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1. 7he dasic chjective of the economic defense program is to limit
or impeir the present and potential military strength of the Cosmmnist bloc
without undue Impairment of the militery and economic strength and political
unity of the free world, insofer as this can be accomplished through controls
on the trafie and other extermal econamic relations of the bloc. The simplest
and most obvious method of doing this would be to deny to the bloc all
{aports from the rest of the world. A complete stoppage of trade would
ensure both a) the dental of imports particularly significent to the bloe
silitary build-up and b) the maximam overall loss of trade advantege to
ihe bloc.

2. BHowever, in the present mmltilateral econcmic defense program, no
sbtempt has been made Ly the US to get a complete stoppage of trade with the
bloc, partly becsuse this would be at variance with established US foreign
epenomic policy which favors expended trade and liberal trade policies, but
minly becsuse it is fairly clear that a complete embargo on trade with the
bloc would be &iplameticslly unattainable in a multilsteral framework. An
ostansidle reascn freguently stated and given its classical expression by
Chmrehill is that tralle provides “helpful contacts and associations,” permits
"friendly infiltration.” In axy cass, the policy adopted was a policy of limited
controls over exports to the bloc,

3. Prom the viswpoint of econcmic defense objectives alone, 1.e., the
mxisum impairment of Soviet capabilities relative to those of the West, &
somplets eabargo on East-West trade i1s prefersble to a limited or "selective”
control program. But given the necessity of a limited control program, the
Probles than 1s primerily one of meens, rather than ends. How shkall trade
be lisited and hov far’ mwwmmwumwm”mm
for dmaial? To vhat degree should the normml volume and pattern of imports
be izterfered with?
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£ Besoription of Presesnt Policles

1.
The prosent multilateral econcmic defense {export control) program

4s esseutially = selective control system, one whick attempts to identify
and deny those imports which womld econtridute most to bloc military capebilities.
$3¢ 152/3 expresses one of the general chjectives of the US fn the comtrol
program as "to comtrol selectively exports of commodities and supply of services
from the free world vhich contribute significantly to thempétenﬁial of the
goriet bloc,”
The first "general consideraticn™ set forth in NSC 152/3 suggests that
the purpose of trade controls is to reduce the “relative economic potenmtial
for war®™ of the SBoviet bloc. 'Mhlﬂdwmnhgthem
refuction in the bloc's relatije economic potential, presumsbly becsuse of an

swarensss of the difficulties and costs which such ap attempt vould entpail
for seny friendly countries. tmmgw.mmmotem@ial

discussions of the comtrol 18 an tmplicit assumption that the cbjectives
of the sconumic defense can be Pully achieved merely by selective
trede controls. The fact the Soviet gains from trade in other than

“gtrategic” items appears to be overlooked.
mmmu&uismetbmmmmmmmyemea,
m&aﬁﬂmm“nrmmﬁmmcnuﬁmerMﬁthtm
Cammunist countries. A selective control program, has been advocated not
as "self o leaf better thanmme" expedtency but ratiocsalized as good in
yrinciple.
"psouming that the necessary security safeguards are present,
the free-world countries take the view that there are positive
Wtﬁm«mmutobeh&hw-ﬁthe«
a8 well a8 other trade--and they alsc are anxious to keep open all
wtmmwwaammummmmmm.l
“yherefors the free world does not consider Bast-West trade

as bad in itself.

*.'u ﬂ‘me H Suheo f
;Arril 35: 1955; P- l‘: 6‘
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"I am frank Lo say te you that the United States Government

shares this view with other friendly governments, and sees no cause

for undue concern over non-strategic Bast-West trade.”

On similar grounds the Randall Commission reccamendasd to the President
memainmaflﬁk "that so far as it can be done without
jecpardizing military security, and subject to the embergo on Commnist
Chine and North Xores, the United States acyuiesce in more trade in peeceful
goods between Western Burope and the Sovist blee.”

¥his view of the desirsbility of a limited control system resis not only
on the assumed ability to distinguish between “gtrategic” and 'mon-strategic"
m*ﬁggiﬂ3m the fwpact of denying perticular gools or groups of
commodities on bloe military or economic capsbllities can be weighed sgainst
WWMMMMM&'tMMWtM%WemHﬂt 3

s .. interference in the trade between tbe free world and

¢he Soviet bloc sbould take place only vhere s clear sdvantage

to the free world would accrue from such mérance" {Para. 3).

This is the concept of "the net seeurity advantage.” The Pourth Batile
mmmmmammwmpneyarmmim States on East-West
trade rested on four principles, of which mmber threc read “The free world
may derive a net security adventage ocut of some East-West trade.” This
concept vas explained as follows on page 39 of the same report:

‘!ewceqhtemﬁomm;nsmuwumutom
the fact that the present trade situation offers opportunities to

the free world, The free world, vith Ea enormous production, can

benefit from trade; the test is what goods are traded and on what

teres. mmeutmmmmmmmmwmﬁ
sver been. Collectively they are far stronger than the Soviet bloa.
They possess tremendous resources. On the vhole they bave solid and
healthy compatitive systems. Their businessmen bave behind them

centuries of experience in bergaining, merchandising, and servicing.

