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SIMMARY STATEMENT OF igl SUOVERWAESNT'S wrULE Iw
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REPORT 10 ‘T CONGRESS FROBLEMS Adu ISSUES

Multiagency
DLGEST
Stimulation of trade is a fundamental oart
of the United litates endeavor to improve
relationg with Communist countries. The
nature of the relationsnip necessitates
coordinated negotiations across a spectrum
of political, strategic, and eccnomic is-
sues, U.S. policy is based on the assump-
tion that such countries are willing to
develop and maintain constructive and
harmonious relationships for economic gains.

U.S. trade with Communist countries resulted
in a $1.2 billion surplus in 1974 and will
produce a larger surplus in 1975, This trade
represented 2 percent of U.S. exports and 3
percent of U.S. imports. The major importance
of this trade is political, since its overall
ecoromic iLmportance on the national economy
is limited., U.S. trade with its major trad-
ing partners far outweighs the potential
economic benefits from expauded trade with
Communist countries.

General assessment

Trade with Communist countries involves dif-
ferent economic concepts and political ideo-
logies which reauire special governmental
institutions and arrangements not found in o
trade with the Western world. The concentrated
ecornomic leverage and global intelligence that
a centrally plannéd economy can bring into the
trade relationship places U.S. firms at a dis-
advantage in negotiations. The limited degree
of executive branch involvement and unilateral
actions by American firms do not provide ade-
quate protection of U.S national interests in
matters such as the transfer of advanced tech-
nologies through informal exchanges and dis-
cussions.

In assessing the effectiveness of the U.S re-
sponse to the issues involved in East-West
trade, GAO found that the U.S. Governmgnt needs

@ear Saeel. Upon removal, the report iD~76~13a
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to establish rules and procedures which

both protect and promote U,S. interests,

The U.S. response has been complicated bv
difficulties in four major areas: policy
formation, promotion and financing programs,
export controls and technology exchanges,
and capacity to achieve a balance of diplo-
matic and commercial benefits.

1. U.S., trade policy basically has been de-
veloped through a political and strategic
interagency decisionmaking procéss. This
process has not insured that U.S. positions
were clearly defined and properly analyzed
before decisions or implementation plans
were made. The principal reasons are:

~--Differing perceptions of executive agen-
cies, each with certain interests and in-
fluence, on the direction and cobjectives
for improving relations with Communist
countries. The ultimate direction of
policy is frequently shaped by the agency
given the lead for determining policy op-
tions.

--Absence of procedures for condrescional
involvement in executive branch foreign
trade negotiations. (See pp. 2 to 9
and 52 to 59.)

2. To support its foreign policy initiatives,
as well as to enhance the purely commercial
benefits of trade, the executive branch w
established Government and orivate sector
institutions to promote, facilitate,

and monitor trade with Communist countries,

FPromotional activities which support U.S firms
in trading with Communist countries have suc-
ceeded in establishing trade relationships,
but some activities, such as executive-level
and industry-organized Government-approved
trade missions, are of questionable effective-
ness. (See pp. 12 and 13.)

The Export-Import Bank of the United States
finances the export sales of U.S5. goods

and services. Before restrictions were
placed on its activity by the Eximbank and
Trade Acts of 1974, Eximbank had extended
direct loan credits to Romania, the Soviet
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Union, and Poland of $47 million, $469 mil-
lion, and $103 million respectively,

Eximbank examines loan applications on a
case~by~cace basis. Approvals or rejec-
tions are based on various internal cri-
teria. Its files contain almost no docu-
mentation on reasons for approving the fi-~
nancing for specific transactions so it is
unclear which of its criteria is most im-
portant. The absence of specific criteria
for determining whether to approve financ~
ing also makes 1t difficult, if not impos-
sible, to assert that the Soviet Union is
or is not receiving preferential treatment,

Eximbank's analysis of creditworthiness of
Communist countries has been hampered by
the lack of some financial information
requested. Its unique agreements with
Poland and the Soviet Union provide that
only their respective Banks for Foreign
Trade can apply to the Bank for financing
of potential transactions. Thus, U.S ex-
porters or the commercial banks represent-
ing the exporters are precluded from apply-
ing for Eximbank financing. (See pp. 14
to 22.)

3. Commodities and technology considered to
be of strategic importance are subject

to U.S. national security export ccntrols.
However, there are significant limitations
on the aaministration of export control
regulations and procedures because of

major differences between executive agen-
cies on how these are interpreted. Com-
merce seeks to promote American exports,
Defense to protect U.S security interests,
and State to enhance diplomatic cbjectives,
Regulations on the transfer of technology
are unenforceabls. The existence of two
separate export control review commnittees
which differ only slightly in theii ac-
tivities is not justified. Differing de-
partmental priorities have resulted in a

|
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continuous pattern of ad hoc decision-

making and fragmented consideration of

strategic export controls. (See pp. 26
to 38.)

U.S. officials directly concerned with ex~
port control issues have little confidence
in the multinational Coordinating Committee
system for controlling strategic exports.
U.S. export control and foreign policy de-
cisionmaking work against maintaining a
multilateral consensus on the importance of
strategic export controls. (See pp. 42 to
49,)

4, There is an absence of precision and con-
sensus within the executive branch about
what U.5. diplomatic objectives are, whether
they have been or are being achieved, or
what they would be worth if forthcoming.
Accordingly, little information was pub-
licly available from the Government on '
these matters.

It is doubtful whether trade can become

a useful diplomatic instrument in U.S.-
Soviet relationships unless the executive
branch achieves a meaningful consensus on
objectives and takes a more direct role in
using the leverage of providing export
ctedits and access to U.S. commodities and
technology. The American public and Congress
should have a greater awareness of both facts
and objectives. (See pp. 52 to 54,)

The expansion of U.S.,~Soviet trade requires
a greater U.S, effort to improve the balance
of commercial benefits by matching the con-
centrated negotiating power of the Soviet
Union 'under its centrally planned economy.
Given the nature of the Srviet system, U.S.
response to the imbalance in negotiating
strength must be through more eifective and
increased executive branch involvement in
both bilateral and multilateral trade rela-
tionships. (See pp. 54 to 59.)

Recommendations

GAQ is making a series of recommendations for
the subject areas below to the executive
branch agencies and policy councils concerned
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with East-West trade. These recommendations
are intended to:

Policy formation, decision-
making, and capacity to achieve
reciproclty of benerits

{(See p. 10 and pp. 61 to 65.)

-~-Improve executive branch understanding of
the nature and implications of differences
between the economies of the Western world
and those of the Communist countries.

--0Obtain improvements in Communist coun-
tries' commerciel practices.

~-Increase the degree of executive branch in-
volvement in U.S. company-Communist country
commercial negotiations in order to fully
protect U.S. national interests and to per-
mit more direct and effective support for
commercial interests.

-~Reduce the present fragmentation in policy
formation by granting the East~West Foreign
Trada Board full responsibility for deter-
mining broad policy objectives and devising
implementing plans and programs.

--Upgrade the executive branch's data collec~
tion, analytical capabilities, and coordin-
ation.

s

-~Achieve greater Western multilateral coordin-
ation to develop unified objectives and im-
plementation programs for trade with Communist
countries.

Export promotion and financing
(See p. l4 and pp. 24 and 25.)

~~-Increase the executive branch's ability to
respond to the needs of U.S. businessmen by
improving the flow of information on Commun-
ist countries' import needs, currency alloca-
tions, and financial pusitions.

--Make Eximbank more responsive to U.S. ex-

porters by renegotiating the operating agree-
ments with Poland and the Soviet Union to

Jear Sheet v



permit U.S. exporters to apply for financing
of potential transactions.

~--Improve Eximbank's approval of firnancing ap-
plications by establishing more precise cri-
teria and providing for better analysis and
documentation.

~=-Provide that the authorization of losns for
other than economic reasons require specific
Presidential and congressional approval.

~~Achieve multilateral Western treatment of
the Soviet Union as a wealthy country in
agreements on harmonization of export credit
terms,

Export controls and technology exchanges
(See pp. 39 to 41 and pp. 50 and 51.)

--Strengthen the Department of Commerce's role
in upholding ard licensing national security-
contrelled commodity.exports.

--Alter the Department of State's role in ex-
port controls to conform with the lead-role
concept for Commerce and expand State's
monitoring role in technology exchanges.

-~Improve executive branch understanding of
internaticnal technology transfers and their
impacts on national security and the domes~
tic economy, including the objectives, organ=-
izational requirements, and responsibilities
for monitoring such transfers.

~-Clarify the Department of Défense's responsi-
bilities in formulating and reviewing export
controls. ) !
1
~--Have the Department of State ccensider the ef-
fects of liberalized trade with Communist
countries on the continuance of the inter- !
national Coordinating Committee system for
multilateral strategic export controls.

-=-Ensure that U.S. interagen~y position: on

' major foreign exception cases are consistent
with positions on U.S. cases and are sup-
ported by foreign policy decisions.

vi
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—=-Ensure that the necessity and value of a
multilateral consensus nn export controls
is carefully weigred a .inst U.S national
security interests.

Executive branch comments

A single, coordinated executive bra-ch re-
sponse to our report was received from agen-
cies of t:he East-West Foreign Trade Board
and the Department of Defense. (A separate
response from the Central intclligence
Agency indicated no substantive dis- jreement
with the report.) The Board's response was
not intended to comment specifically on all

.the detailed matterc contained in the report,

It stated that the tone of the report was
misleadinc in some instances and that many
of the major conclusions were unsupported
by the facts.

The response addressed, in overall terms, the
pertinent issues as the Buvard viewed them,
However, the comments were not fully re-
sponsive to the issues raised by GAD. The
lack of commentary on specific matters in
the report was not internded to indicate

the Board's agreement with the information
provided, conclusions reached, or reccmmen-
daticns made. Accordingly, although the
Board indicated concurcence with some recom-
mendations, the' were not identified and

the response offered no indication of any
implementing actions. The Board argued

that realistic and effective East-West trade
policies and procedurcs were i existence.

Dctailed comments on GAO's ev. tion are in-
cluded dt the end of appropriai. .apters.
(See pp. %, 22, 38, and 59.) A ccuy of the
Board's respunse is included as appendix 7.

Matters for Consideration of Congress

This report should be helpful to Congre.s in
analyzing the issues involved in bilate °
mulcilateral East-West irade and inr , -ng
to various legislative needs.

Congressional deliberations -“ould consider
GAO's recommendations for im oving executive
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branch agencies' capabilities for dealing
with East-West trade issues and the need
for legislation identified in this report.
Congress should alsc consider:

l. Establishing proced:res for congressional
involvement in executive branch foreign
trade and economic activities, including
bilateral negotiations. (See p. 10.)

2. Establishing a procedure for unifie:di
consideration of the linked political,
with East-West trade which are currently
within the jurisdiction of various leg-
islative committees. (See p. 10.)

3. Examining the administration of national
and international export controls and
technology export exchanges and the im-
plications for rational security and the
domestic economy. (See pp. 39 and 49.)
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CHAPTER 1

INTRODUCTION

Beginning in about 1969, the United States embarked on a
foreign policy designed to normalize relations with the Soviet
Union, the People's Republic of China, and the Communist coun-
tries of East Europe. 1/ This effort became known as detenie--a
relaxation of international tensions--and encompassed a broad
range of political and economic considerations.

' Congresrsional and public interest focused on the renewed
trading relationships and the rols of trade in detente. Little
information was publicly available from the Government on the
actual benefits, objectives, and policies and on the executive
branch's capacity to deal effectively with the bilateral and
multilateral relationships of such trade.

! We, therefore, undertook to provide a report to Con-
gress whicin would contain information on and an assessment
of these matters. This summary is an unclassified version of
the information provided to Congress on (1) U.S. trade policy
and the policy formation process, (2) expert promotion and
financing programs, (3) export controls and technology,
and (4) the balance of diplomatic and commercial benefits.

- Information for the study was obtained through extensive
interviews with Government and business officials in the
United States and abroad and through an examination of records
at the key agencies in Washington. Restrictions vlaced on our
access to individuals and records precluded as comprehensive
an examination as was warranted in certain areas. See chap-
ter 7 for the scope of cur review and the restrictions on ac-
cess. -

/
- ,

&/East Europe as used in this summary refers to Bulgaria,
Czechoslovakia, East Germany, Hungary, Polanrd, and Romania.

1
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CHAPTER 2

U.S. TRADE POLICY AND

THE POLICY FORMATION PROCESS

U.S. relations with Communist countries involve rany and
varied national considerations, the nature of which link di-
plomacy, national security, economics, and technology. Since
World War Ii, repeated efforts have been made to achieve a
constructive relationchip and have continuously focused on
United States-Soviet relations.

In this renewed relationship, the current assumption
is that Communist countries zre willing to develop and
maintain constructive and harmonious relationships for
economic gains. U.S. objectives are to achieve a broad
normalization of relations, thereby creating a cooperative
environment, an incentive for responsible and restrained
international conduct, and opportunities for economic bene-
fits.

ADMINISTRATION INITIATIVES

In 1969, the Nixon Administration began implementing a
foreign policy designed to normalize diplomatic, strategic,
and economic relations with Communist countries. The policy
adopted was develop~d within the National Security Council
(NSC) and Council on International Economic Policy (CIEP),
an interagency decisionmaking structure which basically has
a political rather than an econcmic context. The strategy
sought progress on a broad range of issues and was bised on
the conviction that progress in one area added momentum to
progress in others. Trade liberalization was seen as an in-
centive for improved cooperation in political and strategic
relations.

The policy adopted was that progress on political and
strategic issues would precede progress on economic issues,
with trade being the policy instrument used to achieve politi-
cal progress. A general political/economic linkage was es-
tablished. No specific political/economic linkages have ever
existed, according to present executive branch afficials.

. The Soviet Union has been the central focus of U.S. ef-
forts to improve relations with Communist countries since
World War II. Soviet rela.ions with other Communist coun-
tries have determined the pace of these countries' efforts
to expand trade with Western nations, and current U.S.
policy reflects these considerations. The Nixon Administra-
tion began moving on trade issues first with the Soviet Union

2
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and then, on the basis of political importance, with other
Communist countries. This rolicy is recoanized as being
less aprlicable to the People's Republic of China.

To support the forreian policy initiatives, as well as to
enhance the purely ccmmercial Yenefits of trade, the executive
branch created Goverrment and vrivate sector institutions to
promote, facilitate, and monitor trade with Communist countries.
The Government's involvement in creating such institutions
recognized thart trade with nonmarket economies differed from
trade with traditional U.S. trading partners and reflected
the desire that detente not be harmed by trade barriers.

A new Bureau of East-West trade was created within the
Commerce Department, an interagency Policy Committee was ap-
pointed to advise the President on East-West trade issuves, and
a series of bilateral commercial, agricultural, and technolog-
ical commissions and agreements were made between the United
States and Communist countries. These actions enabled the
Government to assist businesses interesteu in trading with
Communist countries, to coordinate East-West trade policy, and
to more directly manage the trade relationships.

The following chart shuws the basic trade policy
decisionmaking process. It reflects the structure used
within the Nixon Administration. The Ford Administration
has basically maintained the structure; however, several
new White House organizations may play an increasingly
important role in developing trade policv.

Chart 1 \
PRESIDENT

NATIONAL SECURITY
COUNCIL OR
JOINT NSC AND \
COUNCIL OM INTERNATIONAL
ECONOMIC POLICY

PAESIDENT'S LOMMITTEC ON EAST WESY YRADE POLICV]
POLICY COMMITTEE WORKING GROUP !

DEPARTMENTS OF STATE, TREASURY
COMMERCE AND AGRICUt "URE
EXPORT \MPORT BANK OF THE

UNITED STATES

I JOINT U'S COMMUNISY COMMERCIAL COMMISSIONS ]

" |
US USSR TRADE & € FONOMIC COUNCIL
NATIONAL COUNCIL FOR U S CHINA TRADE

JOINT ECONOMIC COUNTILS OF U* COMMUNISY
CHAMBE HS OF COMMEF (£

-”Cow The Eaut West Fosmgn Treds Board

Sourcs Prepered By GAQ From Intormation Prowded By Exscutive Agancin
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The LCconomic Policy Board (EPB), established by President
Ford on September 30, 1974, and chaired by the Secretary of
the Treasury, is the present focal point for formulating, co-
ordinating, and implementing all economic policy within the
U.S. Government.

The President issucd Execuvtive Order 11846 on March 27,
1975, which implemented sceveral vrovisions of the Trade Act
of 1974 related to East-West trade. The Executive Order con-
verted the President's former Committee on East-West Trade
Policy into the East-West Foreion Trade Board. The Secretary
of the Treasury is also chairman of this Board, and the
Assistant to the President for Economic Affairs is the deputy
chairman. Other members include the Secretaries of State,
Aariculture, and Commerce; Special Representative for Trad-
Hegotiations; Director of the Office of Manadement and Budaet;
Executive Director of the Council on International Economic
Policy; and the President of the Export-Import Bank of the
United States.

The Board is expected to perform functions previously
handled by the President's Committee on East-West Trade
Policy. It will irsure that trade between the United States
and nonmarket economieg ig in the U.5. national interest
and receive reports from (a) private industry on exports
of techrnsiogy vital to the U.S. national interest and (b)
Governnent entities on extensions of credits, gqguarantees,
or insurance to Eastern countries in excess of $5 million
during any calendar year. It will also report quarterly to
Congress on U.S, trade and bilateral economic activity
with nonmarket economies. The Board, however, will not
advise the President on sections of the Trade Act which deal
with freedom of emigration and the related extension of most
fasored nation tariff status, as these matters have been left
to the Secretary of State to discharge. 1In connection with
the Board's obligation to receive reports on exports of tech-
nology vitual to the U.S. national interest, the Board will
rely on the information generated through the Commerce
Department's export control system.

The vast number of committees, working aroupsg, and execu-
tive branch organizations concerned with East-West trade is-
suer are composed generslly of the same membership as the
Fasct-West Yoreign Trade Board. Although principal policy op-
v are developed on an interaagency basis, East-West trade
:ouues have been handled in many different ways, with no con-
siztent pattern of study, analysis, and decisionmaking. Gen-
erally, issues have been reviewed by (1) ad hoc interagency
groups under the Policy Conmittee, (2) task forces directed
by a single department, or (3) interagency task forces operat-
g under CIEP or NSC.

) :



The decisions to delay and renegotiate the October 1974
Russian grain purchases were made within the Economic Policy
Board's Committee on Food, composed of its Executive Committee
supplemented by State and Agriculture rcepresentatives. An
interagency Deputies Group on Food prepared the basic staff
analyses and option papers for higher level review and deci-
sionmaking.

The initiative and decisions which resulted in negotia-
tion of the October 1975 long~term grain supply agreement
between the United Stctes and the Soviet Union were made
within the framework of the EPB~NSC Food Group established
in September 1975. This initiative represcnts a change in
previous executive branch policy in recognition of the need
for Government: involvement to protect the U.S. grain market
from the enormous variation in Soviet grain purchases from
year to year. Previously, Agriculture was able to success-
fully oppose restrictions on Soviet open access to U,S,
grain markets. Since formation of the EFB-NSC Food Group,
the Deputies Group on Food has been relegated to improving
executive branch agricultural forecasting and no ‘onger
provides analyses and option papers for general aygriculturai
policy matters.

The interagency process i.as not insured that agency posi-
tions are clearly defined and properly analyzed before deci-
sions or implementation plans are made. Moreover, once
agency has been given ur has assumed the lead in partic .ar
negotiations, there has been no guaruntee that truve inter-
agency consultations will occur. This is pris. ipally because
of differences about the reasons for improv. Jnited States-
Communist relations and because of the power . :d influence
of cabinet and other senior-level advisers. These reasons
have frequently determined the ultimate direction of policy
and are evidenced in decermining the U.S. position in Soviet
lend-lease negotiations, Soviet grain purchases in 1974, and
U.8. econcomic policies toward Eastern Europe.

TRADE PROGRAM PLANNING

No planning program with specific and clearly defined
commercial objectives for U.S. trade with Communist countries
has been developed. Country commercial programs, which ordi-
narily reflect coordinated consideration of U.S. trade objec~
tives and activities for attaining them, are not prepared
for Communist markets. As shown below U.S. trade with Com-
munist countries approximates only about 2 percent of U.S. ex-
ports and 3 percent of imports.
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- U.S. TRADING PARTHERS, 1974
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"
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Sevrten CIEP danuel Report » March 1973

Although we did not have complete access to all inter-
agency studies, the NSC and CIEP studies we reviewed did not
develop trade strategies and+implementation plans. They did
concern issues involved in normalizing economic and commer-
cial relations and in establishing a framework withir which

private American firms could participate in trade with Communist

countries.

