo 80 directed to the offering
Party’s national flag vessels will not be in-
cluded in its accountable liner share or account-
able charter share for purposes of subparagraph
a(l) of paragraph 2 of this Annex, if the desig-
nated representative of the other Party certi-
fies that its national flag vessels were in fact
unavailable at the time of the offer.

d. Cargo not carried in the vessels of a Party
because of nonavailability of a vessel shall none-
theless be included in bilateral cargo for pur-
poses of subparagraph a (if) of paragraph 2
of thir Annex, and controlled cargo shall con-
tinue to be directed to meet the undertakings
of said subparagraph. To the extent that defl-
ciencies in meeting the undertakings in such
ruvparagraph exist at the end of an account-
ing period because of unavailability of vessels
of a Party which the representative of that
Party has certified were unavailable as pro-
vided above in subparagraph ¢ of paragraph
2, the other Party shall not be required to make
up such deficiency in the following accounting
period.

e. To the extent consistent with the fore-
going provisions of this paragraph 2, each
Party is free to utilize the services of third
flag shipping for the carriage of controlled
cargo.

8. SPECIAL BULK CARGO RULES

a. When controlled bulk cargo is carried
from the United States to the Union of Soviet
Socialist Republics by U.S.flag vessels, such
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cargo shall be carried at a mutually acceptable
rate, provided that this shall not prevent the
offering and fixing of a lower rate if such lower
rate is accepted by a U.S.-flag carrier at the
time of offering.

b. It is recognized that movements of any
bulk cargoes in shipload lots of 8,000 long tons -
or more from the Unjon of Soviet Socialist Re-
publics to the United States shall be carried
at the then current market rates. In further-
ance of this objective, an equivalent quantity
of such controlled cargoes as are offered to So-
viet-flag vessels will be offered to U.S-flag
vessels at the current charter market rate and
with reasonable notice. Any offerings of such
cargoes that are not accepted by U.S.-flag ves-
sels may be carried by Soviet-flag vessels or
other vessels.

4. IMPLEMENTATION

a. Each Party shall designate a representa-
tive for implementation of the principles and
rules of this Annex, the representative of the
United States being the Maritime Administra-
tion, Department of Commerce, and the repre-
sentative of the Union of Soviet Socialist Re-
publics being the Ministry of Merchant Marine.
Each Party shall authorize its representative
to take action under its laws and procedures,
and in consultation with the designated repre-
sentative of the other Party, to implement this
Annex, as well as tu remedy any departure
from the agreed operating rules.

b. The Parties further agree that the desig-
nated representatives shall:

(i) meet annually for a comprehensive re-
view of the movement of bilateral cargo and
for such other purposes related to the Agree-
ment as may be desirable;

(if) engage in such consultations, exchange
such information and take such action as may
be necessary to insure effective operation of
this Annex and the Agreement of which this
Annex is a part;

(iii) make mutually satisfactory arrange-
ments or adjustments, including adjustments
between accounting shares and accounting
periods, to carry out at all times the objec-
tives of this Annex and the Agreement of
which this Annex is a part. Any departures
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from such objectives shall be accommodated
on a calendar quarterly basis to the extent
possible and in no event shall departures be
permitted to continue beyond the first three
months of the next accounting period; and

(iv) resolve any other problems in the im-
plementation of this Annex and the Agree-
ment of which this Annex is a part.

8. COMMERCIAL ARRANGEMENTS
a. The Parties recognize that, pursuant to

their respective laws or policies, carriers under
their flags may enter into commercial arrange-
ments for the service and stabilization of the
trade between them which shall not unduly pre-
judice the rights of third-flag carriers to com.
pete for the carriage of controlled cargo be-
tween the territories of the Parties,

b. Such commercial arrangements shall not
relieve the Parties of their obligations under
this Annex and the Agreement of which this
Annex is a part.
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. APPENDIX 3.— AGREEMENT BETWEEN THE GOVERNMENT OF

THE UNITED STATES OF AMERICA AND THE GOVERNMENT OF
THE UNION OF SOVIET SOCIALIST REPUBLICS REGARDING

TRADE

The Government of the United States of America and the Government of the Union of
Soviet Socialist Republics,

Considering that the peoples of the United States of America and of the Union of Soviet
Socialist Republics seek & new era of commercial friendship, an era in which the resources of both
countries will contribute to the well-being of the peoples of each and an era in which common
commercial interest can point the way to better and lasting understanding,