With t.hu factors creating for the free world a currently strong

SECHET
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2. Criteria for Controls

Before the revision of the CoCom axd Battle Act Lists in the sumnmer of 1954

no formal criteria hsad been established by CoCom countries for determinging what

items should be controlled The basis of the pre-1954 CoCom lists IL/I and II (embargo

and guantitatlve cantrol) was the product of negotiations by the U3, the UK and France;
o - S ,7994£¢4&ayﬂ>v

this Pripartite Agreement origin&lly was based on thgﬂ?riteria used for the US IA and IB
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trading position, the free.world nations should be sble to take

advantage of the needs of the Soviet bloc and by hard bargaining gain

bhenefits from Bast-West trade.”

Firally it should be noted that, especially since the reappraisal in
195h,mmmmwua1mweoma‘mmuaamafmmm
assumptions regarding the imminence of war between the Soviet bloc and the
free world, whiech were described as follows in the cpening statement by the
United States at the meoting of the Gonsultative Group in Paris in Agril 195%.%

'mmmmmbthemibmwwmm

Wmedaltoaemrtrmvi«- The risk of wer is ever

present and must influence omr thoughts asd our sctions in

the perted that lies ahead. Yet the balance of probability

mﬁ the yrospest of there beling & long period of tension,

of wetchfulness, of wovssiness in the world - teunsion short

of war but including within it the ever present risk of war.

YOur system of security controls wpon irade with the

Sovist sreas wuet be fasldoned and adepted to the situvation.

wkick confronts us. A system designed with the jmminent

prospest of var is not thet which we vomld have devised had

mmtheuumimwhichmmhswmmmmm

related security fields, snd hes Deen generally confirmed by

the outcome of the Berlin Conference.”

2. Criteris for Contwols

Bsfore the revialon of ihe COCOM and Bettle Act lisits in the sumaer
of 19531», there were no officially agreed internatiomal criterie for deter-

mining what items should be comtrolled. The COCQM lists were the product

of negotistions that began with proposals by the US, the UK and France. /o' °

In drawing up thelr proposed lisis, the following criteris were employed

in selecting items for margeze

o o A m ,1 P . “
2. cmlutivc Group Paper ¥o. ¥, Anm L, n;roducﬁ :ren CG Dos. 213, 1950.
SECRET
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"{a) Items which are desigued or used principally for
the production and/or development of arws, smmanition,
and {mplemanis of war.

"{o) Items which would contribute significantly to the
wer potential of the Soviet bloc where the items
incorporate advanced techrology or unigue technological
know~how. This agplies only to goods sufficiently impartant
to the war potential of the Boviet bloc that the sbsence of

| an exbargo would permit a significant advance iu Soviet bloc
technology over its present level of development.

“{c) Items which would contribute significantly to the war
potential of the Joviet bloc in that the items, if embargoed,
wonld msiotain or create a criticsl deficisncy in the war
potential of tbe Seviet bloc.”

For List II {qwantitative controls) goods had to be "highly important”
in contributing to the war potential of the Joviet bloc in proporticn to the
quantities exported. Items for List IIT {tbe ewrveillence list) had to be
of "potential stratagic significance” but‘f’b% which available information was
{nsufficient to ewtablish'the nesd for embargo or quantitative control.

“yar patmthl"l was ioterpreted as follovss
"War potential is to be viewed from both the short term

sad the long term aspects. It includes {s) items of direct

military application. It sy slsc include, amongat others,

selected items which represent {b) sectars of indwatry in

which strategic and industrial interests are very closely

mingled and where the iteme conceyned can easily snd guickly

be turned over fram peaceful uses to the mepufacture of wax

eguipment or otber direct militery application and {c¢) other

industyrisl fields which serve to support the basic econcmy

of & camiry and whick therefore support either a peacetime

or & wartime economy."

PR 1378
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The basis for deciding whether a specific commodity met these criteria
varied bul in genersl conventional concepts were used based on American
axperience to identify goods “of direct military spplication” and “sectors
of industry in which strategic and industrial interests are very closely
mingled.” Availsble intelligence was comsulied, but was relied wpon more
for material that could be used in COCOM discussions rather than for
conclusive evidence that the criteria were or were not met. Intelligence
often counld supply information showing the degree of Soviet reliance on
imports of particular items (i.e. the ratic of imports to domestic production)
but invarisbly was unsble to find that embargo of an ftem by itself
"would meintein or create a critical deficiency in the war potential of
the Soviet bloc." Comsequently, if an item was regarded as "strategic”
in U8 defense and méhbilization plamning circles, and if there was any
evidence that it was {n "short supply™ ism the dloc, it was likely to be
proposed for esbargo or quantitative control., Frequently the fact of Soviet
bloc imports were taken as evidence of short supply, and while this may be
an excellent reason for embargoing any commodity, it does not constitute a
basis for selacting between different imports.

In 1954 a very substantial downward revision of the COCOM lists was
sffected. For this purpose formal criterie were proposed by the US and
sdopted by the Consultative Group as the basfs for the COCOM review.l At
Tirst glance the now criteria, on the basis of which & substantial FEuning
of the lists took place, appear not greatly different from the old omes:

*{a) Materials amd equipment {by types and grales) which are

designed specially or used principally for the development,
Froduction or utilisation of arme, mmsunition, implements
of war and atomic energy materials.