We were advised that the Ford Admiristration presently
has a unified set of objectives in East-West trade. These
objectives are Lo (1) eliminate the freedom of emigration
requirements (Jackson-Vanik Amendment) in the Trade Act,

(2) eliminate the restrictions on extension of U,S., export
financing, (3) continue to press for greater U.S. markets
in Communist countries, and (4) obtain the economic benefits
associated with increased exports. The East-West Foreign
Trade Board has emphasized that favorable action by Congress
on trade matters wovld depend to a large degree on Communist
countries' actions and policies in other areas of detente.

Chapter 6 of this statement discussc¢s the balance of
diplomatic and commercial benrefits and coatains recommenda-
tions for improving the process of policy formulation and
decisionmaking for U.S. trade with Communist countries.

CONGRESSIONAL CONSULTATION

Congress has constitutional responeibility for regula-
ting trade. It delegates administration of this responsibi-
lity to the executive branch, which has the constitutional
responsibility for negotiating wit4 foreign governments.

No clear guidancz and interpretation exists on the President's

6
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authority to conduct trade-related discussions in periods when
there is no congressional deleagation of this authority. When
the President's authority to iaplement the results of trade
neqgotiations exnires as it did in 1967, trade issues have

been discussed or neqotiated using Presidential authority

for negotiating with fcreiqn governments.

Even though it is clear that trade neqotiations are
within the traditional purview of Congress, initial neqotia-
tions with the Soviet Union took place without prior consulta-
tion or cooperation with Congress. This type of negotiation
contr .buted to suhseauent disagreements between the President
and Congress on trade issues.,

During 1969-74 when the overall policy and framework
for East-West trade was established, the President conducted
discussions and negotiations without seeking the consent of
Congress, hut generally kept congressional leadzrs informad.
The President generally made agreements on trade and foreign
economic issues in one of three ways.

1, Agreements under authority granted him by other
trade legislation; for example, the 1972 aareement
witn the Soviet Union on reciprocal financing pro-
cedures was entered into on the basis of the
Presidential national interest determination as
required by the Eiport-Import Bank Act.

2. Agreements which require congressional action to
become effective; for example, the 1972 trade
agreement with the Soviet Union and the 1974 claims
agreement with Czechoslovakia.

3. Agreements on his sole authority; for example,
the 1974 long-~term agreement with the Soviet Union
to facilitate econcmic, industrial, and technical
\ cooperation.

\ The Case Act was passed in 1972 because of congressional
concern over the increased use of executive agreements in
foreign affair ., such as those used in establishing trade re-
létions between the United States and the Communist countries.
Although this act requires the Secretary of State to submit
all international aqreements to Conqress for its information,
there are differences of opinion between Congress and the
Pr@sident regarding the scope of the act.

v Conqress can reauire infcormation and hold hearings on
foreign economic and trade issues, but it has not exercised
this authority with regard to overall East-West'trade issues !
untgg recently. To exercise its oversight and consultation

\ - 7 ‘ ,
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rcle, Congress must have information from those involved in
making foreign economic decisions. It neither received infor-
mation nor held hearings on the initial policy studies and
decisions on U.S. trade w.th Communist countries. The initial
policy studies were made within the NSC or joint NSC/CIEP
policy structure, and all information on these studies which
we reviewed was classified and held very tightly within

the executive branch., We are unaware that any substantial
amount of this information was made available to Congress.
Various agency officials told us that the executive branch
consults generally with Congress on the basis of what it be-
lieves Congress wants to know and when it is necessary.

Senior NSC and CIEP officials directly involved with
reviewing the policy studies and making decisions or recom-
mendations to the President have not been called to testify
on the substance of the studies or the reasons behind the
decisions. It is unclear whether senior White House officials
would agree to testify on such matters or would seek to invoke
executive privilege. ‘

Because the political, strategic, and economic issues in-
volved in U.S. trade with Communist countries are not within
the jurisdiction of any single - committee, Congress cannot play
an effective oversight role. There is no comparable group
to the NSC/CIEP policy structure for East-West trade issues.
We were advised by agency officials that congressional leaders
and committee chairmen have been briefed on executive branch
actions, but we were not provided with evidence of the sub-
stance of such briefings, the amount of data provided to
other Members of Congress, and the extent of congressional
debate. N

Congressional representation has not been included in
U.S. delegations to Communist countries when trade or foreign
economic discussions have occurred. Bilateral organizations,
such as the Joint U.S.-0.S.5.R. Commercial Commission and the
American-Romanian Economic Commission established by the
President for negotiating commercial agreements and moni~
toring commercial relationships, did nct provide for direct
congressional involvement. Moreover, there is no procedure
for consultation between executive and congressional staffs
which would enable Congress to effectively monitor executive
branch discussions on East-West trade. actual congressional
participation in bilateral negotiations may be infeasible,
but general agreement on basic execut.ve branch positions
prior to negotiations could be desirable. This would requite
the executive branch to provide information on and to discuss

relevant issues with at least appropriate committee chairmen
and ranking members.



It trade with Communist countries is to be used to secek
national interest objectives, the American nublic and Con-
gress, in addition to the involved executive branch aagencies,
should be presented with the problems, opportunities, and na-
tional interests involved. The advantages of such trade to
the United States are not widely appreciated and a greater
awareness of both facts and objectives is needed. The execu-
tive branch, therefore, should make explicit what it intends
to do and what it seeks to accomplish.

AGENCY COMMENTS AND CUR EVALUATION

The East-West Foreign Trade Board's response charged
that the overall classified report (1) contained unsub-
stantiated allegations on the lack of coordination, failure
to for—ulate clear gcals, and inadequate implementation of
policy caused by the lack of an overall Government strateqy
and interagency conflict, and (2) failed to recogrize the
strength of interagency committees and boards and that
these groups have served to ensure that major policy ini-
tiatives are consistent with the principal economic,
political, and milicary objectives pursued by the U.S.
Government.

The response admitted there was imperfect interaaency
coordination, analyses, and decisionmaking in 1972, but said
the decisionmaking process has been improved and strengthened
since then through the establishment of the East-West Trade
Policy Committee and its successor organization, the East-
West Foreign Trade Board.

We agree that there have been some improvements in these
areas since 1972, but there are still many problems to be
resolved and issues to be addressed. Examples cited in the
repoct involved the 1974-75 period. Most importantly, the
principal economic, political, and military objectives
referred tc as being pursued have not been clesarly defined
and plans and programs devised to achieve them are equally
ambiguous. Moreover, basic issues, such as the Government's
role in the trade relationship, relative priority of objec-
tives, consultation with Congress, criteria and standards for
export controls, and implications of the liirkage concept,
have not been fully assessed.

The Board said that the report exaggera:ed the signi-
ficance of U.S. trade in the process of detente and, thus,
the degree to which trade can be used as a lever to exact
concessions. It said that while trade may inprove the
eavironment for progress on political issues, trade is not
the policy instrument used to achieve political progress.



BrST DOSUNENT AVAILABLE

The importance attached to trade as a factor in
detente by the executive branch is amply demonstrated by
a variety of actions including (1) the establishment of a
separate Bureau of East-West Trade in Commerce, (2) forma-
tion of the President's Committee on East-West Trade, (3)
establishment by the Government of the various Joint
Commissions, and (4) national interest determinations made
by the President to make the Soviet Union, Poland and Romania
eligible for Goverrment finarcing. Executive branch actions
and studies have been clearly characterized by a concern
tha* adverse decisions on trade matters could interrupt the
momentum of detente.

We appreciate the limitations of crade as a lever to
exact concessions. We indicate in chapter 6 that trade,
in theory, could help shape Soviet diplomatic behavior but
that its influence was indeterminant. The most important
limitation on trade being used to exact concessions is the
failure of the executive branch to recognize the uniaue char-
acter of East-West trade (imbalance in bargaining leverage)
and to take a more direct role in identifying desired con-
cessions and controlling the sources of U.S. leverage. As
a practical matter, there is no evidence that the executive
branch has consciously tried to manipulate trade in exchange
for specific diplomatic concessions. Executive branch offi-
cials advised us there are no specific linkages betw:en U.S.
trade initiatives and Soviet diplomatic behavior.

MATTERS FOR CONSIDERATION OF CONGRESS

Clearly established procedures are needed for congres-
sional involvement in the President's foreign trade and
economic negotiations. To accomplish this, Congress ray
wish to consider establishing a joint executive-congressional
group to consult to r2ach agreement on (1) Presidential
authority for negotiating trade and economic issues in the
absence of a congressional delegation of authority or dec-
laration of intent to implement negotiation results and (2)
pro.edures for:

-—Congrgssional participation in planning for such
negotiations.

--Congress to receive information and to question
thoge.1nvolved in executive branch studies,
decisions, and negotiations.

ﬂ --Resolving questions on the doctrine of executive

privilege.

! --Congressional consultations on positions to be
taken in meetings of bilateral organizations,

L ‘ 10
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such as the Joint U.S5.-U.S.S8.R. Commercial
Commission.

--Formal and institutionalized staff interchanges
of data and ideas on East-West trade studies,
reviews, and evaluations.

East-West trade involves political, strategic, and
economic issues which are not within the jurisdiction
of any single congressional committee. Congress should
also consider establishing a procedure for consideration
of the linked issues involved with East-West trade. Such a
procedure would evidence congressional interest, involvement,
and authority and would tend to clarify congressional responsi-
bility and authority for foreign trade and economic matters
to foreign governments.

A\
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CHAPTER 3

U.S. EXPORT PROMOTION AND FINANCING PROGRAMS

The traditional market forces that function in capitalist
nations do not function freely in Communist economies, so the
decision to expand East-West trade reguired that the executive
branch take a more active role in promoting and financing such
trade. American businessmen had to be educated in the ground
rules under which trade with Communist states is conducted,
and the nonconvertibility of Communist currencies created dif-
ficulties in paying for U.S. goods. The extension of export
credits by the Export-Import Bank (Eximbank} and the Commodity
Credit Corpciation (CCC) has provided Communist countries with
the primary means of paying for Western goods and technology.

PROMOTIONAL ACTIVITIES

The executive branch's active role in promoting trade with
Communist countries is evident in the trade zgreements with
the Soviet Union and Romania and in the establishment of Gov-
ernment (Joint Commercial Commissions) and private sector
(National Counczil for U.S.-China Trade) organizations. The
Bureau of East-West Trade was established within Coiunerce in
November 1972 to promote the orderly development of U.S.
economic relationships with Communist economies and to con-
tinue Commerce's responsibility for implementing and enforcing
the U.S. export control system. Traditional export promotion
activities of Commerce's Bureau of International Commerce
were adapted tc Communist markets by tne Trade Promotion
Division of the Bureau of East-West Trade.

\

As an intermediary in helping American businessmen, the

Bureau of East-West Trade:

--Provides information, advice, énd assistance on various
aspects of commerncial undertakings in Communist coun-
tries. ?

}

--0ffers market information and analyses;

~~Reports on cur:ent trade opportunities in Communist
markets.

~-Arranges pe2rson-to-person contacts with Communist trade ,
officials. !

--Helps firms to take part in trade fairs, exhibitions,

and missions to acquaint Communist officials with
their products. !

12 :
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--Issues publications on Communist trade practices and
economic plans.

The Bureau's promotional activities have included
supporting U.S. firms 1in specialized trades missions, tech-
nical sales seminars, and international and solo trade and
industrial exhibits. Certain types of missions have experi-
enced problems.

Executive~level missions have succeeded in promoting
contacts between senior executives of U.S. firms and high-
level government ofFficials of three Communist countries.
However, the manner of selecting participants (primarily
through telephonz solicitation) and the appropriateness of
such missions is questionable.

A key U.S. Embassy official opposed such a mission in
his assigned country, because he felt top executives of large

U.S. companies co1ld effectively deal with East European Jovern-

ment officials without the sponsorship of the U.S. Ccvernment.
Further, he felt that host-country officials might perceive
the U.S. Government as favoring the participating firms,
Bureau officials advised us that they were unaware of any

such problems. However, they said no executive-level

missions to Communist countries were presently scheduled

for fiscal years 1976 and 1977.

‘Industry-organized, Government-approved missions are
formed with the advice and support of Commerce. Although
the products represented in such missions are supposed to be
a homogeneous group within one product theme, such has not
always been the case. Missions with diverse product lines
have created a burden on Embassy officials but generated
few sales. Their effectiveness in Communist countries where
the governments create the markets is guestionable. Bureau
officials said their ability to control the makeup and desti-
nation of the missions was limited because the missions are
organized by an industry or State outside Commerce's purview
and there usually was strong domestic pressure to approve
the migsions.

2 The lack of information on import plans, hard currency
reserves, and currency allocations for planned imports has
presented substantial obstacles to Government and private
business efforts to develop meaningful market research data
in Sommunist countries. Such data is necessary if the U.S.
Government is to continue encouraging U.S. firms to enter
Communist markets. Commerce can proubably play a more im-
portant market research role because U.S. officials are able
to identify, and have relatively free access to,, appropriate
fore%?n trade officials.

\‘\ 13
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RECOMMENDATIONS

The Secretary of Commerce should:

--Evaluate the appropriateness of executive level
trade missione and improve the manner of selecting
representatives.

--Evaluate the effectiveness of industry-organized
Government-approved trade missions to Communist
countries.

-~-Press the Communist countries for information on import
needs and hard currency aliocations for these imports.

-=-Devote efforts necessary to fulfill Commerce's
realizable potential in developing market research
data.,

EXPORT FINANCING

Communist currencies are not freely convertible into
Western currencies. Limited.reserves of hard currencies in
Communist countries has made paying for Western imports a
significant problem. Western nations' extension of most-
favored-nation tariff treatment, barter deals, joint ven-
tures, and product~payback contracts are all attempts to
respond to this problem. The availability of Eximbank and
CCC export financing has probably been the most significant
stimulator of U.S. trade with Communist countries. The
obvious exception is exports to the Peoples' Republic of
China because it has generally been reluctant to use lung-term
credits from any nation. In addition, :he problem concerning
previously extended U.S. export credits to China and other
U.5. private claims and the linked issue of Chinese assets
blocked by the United States mucc be\resolved before the
People's Republic would be eligible for export financing.

[y

Eximbank :

Making Eximbank's export credit facilities available to a
Communist country requires a Presidentia' determination that
such action is in the U.S. national interest The Department
of State has taken the lead in advocating these determinations
as the availability of Eximbank facilitie: for Communist coun-
tries has been and continues to be addressed ag a foreign
policy consideration. Since the time that the President's
national interest determinations were made for Romania, the
Soviet Union, and Poland, Eximbank has extended direct loan
credits to them amounting to $47 million, $469 million, and
$103 million, respectively.

14




Eximbank transactions with Communist countries have been
minimal since mid-1974 due to (1) :ncreased congressional
criticism, {2) extension of its operating authority on a
temporary basis from July to December 1974, and (3) restric-
tions on its activity in Communist countries. The restric-
tions resulted from passage of the Eximbank and Trade Acts
in December 1974, which made Poland the only Communist country
eligible for Eximbank financing. The signing of a bilateral
trade agreement with Romania in 1975 met the conditions speci-
fied by that legislation and restored Romania's eligibii-
ity for Eximbank financing. The Soviets refused to Implement
the 1972 U.S.-Soviet Trade Agreement, because of legislative
provisions relited to freedom of emigration requirements.

Approval of financing

The basic purpose of Eximbank is to aid in financing and
to facilitate U.S. exports. It is supposed to meet competi-
tion of export-financing institutions of other major Western
nations and to supplement and encourage, but not compete with,
private export capital. In addition, Eximbank must ascertain
that its loans offer reasonable assurance of repayment.

Credit applications are examined on a case-by-case basis
and preliminary commitmeni{.c or loan authorizations are issued,
An application for a loan authorization does not have to be
preceded by a preliminary commitment, but it generally is in
transactions with Communist countries eligible for financing.

Eximbank has agreements with Romania, the Soviet Union,
and Poland on procedures for applying for its financing. The
procedures for the Soviet Union and Poland are unigue in that
they permit only the respective Banks for Foreign Trade to
apply for preliminaiy commitments. Normally, the U.S. ex-
porter or the commercial institution representing the exporter
applies for preliminary commitments. 1/

Y

\ U.S. suppliers may invest substantial time and money in
designing projects on the basis of the issuance of a prelimi-
nary commitment to “inance it. This could increase the
pressure on Eximba x to authorize the loan. 1In addition,
since the governments of the Soviet Union and Poland are the
applicants for financing, Eximbank denial of a loan authoriza-
tion for which a preliminary commitment had already

%

1/An indication that Eximbank will proceed expeditiously to
obtain formal and final approval when the specified condi-
tions of the commitment have been met; a preliminary com-
mitment is not legally binding, but in the words of an
Ex®#mbank official, "it is a kind of a moral obligation.”

\ N 15



boen issued presents obvious foreign policy implications.

This has happened only once, in regard to Poland. ELximbank's
insuance of a preliminary commitment, therefore, not the loan
authorization, is most significant in these cases and a rigor-
aus analysis should support its approval. .

There are no comprehensive guidelines for determining
whoether to issue a preliminary commitment but Eximbank offi-
clals indicated the following criteria were generally
applicable,

--Financial condition of purchaser.
--Creditworthincss of country.
--Foreign competition,

-~Willingness of private commercial banks to participate.

--Technical feasibility of project.

There have been conflicting statements as to which of
these criteria are paramount. Eximbank cfficials have stated
that a preliminary commitment is issued only if it iz deter-
mined that Eximbank financing is essential for the U.5. ex-
porter to consummate the sale. This indicates that foreign
competition and willingness of private commercial banks to
participate are most important. However, a former Eximbank
gonlor vice president wrote that tue decision to finance was
bagsed on an assessment of the creditworthiness of the pur-~
chaning country. CLximbank's Board of Directors deci.de on pre-
liminary commitment applications on the basis of the judgment
of the individual Board members, who rely for technical sup-
port on information contained in the Preliminary Commitment
Memorandum,

We examined Eximbank's isguance of 16 preliminary com-
mitments to the Soviet Union--totaling about $469 million--
according to the criteria., We did not evaluate the aquality
or depth of the analysis on the technical feasibility of
financed projects, .

Since the Communist qovernments are the actual borrowers,
the creditworthiness of the purchasing country is an important
factor in analyzing whether the commitment should be made.
Information on the international financial position of the
Soviet Union, Poland, and Romania has been difficult for
Eximbani to obtain. State secrecy laws prohibit disclosure
of some required data (for example, the hard-currency reserve
data of the Soviet Union). Recently, however, Romania joined

16
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the World Bank and the International Monetary Fund, which
resulted in a considerably freer flow of Romanian balance-
of-payments information. Poland's recent heavy participation
in Western capital markets has led to greater availability

of information on its financial position.

Financial data requested from the Soviet Union, however,
has not been forthcoming. The Soviets have not made balance-
of(-payments data available to any of its Western creditors,
gsome of whom have considerably larger expocures in the Soviet
Union than Eximbank does. The Soviet Union probably is a bet-
ter credit risk than are individual importers or some other
countries., However, receipt of this information is necessary
if Eximbank is to apply the same standards for judging credit-
worthiness as it epplies to other borrowers and to answer
criticism of providing preferential treatment.

Eximbank credit must be competitive with that offered by
othor Western nations whose exports compete with U.S. exports.
Iximbank officials have argued that Eximbank should be compet-
ftive generally with the credit iunstitutions of other coun-
trica, They do not believe, however, that the burden should
be ¢n Eximbank to show that there was, in fact, foreign com-
petition on a financed transaction,

Eximbark files for the 16 Soviet loans contained little
documentation of competitior by foreign exporters. 1/ There
was no evidence that the informal system of the Berne Union 2/
had been used or that U.S., Embassies had bec¢n requested to
provide such information. Although lack of documentation does
not necessarily indicate there was no real competition on a
particular transaction, the possibility exists. For example,
the Preliminary Commitment Memorandum on the sale of submer-
gible electric pumps (a SlZ-million loan) stated that Eximbank
participation was necessary in order to havc a financial
agsaistance offer which could compete with! the terms and condi-
tions of other offers. However, the U.S5. exporter of these

!

1/In an earlier report, "Improved Management Information Sys-
tem MNeeded for Eximbank's Capital Loan Prouram (B-114823,
Feb. 12, 1973), we similarly criticized the lack of iocumen-
tation for such factors as foreign competit.on and private
financing and recommended that Eximbank improve its proce-
dures. In this review, our criticisms are biased on examina-
tion of the files for 16 loans in 1973-74 to the Soviet Union,
Eximbank cofficials noted, however, that loans to other coun-
tries during this period were analyzed and apnroved in a
manner similar to Soviet loans.