Having agreed at the Moscow Summit that commercial and economic ties are an important
and necessary element in the strengthening of their bilateral relations,

Noting that favorable conditions exist for the development of trade and economic relations
between the two countries to their mutual advantage,

Desiring to make the maximum progress for the benefit of both countries in accordance with
the tenets of the Basic Principles of Relations Between tiie United States of America and the
Union of Soviet Socialist Republics signed in Moscow on May 29, 1972,

Believing that agreement on basic questions of economic trade relations between the two
countries will best serve the interests of both their peoples,

Have agreed as follows:
Article 1
1. Each Government shall accord unconditionally to products originating fn or exported
to the other country treatment no less favorable than that accorded to like products originating
in or exported to any third country in all matters reiating to:
(a) customs duties and charges of any kind imposed on or in connection with importa-
tion or exportation including the method of levying such duties and charges;
(b) internal taxation, sale, distribution, storage and use;
(c) charges imposed upon the international transfer of payments for importation or ex-
portation; and
(d) rules and formalities in connection with importation or exportation.
2. In the event either Government applies quantitative restrictions to products originating

in or exported to third countries, it shall afford to like products originating in or exported to
the other country equitable treatment vis-a-vis that applied in respect of such third countries.

3. Paragraphs 1 and 2 of this Article 1 shall not apply to (i) any privileges which are
granted by either Government to neighboring countries with a view toward facilitating fron-
tier traffic, or (if) any preferénces granted by either Government in recognition of Resolution
21 (II) adopted on March 26, 1968 at the Second UNCTAD, or (iil) any action by either Gov-
ernment which is permitted under any multilateral trade agreement to which such Government
is & party on the date of signature of this Agreement, if such agreement would permit such ac.
tion in similar circumstances with respect to like products originating in or exported to a
country which is a signatory thereof, or (iv) the exercise by either Government of its rights

under Articles 8 or 8 of this Agreement.

(91)
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Article 2

1. Both Governments will take appropriate measures, in accordance with the laws and
regulations then current in each country, to encourage and facilitate the exchange of goods
and services between the two countries on the basis of mutual advantage and in accordance with
the provisions of this Agreement. In expectation of such joint efforts, both Governments envi-
sion that total bilateral trade in comparison with the period 1969-1971 will at least triple over
the three-year perlod contemplated by this Agreement.

2, Commercial transactions between the United Statea of America and the Union of Soviet
Republica shall be effected in accordance with the laws and regulations then current in each
country with respect to import and export control and financing, as well as on the basis of con-
tracts to be concluded between natural and legal persons of the United States of America and
foreign trade organizations of the Union of Soviet Socialist Republics. Both Governments shall
facilitate, In accordance with the laws and regulations then current in each country, the conclu-
sion of such contracts, including those on a long-term basis, between natural and legal persons of
the United States of America and foreign trade organizations of the Union of Soviet Socialist
Republica. It is understood that such contracts will generally be concluded on terms custo. °
mary in international commercial practice.

3. Both Governments, by mutual agreement, will examine various fielde, in which the ex-
pansion of commercial and ihdustrial cooperation is desirable, with regard for, in particular,
the long-term requirements and resources of each country in raw materials, equipment and
technology and, on the basis of such examination, will promote cooperation between interested
organizations and enterprises of the two countries with a view toward the realization of projects
for the development of natural resources and projects in the manufacturing industries.

4. The Government of the Union of Soviet Socialist Republics expects that, during the period
of effectiveness of this Agreement, foreign trade organizations of the Union of Soviet Socialist
Republics will place substantial orders in the United States of America for machinery, plant
and equipment, agricultural products, industrial products and consumer goods produced in the

United States of America.
Article 3

Each Government may take such measures as it dcems appropriate to ensure that the
importation of products originating in the other country does not take place in such quantities
or under such conditions as to cause, threaten or contribute to disruption of its domestic mar.
ket. The procedures under which both Governments shall cooperate in carrying out the objec-
tives of this Article are set forth in Annex 1, which constitutes an integral part of this Agree-

ment.
Article 4 '

All currency payments between natural and legal persons of the United States of America
and foreign trade and other appropriate organizations of the Union of Soviet Socialist Republics
shall be made in United States dollars or any other freely convertible cursency mutually agreed

upon by such persons and organizations.
Article 5

1. The Government of the United States of America may establish in Moscow a Commer.
cial Office of the United States of America and the Government of the Union of Soviet Socialist
Republics may establish in Washington a Trade Representation of the Union of Soviet Social-
ist Republics. The Commercial Office and the Trade Representation shall be openea simultane-
ously on a date and at locations to be agreed upon.
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2, The status concerning the functions, privileges, immunities and organization of the
Commercial Office and the Trade Representation is set forth in Annexes 2 and 8, respectively,
attached to this Agreement, of which they constitute an integral part.