“(v) Materisls end equipment {by types and gredes) which
incorporate advanced technology or unique technological
know-how (including production know-how), the acquisition
of vhickh may reasonsbly be expected to permit s significent
sdvance in Soviet Bloc technology in military or atomic
energy production over the level of development already

Approved For Rele §§W3P01/o3/oz EI RDP63 0008%0001000&3%3&'
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"(c) Materials and equipment (by types and grades) in which the

Soviet Bloc has a deficiency which is critical in relatiocn

to its wilitary cepabilities and whieh it could not overs-

come within e shert period.” ‘

The chief difference is the elimination of the references to "war
potential snd in general the wording is much more precise. The connotations
of the elimination of the war potential targei are set forth in s statement
by the UK delegation to the CG commenting on the proposed ariteria.;l

"In the United Kingdom view there was no doubt that a substantial

reduction in the Interpational Lists wes desirable and strategically

Sustifisble in the new circumstances. For exauple, they belleved that

the following considerstions which were emtirely consistent with the

criteria proposed in the United States psper (COCOM Document 1563)

should be taken imto account when deciding om the removal of items

for the Liste:

*(s) That the Bloc ves, or vas becoming, self-sufficlent, or
produced emough of & particular commodity to be able to
aatisfy its militery needs without difficulty.

*(b) Thet though an item made some contribution to military
potential it vas of a gemdral-purpose cheracter and was used
for military purposes on a small scale in proportion to
ite civilien uses.

*(e) That an item served the basic economy of a country amd
was not closely enough related to military production to
Justify embargo.”

%he effect of the 195% list revision by COCOM wes to limit the comtrol
system to only those items (1) that make 2 direct and meagursble contribution
to the production of military goods and related techmology, or {(2) in which
the Soviet bloe bas a critical deficlency im relation to its military cepe~
bilities. Since the British interpretation of (1) has been to exclude
"maltipie wse" commodities, i.e., goods which are useful in zivilian production

» B+ P -
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as well as Iilii;nx-y, relstively few imports qualify under the first
eriterion {Listing guide (a)). Likewise there were very few cases where (b)
advanced technology was cited. The burden of Proof for most of the commodities
retained therefore rested wnder (c) -- critical deficiency in relation to
military capedilities. Most of the difficult questions and dissgreements
that have arisen have had to do with lsting guide (c). Witk regard to this
eriterion the US delegation made the following statement in the Consultative
mtl

"The first two listing guides were quite self-explanstory and,
at this stage, did not seem to need clarificetion. With reapect to tke
third listing guide, which would establish the yardstick of a "deficiency
Which is critical in relation to 1ts Soviet Bloc military capebilities®
the term "military capebilities” was intended to include both present
and future capebilities. 3o far as application of these guides was
concerned, his (overnment would expect thnt,' generally and sudjJect to
variations in reistion to the facts in individuel ceses, items found to
mest elther of the first two guides would be considered eligible for embarge
and items found to meet the third guide would be comsidgred eligible for
subargo, yantitative control, or ”lmilhnee,.“' depending on the facts
in the individual case.” |

Tais interpretation of military capabilities as comprehending both
present and future, was not written fnto the listing guides. It comes
closest to approximeting the old criteris with their emphasis P
potential but any such interpretation would have come into conflict with
the British interpretation given sbove which clearly excluded citing a
contribution to the "besic economy” as & Justiffication for denial. This
conflict, 1t should be nmoted, is the locus of a besic contradiction betveen
the criteria as they were spplied, and the underlying sssumption, referred
to above, of "a long period of tension - short of war," the so-called
long-baul ssswmption. Such au essumpticn implies a set of controls
directed not et short-run militery capabilities but at the secular expansion

Ty, e 5, It

SECRE?
Approved For Release 2001/03/02 : CIA-RDP63-00084A000100020008-6



SECHET
Approved For Release 2001/03/02 : CIA-RI39P63-00084A000100020008-6

of everall Soviet econcmic capabilities. For in the long-hanl, presumadbly,
the impact of denial of materials and equipment entering tnto military
wcd.mﬁon can be shifted to other sectors of the economy, wvhereas controls
thai impose a cost on the bloc which in sffect reduces the overall growth
of output mey be presumed very broadly to limit military capabllities as
the size of the parts are limited by the size of the whole.

If the British interpretation of military cepabilities had been rejected
1% might bave been possible instead to interpret lislfing guide "o as
covering goods whick contributed to the long-run growih of overall Soviet
econamic capebilities. Since it was not, the United States has attempted
to Justify embargo of some commodities (e.g. rolling mills and copper) under
this criteriom ny construing future militery cepabilities as referring to
nilitary requirements for the commodity in time of actusl war rather than
as relating to the future growth of ecomomic capablliities in general.

8ince none of the periinent elemenis of such a kypothetical situation
{e.g. vhen, wi.re, for how long, ete.) &:heen agreed upon, and since
the estimstion of military requirements for a camaodity even in & war
situation is extremely difficult and uncertain this approach has not been
very wnwive. In any case there is a flat contradiction between the
U8 and the Britisk interpretationa.