2/An unofficial group of credit insurers, who, among other
things, make available to each other the terms of credit
provided to borrowers.
17



pumps told us that there were only four manufacturers of

this type o1 equipment in the world, all located in Oklahoma.
Even -when forcign competition exists, the U,S. exporter some~
times has a competitive advantage and this should be considered
in determining the rate and extent of Eximbank's financing

of the transaction. A more flexible maximum rate should be
established and applied to sales that do not require a con-
cessional interest rate to the buyer but for which capital
may be required. We recommended in another report that £xim-
bank raise its interest rate on direct loans to finance sales
for which little or no foreign competition exists to the rate
charged by commercial lenders. 1/

The Soviet transaction files contain little information
documenting conclusions by the Eximbank staff that private
sources of financing might not be available. During the
period of approval for Soviet loans, Eximbank's policy of 45-
percent participation in the financing package, rigidly
applied, provided no incentive for its officials to examine
each case separately to determine the extent to which private
commercial banks might have participated. Thus, there is no
certainty that Eximbank has not competed with private capital
or displace¢ cash sales--for instance on projects having
priorities in Communist countries or fcr which there is no
alternative source of supply. Since mid-1974, Eximbank opera-~
tions with the Soviet Union have been suspended and millions
of dollars have been paid in cash to U.S. exporters for eguip-
ment. Also, the Soviets arpear to prefer to pay cash when in-
terest rates reach a certain level.

Eximbank's present administration adopted a more flexible
policy in mid~1974, which included a 30 to 45 percent range
of participation. This policy should provide the incentive
for Eximbank to examine each case more thoroughly to determine
the necessity and extent of its participation.’

The lack og documentation in the Soviet transaction files
is understandable considering the rapidity with which prelimi-
nary commitments have been analyzed. The Eximbank case of-
ficer and support staff prepared 12 of the 16 Soviet prelimi-
narv coummitment memorandums within 3 days or less. Only the
meinorandum for the Moscow trade center, a $36 million loan,
was dated more than 2 weeks after the requegt for a prelimi-
nety commitment was received. The ~hort time frame should be
considered in *“he light of Eximbank's overall policy under
itg previous administration that there should be a 2-week
turharound time. Under the present administration, no desired
turqaround time is specified.

1/Weakened Financial Condition of the Export-ImpBrt Bank of
th® United States (ID-76-17, Oct. 17, 1975).
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Agency involvement in
Soviet financing

The National Advisory Council on International Monetary
and Financial! Policies (NAC) and the President's Committee
on East-West Trade Policy (now the East-West Foreign Trade
Board) are the interagency groups concerned with Eximbank
approval of preliminary commitments and authorizations of
loans to Communist countries.

NAC

NAC is composed of representatives of the Pepartments of
State, Treasury, and Commerce; Federal Reserve Board; and
Eximbank and operates under executive order to coordinate the
policies and operations of international financial organiza-
tions, including Eximbank. It teviews individual agency fi-
nancial policies and advises on their consistency with overall
U.S. international financial policies on credit, investment,
and develcpment. NAC has no independent staff, so its work
is done by the individual agency members.

A Treasury staff committee member said that the financing
of exports to Communist countries was discussed only in the
context of specific transactions. Committee minutes contained
few details on issues raised during meetings. The current NAC
approval process is really a formality which lacks substance.

President's Committee

Through the forum provided by the President's Committee
on East-West Trade Policy, executive agencies have influenced
Eximbank financing decisions. Committee members urged approv-
ing one transaction for wh:ch Eximbank might have denied fi-
nancing.

Eximbank officials cold us that the Soviets orally raised
the question of Eximbank financing for the Moscow trade center
in August 1973. A senior bank official gave an immediate
negative reaction, noting the bank's preference for industrial
rather than real estate projects. Eximbank had previouslv
disapproved a similar project and hoped to deter the Soviets
from formally applying for a preliminary commitment. The
Soviets subsequently appealed to Treasury and Commerce offi-
cials, who urged Eximbank to reconsider the recuest; it was
approved in December.

Committee influence was also present in the acetic acid
plant project. Eximbank files for this project contained
letters from U.S. participating companies addressed to the
Chairman of the Committee, which were sent at the suggestions
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of Commerce and Treasurz officials. The latters noted that
{1) Commerce and Sta+«e had encouraged the companies to seek
opportunities for expor+ing comvlete plants to the Soviet
Union, (2) when the acetic acid project was identified, Com-
merce and State uraged the companies to pursue it, and

{3) Eximbank had been contacted periodically durina the past
2 years and had assured the comvanies that financing would

be available. EIximbank officials denied that such assurances
were Jiven; however, it is clear that the coroanies had re-
ceived the impression that financing was assured.

These events highlight certain difficulties in Eximbank
financing. Thev show that the Soviets have breen able to
solicit the supporz of executive agencies ir their dgealings
with Zximbank and that these agencies gave assurances to
Soviet officials and/or U.S. companies that Eximbhank financing
would be available. This created a momentum for approval
which Ex:mbank mayv have found difficvrit to counteract.

These events al«o show that the absence of specific
criteria for determining whether to approve financing makes
it difficult, if not impossible, to assert that the Soviet
Union is «r is not receiving preferential treatment. If pre=-
ferential treatment is to be giwen, in our opinion, there
should be a Presidential national interest determination,
regardless of the U.S5. export value of the transaction.
Congress should approve such cases and the public record
should show that Eximbank financing was based on economic
or other coasiderations. 1/

There has been congressional speculation that Eximbank
had opened a line of credit to the Soviet Union. This is
uncderstandable in that no preliminary commitment requests
from the Soviets have ever been denied. There are also in-
dications that the Soviets interpreted certain statements
by executive branch officials, including Eximbank, as meaning
that a line of credit ($500 million) had, been opened to them.
Evidence shows, however, that Eximbank has approved prelimi-
nary commitments and loan tautho:izations on a case-by-case
basis. |

Eximbank responsiveness

to U.S. exporters

Basic agreements on financing procedures between Exim-
bank, the Soviet Union, and Poland provide that only the

e G A S — - - . -

1/The Export-Import Bank Amendments of 1974 (Public Law 93-646)
require a separate Presidential national interest determin-
ation for each transaction in which Eximbank would extend
a loan of S50 million or more to a Communist country.
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respective Banks for Foreiqgn Trade can apply for oreliminary
commitments from Eximbank. U.S. companies active in Moscow
and Warsaw told us they would prefer to obtain oreliminary
commitments from Eximbank in order to be able to oresent

a t-tal package, including financing, at the negotiatina
table. One buciness representative in Moscow stated flatly
that the Soviets controlled Eximbank financina because ex-
porters are obliged to have the Soviets make the requests
for Eximbank financing.

U.S. exporters, especially small- and medium-sized firms,
probably have been denied opportunities to seriously compete
‘for Soviet sales since they must compete with exporters of
other Western nations whose credit institutions offer favor-
able credit terms. U.S. exporters are unable to take advan-
tage of Eximbank financing unless the Soviets consider the
sale of sufficiently high priority to warrant applying for a
preliminary ceanmitment.

! U.5. companies are most likely to have a competitive
advantage on larger projects. Although the Soviets are prob-
ably most anxious to obtain Eximbank financing for these
projects, it is for them that the essentiality of Eximbank
assistance is most questionable.

Credit competition and harmonization

Eximbank legislation reguired that it attempt to reduce
credit competition among exporting nations. All major in~
dustrial countries offer some form of official credit support.
Negotiations on a gentieman's agreement to reduce competition
has been led by the Treasury Department for the United States,
but no agreement has yet been reached,

‘Distinct from these negotiations, an agreement signed

"in October 1974, by the United States, France, Germany, Italy,

Japan, and the United Kingdom -provided in part that, as a
‘general rule, export credit transactions of 3 years or more
would not be officially supported among the signators nor

with other wealthy countries. The Soviet Union is the second
greatest economic power in the world, but it is treated under
this agreement as an exception to the wealthy country rule.
The language of Eximbank's bilateral agreement with the Soviet
Union appears to commit the United States to provide terms no
less -favorable than those for similar transactions to other
pugchasers. Although Eximbank officials deny this is the
case, the bilateral commitment could effectively deter the
United States from entering into an agreement with other
Western nations calling for a separate set of terms for
Communist countries. N

4
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Reciprocal credits

In October 1372, the Soviets gave the United States as-
surances that credit facilities of the Soviet Foreign Trade
Bank and foreign trade organizations would be made available
to U.S. importers for the purchase of Soviet goods. This
financing was. to be no less favorable than financing ‘available
from U.S. Government or commercial soutces for comparable ex-
port transactions. The amount of Eximbank credits to the
Soviet Union is public information, but the Soviets have not
published data on the amount and terms of credits extended
to U.S. importers. No U.S. agency has compiled such informa-
tion. Should the executive branch be successful in obtaining
data on armounts and terms of credit granted bv the Soviets,
there would be a basis for judging the extent to which credits
hhave been made available on a reciprocal basis.

Commodity Credit Corporation

* The CCC finances commercial export sales of agricultcural
commodities from private stocks for a maximum of 3 years. The
program was established in 1956 to meet competition from other
foreign suppliers. Before enactment of the Trade Act, Com-
munist countries eligible for CCC credits were Bulgaria, Y,
Czechoslovakia, Hungary, Poland, Romania, and the Soviet Union..~/
The German Democratic Republic and the People’s Republic of
China are not restricted outright, but as a matter of policy/
CCC has not approved credits for exports to these countriesgs
Poland and Romania are the only Commuinist countries currepcly
eligible to receive CCC credits ‘/

/

Various lines of credit have been extended to Co/munist
countries under the CCC program; the most significapi was the
$750 million extended to the Soviet Union in July 1972, Al-
though this extension of credit required NAC approval, the
agreement was not submitted to NAC until 2 days after it had
been signed. The substantial U.S. agriculturai exports to
Poland, Romania, and the Soviet Union have coincided with the
use of CCC credits. Since April 1973 inter=st rates for all
countries have been raised to stay in line with commercial
money market rates. Since then the Soviets have been reluctant
to make use of the CCC Export Sales Program and have paid cash.

AGENCY COMMENTS AND OUR EVALUITION

The Fast-West Foreign Trade Board stated that the classi-
fied report appears to assume that Eximbank and other executive
branch agencies intentionally yave preferential treatment to
the Soviet Union, Poland, and Romania. The Board alsc
comrented that the report failed to bring out that Eximbank's
(a) credit decisions were independent judgments in accordance
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with its legislative mand-te, (b) operating procedures were
nonpreferential, (c¢) requ.rements for country economic infor-
mation were applied consistently, and (d) participation did
not displace private financing.

Eximbank's lack of written criteria for determining
whether to apprcve or deny loans makes it difficult, if not
impossible, to assert that the Soviet Union did or did not
receive preferential treatment. Only Soviet loans were
analyzed in our review. Whether or not Eximbank and other
agencies acted intentionally, Eximbank's preliminary
commitment procedures for the Soviet Union and Poland are
unique in that only the respective Banks for Foreign Trade,
not the U.S. exporter or U.S. commercial institutions repre-
senting the exporter, can apply for preliminary commitments.

Our report is concerned about the intent of Eximbank's
legislative authority, which is that Eximbank be responsive
to U.S5. exporters. Eximbank has the right and, more impor-
tantly, the responsibility to ensure that agreements enable
it to respond to U.S. exporters in firancing and facilitating
exports. Agreements made by other Western governments do not
relieve Eximbank from fulfilling its legislative mandate.

We bel..ve that Eximbank can and should provide U.S.
suppliers with preliminary commitments. This, of course,
would not change the fact that Soviet and Polish authori-
ties would continue to control who wins contracts or is
allowed to bid. However, we think a greater number of
smaller U.S. companies would have a better chance to
compete. As it now stands, control over Eximbank financ-
ing rests with Soviet and Polish authorities, and they
have exercised this option of using Eximbank financing
especially for larger projects of high priority. However,
it is precisely on such projects that the essentiality of
Eximbank financing is most questionable, since U.S. com—
panies are the most likely to already have a competitive
advantage over other Western suppliers.

i

Eximbank's basic purpose is to aid in financing and '
facilitating U.S. exports, by meeting competition and
supplementing and encouraging, not competinjy with, private
capital while ascertaining that its loans offer reasonable
assurance of repayment. Although the Bank claims it makes
independent decisions in accordance with its mandate, the
lack of documentation and other evidence in its files
makes this claim difficult to support. Th: report does
not say that Eximbank made loans for political reasons
but, rather, that if a particular loan is to be given
for political reasons, therc¢ shovld be a determination
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by the President that such financing is in the national
interest and it should be approved by Congress.

Our report oresents the facts that anclyses of
creditworthiness for the three nonmarket econcomies is more
difficult because of the general lack of financial information.
Also, the Soviet Union has not provided Eximbank with all the
financial information requested. Receipt of this information
is necessary if Eximbank is to apply the same standards to
judaing creditworthiness of the Soviet Union as it apnlies
to other borrowers.

Qur report does ntt overlook the limits~~both leaqal and
internal--on private sources of financing, but rather is con-
cerned with the absence of information in Eximbank transaction
files to document the essantiality of its financing. There
are many indications that private commercial banks would be
willing to participcte in financing U.S. exports to nonmarket
economies without Eximbank participation. The response ig-
nores the basic point that the Soviets have paid cash when
interest rates have risen. For example, the private Bank of
America consortium raised $250 million to finance U.S. ex-
ports to the Soviet Union, but the financing was not used,
apparently because of the high interest rate prevailing at
the time, Whether or not government suppo:ted credit is
available from other Western sources, Eximbank is still
responsible for independent determinations as to the essen-
tiality of its financing. It should again be noted that,
during the period in which Eximbank operations with the
Soviet Union have been suspended, the Soviets have paid
millions of dollars in cash to U.S. exporters for eguipment,
This implies that the availability of credit is not, in all
cases, the key factor in Soviet purchasing decisions.

RECOMMENDATIONS 1/

For transactions involving Communist countries, the
Chairman of Eximbank should:

\ !

\ --Renegotiate the basic Agreements on Financing
Procedures between Eximbank and Soviet and Polish
Banks for Foreign Trade to enable U.S. exporters
; and commercial institutions to apply for pre-

\ liminary commitments,

I

3
§
t
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1/These recommendations are based on the assumption that
Brimbank facilities will again be made available to the
Soviet Union, either through new legislation removirg
the link between emigration and Eximbank credits or
through the Soviets' meeting the emigration reauirements
of the present legislation., A
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--Develop and apply nmore precise criteria for approving
preliminary commitments.

--More rigorously analyze the appropriateness of Exim-
bank financing before preliminary commitments are
issued.

~--Better ‘'document (1) foreign competition, using U.S.
commercial inielligence abroad, and (2) the willing-
ness of private commercial banks to participate.

--Request that Eximbank and other executive branch offi-
cials refrain in their dealings with the Soviets and
U.S. companies from giving assurances, however in-
formal, that Eximbank participation in a given trans-
action would be forthcoming.

--Not authorize loans for other than economic reasons N
unless the President determines that such loans are
. in the national interest and Congress approves.

The Secretary of the Treasury should, as Chairman of
the Joint U.S5.-U.S.S.R. Commercial Commission, press the
Soviet Union for information on (1) its international financial
position so that Eximbank may determine creditworthiness over
the long term and may apply the same standards to all bor:iowers,
{2) the amounts and terms of credits it has granted to U.S.
importers, so that there might be a basis for judging the ex-
tenct to which credits have been made available on a reciprocal
basis.

The Secretary should also seex to obtain the concurrence
of other Western nations in treating the Soviet Union as a
wealthy country in the context of the October 1974 agreement
on harmonization of credit terms.

The Secretary of Commerce should advise U.S. importers
that the Soviets have agreed to make credits available to them.
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CHAPTER 4

ADMINISTRATION AND MONITORING OF

EXPORTS TO AND EXCHANGES WITH

COMMUNIST COUNTRIES

Detente has been described as an adversary relationship
in which trade and technology provide economic incentives for
the achievement of political goals. Export controls and tech-
nology exchanges provide a way to requlate and adjust economic
incentives to these political aims. However, the executive
branch lacks the technical capacity to regqulate and adjust
export controls and technology exchanges, for a variety of
reasons largely unrelated to congressional activity,.

GOVERNING LEGISLATION

The Mutual Defense Assistance Control Act of 195], com-
monly known as the Battle Act, and the Export Administration
Act of 1969, as amended, provide the legislative authority
for controlling exports to and exchanges with Communist coun-
tries. .

An international export control Coordinating Committee
(COCOM) 1/ was created in 1949, without a basis in any treaty
or international agreement, to effect a collective embargo
on shipments of strategic goods to Communicst countries. T%The
Battle Act, originated in 1951 as a further cold war measure,
was designed to extend the near embargo of the 1949 Export
Control Act ‘o a multilateral understanding with U.S. allies
and aid recipients. The intent of the Battle Act is carried
out through the international Coordinating Committee. COCOM
lists and periodically reviews items which are mutually agreed
to be of strategic significance and subject to export controls.
Each COCOM country upholds the international control standard
through its domestic statutory authority' to control exports.

The Battle Act declared U.S. export policy to be an em-

bargo on shipment of military items and conmodities of strategic

vilue to any nation or combination of nations threatening the
gecuirity of the United States. Nonmilitary commodities not
subject to Title I embargo were to he controlled by Title II.
Title II commodities were not specified by tle act and their
selection was subject to the judgment of the act's administra-
tor.

1/Belgium, Canada, Denmark, France, the Federal Republic of
Germany, Greece, Italy, Japan, Luxembourg, :ne Netherlands,
Norway, Portugal, Turkey, the United Kingdor, and the United
States.
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The act authorized an Administrator and this function
is exercised by the Secretary of State. Under Title I, he
was charged with creating a list of items for embargo after
full and complete consicderation of the views of State, Defense,
and Commerce and any other appropriate agency. Under Title
II, the Administrator was charged with creating a list of
commodities he believed should be controlled. He is under
no responsibility to consult with other departments regarding
Title II commodities. The Administrator is legally respon-
sible for designating Title I and Title II commodities in a
U.S. export control list to be negotiated with unspecified
"aid recipient” countries in an international embargo. 1/

Although the system of COCCM multilateral export con-

3 1040 3+ PR 1o RSN
rols has been maintained since 1949, its operstion has in-

creacingly reflected the altered distribution of American
influence in the world. Increased bilateral trade between
individual COCOM countries and Communist countries has pro-
duced intense competition for Communist markets. The economic
resurgence of Western Europe and Japan has further reduced
UG.5. influence on r ltilateral export control policies. 1In-
stead of the interrational lists reflecting U.S.-initiated
controls as they once did, U.S. domestic export controls are
now modified in accordance with reviews of international con-
siderations.

ot

The Export Administration Act of 1969, as amended. exists
concurrently with the Battle Act. It directs the executive
branch to encourage and promote trade by reducing export con-
trols and to restrict exports of militarily significant goods
and of technology detrimental to national security. Through
the Export Administration Act, Congress also attemp+-- to tie

U.S5. export controls t¢ the multilaterally agreed r oM
export controls in order not to penalize Americen 13:1:1
interests. The act required a review of all L.S .oiendlly
controlled items jand directed the Secretary o” Cuw-.. + *o

(1) remove those which were available elsewhere in ..u.parable
quality and significant guantity, (2) report to Conurecs on
burdensome U.S. export control procedures, and (3) create
Technical Advisory Committees consistina of industry repre-
sentatives to advise Commerce on export control regulations.

i

i

\
i

-

l/Title II type commodities were abolished in 1958 and a rew
1aternatlonal category of nonembargoed but reportable *rans-
actions was established within COCOM. State's removal of
commodities formerly listed under Title II rendered the
penalty conditions of the Battle Act meaningless,

i )

9
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In the 1974 amendments to the Export Administration Act,
Congress authorized the Secretary of Defense to review pro-
posed exports of qoods and technology and to report to the
President, within 310 days, those he wishes to prohibit as
51gn1f1cantlx increasing the military canab111~¥ of the
rec:pient state. 1! the President authorlze° the export, he
must so notify Conqress and inform it of the Sccretary's
recommendation,

Although Congresa found that the U.S. defense vosture
was subject to serioun compromisc if goods and vechnology
were exported witheout adeauate review, it is doubtful that
this provision provides it. The 30-day time limit and the
required Presidential aporoval effectively reduce the scope of
Defense review as only the most blatant, immediate, increased
military capability caused by the export, rather than the
longer range military sianificance, can be considered.