3. The establishment of the Commercial Office and the Trade Representation shall in no
way affect the rights of natural or legul persons of the United States of America and of foreign
trade organizations of the Union of Soviet Socialist Republics, either in the United States of
America or in the Union of Soviet Socialist Republics, to maintain direct relations with each other
with a view to the negotiation, execution and fulliment of trade transactions. To facilitate the
maintenance of such direct relations the Commercial Office may provide office facilities at its
location to employees or representatives of natural and legal persons of the United States of
America, and the Trada Representation may provide office facilities at its location to employ-
ees or representatives of foreign trade organizations of the Union of Soviet Socialist Republics,
which employees and representatives shall not be officers or members of the administrative, tech-
nical or service staff of the Commercial Office or the Trade Representation. Accordingly, the
Commercial Office and the Trade Representation, and their respective officers and staff mem-
bers, shall not participate directly in the negotiation, execution or fulfillment of trade transac-

tions or otherwise carry on trade.
' Article 6

1. In accordance with the laws and regulations then current in each country, natural and
legal persons of the United States of America and foreign trade organizations of the Union of
Soviet Socialist Republica may open their representations in the Union of Soviet Socialist Re-
publics and the United States of America, respectively. Information concerning the opening of
such representations and provision of facilities in connection therewith shall be provided by
each Government upon the request of the other Government.

2. Foreign trade organizations of the Union of Soviet Socialist Republics shall not claim or
enjoy in the United States of America, and private natural and legal persons of the United
States of America shall not claim or enjoy in the Union of Soviet Socialist Republics, immuni-
3“ from suit or execution of judgment or other lability with respect to commercial transac-

ons. -

8. Corporations, stock companies and other industrial or financial commercial organira-
tions, including foreign trade organizations, domiciled and regularly organized in conformity
to the laws in force in one of the two countries shall be recognized as having a legal existence

in the other country.
Article 7

1. Both Governments encourage the adoption of arbitration for the settlement of disputes
arising out of international commercial transactions concluded between natural and legal per-
sons of the United States of America and foreign trade organizations of the Union of Soviet
Socialist Republics, such arbitraticn to be provided for by agreements in contracts between such
persons and organizations, or, if it has not been so provided, to be provided for in separate
agreements batween them in writing executed in the form required for the contract itself, such
agreements:

(a) to provide for arbitration under the Arbitration Rules of the Economic Commis-
sfon for Europe of January 20, 1966, in which case such agreements should also designate an
Appointing Authority in a country other than the United States of America or the Union of
Soviet Socialist Republics for the appointment of an arbitrator or arbitrators in accordance
with those Rules; and

{b) to specify as the place of arlLitration a place in a country other than the United
States of America or the Union of Soviet Socialist Republics that is & party to the 1958 Conven-
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tion on the Recognition and Enforcement of Foreign Arbitral Awards.

Such persons and organizations, however, may decide upon any other form of arbitration which
they mutually prefer and agree best suits their particular needs,

2. Each Government shall ensure that corporations, stock companies, and other industrial
or financial commercial organizations including foreign trade organizations, domiciled and reg-
ularly organized in conformity to the laws in force in the other country shall have the right to
appear before courts of the former, whether for the purpose of bringing an action or of defend.
ing themselves against one, including but not limited to, cases arising out of or relating to
transactions contemplated by this Agreement. In all such cases the said corporations, companies
and organizations shall enjoy in the other country the same rights which are or may be granted

to similar companies of any third country.
Article 8

The provisions of this Agreement shall not limit the right of either Government to take
any action for the protection of its security interests.

Article 9

1. This Agreement shall enter into force upon the/exchange of written notices of accept-
ance. This Agreement shall remain in force for three years, unless extended by mutual agree-
ment.

2. Both Governments will work through the Joint U.S.-U.S.S.R. Commercial Commission
established in accordance with the Communique issued in Moscow on May 26, 1972, in over-
seeing and facilitating the implemertation of this Agreement in accordance with the terms of

reference and rules of procedure of the Commission.