3. Effecits of Revision

Strictly interpreted the new criterie were bound to Froduce a
radical pruning of the lists. The burden of proof nov rested on tke supporting
Juatification for each ltem Pproposed for retention. It was a bravy burden,
too, becanse the British interpretation mnot only excluded multiple use items
from control--but also preclunded controls over basic and heavy invesiment
go0ds whkich would contridbute to the expansion of bloc industry. ot a great
deal is left.

Koreover, each item was considered on its individual merits without
auy systemmtic attempt to calculate the aggregate effects on bloc capabilities
of the list revision &s a whole. The aggregate effect of the liut revision

SECEET
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thws Lad an indeterminate relationship to the decisions in each individual
case. Ween the 1ist review wes over it wes recognized that in the aggregate
the revision went farther than the United States Government had anticipated.

In the field of mechine tools and metel working equipment a oumber of
specialized items such as certain types of boring mills and lathes werc retained
on the embargo list because they mst criteria (2) or {c). In the first case
the tecknicians were able to sgree that suck equipment was designed to be used
principally in the production of crdnance, aircraft, or other military items.
In many cases the items were more precisely defined and delintted. The items
for which criticel deficiency was claimed ere more subject to questilon; im
many cases the intelligence data d1d not clearly meet the crierion but the
item wos retained on an ad hoc besis. General purpese machine tools suck as
turret lathes were removed from the list and rolling mills were retaiued on the
epbargo list only provisionally. The subsequent dispute over roliing mills
has demomstrated that the controls erected on the present criteris are extremely
iimited since maxy types of rolling mills although basic to heavy irdustry
expansion do not qualify under the criteria. Heavy power generating equip~
ment was kept under embargo but subject to continuing dispute. Rail trans-
portation equipment including flai cars, tank cers and reils were removed
from control although the USSR is engaged in a major expansion of 1ts rail
transportation system. Copper metal was kept under epbargo only wnder strong
protest and bare copper wire wes put on List III. Columbiws, molybdenus,
eobalt, tamtalum, titanium and gersaniun, were kept on the embargo list;
the USSR clearly has a deficiency in these metals im relation t> the expansion
of the Soviet economy, but it would be difficult to prove the existernce
of a deficiency in relation to military capabilities .

The sbove description does not purport to be anything but illustrative
of the aiffioulty of meeting the criteria. While a nusber of special purpose
equipment items met the criteris, some items remair urder embsrgo without
clearly meeting them, and many items are no longer controlied vhich rust
contribute to the expansion of the Soviet bloc's industrial war potential
in proportion to the quantities which will in the future be imported.

SECRET
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1I1. Evalustion of the Present Controls

NS¢ 152/3 comcludes that:

"over the long term, trade controls though withbolding a
contribution to the overall Soviet bloc econcmy, cennot seriously
izpeir that economy. Over the short term ard in selected aress,
however, there probebly is a retardation of the growth of Soviet
war potential.”

: It is mot certein that the existing sontrols sctually 1imit the total

; volume of East-West trade. Other fectors msy dbe equally or more limiting,

such as Soviet reluctance to depend on ocutside sources of swpply, and the
avsilable supplies of exportable commodities. Most Western Buropean trading
partners of the bloc have experierced chronic surpluses in thair ‘cles:ci.ng
sccounts with the bloc and some bave had %o restrict e:qports when their credit
balsnces reached certain limits or to charge interest oo amounts in excess of
the limits. The bloc has occasionally bad to glll gold ss in 1853 because of

a shortage of sterling. The evidence suggests that the actual levels of lzporis
of the pasi two or three years pave been all the bloc has been willing or sble
to pay for without using gold and that they have not wanted to use gold on

a large scale. It is, of course, true that their willingness to wse gold

or other comsodities M have been greater in the ebsence of controls. On
balance, however, it seems justified to say that the controls rave changed the
commodity pattern of imporis more than they kave limited the overall volime

of trade. While one cannot xuow what the level of irade would be in the absence
of controls, it 15 interesting to nete that Burcpean Eenst-West trade {i.e.

trade between Buropean COCOM coustries and the Buropean Soviet bloc) was

higher in 1954 vhan in any previous postwer year.

Even if one admits that the controls actually depress the volume of
trade, the effect of the present controls is probably slight. The bloc
ecanony is Mge, nighly though noct uniformly industrialized, ard diversified,
whereas the mml volume and value of itas imports by comparisen is very small.
WIB-59 concluded in April of 1953 that a complete stoppage of trade from then
existing levels would not Rave & sigaifieant affect on the general level of