Formerly, national security export controls could be
waived or gelectively applied with minimum risk, because
practically all trade with Communist countries was controlled
to achieve diplomatic and commercial goals. Few controlled
commodities actually had important strategic military signi-
ficance. Today, the relatively few items remaining under
strategic controls have a more direct military impact "n the
international distribution of power. Explicit naticnal se-
curity considerations, rither than foreign policy expedients,
are now pertinent considerations for the difficult distinc-
tions necessary to apply export controls. VYet, since 1969,
diplomatic initiatives rather than technical considerations
have demanded continued relaxation of national security ex-
port controls. \

EXPORT REGULATIONS

Commerce haa licensing jurisdiction\over all export
commodities and unclassified technical data, except for cer-
tain specialized {temn uynder the ]urlsd1ctxon of other Gov-
ernment agencics. 1/ :

Export licensing controls apply to (1} axports of com-
modities and technical data, (2) reexports oy U.S.~originated
commodities and technical data f£rom one foreiyn country to
another, (3) U.S.~originated parts and compon:':nts used in a
foreign country to manufacture a foreign end jproduct for ex-
port, and (4) in some instances, the foreign-produced direct

1/For example, munitions control, Department ¢f State; gold
and foreign currency, Department of the Treasury; atomic
materials and equipment, Nuclear Regulatory Commission.
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product of U.S.-orlginated technical data. Controls extend

to exports of U.S. suwaidiaries, affiliates, or branches in
foreign countries if tte commodities are of U.S. manufac-
ture, contain U.S. materials, and are based on restricted U.,S.
tecanology.

Exports must be authorized by either general or validated
licenses. A general license permits the export of certain
commodities and technical data without a license document for
each transaction. A validated license authorizes the export
of commodities within special limitations set forth in the lic-
ense document which is issued only through formal application,

Most exports of manufactured oroducts to Communist
countries require validated export licenses. Applications
for validated licenses to export controlled items to non-
Communist countries are regquired primarily to insure against
diversion to Communist countries.

Sweeping and significant regulations govern the export
of technology. Access to technological know-how is often
of greater strategic signitficance than is possession of the
products of the technology. Thus, Commerce believes it neces-
sary to exercise a significantly higher level of expcrt con-
trol over technical data than over commodities. Effective
requlation of technology exports is probably the most com-
plex export control problem because of the difficulty of pin-
pointing areas of technology which should be ccntrolled and
establishing effective controls. Tecunology can be trans-
ferred in numerous and varied ways. It may be exported
in the form of a prototype, a blueprint, or knowledge in a
technician's mind. It may leave the country in the mind of
a foreign visitor or as a package in the mail, a sales sympo-
sium held for prospective customers, or a result of foreign

rvisitors viewing discrete engineering vlieses which collectively

encompass an entire technology process.
\ i
Office of Export Administration

‘ Cemmerce's Office of Export Administration (OEA) is
responsible for administering and enforcing the export con-
trol regulations and programs reguired by the Export Admin-
istration Act. OEA also chairs the interagency Operating
Committee of Commerce's Advisory Committee on Export Policy.

ﬂ OEA currently has 14l permanent employees and 7 operat-

ing divisions, one of which deals with short-supply export
controls.

i The Scientific and Electronic Equioment Civision and
theqpapital Goods and Production Materials Division handle,
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among other commodities, computers, computer peripherals,
semiconductors, and the technolegical interrelaticnship to
telecommunications equipment and numerically conktrolled ma-
chine tocls. Confusion and policy diffcerences exist between
these divisions over jurisdiction and inmplementation of regu=-
iations and over what should be exported in each of the above
commodities. -

The Technical Data Division is unable to effectively en-
force technology export controls. The Policy Planning Division
develops export control policies for specific commodities
and countries, but much of its work is devoted to 1esolving
interagency differences on a case~by-case basis. The
rfompliance Division ig unable to effectively determine com=-
pliance with export control regulations and has limitations
on its abilily to investigate alleged violations. The
Operations LCivision is responsible for issuing export
licenses, but its operations for screening applications
need substantial improvement.

There are other important shortcomings and limitations on
OLA's effectiveness. Personnel levels have been greatly re-
duced by attrition since 1971 despite the increased respon-
sibilities of the office and OEN presently has too few
professionals to review the increasingly complex technical
parameters on permissible exports to Communist countries.
Reductions in export controls have not been accompanied by
reduced administrative functions.

CEA depends upon Department of State personnel to per-
form all OEA-initiated complianhce activities overseas. State,
however, has consciously reduced its designated export con-
trol staff positions and COCOM-related compliance -~ctivities
overseas. Although U.S. strategic controls are based on
maintaining a military technology gap with Communist coun-
tries, the absence of effective commodity and technology ex-
port controls undermines this policy.

OCffice of East~West Trade

State's export control functions are centered in the Of-
fice of East-West Trade of the Bureou of Economic and Business
Affairs.

State asserts the primacy of foreign relations as its
claim for preeminence in export control matters, Diplomatic
considerations~--acceptability of U.S. vositions to COCOM
partners and how U.S. influence in Communist countries can
be multiplied through COCOM export controls--dominate its
thinking on export controls. There is little regard for com-
plex technical issues.
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The office of pLast-West frade's iunctions have exnanded
from responsibility for export controle only to all commercial
policv questions for Communist countries. Personnel allocations
have reflected this chanae 1n emphastis. State has aqreatly cur-
tailed export control work as conflictina with detente and has
eliminated staff positions concerned with overseas compliance
and control activities. Export control activities are orga-
nized in two working aroups, a compliance unit oand a COCOM
unit,

The compiiance unit has become primarily a screening
mechanism, and in its present capacity can =ffectively re-
strict compliance activities in deference to diplomatic con-
siderations. The compliance unit does not initiate compliance
requests. Only Commerce initiates compliance reaquests for
pce- and post-licensing checks abroad, and these are reviewed
by the compliance unit and area desks prior to transmittal
to State personnel overseas. Commerce's requests would be
more clearly formulated and better understood if they were
deliberated by interagency committees rather than being re-
viewed by the Office of East-West Trade alone.

Under the Battle Act, failure by COCOM partners to pro-
viue information necessary to evaluate other COCOM country
compliance efforts is grounds for suspending U.S. assistance.
State either has not r -.aired adequate compliance information
from other COCOM membe~s or is embarrassed by the results, as
they refused us access to such information.

The activities of the COCOM unit dominate the work of
the office, providina the structural conduit for transmitting
State's foreign policy considerations from COCOM to the U.S.
interagency domestic export control committee chaired by
Commerce and the State-chaired interagency multilateral ex-
port controi committee, To represent the State Department's
foreign policy and diplomatic considerations in interagency
decisionmaking ané to explain and reflect these cdecisions
in COCOM, the Office of East-West Trade needs the capacity
to appreciate the technical issues as thev relate or are
claimed to relate to national security. ‘he office does not
appear to have been nearly as effective in transmitting deci-
sions and considerations to COCOM countrien as it has been in
transmitting such matters to the interagency control committees.

Export Control Interdepartmental
Coordinating Committees

Two interdepartmental committees coordinate export con-
trol policy, the Advisory Committee on Export Policy (ACEP)
and the Economic Defense Advisory Committee (EDAC). ACEP
is chaired by Commerce and creates and administers U.S.
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export ccntrols. EDAC is chaired by State and ccordinates
and conducts U.S. participation in COCOM. The work of the
committees involves deciding what items will be on their

. respective commodity control lists and whether exception
requests to export these listed items should be approved.

. .Chart 3
y ACEF/EDAC REVIEW COMMITTEES
PRESIDENT
* EXPORT ADMINISTRATION NSC UNDER
- . REVIEW BOARD SECRETARIES COMMITTEE
. . i
ACEP/COMMERCE EDAC/STATE
. {Assistant Secretaries) {Assistant Secietaries)
! QPERATING COMMITTEE EXECUTIVE COMMITTEE

{Office Directors) {Office Directors)

WORKING GROUPS
{Staff Level)
I COMPLIANCE 1l cOCOM

§0urce: Prepared By GAQ From Information Provided By Commerce and State

/

\ ACEP |

This committee was formed to assist the Secretary of
. Commerce in creating and administering the U.S. Commodity
i Control list. It is chaired by the Assistant Secretary
\ of Commerce for Domestic and International Business and
| consists of counterpart representatives from Defense, State,
! Treasury, the Nuclear Regulatory Commission, and the Central
Intelligence Agency. The latter participates in ACEP
'principally to provide analyses of Communist technological

capabilities and requirements as well as intelligence on
diversions.

The Assistant Secretary level of ACEP almost never meets.
ts work is carried out by an Operating Committee, chaired by
gA‘s Assistant Director of Policy Planning. If Operating

y
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Committee members cannot aaree on a decision, the case is re-
ferred first to the Assistant Secretary level of ACEP, then

to the Under Secretary level of the Export Administration Re~
view Board of Commerce, Defense, and State. Continued depart-
mental disayreements require Presidential decisions and have
occurred frequently in the past.

ACEP follows a unanimity rule and appeals cases of in-
terdepartmental disagreements to higher policy levels for
resolution., It reviews export licenses of other COCOM coun-
try-controlled exports which contain U.S. components subject
to U.S. validated export licenses. Cases are olaced on the
Operating Committee's agenda strictly in order of submission.
About 40 cases are usually on the agenda. The Committee
meets no more than once a week and can handle about 10 cacses
at each meeting if there are no guestions or reauests for
further analysis.

‘ACEP procedures for reviewing exception reauests for U.S.
export controls encourage delays and reflect the absence of
interagency consensus on many cases. ACEP's unanimity rule
for approving exception cases can create a consensus only on
the particulars of the case reviewed. Without a rule of
precedent, the unanimity rule represents a multivle veto and
is a substitute for consensus on export controls within the
executive branch. Such procedures are made even more time
consuming by the strict and unwavering disvmosition of agenda
items in the order submitted.

Exception requests are provided to all COCOM delegations
with the understanding that they will respond within 18 days.
U.S. delinguency in responding to other COCOM members' excep-
tion requests is a serious problem. U.S. COCOM representa-
tives have repeatedly expressed their embarrassment to the
Department of State and foreign representatives at this coun-
try's status as the largest petitioner for COCOM exceptions
and the slowest respondent to others' requests. The over-
whelming proportion of pending cases are awaiting U.S. action.
Foreign COCOM representatives have alleged bad faith in these
deliberations. Some State Department officials suspect that
Defense Department delays encourage the appearance of the
United States as disposed toward interminable delay in dealing
with COCOM exception reguests while promoting U.S. projects.
Such an attitude on the part of other COCOM members could
foster defiance of multilateral export control objectives
and encourage Defense's demands for separate U.S. controls.
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EDAC

This interagency committee consists of representatives of
State, Defense, Commerce, Treasury, the Nuclear Requlatory Com-
mission, and the Central Intelligence Agency. The Centcal In-
telligence Agency performs the same role in EDAC as it does in
ACEP. EDAC is chaired by the Assistant Secretary of State
for Economic and Business Affairs.

The work of EDAC is conducted bv Workinag Grouvo I, a lower
level interagency committee involving the same departments.
An executive committee chaired by the Director of tne Office
of Last-West Trade guides Working Group I and reviews its
proposals, If the working group cannot reach unanimous
agreement on a case, the matter is referred to the executive
committee and then to a meeting of EDAC principals. If the
principals cannot agree, the issue is forwarded to the Na-
tional Security Council's Under Secretaries Committee in pre-
paration for a Presidential determination. This has happened
on several occasions.

The head of the COCOM unit chairs the interdepartmental
working group. He and his staff coordinate the U.S. inputs
to the periodic COCOM country list reviews and U.S. depart-
mental positions on COCOM country exception requests. COCOM
list reviews are conducted every 2 or 3 years. Workinag
Group I is assisted in this process by Technical Task Groups
which consider the technical parameters of specific commodity
cateqories. These advisory groups consist of commodity spe-
cialists and are formed on an ad hoc basis. They usually
are made up of Government technical experts as well as con-
sultants from the private sector.

EDAC considers exception requests submitted by other
COCOM countries. If a U.S. license is needed because the
export contains U.S.-controlled components, the exception
request is also considered by ACEP. EDAC usually will not
consider the case until after ACEP has ruled on.the U.S.
license application. Most significant COCCM exception cases
regquire U.S. licenses, because of their U.S.-controlled com-
ponents. In these so-called dual-licensing cases, both ACEP
and EDAC consider substantially the same fac:ors. Thus,
once ACEP has approved the U.S. license, ELCA( should have
little choire but to affirm the decision or to delay it.
However, ACEP and EDAC have not always aqreec¢ in :hese dual-
licensing cases. In some cases, the u.S.-controlled compo-
nent is licensed, but the COCOM country exception request
is denied by EDAC.
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EDAC proceduvres permit staff level opposition to be cx-
pressed without formal departmental objections being raised.
In the absence of departmental objections, foreiqn exception
requests are approved desnite staff opposition. These proce-
dures prevent operating levels from tying up interagency re-
vicews without the support of their superiors. Foreign ex-
coeptions are aporoved by ERAC in many cases, not because oper-
ating levels are in agreement, but because agency specialists
don't think their policy levels will support them.

The emphasis on multilateral export controls has marked
a shift in U.S. mwolicy and enhanced the influence of dip-~
lomatic considerations in reviews of U.S. export controls,
3y ewphasizing foreign volicy issues as decisive, State
limits the ability of more technically competent agencies
to influence interagency reviews of export controls and ex-
ception requests as they affect national security.

Two separate interagency review committees are not

‘necessary. Foreign exception cases generally represent the

standard of acceptable sales for international business
competition. The United States cannot consistently oppose
these cases without endangering the preservation of multi-
lateral export controls. Judicious use of U.S. objections
to other COCOM country exception reqguests is necessary to
maintain the added effectiveness of multilateral controls.
A scparate EDAC structure is not needed for this.

U.S5. export controls are still more extensive than
COCOM controls because of end use, reexport, and component-
licensing requirements. They are hased on regulations de-
signed for national security rather than foreign policy
considerations. Thus, the controls should not be lightly
altered for diplomatic expediency. An expanded ACEP review
system, established and operated under existing EDAC objec-
tion procedures, could be responsive to foreign exceotion
cases within COCOM time limits and to U.S. exception cases.
The expanded ACEP system could more accurately determine
national security implications of all exception requests,

ETECHNOLOGY EXCHANGES

\ Technology transfers are difficult to monitor and con-

trol. The difficulties are multiplied by the diverse pur-’
poses of Government and private exchange structures. The
%mpact of technology transfers on Communist societies and

on the mainten:nce of a military technology gap are un-
answered questions., Suspicions exist in both Government

and business that the levers of export control and techno-
logy exchanges are being ineptly managed to aqhieve temporary
policy objectives. Although technology exchanges have been
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a key element in U.S. foreign policy, industry officials be-
lieve the exchanges are hampered because the Government is
poorly organized to promote and control them,

Foreign policy considerations dominate the entire
structure of technology exchanges with Communist countries.
Technical problemes-~degree of reciprocity, impact of transfer,
monitoring and coordinating transfers in compliance with ex-
port controls, private technology exchange protoccls, inadvertent
or indirect transfers and marketing implications--are largely
ignored.

The present review structure for technology exchanges
cannot cope with the technical problems presented. The ade-
quacy of this structure can only be justified by the claims
that no significant technology exchanges have occurred under
the publi: agreements and that no one can control transfers
that may occur through private sector agreements and exchanges,

:

Government-to~-government

The Uniled States and the Soviet Union have entered into
11 scientific and technical cooperation agreements as a result
of the May 1972 Agreement on Cooperation in the Fields of
Science and Technology. All agreements are under the coordi-
nation of the Office of Soviet and Eastern Europe Scientific
and Technological Programs of the Department of State., Pri-
vate industry is represented in the U.S. membership of 31l
joint committees which administer the agreements. Executive
agencies participate in these agreements under broad vpolicy
guidelines which emphasize genuine reciprocity in the techni-
cal exchange of each program, but there is little actual
mutual benefit on this basis.

It is difficult to categorize the technical benefits
which accrue from these agreements. According to State,
little technology has flowed in either direction, and the
major benefits are political,

Each of the agreements is covered by a provision that
U.S. technical exchanges are subject to U.S. laws and requ-
lations. Agqreements for export of technology are covered by
provisions of the Export Administration Act, which reauires
validated export licenses for all technical data generally
related to detailed design, production, or manufacture of
controlled commodities. The technology to be transferred
is examined by the U.S. agency primarily responsible for
the joint project and Commerce's Office of Export Administra-
tion is asked for advisory opinions on all projects undertaken
within an agreement. OEA has never denied a proposed technology
transfer under the agreements. It indicated that it could not
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second-guess the expertise of the joint committees., The Di-
rector of OEA's Technical Data Division felt that such tech-
nology was covered by an exemption to export controls for
educational material and that sufficient protection against
imprcper transfer was provided by informing all U.S. Executive
Secretaries of Joint Commissions that their decisions must be
in accord with export control regulations.

Private sector~-to-government

U.S. private szctor agreements are justified under the
Agreement on Cooperation in the Fields of Science and Tech-
nology and usually consist of an agreement for scientific
and technical cooperation between a U.S. firm and Soviet
agencies.

These agrecments, or protocols, are distinct from the
more numerous contractual agreements for technology transfers
for specific projects. They are normally general in nature
and are described by many State and Commerce officials as merely
agreements to agree. The agreements provide for a continuing
exchange of technical information and specialists and direct
project-oriented cooperation in .a variety of specified arecas
and they reflect a broad spectrum of U.S. industrial canabili-
ties.

Commerce Department proposals Lo reauire the submission
of these protocols to the Government for review within 15 davs
of signature have been viqorouslv roposed ty exporters and
no reporting recuirement prescntly exists. . The U.S.~Soviet
covering agreement does not provide for review or approval
of technical cooperation protocols by the Joint Cormission
established to monitor the agreements. ' Thus, there is no
assurance that U.S. Government information on the numher and
content of these protocols is complete. Normally, the JSov-
ernment would be unaware of such agreemehts unless a firr
had reason to consult with either Commerce or State.

The Soviets use private protocols to further expand
government-to-government aareements and to dain access to
modern U.S. commercial technology. This extanded access
also increases chances of inadvertent or unaithorized
transfer of technology. Requlating technolocy transfer
is exceedingly difficult because of the varie*y of wavs
in which technology may be exchanaged. Most inportant
is industry's initiative in defining the crit:cal exnort
control variables which determine whether nonrubli: or
noneducational technical data recuire validated export
licenses from Commerce.
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The increased exposure of the Soviets to U.S. tecnnology
provided under the prutocols makes the entorcement of controls
totally dependent on industry cooperation. The operating
assumption of OEA that proprietary information would be sold
rather than given away was considered naive by intelligence
analysts and conflicts with major examples of contrary
company behavior. Many analysts believed the Government
should oppose the provision of technology by private
firms except by country-to-country commercial agreement.
These analysts fear that public policy statements and trade
promotion efforts have fostered an incorrect understanding
on the part of business over how far the United States is
prepared to move.

Regular commercial contracts

Technology for design, production, or manufacture of
a commodity is often transferred directly or indirectly
by commercial contracts. Such transfers are the most common
form of technology transfer and are subject to Commerce 1li-
censing approval. These licenses cover the range of U.S.-
originated technoliogy exported from either non-U.S. or
U.S. sources. Between October 1971 and October 1973, 372
contracts were authorized with Communist countries and only
7 were denied. Commerce has not released more current in-
formation.,

Commerce explained that there was no relationship between
the number of contracts autho:rized to export technoloqgy and
the number of transactions actually consummated, because pro-
posals for technology sales are significantly more numerous
than acceptances, On the other hand, the technology neces-
sary for preparing sales offers is exempt frc. export con-
trcl regulation and, therefore, not reflected in the number
of licenses issued, There is also the possibility of wide-~
spread technology transfer through corporate licensina nrac-
tices and marketing arrangements with overseas cornorations
which are not subject to licensing approval.

; AGENCY COMMENTS AND OUR EVALUATION

The East-West Foreiaqn Trade Board stated that the
\clasqlfled report identifind some of the more difficult issues
associated with cffective management of current national and
international systems of cxport controls but was less cuccess-
#ul in formulating procedural recommendations to improve
current operating procedures. Specifically, the Board felt
that Commerce should not be relieved of the licensina and
monitoring of technoloqgy hecause such licensing was an inte-
gral pert of Commerce's overall licensing effeorts.