3. Prior to the expiration of this Agreement, the Joint U.8.-U.S.S.R. Commercial Commis-
sion shall begih .onsultations regarding extension of this Agreement or preparation of a new
agreement to replace this Agreement.

IN WITNESS WHEREOF, the undersigned, duly authorized, have signed this Agreement
on behalf of their respective Governments.

DONE at Washington in duplicate this 18th day of October, 1972, in the English and Rus-
sian languages, each language being equally authentic,

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF THE UNION
UNITED STATES OF AMERICA: OF SOVIET SOCIALIST REPUBLICS:
I8/ . /8/
Peter G. Peterson N. 8. Patolichev
Secretary of Commerce Minister of Foreign Trade
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ANNEX |

Procedure For The Implemeniation of Article 3

1. Both Governments agree to consult
promptly at the request of either Government
whenever such Government determines that
actual or prospective imports of a product
originating in the other country under certain
conditions or in certain quantities could cause,
threaten or contribute to disruption of the
market of the requesting country.

2. (a) Consultations shall include a review
of the market and trade situation for the prod-
uct involved and shall be concluded within sixty
days of the request unless otherwise agreed
during the course of such consultations. Both
Governments, in carrying out these consuita-
tions, shall take due account of any contracts
concluded prior to the request for consultations
between natural and legal persons of the United
States of America and foreign trade organiza.
tions of the Union of Soviet Socialist Republics
engaged in trade between the Lwo countries.

(b) Unless a different solution is agreed
upon during the consultations, the quantitative
import limitations or other conditions stated by
the importing country to be necessary to pre-
vent or remedy the market disruption situation

in quation shall be deemed agreed as between
the tvo Governments,

(¢* At the request of the Government of the
importing country, if ft determines that an
emurgency situations exists, the limitations or
other conditions referred to in its request for
ronsultations shall be put into effect prior to the
conclusion of such consultations,

3. (a) In accordance with the laws and reg-
ulations then curren® in each country, each
Government shall take appropriate measures to
ensure that exporis from its country of the
products concerned do not exceed the quanti-
ties or vary from the conditions established
for imports of such products into the other
country pursuant to paragraphs 1 and 2 of this
Annex 1.

(b) Each Government may take appropriate
measures with respect to imports into its coun-
try to ensure that imports of products originat-
ing in the other country comply with such quan-
titative limitations or conditions as may be es-
tablished in accordance with paragraphs 1 and
2 of this Annex 1.

ANNEX Il

The Status of the Commercial Office of the United States of America in the Union of Soviet
Socialist Republics

ARTICLE 1

The Commercial Office of the United States
of America may perform the following func-
tions:

1. Proniote the development of trade and
economic relations between the United States
of America and the Union of Soviet Socialist
Republics; and

2. Provide assistance to natural and legal
persons of the United States of America in fa-
cilitating purchases, sales and other commercial
transactions.

ARTICLE 2
1. The Commercial Office shall consist of one
principal officer and no mr ‘re than three deputy

officers and a mutually agreed number of staff
personnel, provided, however, that the number
of officers and staff personnel permitted may be
changed by mutual agreement of the two
Governments.

2, The Commercial Office, wherever located,
shall be an integral part of the Embassy of the
United States of America in Moscow. The Gov-
ermnment of the Union of Soviet Socialist Re-
publics shall facilitate in accordance with its
laws and regulations the acquisition or lease by
the Government of the United States of Amer-
ica of suitable premises for the Commercial
Office.

3. (a) The Commercial Office, including all
of its premises and property, shall enjoy all of



the privileges and immunities which are en-
joyed by the Embassy of the United States of
America in Moscow. The Commercial Office
shall have the right to use cipher.

(b) The principal officer of the Commercial
Office and his deputies shall enjoy all of the
privileges and immunities which are enjoyed by
members of the diplomatic staff of the Embassy
of the United States of America in Moscow.
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(¢) Members of the administrative, techni-
cal, and service staffs of the Commercial Office
who are not nationals of the Union of Soviet
Socialist Republics shall enjoy all of the privi-
leges and immunities which are enjoyed by cor-
responding categories of personnel of the Em-
bassy of the United States of America in
Moscow.