SECRET

Approved For Release 2001/03/02 : CIA-RDP63-00084A000100020008-6



SECRET
Approved For Release 2001/03/02 : CIA-RDP63-00084A000100020008-6
12

econamic activity of either the bloc or the West and that while some bottle-
necks would be created which would reduce production of specific militery
end-itens, most of these would be eliminated and the imports replaced by domestic
production within a period of fomr yesrs. Again NIE 100-3-54 estimeted in
March of 1954 that a substuntial relaxation of controls would increase bloc
economic capadilities but not significantly and that the advantage to bloe
silitary potential would almost certainly be small.
wmmainrutricumontheemtmmwemofmmm‘
smported by the bloc is bound to cause some loss to the bloe, if only during a
pericd of resdjustment. It is probsble that the present controls had their
maximom impact during the Koresn war period, vhen bloc demand for military
- goods rose sharply at the same time that comtrols were taking effect in actual
enforcement by COCOM countries. Ry now, however, the bloc bas bed time to make
its internal adjustments to these controls, and their long-run impect is certain
to be. less than it was in the short-run.
The problem, then, is to assess thke long-run impact of a continuation of
sxisting controls intc a future period of {indefinite duration. This impect
msy be &iscucsed efither as a specific loss in military potential, or as a genmeral
cost borne by the bloc economy as a whols taking into account substitutions of
domestic production for imported items. In other words the most pertinent
questiona that can be asked asbout the impact of the controls are these:
{1) Is the impact of denial actually comcentrated on thé intended target, i.e.,
production of military goods, or is it generalized throughout the economy?
| and (2) Is the aggregate impact of the present control system the maximum impact
| thet cen be cbtained per value unit of goods denied to the bloct
| 1. Inscidence of Effects Within the Bloc
In general 1t iz lwpoasible to identify any goods imported by the bloc
whick the bloc could not in time and at some cost produce in requisite guantities.
One commodity whick so far as iz mown is not produced in the bdloe and which
has important military uses in the blec is natural rubber. Hovever, nstural
. rubber; bas never been effectively controlled because impértent supplying
SECRET
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countries were ouwtside the control machinery. In almest every other case the
bloc bhas ite own production of the commodity {(or an adequate substitute) and
vishes to supplement it by imports. In few, if any, ceses has intelligence been
eble to demonstrate that the denial of an Inport would reduce the cutput of any
particular military ftem in the Soviet bloc. It has been somewhat easier to
demonstrate that certain commodities esibody & contribution of advaanced technology
but even here the presumption must be that the tecknology in question is trans-
fersble -~ though perbeps at greater cost and delay -~ Ly other means than proto=-
types.

The present controls have been descrived as simed at bloc militery
production capebilities’ However, aiming and firing st & target dces not
guarentee a bit; the target may move, and shortages may bdecome surpluses., What
is certain 1s that a number of goods remain under exbarge whick the Soviet bloce
would like to acquire and which it would Probebly have used in its war production
industries. There is no. way of telling -~ beyond mere presumption -~ that the
denial will limit or depress overall production of military end-items. In most
cases it must be presumed that the ddnfal of these goods means that the bloc
will produce them itself .. Fobably at a higher cost -- but the burden wey
well be shifted 8%\3&!? by the investmant or consumption sectors of the bloc
econoRy, or it mmy be/\mmme by expanded trsde in non-controlled items. This
nay bave a long-rum although insignificant effect om the expansicn of the bloe's
overall economic capabilities but would not affect the industrial potentisl or
military cepabilitiss of the bloc at all in the short-tun. In the process of
aining at this narrov,’?gilim woduction-target~-a number of imports that
obviously contribute something to the growth of tbe Soviet economy have been
removed from cootrol. This mey heve been Justified by diplometic and politicsl
considerations but the overall effect on relative economic capabilities--though
probedly very slight--was swrely favorsble to the Soviet bloo.

2. Relstive Productivity of Present Controls

Contrasted with the incidence of the impact of comtrols on particular
sectors of the bloc economy, there is the question of the sggregate impact or

o : " pmppm— mme '3 }! mﬁ
mAc n~101, Fevruary 8, 1955, p- k.
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cost -~ wherever 1t falls within the economy -~ of a given set of controls.
If we cannot be sure where the cost is borne, can we at least be sure that,
glven the degree of multilateral comtrels politicelly cbtainadble, we are
imposing the maximmm cost on the bloc? At present, of course, we cannot be
sure of this since the items selected for conmtrol were not selected on this
basis. That the present program isgoses a cost on the bloc economy follows
if one sccepts the proposition that the controls limit the total volume of
bloc isports and alter thelr composition. But we have -~ at present «- no
way of knowing whether and to vhat extent the bloc will replace the denied goods
and how much this would cost the bloc. Put another way, we havé as yet no
ecncrete ;‘batiatical"msure of the economic gain to the bloc from the cbstructed
trade 1f it were allowed to take place. The cost to the bloc -- the impairment
of 1tz overall economic capabilities -~ is the loss of thisalvantage which in
turn is relsted to the cost of replacing the imports from its own resources
sdjusted by the savings involved in not producing the exports to pay for the
imporis.

in groeral theorefor: w sl Jldtiaguish ascng blec iaperts em vhe basis of
weir unigue econtribuiion te .be produstion of & spesifie wilitary end-itim, and
we do nol distinguish amomg ismporis on the bmsis ~f the relativa -cst %o the blse
of ruplaging differ:nt imporis. ihus all we csn now say abouv the impact ef ‘he
present progiom 1g thal it 48 a Denction of the amrunt of trede cutb off and that
e gredver the volume of irade imi rfared with, the greaisar the impairment of
nloe ec noule gapsbiliries,