%
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e did not recommend that Commerce he relieved of such
duties. Because of significant limitations on its effec-
tiveness, we recommended that the Techrical Data Division be
disbanded and that the East-wWest Foreign Trade Board deter-
mine the most suitable agency for randling this function;,
taking into account the importance of technoloay transfers
on national securicy and the domestic economy. '

The Board also felt that our recommendation that the
Cperating Committee of ACCP follow a majority rather then
unanimity rule would distort the purpose of the Committee
and detract from its utility.

We see little merit in having a unanimity rule for a
committee whose charter ostensibly ic to secure advice and
recommendations for Commerce from advisory agencies. If this
were truly the case there would be no reason to have unanimous
consent on any case, merely the variou: recommendations offered.
A majority of the votinag participants rould suffice to provide
the desired advice and recommendations.

MATTERS FOR CONSIDERATION OF
CONGRESS

In the light of the conflicting purposes addressed by
successive amendments to the Export Administration Act since
1969, Congress should examine the issue of export controls
and technology exchanges to establish the (1) criteria
and standards presently being arpplied and their implications
for detente policies and national security, (2) relationship
of technology transfers to strategic controls and currvent
business practices, and (3} decisionmaking responsibility
in present interdepartmental export coordinating committees.

RECOMMENDATIONS

Regardless of the need for congressional examination to
crystallize the nature, extent, and implementation of U.S.
export control policy, the executive branch organizational
structure must continue to operate in sore form because of .
U.S. commitments to existing domestic st-tutes and interna-
tional organizations. The following reccmrendations, there-
fore, are intended to improve the organization of executive
branch agencies responsible for carrying out such activities,
Our recommendations fcr improving omerating procedivres of
these agencies are contained In chapter 5.

We recommend that the Secretary of Co. . strengthen
Commerce's role in upholding and licensing national securitv
controlled commodity exports as the agency most resconsive
to congressional concerns, as follows.
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5.

Provide additional personnel resources for and improve
the operation of the Office of Export Administration.

Remove responsibility for monitoring and licensing
technology transfers from the office by disbanding the
Technical Data Division and requesting the East-West
Foreign Trade RBoard to determine the most suitable
agency for handling this function. (See recommenda-
tions 2 and 3 to the Secretary of the Treasury,

p. 41.)

Upgrade the Advisory Committee on gxport Policy's
Operating Committee by elevating its role in the
Office of Export Administration with an expanded
technical staff and require its work program to
conform to COCOM approval time frames and employ
majority rather than unanimity rule decisionmaking.

Reguire that public lists or some suitable disclo-
sure be made of validated export licenses granted

by OEA, including commodity designations, size para-
meters, and country of. destination.

Improve the system for screzsning license apolica-
tions by adding additional computerized data bases.

We recommend that the Secretary of State alter State's
role in export controls to conform with a lead role con-
cept for the Department of Commerce and expand State's
monitoring role in technology exchanges, as follows.

1.

Discontinue the Economic Defense Advisory Committee
review structure for COCOM exception cases and co-
operete with Commerce in incorporating its responsi-
bilities in ACEP under Commerce chairmanship.

Reexamine the Office of East-West Trade's compliance
responsibilities to determine the most efficient co-
ordination of State's minimum compliance role overseas.

Insure that guidelines for the COC('M working group
in the Office of East-West Trade direct the group

:0 concern itself exclusively with revresentina
interdepartmental ACEP accord in al} COCOM deslibera-
tions and to be solely resvonsible for representina
State in all ACEP deliberations.

Direct the Office of East~West Trade to avail itself
of the technical expertise offered b, other State
bureaus in order to effectively participate in
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ACEP and COCOM deliberations on the national security
implications of strategic controls and technology
transfers.

5. Reevaluate and upgrade the administrative
structure of the U.S.-U.S.S.R. exchange
agreements, with increased emphasis on (a)
reviewing technical exchanges from the

| perspective of technology transfers, includ-
ing private sector exchanges and transfers,
and (b) identifying U.S5. items in the
exchange which are subject to termination
by U.S8. Government action and Soviet items
* which are most important to the United States.

We recommend that the Secretary of the Treasury, as
Chairman of the East-West Foreign Trade Board:

1. Direct the Council on International Economic Policy
to initiate a comprehensive study of technology
transfers and their impacts on nailional security
and domestic economv.

2. Determine the organizational regquirements and
objectives in monitoring international transfers
of technology to and from the United States,
characteristics of these transfers which should
be monitored, and methods which could be used in
concert with the CIEP study.

3. Designate the agencies to be responsible for
these objectives through implementing all or
part of the monitoring program.

R Designate scientific and technological transfers

as a key intelligence qguestion for Central
Intell}gence Agency reporting.
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CHAPTER &

PROBLEMS JOF IMFLEMENTING EXPORT

CONTROLS AND TECHNOLOGY EXCHANGES

WITH COMMUNIST COUNTRIES

U.S. efforts to monitor exports and to implement commodity
controls in East-West trade have raised diverse and conflicting
executive department points of view concernina appropriate reg-
ulations. They have also demonstrated orofound international
differences between the United States and other COCOM members
over the use of international controls. These differcences
create important volicy questions that are subject tu con-
flicting executive department views,

U.S. efforts to monitor and to implement internaticnal
technology exchanges in East-West trade are plagued by many
of the same types of problems faced in controlling commodity
exgports. The concept of reciprocity is espoused as the basis
for administering these exchanges. However, technclogy
exchanges raise such basic questions as: What is beina ex-
changed for what purposes? Has satisfactory reciprocal per-
formance occurred? What procedures have been established to
review and redress asymmetirical benefits accruinag under the
exchanges? All these questions, as well as massive implica~-
tions for the domestic economy, are raised by the U.5.-U.S.5.R.
Agricultural Cooperation Agreement entered into in June 1973,

INTERDEPARTMENTAL DIFFERENCES

There is no basic interagency agrecment on criteria for
export controls and on whether foreign policy, commercial,
or defense considerations shcuald dominate trade policy with
Communist states. Executive branch agencies have fundamental
differences regarding licensing standards and procedures to
be followed in administering controls.’ Agency reactions
appear to result from the priority of itkeir concerns and
the nature of their constituencies. )

Fxecutive branch agency disaqreements over export con-
trol review and operating procedures are (aused essentially
by a lack of substantive agreement on detente. Defense's
Office of Strategic Trade wants a voice in every control
decision. Defense is reluctant to relinquish c¢r deleqate
any authority to Commerce's Office of Expo-t Administration
becauvse it believes that office does not have the technical
capability to insure that licensing restrictions are prop-
erly applied. Commerce has conflicting priorities and
coordination problems. Its Bureau of East-West Trade
cooperates closely with State in promoting trade with
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Communist countries, but OEA, part of the Bureau, shares
many of the concerns of Defense and hac coordination probloms
with Commerce's Office of International Marketing. State's
export officials in the field have different perceptions than
those in Washington concerning the effectiveness and impor-
tance of export controls, cooperation of COLOM countries in
adhering to multilateral controls, and the effect of various
COCOM country practices on foreign buriness conpetition,
Thus, the liberalization of export controls has been both a
planned consequence ot policy decisions and an unplanned
conseaquence of differing departmental views, practices, con-
flicts, aad reactions to foreign actions.

Differing departmental priorities have resulced in a
continuous seriet of ad hoc decisions and fragmented
consideration of strateyic export controls. The problems
of identifying and implementing an interdepartmental and
multilateral consensus on cxport controls are segen in three
types of licensing procedures: (1) thirde-country reexport
of U.5.-controlled items, (2) ultimate consignee end-uszse in-
formation requirements, and (3) temporary valijatea export
licenses. State and Commerce believe U.S. procedures are too
stringent and burdensome for their negiigible contributions
to national security. Opvonents of this view in Defense, OEA,
and the Nuclear Regulatory Commission have little confidence
that national security constraints on U.S., exports can be
adeguately maintained without these additional licensing
procedures.

Third-country re:xports

The aims of direct 0U.S. ovport controls with Communist
states are frustrated by (1) reexport of American strategic
goods by non-Communist cocuntries, (2) incorporation of

'U.S.-origin components in foreign strategic procucts for

direct exports to Communist countries, and (3} exports
of foreign strateqic products to Communist countries which
were derived from U.S.-origin technical data. Such reexports
are the reason the United States requires the licensing of
cemponents in COCOM-controlled commodities and ultimate con-
signee end-use information for U.S. exports. U.S. licens-
ing reguirements for U.S. components or technology is the
only way of its participating in COCOM country high-technology
export decisions.

‘ﬁ Nevertheless, there is little actual control over the
reexport of American compcnents or technology once it enters
a foreign country, regardless of U.S. licensing requirements.
Foretgn customs services evidently lack the expertise tc¢ recog-
nize evaluations of approved technical soecxfxcatxons and lack
famigiarity with American export contrcls goverring reexport.
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The reexport of U.S.-controlled commodities without U.S.
approval is the most significant form of illeqgal diversion
to Communist states.

The consensus among executive branch agencies indicates
that they believe the only meaningful export control safe-
guard is the initial decision to allow a U.S5. export. 1In
other words, if one wants to really control an item, don't
permit it to be exported.

Ultimate consignee end-use information

All COCOM countries require information on the end use,
user, and destinacion of all embargoed commeodities approved as
exceptions, but these vary widely. Most other COCO4 countries
require only assurances by the seller as to the buyer's end
use. Ultimate consignee end-use information is the tackbone
of United States legal enforcement of its export control laws.
The primary value of this information is to deter foreign
reexporting. COCOM countries generally do not verify the
end use or the gquantitative restrictions cecntained in al-
most every exception reguest granted. Postshipment verifi-
cations are not reguested because they are diplomatically
sensitive, administratively coscly, and meaningless without
trained personnel to do the verification.

One means used to verify the end use of equipment is to
roquire the selling company to verify end use as part of its
servicing of contracts. However, there are dangers in this
because the sellers have service and training programs for
host-country nationals as part of their marketing efforts.
Foreign nationals could and do perform U.S8. end use checks.
In such cases, they could be viewed by their own governments
as f,reign agents, should they discover misuse and report it,
or by their employers as potential counterintelligence agents,
should they fail to do so and falsify company reports. Thus,
there is no assurance of independence in this end-use verifi-
cation precedure.

Temporary export licenses

Temporary licenses are issued to permit the display of
commodities which otherwise would require validated licenses
to export. These licenses enable controlled commodities to
be displayed as part of Government~sponsored trade exhibi-
tions in Communist countries. Issuance of temporary export
licenses has created problems. Advisory Committee on Export
Policy rerresentatives nave been pressured for rapid approval
of temporary licenses to permit controlled commodities to
be part of trade promotional efforts. OEA does not verify
that commodities clecared by participation aqreements are
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actually displayed. A Commerce trade show report was critical
of the ease with which companies could display and possibly
sell commodities ovetseas which were not approved for dispvlay.

Commerce technical advisory committees

Technical advisory committees have been created by Com-
merce for seven high-technology areas for which U.S. export
controls are the most burdensome. The committees were created
under authority of the Export Administration Act to provide
greater industry access and advice to the Government's
decisionmaking structure of export controls, Questions con-
cerning the role of technical advisory co. .ittees are both
substantive and procedural.

Many companies serving sn adviscry export control
committees have strongly oppused Commerce's proposal for dis-
closure of technical protocols between private industry and
Communist governments. Many of the same companies represented
on Joint Committees have also entered into private scientific
and techrological cooperation protocol agreements with the
Soviet Union in the same research areas. Commerce has not
requi-ed such disclosures from companies represented on its
technical advisory committees because it claims that company
nfficials on these committees sit 2s public-cpirited technical
advisers rather than as representatives of private interecsts.
This claim is not supported by either the personnel selection
process or the products the committees revxewed for modification
of export control procedures.

Priority of interdepartmental ~oncecrns
and erosion of controls \

The policies of detente and trade promotion have at-
tempted to reduce the impact of export controls on the flow
of commerce between the United States and Communist countries.
Not all the erosion of control standards has been a result of
deliberate policy judgments, and interdepartmental differences
have accentuated the discrepancies and conflicts in U.S. and
COCOM country export control objectives.

Interdepartmental delays in U.S. approvel of COCOM coun-
try exception recuests have resulted in foreign ultimatums to
approve the reauest or to accept the foreign :ountry's with-
drawal from COCOM. 1In each case we noted the United States
approved the exception recuest wi<hout review:ng the corporate
licensing prartices and the technology contro! policies which
transferred the U,S.~controlled technoloay tc the COCOM coun-
try in the first place. Thec United States attempts to main-
tain a technology gap with Communist countries by using export
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controls while also permitting U.S. business to compete for
sales In these countries with products available elsewhere.
The consequences of these dual efforts on unilateral and
multilateral export controls cannot be understood within the
Government without reviewing corporate licensing practices
which transfer U.S. technology to COCOM countries and COCOM
country compliance with existing control procedures. Neither
review has been performed.

Coinmerce, OEA, and ACEP procedures are slow and awk-
.ward and needlessly dependent on unaccountable practices, un-
animity rules, limited OEA discretion, arbitrary agendas,
and unlimited discussion of exception requests.

Defense wants to examine the military potential of
each exception recuest. This examination is heavily de-
pendent upon highly subjective appraisals of the potential
exports' possible impact on Communist military and economic
capabilities., Underlying assumptions contained in these
appraisals are seldom critically examined. Defense insists
on postshipment safeguards which are neither effective
nor feasible as conditions for approving such exceptions.

State officials we discussed these matters with be-
lieved the strategic control issues raised by other execu-
tive agencies in present and foreseeable trade with Commun-
ist states were designed to retain agency influence in
interagency policy reviews rather than to respond to legitimate
security concerns. These officials considered that most
national security controls were adjuncts to foreign policy
implementation rather than national security policy. 1In
line with this belief, American Embassies have played an ac-
tive role in promoting projects involvinag U.S.-controlled

. commodities and technology. Accordlngly, export control

functions in U. 5. Embassies have been downgraded through
\ellmlnatxon of.export control positions and failure to per-

$orm end-use verifications,

INTERNATIONAL DIFFERENCES

s Many U.S. officials familiar with export controls have
little confidence in COCOM as a strategic control mechanism,
They believe the United States must rely on its own export
control regulations as additxonzy‘iafeguards. U.S. Embassy
offficials contacted have little con.idence in the willingness
of ‘other COCOM nations to uphold multilateral security con-
trols in the pursuit of trade. Competition for bilateral
trade with Communist countries among COCOM countries has
intensified with detente policies while the multilateral
con%gn;us on export controls has constricted.

\
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Strategic contrcls and
commerclal competition

U.S. behavior in COCOM has fostered other member coun-
tries' suspicions of its motives and objectives. “he United
States has been accused of pursuing commercial objectives
and attempting to eliminate foreign competit.on through its
use of exception approvals to national security export con-
trols. Frequently, the appea.ance of commercial advantage
reduces U.S. ability to influence oxport control decisions
based on policy grounds., Delays in U.S5, decisions on foreign
exceptions caused by obscure departmental differences and
efforts to conceal the real basis for U.S5. policy considera-
tions exaggerate these COCOM country suspicions.

The United States has requested COCOM exceptions to ex-
port high-technology items to Communist states while opposing
comparable but less sophisticated items proposed for export
to the same countries by other COCOM members. U.S. represen-
tatives to COCOM have attempted to distinguish between these
COCOM-approved U.S. exports and U.S, disapproval of COCOM
exports on the basis of similar end-use assurances.

The United States has also:

~-Proposed COCOM administrative exception standards for
computers exported v the People's Republic of China
which £z11 most heavilv on the 3mall and medium
sized wmachines nunufactured by its COCCM partners.,

~-Informaliy &ssured ancther COCOM member of only
proforma objectiong to the proposed sale of military
items Lo a Communist country, despite a study con-
cluding such approval would erode the last significant
barrier controlling COCOM exports--military end-use.
(This sale reportedly was consummated in December 1975.)

~-Systematically dismantled its overseas export control
compliance capability and simultaneously failed to
press for uniform, minimum multilatcral compliance
requirements and standards. (This suggests that the
United States is not seriously concerned about en-
forcing present export control standards.)

~-Been tardy in counsidering COCOM exception requests while
promoting the sale of similar commodities in the same
Communist countries, through high-level trade missions
and shows, and requaesting emergency COCOM approval.
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On the other hand, Communist trading practices have
severely tested the elficacy of multilateral controls by offer-
ing premiums for delivery of embarqgeed goods, soliciting
large purchases from highly competitive companies conditional
on delivery of financially insignificant controlled products,
and encouraging the belief that COCOM controls are ineffective.

Implementing the Agricultural

Agreement

The many problems of exchanging data, controlling trans-
fers, and establishing reciprocity in scientific and technical
cooperation agreements are manifested in the U.§.-U.5.S5.R.
Agricultural Cooperation Agreement signed June 19, 1973. This
agreement amplifies the broader principles and aims of agri-
culture exchanges adgreed to during the President's visit to
the Soviet Union in 1972. It is elso the most commercially
significant of the joint exchange agreements, and its admin-
istration typifies the difficult tradeoffs among competing na-
tional economic and diplomatic interests inherent in all the
exchange agreements. It also reflects the inertia such agree-
ments acquire, becoming forces or major policy considerations
with their own specialized bureaucracies and procedures.

The regular exchange of forward estimates of production,
consumption, demand, and trade of major agricultural commodi-
ties is celled for by Article II, paragraph 1 of the Agree-
ment. The Soviet provision of forward estimates continues to
be a major cvontentious issue &s they have not implemented the
terms of the article. This data is critical in controlling
U.S. wheat and corn exports so as to minimize domestic dis-
ruption in food prices and to insure domestic availability.

Two primary questions f{or U.S. policymakers are raised
by the Agricultural Agreement. Has the Soviet refusal to pro-
vide the previously agreed-upon information been a result of
inadequate U.S. pressure? Have the other benefits the United
States derives from the research and technology portion of the
agreement been sufficient to overlook Soriet failure to provide
forward estimates?

The United States has been unsuccessiul in monitoring
and administering most technology exchange aqreements, not only
from the standpoint of export controls but also from the pers-
pective of reciprocity. In the case of th» Agricultural
Agreement, the Department of Agriculture h.is not achieved its
primary objective of obtaining forward est .mates data.
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The central remaining iasue of the Aaricultural Agreement
is whether partial compliance by the Soviet Union offers suf~
ficient benefits for continued U.S. compliance. The executive
branch has not explicitly made this judgment nor fully exa-
mined the options for coping with this partial Soviet com-
pliance.

MATTERS FOR CONSIDERATION OF CONGRESS

K series of interrelated questions concerning the opera-
tion of multilateral and unilateral export controls need to
be answered. How are unilateral and multilateral controls
interrelated in export control decisionmaking? What is the
nature of information and enforcement recuirements for this
process? How are these decisions related to U.S. foreign
policy and national security requirements? The United States
cannot afford case-by-case application of export controls
without first determining its overall goals and objectives
and the means to measure their achievement.

These matters should be developed in conjunction with a
comprehensive multiagency review of expert controls involving
both the legislative and executive branches of Government. e
stated previously that Congress snouid examine export controls
and technology exchanges. In the context of such an examination,
Congress should seek to answer the above questions on export
controls. To consider national policy goals and formulation
or possible changes in governing legislation, Congress should
also develop information on the following matters,

1. Pormulation of execucive branch goals and objectives
for export controls and their role in national se-
curity policy and foreign policy.

2, Relationship between the interdepartmental decison-
making process for export controls and the achieve-
ment of executive branch goals and objectives.

I

Relationship between U.S. unilateral control decision-
making and COCOM country compliance measures.

i 4. Responsibilities of private interests in the policy
X formulation and implementation process and Government
information requirements.

@ 5. Nature of industry contributions needed for export
| control policy and licensing decisions to be used as
a basis for congressionally determined criteria for
\ membership selection and responsihilities of the

technical advisory committees. \
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RECOMMENDATIONS

Pending the outcome of a legislative and cxecutive branch
review of export controls, the Secrotary of Commerce should

seek to strengthen Commerce's preeminence as the agency primarily

responsible to Congress for implementing and enforcing com-
modity export controls. Specifically, we recommend that:

1

2.

OEA be directed to

a. create an overseas export control verification
and enforcement capability,
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dures to facilitate review of exception cases
within COCOM time frames, and

c¢. undertake a study of the export control implica-
tions of abandoning postshioment safequards in
considering decisions to license exports.

OEA discretion be expanded in issuing validated export
licenses for commodities covered by COCOM administra-

tive exception categories without reguiring interagency

review.