ANNEX 1l

THE STATUS OF THE TRADE REPRESENTATION OF THE UNION OF/SOVIET
SOCIALIST REPURLICS IN THE UNITED STATES OF AMERICA

ARTICLE 1
The Trade Representation of the Union of
Soviet Socialist Republics may perform the fol-
lowing functions:

1. Promote the development of trade and
economic relations between the Union of Soviet
Socialist Republics and the United States of
Americs; and

2. Represent the interests of the Union of
Soviet Socialist Republics in all matters relat-
ing to the foreign trade of the Union of Soviet
Socialist Republics with the United States of
America and provide assistance to foreign trade
organizutions of the Union of Soviet Sovialist
Republics in facilitating purchases, sales and
éther commercial transactions.

ARTICLE 2

1. The Trade Representation shall consist of
one principal officer, designated as Trade Rep-
resentative, and no more than three deputy offi-
cers and & mutually agreed number of staff per-
sonnel, provided, however, that the number of
officers and staff personnel permitted may be
changed by mutual agreement of the two
Governments.

2. The Trade Representation, whereyer lo-
cated, shall be an integral part of the Embassy

of the Union of Soviet Socialist Republics in
Washington. The Government of the United
States of America shall facilitate in accordance
with its Jaws and regulations the acquisition or
lease by the Government of the Union of Soviet
Socialist Republics of suitable premises for the
Trade Representation.

8. (a) The Trade Representation, including
all of its premises and property, shall enjoy all
of the privileges and immunities which are en-
joyed by the Embassy of the Union of Soviet
Socialist Republics in Washington. The Trade
Representation shall have the right to use
cipher.

{b) The Trade Representative and his depu-
ties shall enjoy all of the privileges and immu-
nities which are enjoyed by members of the
diplomatic staff of the Embassy of the Union
of Soviet Socialist Republics in Washington.

(c) Members of the administrative, techni-
cal and service staffs of the Trade Representa-
tion who are not nationals of the United States
of America shall enjoy all of the privileges and
immunities which are enjoyed by corresponding
categories of personnel of the Embassy of the
Union of Soviet Socialist Republics in Wash-

ington.



APPENDIX 4.—AGREEMENT BETWEEN THE GOVERNMENT OF
THE UNITED STATES OF AMERICA AND THE GOVERNMENT OF
THE UNION OF SOVIET SOCIALIST REPUBLICS REGARDING
SETTLEMENT OF LEND LEASE, RECIPROCAL AID AND CLAIMS

The Government of the United States of America and the Government of the Union of Soviet

Socialist Republics,

Considering the need to settle obligations arising out of the prosecution of the war against ag-
gression in order to foster mutual confidence and the development of trade and economic rela.
tions between the two countries,

Desirving to further the spirit of friendship and mutual understanding achieved by the leaders
of both countries at the Moscow Summit,

Recognizing the bencfits of cooperation already received by them in the defeat of their com.
mon enemies, and of the sid furnished by each Government to the other in the course of the war,
and

Desiring to settle all rights and obligations of either Government from or to the other arising
out of lend lease and reciprocal aid or otherwise arising out of the prosecution of the war
against aggression,

Have agreed as follows:

1. This Agreement represents a full and final settlement of all rights, claims, benefits and
obligations of either Government from or to the other arising out of or relating to:

(a) the Agreement of June 11, 1942, between the Governments of the United States of
America and the Unifon of Soviet Socialist Republics on principles applying to mutual aid in
the prosecution of the war against aggression, including the arrangements between the two Gov-
ernments preliminary to and replaced by said Agreement,

(b) the Agreement of October 15, 1945, between the Governments of the United States of
America and the Union of Soviet Socialist Republics concerning the disposition of lend-lease
supplies in inventory or procurement in the United States of America, and

(c) any other matter in respect of the conduct of the war against aggression during the
period June 22, 1941 through September 2, 1945.

2. In making this Agreement both Governments have taken full cognizance of the bene.
fits and payments already received by them under the arrangements referred to in Paragraph
1 above. Accordingly, both Governments have agreed that no further benefits will be sought by
either Government for any obligation to it arising out of or relating to any matter referred to
in said Paragraph 1.

3. (a) The Government of the Union of Soviet Socialist Republics hereby acquires, and
shall be deemed to have acquired on September 20, 1945, all such right, title and interest as
the Government of the United States of America may have in ail lend lease materials transferred
by the Government of the United States of America to the Government of the Union of Soviet
Socialist Republics, including any article (i) transferred under the Agreement of June 11, 1942,
referred to above, (i) transferred to the Government of the Union of Soviet Socialist Republics
under Public Law II of the United States of America of March 11, 1941, or transferred under
that Public Law to any other government and retransferred prior to September 20, 1945 to the
Government of the Union of Soviet Socialist Republics, (iii) transferred under the Agreement
of October 15, 1945, referred to above, or (fv) otherwise transferred during the period June 22,
1841 through September 20, 1945 in connection with the conduct of the war against aggres-

sion.