3e

Ziuce the lapact of the present rrograa ¢2n ealy be sonsidered in cerm:
af the amouni ol wade cut off, the denial (or vies-versa) of a 2'nule eamnd ty
can aluosl pever ko jusiified solely ip relation o tha' gemmodity btut only as a
part ol a btundle or list of cormatitien selectied to cut domn the volume of “msu-
‘o8t rade, Thus in terms of our present program 14 ig dublous o speak of &
advantage for the est, insofer as this advantags is omoelved of in “eras of
aliered relsilve econom:o cepabiliiies, ‘he effeet of <rade emmirals o relavive

econoalc copabilities can e anslyzed, if at 2ll, ouly in termss of the asgromees
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In sggregete terms, the economic advantage of Eest-West trade 1s
probably greaater for the Soviet bloc than for the West. S3tulles conducted
by the Economie Intelligence Committee in comnection with NIE-53 provided
good evidense that the cost to the bloc of eliminating all Mast-West trade
then {1950-31) being carried on would be comsiderably grester than the cost to
the West. MNoreover, considering the bdloc's lower level of production and income,
the gain to the bloc Is relatively greater than the comparisen of abasclute
gains wonld suggest. BEven more Important, because consumption iz held tc a
minimm in the bloc in any case, the advantage of trade to the dbloc, or conversely
the ecst of cessabion of trade, was thought to be much more directly related
to bloc production of both military and lovestment goolds wheress in the West
military capeblilities could not be sa3id to depend on Rast-West 4rade at all,
There is no reason to belleve that the same is not true with faayect to the
presept level of trade and within fairly wide limiis of additiens to or
decreases from that level. o

As far ar the economic analysis of Bast-West tra&eb;n# é”t::can'ied, therefore,
the net advantage clearly lles‘with the dbloc. In the shaence of evidence to
the contrary, a.nr.hing thet increases trade between the bloc and the rest of the
vorld increases the bloc's economic capebilities relative to those of the West
and vice versa. A particular tramsaction or set of tramsactions can only be said
to involve a net advantage to the West when political or other non-economic
factors are Introfluced into the analysis; since these are usually non-quantifiable
it is only a figure of speech to say there 1s a net advantage for the Unlted
States, What iz meant 1z merely that in a particular ca#e political or other
security conaiderations are overriding.

L. Implications for Policy

The foregoing discussion mey he summariged briefly a3 follows:s

1. Trade controls Interfere witk the composition and probably
to some extent with the volume of East.West trade.

2. Trade comirols thus impose an economic cost to both the
Soviet bloc and the West.

SECRET
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3. WYhie cost iz relstively semall on both sides dul greater
for the bloc bothk absclutely and relatively. In other
words, trade controls Jwmrt the dblec more than they burt
the West.

. We do not know how the impact of trade controls within the
bloc 1z distributed detween various sectors of the bloe
economy, dbut it iz preswmed that the cost £alls on both ithe
milttery and investment sectors.

What thiz implies for economic defense policy is nothing less than a
conplete eabargo on Eaat.West {rade. Rowever, as we have seen such an extreme
policy would not be acceptsble to ather participating coumtries, and in respect
of a nusber of commodlties would probably not be feasible. Political and
diplomatic expediency ard other practical considerations therefore dictete
8 limited flaxible control m;

The criteris employed im selecting goods for demisl onder the :present

;»'

. L progn s ssttstctey bt 0 0 o8 gt phey st frm.
control not only basis commcdities {raw meterials ans. heavy primary cspital
equipment) essential to econcmic and industrial growth, but alsc many things
thet emter into military production but also have civilian uses. Tt attempts
to be more selective than our knowledge of thé Soviet economy permits; it

rel ies too little on Wmn ﬁk{frequently campelling) ard too exclusively
on proof {usually non-existent).

Thus ve need a new set of criteria more closely aligned with the state
of our Imovledge of the Soviet bloc sconomy, more progmatic, more flexible,
wore inductive, and where necessary more argitrary. We need s set of criteria
aimed at {1) getting tke maximu reduction in the overall volume of East-West
trade obtainable in the ;mltmmml framevork =nd (2) imposing the moximum
overall cost Lurden on the Soviet economy for any given reductien in trade
volme/ ¥e nsed an approach which is concerned with the overall impact and
does not quibble over individunl items, which does not argue thet thias item is
kard core and that one is not. Mnally, we should recognize that in prectically

no cese where there iz dissgreement is the effect on the bloc one wey or the

SECRET
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m;mmmwmammmmozmmlozmamm
or the expenditure of high w:. diplomatic energies that askould be devoted to
mmumwmmcmohmmhummmnm
interfere with and reduce the volume of trade.

The following section explores the availability of alternmative conceptual
spproaches to, and eriteris for, a limited control program. In the end it may
turn out mwhmticgo‘mﬂn that the best limited control system is,
with modifications in the direction just cutlined, the one we bave now. Buat,
to rmt,/slﬁ;mt is possible only on pragmatic grounds; not on the continued
scceptance of an objective distinction between "ytrategic” and "non-strategic.”

o AECRET
.,/Jt',’:?
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The beaic problex in the selection of criterim for trade control is to
linit eastevest trade to such & Gegres (and, prefermbly, in such directions)
a8 to maxinize the cost of the Soviet bloc. Limitation of trade could be
mmwwmémw«xmwmmwamm.