ACEP be directed to prepare an interdepartmental plan-
ning document on the relationship of present U.S.
technology transfers to unilateral actions contrary to
COCOM export controls and on the range of related pos-
sible U.S. responses to COCOM-country threats of uni-
lateral action.

The Secretary of Defense should reconsider Defense's
responsiblities in formulating and reviewing export controls,
emphasizing the development of explicit national security
criteria to indicate the types of cases it wishes to review.
We recommend that the:

1.

Scope of Defense deliberations on export controls
be reduced to priority cases. The current narrow
technical criteria should b= broadened to probable

rather than possible military uses and detrimental
effects on U.S. securitv.,

Office of Strategic Trade either narrowly redefine
its review responsibilities under the suggested pri-
orities or acquire sufficient staff to exercise its
reviews promptly.
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The Secretary of State should reconsider the foreiqn policy
ramifications of decisiones affecting the ccntinuance of COCOM
and the participation of its membership. U.S. interaqency
positions on major COCOM exception cases should be con-
sistent with positions on \'.S. cases and supported by foreign
policy decisions. The necessity and value of a multilateral
consensus should be carefu.ly weighed againct U.S. national
security interests in export controls. We recommend that
the Secretary:

l. Request a departmental study of ithe (a) effects of
detente on bilateral COCOM country trade with Commun-
ist states, and (b) relationcship between COCOM bi~
lateral trade changes and national export control

: wuipliance efforts and their effects on a viable COCOM
consensus,

2. Attempt to establish an agreed-upon COCOM minimum com-
pliance standard for multilateral export controls as
the incentive for the United States to review dual
licensing procedures.

[
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CHAPTER 6

BALANCE OF DIPLOMATIC AND COMMERCIAL BENEFITS

In the U.S. strategy to improve relations with Communist
countries, trade liberaslization was seen as an incentive for
improved cooperation in political and strategic relations.
Although such general dipicomatic objectives are fregquently
cited as justification for U.S. trade initiatives, there is
no evidence of any erfort to use trade to obtain specific

diplomatic concessions. In fact, there is a lack ¢f preci-

‘sion and consensus on what U.S. diplomatic objectives are,

whether. they have been or are being achieved, or what they
would be worth if forthcoming.

Furthermore, the United States has not achieved a
genuine normalization of commercial relations because of the
failure to effectively respond to the imbalance of bargain-
ing leverage enjoyed by the nonmarket economies. This
imbalance limits the negotiating leverage of U.S, firms
ana compromises the U.53. Government's ability to support
commercial interests or to protect broad national interests.

DIELOMATIC BENEFITS

'.S.-Soviet relations are the major focus of this chapter.
The U.S. objective of promotinag trade as a means of moderating
Soviet diplomatic behavior has appeared frequently in executive
branch statements and policy studies. This interrelationship
has frequently been cited in testimony by the Secretary of
State as justification for U.S. trade liberalization. Desire
to maintain continued imrrovement in United States-Soviet
telations is a consistent theme in State's inputs to the inter-
agency East-West trade policy process and, therefore, has a
certain operational dimension. Interagency deliberations on
individual exp&rt licensinag decisions, the advantages of a
long~term agreement, and the North Star liquid natural qas
project 1/ were characterized by a concern that adverse U.S.
Government decisions would interrupt the momentum of detente.

iThe objective of promoting trade as a diplomatic instrument

‘or as an indirect influence for moderating Soviet diplomatic
behavior appeared frequently in pre~trade agreement White
qOuse policy studies.

fyA large transaction under discussion since 1971 between a
U.S. consortium and the Soviets involving Soviet purchase
of nearly $4 billion in U.S. eouipment and services on
credit in exchange for Soviet natural gas.

' A
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As a practical matter, however, there is no evidence that
the U.S. Government has consciously atterpted to manioulate
trade in exchange for Soviet diplomatic concessions. Although
general diplomatic objectives are motivating factors during
U.3. Government interagency discussions, they are not con-
sciously pursued in diplomatic negotiations with the Soviets,
where thev would matter the most. There is no evidence, for
examsle, that any 3oviet foreign policy concessions were
sought or obtained by the executive branch during negotiations
for the 1972 Trade Agreement or the 1974 Long-Term Agreement.
Nor have such concessions been sought or obtained in exchange
for the extension of credits or favorable decisions on export
licenses. No effort has been made to withhold approval of
individual commercial transactions in exchange for diplomatic
benefits or to structure such transactions so as to maximize
future U.S. bargaining leverage on Soviet diplomatic behavior.

Furthermore, there is a lack of rigor and consistency
within the U.S. Government in articulating desirable diplo-
matic benefits of trade. Various agencies, and officials
within agencies, disagree on what these benefits are or should
be. The achievement of interdependence between the two coun-
tries, and the constraints this will impose on the foreign
policy behavior of both, is the most frequently cited advan~
tage of trade. Yet, the plausibility and implications of inter-
dependence is not fully understood within the Gcvernment and
has not been thought through conceptually or tested empirically.
Finalily, the wide differences in bureaucratic perspection and
interest inhibit the use of trade as an instrument of diplomacy.
The concept of linkage implicitly assumes effective central
contrel c(ver the sources of leverage and some bureaucratic
consensus on when and how to apply this leverage, which does
not presently exist,

Given a greater understanding of and willingness to
pursue commercial/diplomatic linkage through U.S.-Sc¢viet
trade, there would still be a need for more direct U.S. Gov-
ernment participation in the trade relationship. Ultimately,
it is the basic difference between political and economic
systems which limits U.S. ability to effectuate a policy of
linking Soviet diplomatic behavior to U.S. trade liberalization.
In effect, symmetry of commercial interests between U.S. com-
panies and the Soviets renders U.S. Government diplomatic ob-
jectives irrelevant. The Soviets «<an satisfy their prime
objective of U.S. technology inpu*s by dealing directly with
the companies and not sacrificing diplomatic flexibility in
government-to-government negotiations. The U.S. Government

33



seeks a long-term interdependence but has little control over
technology transfer, which is the most powerful incentive for
Soviet moderation. The Soviets seek short-term technoloqy
inputs from private corporations which do not necessarily
respond to national interests and are not compelled by the
Government to do so. Thus, despite the articulation of inter-
dependence as a long-range U.S. Government objective, both

the short- and long-term substance cof the trade relationship
is a product of what havpens--commercially and technologicallv--
at the enterprise level, not at the government-to-government
level.

Thus, as existing 3J.S. Government restraints on trade are
reduced, U.S. diplomatic leveraye will decline. Without a
simultaneous increase in other means of control, the United
States may find itself unable to manipulate trade for any pur-
poce without risking major diplomatic revercussions. Any ef-
fort to implement the desire for linkage, therefore, will re-
auire substantial reform in the U.S. Government-industry
interface.

COMMERCIAL BENEFITS

Future prospects for U.S.-Soviet trade remain ontimistic.
Soviet interest in U.S. products and technology is matched by
avid competition among U.S. companies to develop the Soviet
market. The major reservation about such trade growth rests
in the capacity of the Soviet Government, with its monopoly
over all foreign trade decisions, to abruptly alter the volume,
directior, and commodity content of trade. A return to eco-
nomic autarchy by the Soviets, or merely a shift away from
U.S. suppliers, is always a latent possibility in Soviet trade
policy. Yet, qgiven the probability of expanded trade, a re-
orientation in the U.S. Government approach is reauired, from
a largely promotional emphasis toward'greater stress on im-
proving the balance of gcommercial bene;its.

Although U.5. sales have increased, little attention or
effort has been devoted to modifying the effects of Soviet
buying power on privaete en‘erprise or collective national
benefits. When a market economy sells to a centrally planned
economy like the Soviet Union, the buyer maintains a monopoly
position within its own economy and faces 1 multiplicity of
competing suppliers. The resulting imbalaice of bargaining
leverage favors the buyer and has a powerful influence on the
balance of commercial benefits. The U.S. venture into the
Soviet market has resulted in substantial rales for U.S5. com—
panies and an important balance-of-trade ircrement, but a
genuine normalization of commercial relaticns awaits an effec-
tive response to this problem of negotiating imbalance.
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Sources of commercial imbalance

The principal sources of commercial imbalance are tae
centralization of the Soviet economic system and the superior
buying power this system generates. The Soviet trade regime
presents some unique andé sometimes insoluble problems for U.S.
Government and company negotiators. The Soviet Government
makes all purchasing decisions, based on undisclosed criteria
and implemented through obscure bureaucratic processes. Thus,
it maintains maximum flexibility in the treatment of U.S.
products. Discrimination against foreign products by a market
econcmy is usually discernible by analyzing tariffs and non-
tariff barriers, but discrimineccion by the Soviets in favor
of domestic, Eastern European, or other Western suppliers is
virtually unverifiable.

This essential character of the centralized system has
been & source of constant befuddlement to Western trade nego-
tiators, in both biiateral negotiations with centrally planned
economies and multilateral negotiations for protocols of Eastern
European accession to the General Agreement on Tariffs and
Trade. The natural inclination of Western countries, in-
cluding the Uniteé States, to apply traditional precepts
of trade policy (all concessions should be reciprocal, all
import protection should be through tariffs) to Zast-West
trade has failed to achieve a genuine balance ¢ ’9ncessions.
The conclusion which seems to have emerged from - s experi-
ence, and a basic principle in U.S. planning for the 1972
Trade Agreement negotiationsg, was the impossibility of ex-
tracting equivalent Soviet concessions for a U.S. grant of
most-favored-nation treatment.

The inherent nonnegotiability of genuinely reciprocal
Soviet trade concessions confronts U.S. ccmpanies with a
recime whose structure is essentially unchanged frcm tae
pre-trade agreement period. This has some important commer-
cial implications for U.S. companies. The difficulties of
monitoring and identifying the sources and instruments of
any Soviet discrimination against U.S. products limits the
degree of leverage the U.S. Government can apply in defense
of U.8. company interests in the Soviet market. Furtheriore,
the ‘secrecy and centralization with which Soviet purchasing
plans and decisions are made places U.S. firms on the defensive.
Although the broad outlines of Soviet economic reaquirements
are glear, the Soviets buy what and when they want, not nec-
essarily what they need in any economically predictable sense.

The U.S.-Soviet Trade Agreement's focus on improving
business facilities and increasing the number of firms ac-
credited to do business in thz Soviet market represents an

,’ . '
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effort by the Government to apply the traditional trade policy
objective of market access to U.S.-Soviet trade. However,
achievement of this objective is not likely t. c¢nhance com
mercial reciprocity to the extent that it wvouid in a free
market economy. This discrepancy betweel market access and
reciprocity is a result of the super’ ..t buying power of Soviet
foreign trade organizations. Thi< basic element in Soviet
trade practice is likely to lirit the corporate and national
benefits accruing to the Unitzcd States. And it is this cava-
bility which, despite prolonged negotiation with the Soviets
preceded by extensive U.s. Government study, has been un-
diminished by either reform of the Soviet trade regime or

more active and supportive U.S. Government participation in
the relationship.

The implications of Soviet buying power for U.S. commer-
cial and national i:iterests are significant. At the enter-
prise level, the Soviets have successfully manipulated compe-
tition among U.S. and other foreign manufacturers and banks.
A3 a result, there is evidence that at least some U.S. firms
have not achieved their normal*levels of profitability. The
Soviets have also stimulated competition among certain U.S.
high-technology companies in order to maximize the uncompen-
sated transfer of technology, some of which has been strategi-
cally sensitive. Commodity markets, particularly grains, have
suffered the inflationary shocks of unrestrained Soviet buyina.
The negotiation in October 1975 of the long~term grain supply
agreement is partially intended to provid: some degree of
Government menitoring and approval.

\

In sum, the United States has not achieved commercisl
rociorocity in trade with the Soviet Union. This imbalance
in commerclial benefits is attributable to the basic differ-
enes between the two economic systems\ A multiplicity of
corporate entities, whose motivations are often sabnational
an¢ parochial in character, confronts a buyer that bases all
purchasing decisions on its national interests. This basic
incompatibility in systems limits the negitiating leverage
of U.5. firms and compromises the U.S. Government's ability
to support commercial interests or to prot:ct bread national
interests.

U.5. Government capacity to maintain 2
balance of benefits

The organization of the Government in :he East~West trade
atea reflects very little appreciation for, or adjustment to,
the unique and difficult interface between the U.S. and Soviet
economies. There is little desire or ability to monitor and
evaluate the balance of commercial benefits. The agencies
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most sensitive to the balsnce of diplomatic benefits either
have no commercial policy responsibility (Defense) or view
trace as an instrument of foreian oolicy (State}. The agencies
that nursue trade 33 an end in itself and have direct comrmer-
cial responsibilities are preoccupied with market access rather
than with the balance of benefits (Commecrce and Treasurv). The
agency most concerned with commercinl reciprocity (Office of
Special Trade Representative) has not been intensively involved
in East-West trade pulicymaking.

! As trade continnes, the -~bsence of any operational defi-~
nition of reciprocity has imenrtant implications at the enter-
prise ievel, With some exceptions, the trade relationship
proceeds with very little guidance from the Government. Pro-
motional activities are not differentiated: firms are en-
couraged to sell, with little advice on whai to expect in
zerms of profits, the long-term efficacy of "buying in," or
other quidelines based on the experience of other firms,
Thus, companies are compelled to rely upon their own organi-
zationai. memoriwes, which may be aquite shore, given the inter~
mittent character of U,S.-Soviet trade.

In the context of government-to~-government trade negotia-
tions, the prcoblems identified here reduce the ability to
select Soviet concessions wnich would be most likely to
satisfy U.S. commercial interests., It is possible, of course,
that any concessions the Soviet system permits have already
been made and that the imbalance in neqgotiating leverage will
persist regardless of any future U.S5. Government position,
Yet, the definition of objectives and the development of op-
tions for U.S.-Soviet commercial discussions are quite un-
systematic.

Agerdas and briefing materials for the periodic Joint
U.5.~U.5.S.R. Commerci:l Commission meetings reflect no peri-
odic evaluations'of the balance of benefits or the sources
of Soviet commercial success., They tend to be warmed-over
versions of matcrials prepared for previous meetings. These
materials are based almust entirely on the 1972 Trade Agree-
ment, which, in itself, does not embody a balance of benefits
and may not have reflected tne full weight of U.S. negotiating
leverage at that time.

|

Neither the Trade Agreement no:t the 1974 Long-Term
Aar?%ment embody commitments or principles intended to modify
the effect of Soviet buying power on direct purchases of
infustrial equipment :'nd technology or agricultural commodities.
These agreements contairn no outlines of any long~term strategy

4
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dasigned to induce incremental improvements in Soviet trade
practice. Inmplementation of the Trade Agreement, not what
has happened in the marketplace, has become the standard of
success in U.S8.-Soviet trade.

Thig lack of direction in U.S. commercial policy is re-
flected in a clear pattern of Soviet Government initiatives
and U.S. Government responses. The 1972 and 1974 agreements
resulted fron Soviet initiative and both are consistent with
traditional Soviet emphasis on formal, bilateral government
treaties and institutions in the commercinal field. They are
not compatible with traditional U.S., trad policy, which
avoids bilateralism and seeks to enlarge multilateralism in
trade and payments. Both agreements represent conventional
Soviet efforts to achieve prior Western government approval
for commercial transactions. In sum, the initiative for
shaping and altering the trade environment, at both eater-
prise and government levels, rests with the Soviets.

One further source of 5Soviet bargaining power is a lack
of courdination among the major Organization for Economic
Cooperation and Development (OECD) countries (the United
States, European Communitv, and Japan) in their pursuit of
expanded Bast-West trade. There are significant opportuni-
ties for common OECD approu:.hes to such issues as export
credit, Soviet trade reform, and destructive corporate com-
petition for the Soviet market. However, these opportunities
have not been realized as individual OECD countries have
negotiated exclusive bilateral arrangements with the Soviets
designed to achieve special market preference for their
national companies. This rampant bilateralism and failure
to apply effective multilateral restraint has redounded to
the collective disadvantage of O0SCD countries,

This unwillingness to coordinate East-West trade policy
takes a number of forms, No serious efforts have bcen made
to rectify the imbalance in commercial negotiating leverage
between the Soviets and OECD member countries, to establish
quidelines for orderly competition in the Soviet market, or
to reqularly exchange information among CECD governments on
the experiences of their firms in negotiating for Soviet sales.
Common efforts to reform the Soviet trade regime have been
undertaken through the European Security Conterence, but the
reforms ultimately agreed on related largely to market access
rather than to commercial reciprocity. Efforts to coordinate
export credit policy have failed consistently. Measures nec-
essary to protect global commodity markets against disruptive
Soviet buying have not been taken. In sum, it appears
that the lack of U.S. Government adjustment to the unique
character of Scviet trade has its mirror image on the inte:z=
national level.
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Given this lack of OECD cooperation and apparent Soviet
resistance to ~ommercial reform, the basic response to the
imbalance in cocmmercial benefits must com. through more active
U.S. Government participation in the trade relationship. The
present lack of Government control over the activities of U.S.
firms precludes withholding petential benefits in exclange for
imprcved commercial practice, The lack of direct Gov«.nment
support ard advice to U.S. firms participating in contract
negotiations leaves unimpaired the Soviet ability to manipu-
late the competition. Finally, the lack of Government control
over U.S. company commercial negotiations compromises the
Government's ability to fully protect U,S5. national interests,
which include:

~--pzveloping reliable recipients for U.S. private and
public investments.

-=-Preventing destabilizing Soviet buying in U.S. or
global commodity markets which could inflate U.S.
prices and preclude satisfying traditional foreign
customers.

--Preventing technology seepage through technoiogy
protocols and presala discussicng,

--Maximizing aggregate company profitability.

--Preserving U.S. alliance relationstips and the
integrity of the Western trade and payments system.
\

The U.S. Government recognizes the potential discrepancy
between commercial and national interests, as evidenced by ex-
port control regulations and procedures, and Eximbank and Na-
tional Advisory Committee responsibilities. However, the full
range of interests involved are not reflected nor adequately
protected by these sources of Government influence.

AGENCY COMMENTS AND QUR EVALUATION

The East-West Foreign Trade Board respynded that the
report assumed, without real evidence, that (a) the econonmic
benefits of trade favor nonmarket economy ccuntries (b)
Soviet state trading enterprises enjoy a pre»onderance of
power in negotiations with U.S. companies, aid {¢) the United
States accepts short-term commercial disadvaitage in order
to influence future Soviet actions.

59



\

BEST DOCUMENT AVAILABLE

The classified report is replete with evidence on each
of these matters, most of it taken directly from executive
branch records and from interviews with key officials. Our
discussion of these points focused on the Soviet Union, and
we recognize they are less applicable to other nonmarket
economy countries.

The United States has enjoyed a healthy surplus in its
trade with Communist countries. Nevertheless, the Soviets
enjoy superior negotiating leverage because of their posi-
tion as a single buyer with many competing sellers. The
Soviet ability to manipulate this competition for sales and
the inherent nature of their trading practices makes the
tendency for aggregate benefits in their favor.

A Conference Board report showed, for example, that
American firms have not attainec normal levels of profit=~
ability in the Soviet market. ..ir reports on the 1972
Soviet grain sales showed that Soviet bargaining power
over several partially informed sellers allowed the Soviets
to buy wheat at bargain prices. U.S. grain exporting com-
pany returns were quite low and in some cases were below
cost. The East-West Trade Policy Committee recently con-
cluded that the U.S. Government should consider significantly
different procedures for requlating trade with Soviet organi-
zations than for trade with most other nations. The Committee
also concluded that aside from cash sales, the overall bene-
fits of a proposed major transaction were heavily weighted
in the Soviet's favor.

The literature on “monopsony” firmly establishes the
superior negotiating leverage of the single buyer. Finally,
the pre-trade agreement White House policy studsies contain
numerous expressions of concern about the advantages of
state trading/regimes as they face a decentralized market
economy like the United States and about whether the U.S.
Government should take a more active role to match the superior
negotiating leverage of the state trading regimes.

i
E With regard to the United States accepting short-term
‘commercial disadvantages in order to influence future Soviet
actions, this theme appeared frequently in the pre-trade
agreement policy studies. It has been frequently cited in
§§ngressiona1 testimony by key executive branch officials
justification for U.S. trade liberalization. The econo-
mic benefits cited earlier that accrue to the Soviets
demonstrate the short-term commercial disadvantages to

the United States.
' \
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U.S5. bilateral efforts to achieve reciproc.ty in
U.S.~Soviet trade were designed to establish a position for
U.S. companies in the Soviet market and to ameliorate adverse
market conditions. U.S. efforts to expand trade have achieved
limited market access but have not effectively responded to
the negotiating imbalance. :

The Board said that we recommended much greater U.S.
Government direct involvement in individual commercial
negotiations and transactions to control strategic and non-
strategic exports in exchange for diplomatic or economic
concessions and that we argued i‘hat this intervention was
necessary to increase bargaining leverage, maximize aggre-
gate company profitability, and prevent technology seepage.