(o)
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{b) The Government of the United States of America hereby acquires, and shall be
deemed to have acquired on September 20, 1945, all such right, title and interest as the Gov-
ernment of the Union of Soviet Socialist Republics may have in all reciprocal aid materials
transferred by the Government of the Union of Soviet Socialist Republics to the Government
of the United States of America during the period June 22, 1941 through September 20, 1045.

4. (a) The total net sum due from the Government of the Union of Soviet Socialist Repub-
lies to the Government of the United States of America for the settlement of all matters set
forth in Paragraph 1 of this Agreement shall be U.S. $722,000,000 payable as provided in sub-
paragraphs (b), (c), and (d) of this Paragraph 4.

{b) (i) Three installments shall be due and payable as follows: $12,000,000 on Oc-
tober 18, 1972, $24,000,000 on July 1, 1973 and $12,000,000 on July 1, 1975.

(i) Subject to subparagraph (c¢) of this Paragraph 4, after the date (*Notice Date”)
on which a note from the Government of the United States of America is delivered to the
Government of the Union of Soviet Socialist Republics stating that the Government of the
United States of America has made available ‘most-favored-nation treatment for the Union
of Soviet Socialist Republics no less favorable than that provided in an Agreement Between
the Governments of the United States of America and the Union of Soviet Socialist Re-
publics Regarding Trade signed on the date hereof, the balance of $674,00,000 in payment
of lend lease accounts shall be paid in equal installments (“Regular Installments”) as follows:

(1) If the Notice Date falls on or before May 81, 1974, the first Regular Installment
shall be due and payable on July 1, 1974, and subsequent Regular Installments shall
be due and payable annually on July 1 of euch year thereafter through July 1, 2001,
or (2) If the Notice Date falls on or after June 1, 1974, and (A) If the Notice Date
occurs in the period of June 1 through December 1 of any year, the first Regular In-
stallment ,shall be due and payable not more than 30 days following the Notice Date
and subsequent Regular Installments shall be due and payable annually on July 1 of
each year thereafter through July 1, 2001; or (B) If the Notice Date occurs in the
period of December 2 of any year through May 31 of the following year, the first
Regular Installment shall be due and payable on the July 1 next following the Notice
Date and subsequent Regular Instaliments shall be due and payable annually on July
1 of each year thereafter through July 1, 2001,

(c) In any year, upon written notice to the Government of the United States of America
that a deferment of a Regular Installment (except the first and last Regular Installment) next
due is necessary in view of its then current and prospective economic conditions, the Govern-
ment of the Unjon of Soviet Socialist Republics shall have the right to defer payment of such
Regular Installment (“Deferred Regular Instaliment”). Such right of deferment may be exer-
cised on no more than four occasions. On each such occasion, without regard to whether the Gov-
ernment of the Union of Soviet Socfalist Republica defers any subsequent Regular Installments,
the Deferred Regular Installment shall be due and payable 10 equal annual instaliments on July
1 of each year commencing on the July 1 next following the date the Deferred Regular Installment
would have been paid if the Government of the Union of Sovict Socialist Republics had not ex-
ercised its right of deferment as to such Regular Installment with the final payment on the
Deferred Regular Installment on July 1, 2001, together with interest on the unpaid amount
of the Deferred Regular Instaliment from time to time outstanding at three percent per an-
num, payable at the same time as the Deferred Regular Installments is due and payable.

3 (d) The Government of the Union of Soviet Socialist Republics shall have the right
to prepay at any time all or any part of its total settlement obligation, provided that no such
prepayment may be made at any time when any payment required to be made under this Para.
graph 4 has not been paid as of the date on which it became due and payable.
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5. Both Governments have agreed thal this Agreement covers only rights, claims, bene.
fits and obligations of the two Governments. Further, nothing in this Agreement shall be
deemed to terminate the provizions of Article I1I of the Agrcement of June 11, 1942, referved

to above.
Done at Wishington in duplicate this 18th day of October, 1972, in the English and Russian
languages, both texts being equally authentic.

/8/ /8/
William P. Rogers N. Patolichev
Secretary of State Minister of Foreign Trade
For the Government of the United For the Government of the
States of America Union of Soviet Socialist

Republics
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