Teehaicues for limitation of trade may be either noneseleciive or
selective.

A non-selective iechaicue of cantrol reguires o
aasessmont of the econamic impact on the Soviet bloc of the demial of specific
compodities or commodity groups, and hence is by far the simplest io adsinister.
Its justificstion lies in the fact thet it is difficult to distinguieh the |
impact of an esbargo of one clsss of comod ties from that of aucther olasss
quﬁ that an lmportact consideration is the volume of trede cut off a8 well

its composition. Iz {ts ultimste form, namely complete smbergo sgainst ali
sales or shipme:ts of goolde and services to the hles,, it would obviously

izpose the maximus econamic ia/ury to the bloc. mwmu of & complete
enbarge would be ite lack of spbigaity, which would meke it sy to administer,

there would be little possibility ui‘ maing a cozpleie embarge acceptable to
other free world oations who wuld be inclined to regard 1t a8 & hostile agt.
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sore, 8 complete embarge would provide excelient amemition Ter bloe

propagand i sts.

An slternative to compiete embargo would ba & system of Vadug-qugls
to the bloc presumsbly using same historicsl period.

Guch & dovice would not offer mny formula for mmximizing costs to the bl ‘
and would very likely srouse opposition in the free worid exporting commmity
because of its sroitrary aspect. The freexing of export relationships on the
basis of some historical, base-period, psttern probebly would be especially
d:stasteful to countries vhose trede relations with the bloc heve ndegone
cons:derable ehmnge. _

Another noneselective systes of contrels would b the lismiteldos

of Western imports from the bloc. 8ince Hloe cammodities are sold to the West
primarily for the purpose of earning fereign exchange to fiuance lgporis, &
limitetion on bloe foveign exchange earning would achieve the broad purpose

of control oy limiting total Lloc imports. This type of contrel is surrently
being spplied by the United States sgainst Coszunist China's exports. Cantral
over western imports would caly Berve to limit the total sugply of western
carrencies at the bloc's aiqmﬂl Lut would not deny % any spec fic western
commodities. Such a program short of s complets mmbaryge of bloc imports alsc
would ’mewry aireicult to sgply. I+ would estail most of the difficalties

of the valusecuots system described above as well 88 & mumber of sdditionsl
ones. It would also probably have 1o be coupled with wn extensive Torelgn

funds control progran to be effective.

- 2 -
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It should be emphasized that sll such nop-gelective techniques

would require an enlargement of the control fremework to include countries oot

 nov participating in the selective progrea for otherwise there would be nothing

to prevent these countries from acling as entrepots for bloc trade. The
present ICIV system would no longer be useful for preventing transshipments.
b, fSelegtive Techniques

mmm%mﬁwmww to the bloc
entails greater sdministrative e&w than a cosplete embargo because of the
pecessity for resesych and negotistion, the processing of expoii licenses
and such. Thers sre also the difficulties of developing dependmdble criteria
for selsctivity, arising prineipally from defic encies in intelligence
concerning emﬁﬁtim within the Seviet Bloe. Bome form of selective controls,
however, i8 4icimted by the umwillingness of other frec world countries o
edopt the gimplest form of comtrol -- & cceplete emberge; and by the desivability
of maximizing, if possible, within & control systes short of e complete esbargo,
the cost of import denfel to the bloc.

Selective controls may spply to refined and detailed liste of
specific commodities or DATTOM bands of commodities, ss in the present system,
or they may be bullt ercund much broader categories.

Contruls besed on bromily-defined categories arc, in most cases,
more efficient imtmﬂ&mmﬁemrﬁmthmamwtm

jof tned commodity itens, for o wuber of remsons: s) they are easier

for sonteshnical customs officials to enferce; b) & more defensidle economic

Jjustification can generally be msfe for such controls than those based on

| specific ecmolities; and c) intelligence concerning bloc suppliss and
3
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requirements unmnmmg‘uummbm&mﬂmbm is usually
not suffic:ently complete toc permit fine distinctions. Broad. categories,
oun the other hand, are more litely to be comsidersd sn 'usnremsonsble restriction
of trade by private commercisl interests, who would therefore be inelined to
oppose and mtbeapt to circuvent the controls.
A system of selsctive sxport comtrols may be selective, not
only of the coumodity groups to be controlled, but alsc of the degree to
#hich each controlled comodity is to bemnde evellable to the Bloc. Thuse
. subject to comtrol could be efther embargosd or subject to
controls with oaly limited suounis permitted to the Xase. santitative

controls, hovever, sdd to the expenge of W‘&im"}.ﬁ* &t tre sase ’%-iﬁa%
decyessing the cost to the Hloc of import denial. Insafer e the Hloc is
permitted to import scme cuantity of the contralled comsodities, 1t would still
be able to satisfy, st lesst 1. part, its own mowt impoxtant needs, snd only
the uses vhich it cousiders least urgent would be denled. Thus the cost
imposed on the Bloc per dollsr of imports -denied would mot be maximized under
& selactive systen of quant:tstive controls.