However, the major thrust of our recommerdations for
Governnment involvement is to protect U.S. national interests
and modify the present Government-indust. s relationship to
permit more direct and effective support for commercial inter-
ests in the Soviet market. These are significant reasons
for Government involvement. Indeed, the executive branch's
own recent initiative in negotiating a long-term grain supply
agreement with the Soviets gives recognition to the legitimacy
of the thrust of our recommendations.

We did not recommend the exchange of strategic exports
for diplomatic or economic concessions. Such exports are
clearly prohibited by law. Furthermore, our report demon-
strates the current inability of the executive branch
system to control strategic exports. . It shows the need
for greater Government involvement, because of the adver-
sary character of U.S.-Soviet diplomatic and strategic
relations, and the implications of technology seepage and
ineffective export controls for national security.

RECOMMENDATIONS

United States-Soviet trade is beneficial for both par-
ties, but neqotiating advantages accruing to the Soviets
distort the commercial and national balance of benefits. Our
recommendations are designed to increase commercial and
diplomatic returns from future trade by:

--Improving executive branch understanding of the nature
and implications of differences between the two eco-
nomies.

--Structuring the bilateral relationship to create more
powerful incentives for improved Soviet commercial
practices.
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-~Increasing the degree of exccutive hranch involvement
in U.S5. company-Soviet commercial negotiations in
order to fully protect U.5. nrational interests and
to permit more direct and effective support for com-
mercial interests.

These objectives should be pursued by raforms at four levels.

Government level

The East~West Foreign Trade Board should direct the
Hational Security Council to authorize a major empirical
interagency study on the problems of trading with certrally
planned economies. The increasingly heterogeneous character
of international trade requires reevaluating whether pres-
ent international norms and institutions and limited U.S.
Government participation in corporate activities adeqgi ately
protect commercial and national interests. The study should
include:

1. How the Soviet momopsony functions, how its
purchasing priorities are developed and imple-
mented, and how this affects U.S. corporate
market behavior,

2. The effectiveness of internal Soviet bureaucratic
procedures,

3. The commercial ramifications of asymmetry.

v .
4. The e¢lements for success in the Soviet market.
5. The efficacy of alternate corporate strategies.

A major focus of the study should be orn policy instruments
required to use trade .for diplomatic purposes.

The Secretaries of Treasury and State sheould grant the
East-West Foreign Trade Board full respnsibility for deter-
mining broad policy objectives, with the details of managing
bilateral meetings and exchanges delegatad to its working
group. The Board should report the results of its delibera-
tions directly to the President.

The Special Trade Representative's Office, with its focus

on the Western trade system, should upgrale its East-West tracde
capability and become more active in the interagency process.
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The Secretary of Commerce should recquire that the Buresau
of East-~West Trade's:

-~-3taff work for the East-West Foreign Trade Board and
working group be centered in an improved Office of
East-West Trade Policy and Analysis.

--Leadership improve coordination among its offices and,
in particular, insure full and ready access to infor-
mation in the Office of Trade Development assistance.

¥

--0ffice of Trade Policy and Analysis upgrade the number
and quality of its personnel and have more explicit

. and coherent direction from office and bureau levels.
As its analytic capability improves, the Office chould

AL ® L L 0N -y

The Secretary of the Treasury should recuire that the
East-West Foreign Trade Hoard regularly discuss future research
pricrities and communicate these priorities directly to the
Bureau of East-West Trede, State's Bureau of Intelligence
and Research, and the Central Intelligence Agnoncy. The results
of this analytic work should be discussed periodically by

} the working group and the Board.

The Secretaries of State, Treasury, Commerce, and
Defense should use the zuthority in the Trade Act, or should
request new authority if necessary, to establish a monitor-
ing system requiring prior notification o” all technology
protocols with the Soviet Union and Eastern Europe and of
normal commercial transactions exceeding a certain amount.
Data provided should include specific contract terms and, on
an anonymous basis, contract prices, costs, and financing
techniques and amounts.

The Secretary of Commerce should regquire .the Rureau of
East-West Trade's Office of Trade Develoonment Assistance to
use existing datla and data resulting from the new monitoring
system to develop an easily tetrievable information system.
The Office should also more actively solicit information from
U.S. firms on the impediments they face in the Soviet market.

Bflateral level

\ The Secretaries of State, Treasury, and Commerce should
ingure that the conclusions emerqging from the interagency
stgﬁy and the continuous analytic efforts recommended above
form the bases for the U.S. position in Joint U.S.-U.S.S.R.
Commercial Commissions and other bilateral neaotiations and
discussions. Diplomatic missions by individual department

! i
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reorescentatives should be fully conrdinated through the
East-West Foreiagn Trade Board and should reinforce previous
U.S. Government positions.

Bilateral discussions between the United States and the
Soviet Union should focus more on Soviet buying behavior in
commodity ard industrial markets and less on issues related
to market access.

Multilateral level

The Secretaries of State, Treasury, and Commerce and the
President of Eximbank should pursue credit harmonization as a
long-term feature of U.S. export credit policy rather than as
a temporatry expedient to use or avoid depending on shert-term
bilateral commercial calculations.

The Secretary of State should:

1. Consider negotiations to grant OECD a permanent
role in monitoring and enforcing the gentleman's
agreement on credit harmonization. The United
States should also join the prior consultation
procedure, which should be extended to Easteun
Europe and the Soviet Union.

2. Initiate discussions on prospects for joint financ-
ing of major projects as a reqular practice with
other OECD countries active in East-West trade,

3. Consider negotiating a commercial information ex-
change g¢ystem on East-West trade within OECD,

4. Insure that the results of the European Security
Conference Basket II discussions 1/ receive continu-
ing attention by assigning monitoring responsibil-
.ty to the Economic Commission for Europe. U.S.
representation at the Commissicn should be up-
graded, and U.S. kilateral discussions with the
Soviets should reinforce Basket II commitments,

The Special Trade Representative and the Secretary of
State should initiate:

1/The European Security Conference was a Soviet initiative
designed to settle outstanding Curopean strateaic, econcmic,
and welfare issues. All major East and West European coun-
tries, plus the United States and Canada, participated.
Basket II encompasses economic aspects of the Cecnference.

64



General Agreement on Tariffs and Trade discussions
on a catalog of East European and Soviet impediments
to trade as part of the General Agreement on Tariffs
and Trade general nontariff barrier identification
exercise,.

OECD discussions on a code of government and cor-
porate practices to narrow disparities in approach
and to reduce competition among OECD governments

in East-West trad:. The code should also encompass
rules protecting the Western trade and payments sys-
tem from the prevailing bilateral orientation and

a timetable for phasing out the various bilateral
agreements,

The Secretaries of State, Treasury, and Commerce should
pursue proposals for cooperation among enterprises interested
in exporting to the Soviet market.

Government-industry level

The Secretaries of State, Treasury, and Commerce should
avoid any premature commitment$ to commercial transactions.

The East-West Foreign Trade Board should use information
from the monitoring system to review all transactions that
require Eximbank credits and should either approve or with-
hold approval depending on the national interests involved
and the potential for commercial concess10ns in exchange for

approval.

The Secretary of Cocmmerce should:

1.

Request legislation establishing the Government's
authority to preclude presale discussions of
strategically sensitive technologies. Commerce
should devz2lop a catalog of technologies for which
U.S. firms have a monopoly but which could be ex-
ported without injury to national security. Sach
technologies should provide barcaining chips for
Soviet concessions.

Instruct the Bureau of East-West Prade to more ac-
tively support corporate interest:: in the Soviet
market. This should involve more sophisticated and
detailed advice to interested comgpanies based on

the results of the analytic exercises recommended
above. The Bureau should also facilitate an ex-
change of information among competing U.S. suppliers
and should approach the Soviets directly in cases
involving particularly objectionable buyirg behavicr.,
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The Secretary of the Treasury, in his capacitv as Chair~"
man of the East-West Foreign Trade PRoard, should use data re-~
sulting from the monitoring system to review all transactions
involving other national interests, such as commodity price
stability and supply, technocloay seepage and security of
investments, as well as transactions requiring credit or ex-
port licenses. <Criteria for involvement could include size of
transaction and credit, nature of product or technoloay, number
of firms competing, and structure nf the transaction (nroduct
payback, for example). The intensity of involvement could vary

‘" from indirect quidelines for the firms, to observer status at

commergcial negotiations, to direct negotiations with Soviet
officials, to disapproval of the transaction. The Foreign
Trade Board should become involved during the initial discus-
sions to control exports to the Soviet Union in exchange for

diplomatic or economic concessions,

1
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CHAPTER 7

SCOPE OF REVIEW

To assess the executive branch role in bilateral and

multilateral East-~West trade, we reviewed policies, programs
and procedures relating to (1) diplomatic and commercial ob-
jectives, (2) policy formation structure, (3) congressional
consultation, (4) promotion and financing, (5) export con-

trols, (6) technology transfers, and (7) reciprocity of Lene-

Fits.
the

We interviewed officials and reviewed activities of

National Security Council, 78

Council on International Economic Policy,

Office of the Special Representative for Trade Negotia-
tions,

Central Intelligence Agency, =!'7

Export-Import Bank of the United States, and -

Departments of Agriculture, Commerce, Defense, State,

* and Treasury. ¢ .

=al Y

We also reviewed the activities of zll major East-West

trade-related executive branch interagency groups, such as
the President's Committee on East-West Trade Policy and its
Working Group. U.S. activities in bilateral organizations,
as the Joini: Commercial Commissions, were also reviewed.

such

Our work at these executive branch organizations in

Washington, D.C., included reviews of the following categories
of files, documents, and correspondence: (1) studies, evalua-
tions, and reports, (2} intra- and interdepartmental or organ-
izational memorandums, (3) contributions te interagency
studies, interagency organizations, and bilateral organizations,

{4) briefing materials prepared for official visits,

lomatic exchanges and cables, and (6) U.S. contributions to

multi

of the Congressional Research Service.

lateral studies of East-West trade.

(5) dip~

We examined congressional records, hearings, reports, and
legislation on East-West trade and talked with representatives

demic and published materials, including press reports, znd
interviewed representatives of American firms and trade asso-
ciations in the United States, former Government officials,

and representatives of U.S. private and Communist government
organizations,

Bruss
Hong

We also examined aca-

During visits to Moscow, Warsaw, Budapest, Vienna, Geneva,
els, Bucharest, Bonn, Paris, London, Berne, Prague, Tokyo,
Kong, and Singapore, we interviewed appropriate officials
and examined pertinent data at U.S. Embassies and consulates,
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trade centers, and Missions to such international organizations
2 as the NATO, the General Agreement on Tariffs and Trade, U.N, 2!/4 )
1> Economic Commission for Europe, OECD, European Community, and ».{ </|'A

COCOM. We also interviewed representatives of these interna-

tional organizations and foreign governments (except for those

of the Soviet Union, Eastern Europe, and the People's Republic

of China), American and foreign firms, foreign business associa-
;&/tions, publishing houses, and the American Chamber of Commerce., -~ /.-

sIVN

ACCESS TO INFORMATION

Executive branch organizations were concerned that our re-
view might harm U.S. Government efforts to encourage East-West
trade by creatingy an impress.ion of uncertainity regarding U.S§
positions.

Our work overseas was restricted because we were unable
to talk with host government officials in the Soviet Union
or Eastern Europe and we were unable to go to Peking or to
talk with People's Republic of China representatives in Hong
Kong. Although State Department cooperation overseas was
generally responsive to our*needs, there were instances of
less than adequate cooperation. State would not agree to allow
our representatives to discuss the Coordinating Committee for
strategic export controls and the Conference on Security and
Cooperation in Europe with British and West German officials.

We did not have complete access to executive branch re-
cords and were unable to resolve certain access problems or
to establish uniform access guidelines. Access guidelines,
promulgated by the White House Counsel':s office and the Pres-
ident's Committee on East-West Trade Policy, were that:

1. Each agency decides the quesfion of GAO access to
1ts records.

2. GAO could not ‘have information on subjects for which
discussions had not been finalized or subjects still
under discussion with other countries.

3. Certain sensitive data would not be made available.

As a result, we faced differing agency qjuidelines, arbitrary
and subjective judgments on which subjects were pending or still
under negotiation, and various definition: of sensitive data.

We have not received a reply to our _etter of October 10,
1974, which was requested by the White House Counsel's office
and which detailed the chronology of events concerning our re-
quests for CIEP and NSC documents and requested a reassessment
of previously established access ground rules. |
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We were also denied access to certain confidential busi-.
ness information, despite written agreement reached with the
Commerce General Counsel and the Secretary of Commerce's deter-
mination, required by Section 7 (c) of the Export Administra-
tion Act, which declared it was in the national interest for
GAQO to have access to this information.
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DEPARTMENT OF THE TREASURY
WASHINGTON. D C. 20220

ASSISTANT SELHETARY

October 21, 197%

MEMORANDUM FOR: J. K. FASICK
Director
United States Ceneral Accounting Cffice

SUBJECT: Executlve Branch Response to GAO Report:
Trade and Detente -~ An Asyesument

The fcllowing is the response of the Fast-West Foreign Trade
Board to the CAD report entitled "Trade and Detente -- An Assessment.”
It represents the views of the agenctes conmprising the Board, and the
Depariment of Jefense (5e2e attached list). 1lhese cemments have been
develiped through extensive review within the framework of the East-
West Forefgn Trade Board.

Rather than respond in detatl to each of the many findings and
recommmendations contained in the report, the Board has chosen to focus
our ouservations on the following major areas which the report addresses:

\

«= QOverview
-~ Policy formulation and the use of 9\onomic loeverage

~= U.S. Governrent intgrvention fu transactions beiween nonmarxket

econocy countries and American firmsg .
]

'

=- “sport administration

-~ Tie financing of Eagt-West trade

Overview

1

Although there are manv recommendations in thls comprehensive
and detailed study in which the Executive Branch can concur, we find
many of the major conclusions on eritfcal ard contr wersial issucs are
not supported by the facts. Generslizations are imsliced as valid
becauie contrary and acailable information i1s exclu.od from the reyort.
Horeover, the resultin, uneupparted corclusiens then forn the bases
of rany pages of Unsbetapeirted omennis and rezem o adatiens.,

M
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We also find the tone of the report misleading in some instances.
By quoting at leagth the widely differing vpinions of many parties 3ith
conflicting interests and viewpoints regarding East-West trade policy
and export administration, the report tends to suggest that Executive
decisfon making is characterized by divisiveness, inconsistencies and
uncertainty.

Given the controversy surrounding East-West trade anu export
administration, it is a simple matter to find diverse views: there
is a body of reasoned support for almost any viewpoint. However,
controversy should be expected and, indeed, welcomed. Differing agency
perspevtives require constant review, &t every level of Government, for
each major policy initiative. The Board believes that these thorough
and vigorous interagency discussions have, on the whole, produced
Bast-Nest trade policies and export administration procedurcs that
are zealistic and effective. Additionally, we find the report
focuseg almost exclusively on U.S. economic and political relations
with the Soviet Union. In fact, however, East-West trade policy encompasses
the broad spectrum of our economic relations not only with the Soviet
Union, but with all the nonmarxet economies of Eastern Zurope and the
People’s Republic of China.

Policy Formulation and the Use of E.onomic Leverape (See chs. 2 and 6.)

A key point reliterated i{n the report is that the benefit: of trade
have favored the nonmarket economy countries and that few, 1f aony,
diplomatic benefits have been derived from the application of U.S. economic
leversge., Theve are sweeping, unsubstantiated allegations charging lack
of coordination, failure to formulate clear goals, and inadequate implemen=-
tation of policy. The GAO cites lack of an overall strategy by the Covern-
ment, 85 well as interagency conflict, as underlying causes of this disarray.

-The report fails to recognize that the strength of interagency
committees and boards defives from the process of melding and reconciling
major differences {n viewpoint. This productive and creative form of
interaction has served to ensure that major policy ianitiatives are consistent
with the principal cconomic, political and military objectives pursued
by the U.S. Govermment.,

Although interagency coordination, analysis, and decision making in
‘1972 weré adoittedly {mperfect to deal with the aew situation created
by detente and expanded commercial initiatives, the establishment of the
East-Wes¢ Trade Policy Committee in March 1973 marked a significant improve-
ment. [t successor organization, the East-West Foreign Trade Board, has
further strengthensed the decisfon-making process in accordance with its
legislative mandate.

'
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The goals we seek in our developing economic relationship with the

nonmarket economy contrics are multiiaceted. There are positive economic
benefits to the U.S. in the expansion of {ts trade with the nonmarket
economy countries. Thev 1¢;resent g sipnificant market for both U.S.
sgricultural and manufactured o .ndy exports and an important source of

U.S. requirements for famported raw watwvrials. Consequently, a U.S.

failure to realize the potential economic benefits of East-West trade

could have an adverse effect on U.S. export earnings, without a commensurate
reduction in U.S. imports, and thus an undesirable net effect on U.5.
domestic employment and balance of payments.

In addition, this developing relationship may offer some contribution
to international stability and provide some motivation te the nonmarket
economy countries to exevcise restraint in the conduct of their foreign
and dowestic policies. The development of economic ties is a significant
coapouent of this relationship.

. The GAQ report exaggerates the significacce of U.S. trade with the
U.S.5.R. and other noamarket economy countries in the process of detente,
and thus the degree to which the United States can or should attempt to
use trade as a lever to exact concessions., While trade and economic ties
may improve the environment for progriss on political issues, trade is
not, as the report asserts, "ggg policy {nscrument used to achieve
political progress.”

From the nutset, the Administration relied on three different types
of policy controls to ensure a cohereut and consigstent approach to trade
with the U.S.5.R:

o On the velitfcal level, it was made clear from the outsget
that progress on the econumic front would follow very closely
on the resolution of key polirical issues. It was folleowing
breakthroughs on Berlin, SALT, and cther arms control matters
in 1971 and a successtul gsummit in 1972 that we expressed a
willingness to move forward on a broad economic front as a
companion pilece to continued comparabliy broad progress on
the political front. The fuvther normalization of our economic
relations continues to be examined in 2 broad political frame=-
work.

o Financial control ‘over Eximbank credit was exercised within
the Bank by applying standards consistent with its legislative
charter and normal lending practices to any other borrowers.
When Eximbank lending authority is restored, as we hope it will
be, it will again be applied according to standard Exim pro-
cedures and whatever guidelines may be established by Congress.

© The existing U'.S. export control system, consisting primarily
of munitiens controls (State), atomic eanergy controls (ERDA
and KRC) snd the Export Administration Act (Commerce), serves
1o control transiers of both embodied and disembodied technolo,
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to ﬁro:ecr the naticnal securitv. In practice, the system

precludes the export or reexp rt 7 5 v ‘et rodted
technoli ey cne .2 tran,ie
mined to be strateyic and to comtro: (row. - .3 o &ll enpuvlished

technical data which ray adversely impact the national security.

The Administration dees not belleve (udl Lhu capciioav ) UL Lae ved.
role in East-West corwerce can or should be made dependent upon quantifi-
able progress toward sueciifoally doetine !, .lsuoote, 3ucvi-term political
objectives. On the contrarv, on one very basic objective, freedom of
emigration, the Administration counseled against specific linkage to the
granting of most favored naticn {(MFN) tariff treat~ent and official credits
of these countries. LExperience has indicated the counterproductive
effect of establishing an explicit quid pro quo in this instance.

Among the reasons for an exaygerated view of U.5, leverage is the
faillure to appreciate the existence of competitive alternative Western
sources of supply. In fact, the U.S, rnle in East-West trade is small.
Trade between the nonmarket economies and the countries of the Industrial
West amounted to $43 billt n in 1974; of this, the United States accounted
for only $3.2 billion, or .-out 7 percent.

Commercial exchange TSetween Fast and West will continue to expand,
whether the U.S. increases or decrecases its share in this trace.

The GAO repsrt recommends that the U.S. seek to {mprove Westerm

coordination of trade policy toward the nonmarket economy countries.
Such coordination is clearly desirable, and it already exists, on a day-
to~day basis, in the framework of the COCOM strategir control system.
However, in many areas, including credit harmonizatica, the role of GATT,
and the multilateral trade negotiativns, East-West trade issues are
intermingled with fasues which are internal to the Wedtern community,
complicating efforts to develop a coordinated Westeru position. The U.S.
Cuvernment i{s pursuing with its szllies the problem ot assuring and monitor-
ing the implementation of provisions of Basket IY of the Conference on
Security and Cooperation in Europe. Trade with the nonmarket economies
is a matter of varving economic significance among tte Western countries,
however, and the degree of willidgness to sacrifice the gains of trade
for political objectives also varies from country to country. Thus,
the amount of leverage the U.S. can exert on its Western allies In
forming unified positions is seriously limited. Without such unified

sitiors, unflateral U.S. economic leverage can be exircised only within
.t extrenely limited spheve.

Th2 returrent reference to tradeoffs of U.S. econorlc concessions for
politi.al and security beneflts ignores the record of tl.e Exccutive Branch
in developing and negoti--ing an array of econoaic wmechinisms specifically

tailored to meet Lhe s3- i problemg of interface betwien market and
nonrarket econcuies. I < case of HRomaniaz we have nejotiated a trade
agrecment that contain. :porous safeguards against disruptive imports
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while providing U.S. companies with extensive rights and assurances in
carrying out business in that country. 1Ia addition, we secured Romanian
acknowledgement that special arrangements with nonmarket economy countries
are necded to ensure reciprocity of concessions. In the case of Romania
this involved Remanian recommitment to its GATT accession instrument under
which Romaria guarantees to increase ioports from market ecunomy countries
at at least the same rate as the increase in total fmports called for

in its five-year plans.

« In concluding this trade apreement our negotiaiors were supported by
requirements in the Trade Act for substantial and weaningful commercial
concessions in exchange for MFN status. These reguirements were based
on the provisions of the trade apreement negotiared with the U.S.S.R. In
1972, The Act also contains carefully drawn provisions ensuring that all
agreeneits entered into in the Multilateral Trade Nugotiationg with
market and nonmarket countries contained reciprocal economic benefits for
the United States. 1In both negotiations the Administration has worked
closely with Conpgress to ensure that these requirements of the Trade Act
are implemented. However, the requirements of the Trade Act concernicg
emigration have {mpeded progress in our trade relations wira the U.S.5.R.
and other nonwarket countries, denying us the opportunity to obtain
gsimilar concessions of benefit to U.S. companiss.

U.S. Government Intervention in Transactions between Normarket Economy
Countries and Amvrican Firms (See ch, 6.)

The report asgumes without real evidence that the economic benefits
of trade favor the nonmarket cconomy countries, that the Soviet state
trading enterprises enjoy a prepondecrance of power in negotiations with
U.S. companies, and that the U.S. "accepts short-term commercial dis-
advantage in order to influence future Soviet actions.” The report
recommends a much greater direct involvement of the U.S. Government in
individual East-West commercial negotiations and transactions, and the
utilization of this Involvement to control exports--both strategic and
' non-strategic~-in exchange for diplomatic cr economic councessions. The
© report argues that this intervention is necessary to:

\ o increaseibargaining leverage and "maximize aggregate
\ company profitubilicy"; and

X o prevent “technolcgy seepage"

L ‘the report stateg that U.S. coupanfes engaped in negotiations with

oviet state-trading enterprises are disadvantaged by the monopoly buying

power of the Soviets. This monopoly power means, says the report, that
alns from trade asymsetrically favor the Soviet Union.

This thesis 1s by no means proved. There is no evidence that American
{or other Western) companies regard profit as of lesser importance in
transactiong with the U.5.5.R. than with other coumtries, as the report
asserts, and there is no evidence that companies engaged in East-West trade

L.
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suffer lower rates of return. Companies which find the return on business
with the U.8.5.R. unsatisfactory can be expected to turn to other areas

ia which returns are higher. Although Soviet state-trading companies
have moncpoly buying power with regard to the Soviet Unlon, the Soviet
market i3 often small in global terms. To the extent that size confers
bargeining power, American corporations, especially those which control
important shares of the world output of a given product or service, are
well positioned to hold their own. Still, the report cortends that
Government intervention {8 required to redress the alleged iwmbalance,
particularly in the context of the grain trade.

In assessing the issue of monopoly buying pover we should note that
the grain trade differs to some extent from trade in industrial goods
and services principally because supplies of agricultural commodities are
somewhat inflexible at certain times in the erop year. While the impact
of Soviet purchases of Americsn grain on the American and i{international
markets in the past atcmmed in part from the Soviet gtate's ability to
mask its requirements and time {ts purchases to obtain a price advantage,
the principal concern in terms of U.S. interests is the enormous variation
in Soviet purchases fiom year to year. We have learned certain lessons
from the experlence of the 1972 grain sales, and efforts to work out a
long-~term agreement to deal with these problems are under way.

Otherwise, as s matter of policy, the Administration has attempted
neither to participate in commercial negotiations carried out by private
firms nor to msure that U,.S.-Soviet transactions result in profits for
the American :ompanies involved. Were the U.S. Government to seek to
"maximize ¢ egate company profitability" ia U.5.-Soviet trade, as the
report reccamends, the question of fairness to American firms not engaged
in trade with the Soviet Union wvould surely arise. Empowering Government
officials to participate in commercial negotiations, authorizing them to use
export controls to digapprove transsctions on commercial grounds, and
instructing them to waximize the profi{ts of American firms could only result
in distortions of trade, and wouid entail massive surveillance by the U.S.
It would necessitate a large acd cumbersome bureaucracy, and would hamper
U.S. firms' efforts to compete effectively., It would bring U.S. firms
under increased control by the U.S. GCovernment and would run counter to
the free enterprise system. Furthermore, using th» export control
mechaaism to obtain commercisl leverage for Americam firms would either
place the Government in the position of negotiating oa behalf of U,S.
companies, or, by provoking adverse Soviet reaction, disadvantage American
companies relative to their competitors,

With regard to the matter of techrology seepage, the Administration
has sought to apply cxport controls to prevent the transfer of techncloyy
- to nonmarket econcay countries when such technology would likely be
applied to enhance military capabiliti{es. It believes that it has been
successful {a carrying out the laws {n this regard.
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Export Administration (See chs. 4 and 5.)

The report succeeds in identifying some of the wore difficult issues
assoclated with effective management of the current naticnal and inter-
national systems of export controls. Specifically, it cites difficulties
in the relationship between U.S. and COCOM objectives and control
mechanisms; potential for technology seepage; the diverse perspectives
on the economic costs/benefits of the system; the delays placed on the
U.S. business community; and the complexities of adapting the system to
serve the differing perspective of the major agencies~-State, Commerce
and Defense~~which are involved in export regulation.

The report is less successful in formulating precedural recommendations,
. several of vhich are based on miscon.eptions of current operating procedures.
Thece include, but are not necessarily limited to, the following:

o The recommendation that the Department of Commerce should be
relieved of the licensing and monitoring of technology cannot
be supported, since it fails to recognize that the licensing
of trade in technology is an integral part of Commerce's over-
all licensing effort. It would be difficult, for example, to
gegregate the issues involved in licensing a given pilece of
equipment from those raised by the sale of the technology
asgoclated with the same item.- On the contrary, we support
the report's recommendation that Commerce's role in upholding
and licensing of U.S. national security controlled commodity
exports should be strengthened since that agency has been
delegated by the President the authority to administer L.S.
export controls inm light of the broac concerns--foreign policy,
national security, short supply--which must be reflected in a
coherent system of export administration.

¢ The report fails to recognize bsth the difficulties inherent
in controlling exports of technology and the full extent of
Comnexce's mechanism to effect such control. The deliberations
accorded proposed technology exports are often more protracted
than those required for equipment sales because of the strategic
concerns examined and reviewed when exporting technology which
iupinges on an area where the end proluct may be strategic and
way involve possible strategic end usen.

o The study fails to recognize that the finction of the Operating
Committee 1s not to establish pollicy or to decide individual
cases, but rather tn secure advice and recomwendations for the

{ Department of Commerce from its advisory agencies. To establish
that the advice and recommendations of the majority shall be
accepted, as recommended by the report, would distort the purpose
of the Committee and detract from its utility.
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o The report shows a poor understanding of the historic role of
the State Department and COCOM in export control and of the
distinctions between multilateral and U.S. export control
issues. With respect to the relationship of the Battle Act
determinations to the U.S. position in COCOM, the report fails
to appreciate that the Battle Act was enacted after the creation
of COCOM und was intended to be consistent with, and to support
U.S. participation in, COCOM. It is entirely logical and in
accordance with the Act that lists of U.S.-controlled items be
"continuously adjusted to current conditions" and that the
ceterminations of the Battle Act Administrator (now the Secretary
of State) reflect changes negotiated in COCOM. Further, it is
not true that '"State has greatly curtailed export control work
as conflicting with detente"”, Although the Office of East-West
Trade has expanded its functions in other areas, its export con-
trol work has not diminished.

o There 1s not reason to accept the unsupported assertion that
Ymany U.S. firms have violated export controls" although ne
doubt some technology has entered the Soviet Unlon and Eastern

‘' Europe in violation of U.S. and COCOM export controls and enforce-
ment procedures. The Soviets have traditionally assigned u
high priority to the development of their military capabilities,
and have not hesitated to sacrifice civilian needs for this
purpose. They will continue to do this, whether or not they
trade with the West.

This treatment of export controls is characterized by the pervasive
bias of ‘the report in favor of direct involvement by the United States
Government in individual East-West commercial transactions, and the
utilization of this involvement to control exports—-both strategic and
non-strategic--in exchange for diplomatic or economic concessions. as
stated previously, any such direct U.S. Government intervention would
have adverse consequences far outweighing the alleged benafits.

It is recognized that there may be cases of such size and strategic
significance that they; should not be approved without assurance that the
diplomatic, economic or other return the U.S. will obtain justifies the
military risk. However, negotiation of strategic controls with the
Soviet Union, a course which the report implies should be followed,
would in all likelihood destroy the multilateral control mechanism and
would have major implications for American security.

As the report suggests, there is a need for more expeditious handling
of license applications. The Department of Commerce, in consultation
with its advisory agencies, is taking steps toc achieve this. Since
interagency review is necessary for the more complex, precedental cases
which are an ever increasing proportion of the workload, increased staff-
ing in other agencies may ultimately be necessary to speed the review
process,'

; 1
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Financing East-West Trade (See ch. 3.)

It is a major overstatement to say that the availability of Eximbank
financing is "the most siznificant stimulator" of trade with nonmarket
economy countries. The statistics in the report show that export growth
greatly exceeded Exim disbursements in 1973 and 197) ¢~ Poland, Romania
and the U.S.S.R. .

The report fails to substantiate, yet appears to assume, that Eximbank
and other Executive Branch agencies acted intentionally to give preferential
treatment to the U.S5.5.R., Poland a2nd Romania, compared to other countries.
(Under the terms of the Tiade Act, only Poland and Romania are currently
eligible for alditional Eximbank loans. The U.S.S.R., other countries
of Eastern Europe end the P.R.C, are ineligible.) It fails to bring out
the following realities:

© Independence of Eximbank Credit Decisions. Eximbank acts

globsally, as well as in East-West trade, to make its own
independent credit judgments in accordance with its legislative

. mandate, the Export-Import Bank Act. The Congress expects
Eximbank to act in accordance with general U.S. foreign and
economic policies, as the Bank Directors make their judgments
on individual credit applications. The Bank routinely receives
views from other U.S. Government agencies about individual
cases, but this is done globally, and not just in the case of
transactions involving the U.S5.S.R., Poland and Romania. The
initial decision to mike Eximbank facilities generally avail-
able to support trade ith any nonmarket economy country is
made by the President. The Bank does not approve individual
credits for politicsal reasons; it considers the creditworthiness
of the country, the participants in the transaction and the
project itself in addition to other criteria set forth in its
legislation.

The report =zrgues that Eyim does not have a precise set of
criteria for evaluating credit applications and thus Exim may
not be giving rigorous analysis to preliminary commitment
applications and may give preferential treatment to the Soviet
Union. The report oversimplifies the judgments which must be
made at the staff and Director level of the Bank. Exim has
internal criteris which are applied globally without country
preferential treatwment. However, each transaction has qualitative
as well as yuantitative differences. No bank can operate on a
rigid quantitative analysis basis to make sensitive credit-
worthiness judgments.

o Eximbank Operating Procedures are Non~preferential. There are
wutually agreed procedures for handling Eximbank transactions
in a number of countries ii the world--not just the U.S.S.R.,
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Poland, and Romania--which facilitate monitoring the zrowth

of debt by central authorities in these countries. The
objective is as wmuch in Eximbank's interest as & creditor as to
the bencfit of the country. In each case Eximbank must respect
the sovercign right and capability of the foreign government to
establish the internal procedures it deems necessary. Poland,
Romania and the U.$.S.R, also have bilateral agreements at the
goverument level with France, Japan and the U.K. which establish
the basic frarework within which Western credits will be made
available. Thus, the precedural arrangements folloved with

these countries do not give them any preferential treatment.

The report claims the Exim harmed U.S. exporters by issuing its
preliminary cormitment: only to Polish and Soviet borrowers,

as requested by those countries, rather than to .5, firms
desiring to cxport to them. Even if Exim werc able to provide
preliminary commitments directly to U.S. suppliers, U.S.S.R.

and Polish authorities would continue to control which suppliers will
win the contracts or even be allowed to bid. Cunsiderable
investment may be required in preparing bids, a particular drain
on medium and small suppliers. Yalse hopes should net be set by
issuing a preliminary comui. nent if there is not serious interest
on the part of the potential buyer. Indeed, many suppliers have
commented to Exim that they welzome the existing precedure,

since they do not have to get involved in the finauncing aspects
In addition to all their commercial contract negotiarions.

Eximhank Applies Censistent Requirerments fer Countrv Economic
Informatjon. Eximbank has consistwntly scught the fullest
possible information from all possible sources about the credit-
worthiness of countrios to which it is lending. These sources
include information f{rom all U.S. agencies, the IMF and 1BRD

and similar regional banks, the U.N., private {inancial institutions
and academic sources. The Bank also solicits Information directly
from forcign governments where it deems necessary to fill gaps,

and this is done with the U.5.S.R., Poland.\nnd Romania. However,
some foreign governmunts have their own strict laws and regulations
about relcasc of izformation bevon! certain types which Eximbank
cannot override, In any event, Exinb.ank has'mede no.credit
judgments involvipg any foreign country--includrvig the 1'.5.S.R.,
Poland, and Romania-~-unless it was fully satisfied that it had
sufficient cconomic information.

Exim Does hot Displace Private Financing. The discussion of
commercial bank willingness to participote in exporrt financing
to the nonmarket cconomy countvics overlooks a nutber of facts
which strongly influence commercial lending: the lepgal lending
limit to single borrowers; the Johnson Act restra. nts on private
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lending from the U.S. to countries in default to the U.S.;

and internal bank portfolio limits to wvarious countries.

Many banks have commented about their inability to participate
in credits without more Exim involvement. In fact, rather than
competing with private financing through use of its guarantee
program, Zxim can actually enhance private sector lending capa-
bilities.

When discussing S.viet willingness to pay cash, the report fails
to point out that the U.S.S.R. has ample credit available from
government sources in Western Europe and Japan. Without similar
government-supported export financing from the U.S., the ability
of U.S. firus to compete effectively for billions of dollars of
Soviet orders will be jeopardized. U.S. companies have already
found it necessary to use foreign credit sources to win Soviet
contracts by sourcing from abroad goods they had planned to ship
from the U.5.

B T AT

Gerald L. Parsky
Executive Secretary
East-West Foreign Trade Board
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Attachment to memorandum
to Mr. Fasick from
Mr. Parsky

EXECUTIVE B"ANCH RESPONSE TO GAO REPORT:

TRADE AND DETENTE -- AN ASSESSMENT

Participating Agencies

Council on International Economic Policy
Department of Agriculture

Department of Commerce

Department, of Defense

Department of State

Department of the Treasury

Export~Import Bank

Office of Management and Budget

National Security Council

Special Repregsentative for Trade Negotiations w
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PRINCIPAL OFFICIALS RESPONSIBLE FOR

ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS STATEMENT

Tenure of office
From To
DEPARTMENT OF STATE
SECRETARY OF STATE: ‘
Henry A. Kissinger Sept. 1973 Present
William P. Rogers Jan. 1969 Sept. 1973
DEPARTMENT OF THE TREASURY
SECRETARY OF THE TREASURY: .
William E, Simon May 1974 Present
George P. Shultz June 1972 May 1974
John B. Connally . Feb. 1971 June 1972
David M. Kennedy Jan. 1969 Feb. 1971
DEPARTMENT OF DEFENSE
SECRETARY OF DEFENSE:
Donald H. Rumsfeld Nov. 1975 Present
James R. Schlesinger . July 1973 Nov. 1975
Elliot L. Richardson ‘ Jan. 1973 Apr. 1973
Melvin R. Laird \ ‘ Jan. 1969 Jan. 1973
\
DEPARTMENT OF JUSTICE
ATTORNEY GENERAL: \
Edward H. Levi Feb. 1975 Present
William B. Saxbe, Jan. 13974 Feb. 1975
Elliot L. Richardson ! May 1973 Oct. 1973
Richard G. Kleindienst ’ June 1972 May 1973
John N. Mitchell Jan. 1969 Mar. 1972
DEPARTMENT OF AGRICULTURE
SECRETARY OF AGRICULTURE:
Earl L. Butz Dec. 1971 Present
C}ifford M. Bardin Jan., 1969 Nov. 1971
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Tenure of office
From Zg
DEPARTMENT COF CVMMERQE
SECRETARY OF COMMERCE:
Rogers . B, Morton May 1975 Present
Frederick B. Dent reb., 1973 Mar. 1975
: Peter G. Peterson Feb., 1972 Feb., 1973
Maurice H. Stans Jan. 1969 Feb. 1972

OFFICE OF MANAGEMENT AND BUDGET

DIRECTOR:

James'T. Lynn Feb. 1975 Pr wsent

- Roy L. Ash Feh., 1972 Feb. 197%
Caspar W. Weinberger June 1972 Feb. 1973
George P. Shultz July 1970 June 1972
Robert P. Mayo Ja.. 1963 June 1970

Effective date
of appointment

NATJOHAL SECURITY COUNCIL
ASSISTANT TO TEE PRASIDENT
FOR NATIONAL SECURITY AFFAIRS:
Brent Scowcroft Nov. 1975
Henry A. Kissinger Jan. 1963

COUNCIL ON INTERNATIONAL ECONOMIC POLICY

EXECUTIVE DIRECTOR:

John M. Dunn {acting) Feb. 1975
William D, Eberla July 1974
' Peter M. Flanigan . Feb, 1972
Peter G. Petegrson Jan. 1971
!
\ CENTRAL INTELLIGENCE AGENCY
DI%ECTOR:
{ George H. Bush Jan. 1976
\william E. Colbv Sept. 1973
' James R. Schlesinger Febi. 1973
tRichard Helms Jan. 190¢
‘ 4
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APPENDIX I APPENDIX II

Effective date
of appointment

COUNCIIL OF ECONOMIC ADVISERS

CHAIRMAN:
Alan Greenspan Sept. 1974
Herbert Stein Jan. -1972
Paul . w. McCracken Feb. 1969
Arthur Okun Jan. 1969

OQFFICE OF THE SPECIAL PREPRESENTATIVE
FOR TRADE NEGOTIATIONS

SPCCIAL REPRESENTATIVE FOR
TRADE NEGOTIATIONS:

Frederick B. Dent Mar. 1975
william D. Eberle Nov. 1971
Carl J. Gilbert Aug. 1969

EXECUTIVF QFFICE OF THE PRESIDENT

COUNSELOR TO THE PRESIDENT
FOR ECONOMIC POLICY:
Kenneth Rush ' May 1974

ASSISTANT TO THE PRESIDENT
FOR ECONOMIC AFFAIRS:
L. William Seidman Sept. 1974

EXPORT-IMPORT BANK OF THE UNITED STATES

PRESIDENT AND CHAIRMAN:

Scephen M. DuBrul, Jr. Jan.* 1976
William J. Casey Mar. 1974
Henry Kearns Mar. 1969

BOARD OF GOVERKNORS OF THE
FEDERAL RESERVE SYSTEM

CHAIRMAN:
Arthur F. Burns Jan. 1970
William McChesney Martin Jan. 1969
NUCLEAR REGULATORY COMMISSION (note a)
CHAIRMAN:
William Anders Jan. 1975
Dr. Dixie Lee Ray Feb. 1973
James R. Schlesinger Aug. 1971
Glenn T. Seaborg Jan. 1969

a/ Formerly the Atomic Energy Commission.
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