Although any system of miﬂ axport &ﬁﬁ‘ﬁ!‘ﬁl would recguire
eontiauing stady and cccasionsl revision to sdjust both tochanged circumstances
within the biec and to advasces mmmmwmmwz@ regarding the
bloc econcmies, & relst mtmmafmm%ﬁiﬁmithw*et
advantegeous than s systen of ghiftisg controlg. The letter would probably
create a8 mizh confusion aud ifficulty for the free world as for the bloc

PO

srnan
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A free world ssbtargo of shipments of amy single Ites to the blov
wwmwgmwﬁmmmemmminmm
to enforce the control. Maahﬁmgwmnﬁtﬂmﬁmm
contaellisd mast congider, in addition to the econamic loss 1t would ispose

..... i
.......

experience bas indicated tiat the more econtuicelly developed countries are
move willing to participste in such & program, uhile the oconcmically
usderdeveloped countries would be inclined to oppose it. The system mesi likely
to succeed vill therefore be one whieh concentrates on control of advanced
industrisal products.

If the seme coptrols sre not epplied to the entire bioe, the
least strisgest list must be taken a8 the only sgprojriete Lasis for the
caleulation of the cost imposed on the bloc. This is true because that part
of the bloe sgainst vhich the more siringent controls are aimed cun, &t
lesst to sere sxtent, obtaln western goods through their tloe trading partaers
vbo sre permitted to fmport Wese goods.

CLOAnET

aha krkay”
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IV. 2. Balstive Cost Criterje for Selecting Spec:fic Zaports to be Controlled
Any aystem of export controls des. gned to preven! the bloe Trom achieving

a given level of domestic aveilabilities of any particulsr cemsedity ar liei
of commodities 1o bounll to be frustrated in whole or in part. As earlier

pages heve dexcrstrated, bloe rescurces are tm:tszimtiy imrge and flexible
so that 1t cen produce at some o8t meorly sny item it wasts. The impect of

ermined, Thas

controls on the end uses of resourses sonsscuently cmnnot be de
the only burden of trade comtrols lies in the limitstiou they lmpese on ihe
productivity of bloc resources by foraing the bloc to use larger amounts of
lsnd, labor ard empital to replace isports. Siace trade controls cen be
effective primarily ia reising resl casts, a necessaxy eriterion Foy golecting
goods to be gontrolled is one hased on relative real costis. Harket valusms
could bs used to represent these costs provided that relative proces li ibe
country reflect relative scarcities of diffeve nt goods, scarcities in relation
to oce snether ol in relatics to the demand for them. '
Calculation of the aggresste cost i the blow fros a loss of “rade Togquires
& ceeputation of the differsrce betusen ihe Wtal cost of producing domesticelly
and the total cost of iepording the partmj}ar guantities of each comsodity
shick the bloc is or would be importing without contrels. The Qiffersuce
betveen domestic and lmport unit comis, that is, would e multiplied by
quaatities isported to profduce 8 list of commodity estegories renked gseor@ing
to tie difTeren: economi: burdens, or costs, which en embarge of these
ew.wim would inpose oo ihe Bloc.

The relative coBt oriterios by iteself, of course, does ot tell PR
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woald be paawitted to the Ho.e mwumwnmwmmwuma

conplete mbergo, but if scmething lese ihen the weximu turden i to be

inflicted vis trade controls, the spplication of the relstive cost criterion

cxables the inposition of & memims: derden per velue unit of trade curtailmest.
If rible and doller prices c3a1d be sdjusted to represent real costs,

;Mamwmwmmmmuwmwm, e conpidered

in mmmmmmmz«wmmmm intermtional trade,
Mwmwmmwmmzzwm“ﬁmwmm
mwwmmmgmaﬁm&xwwm@tm

cost. Fuble s dollas costs wvorld be tabken an tive of real coEts

1n the Bloc ae u shole ead in the free warlé respectively. Ruble-dollax
ratios repressst the most promizing method for sehsurisg reistive costs for
.m paxpose of controlling exports 0 au to imgose the mAxlmm
o the bloe. Deweloyment and prectical uee of this techrdicgue,; howeve, 1B
grently bempersd by lack of informmtion, particularly sbout cost fsctors in
the blow; the difficalty of detesmining memningful nidlewdollsr ratics for

ever & selected 1ist of commodities is grest. v

Less preeise irdications of relative cost cap, however, be obisined o
wmm»mmzmuwwmm The techaigue
of interindustry {inputecutpat) amalysis can be used to test, snd in seme

’ "lise of Ruble-follar Retios in Bwpert Control Policy.
- T

,, :wg
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sames to add Lo, relative cost infmemtion from other scurces. I addition,
gamlitative informption can be sdduced in the omse of s mmber of cosssodities
in support of certainlevels of relative costs. MW ; for sasple, are
not pro@uced in the Bioe and therefore there 18 nam)&tiw cost irformation

o shich to peasure the galn to theBloe from importing such items. Bacause
they are not produced, howevter, thay ¢oan be assased to be costly in ters of
ressarch and capital resgurces, ead therefore the ispeat of lceing such luports
con be ssswsed to be large. Iy ilmporting prototypes, the Wloc’s sgply of
vessarsh sbility is enlarged end the mecessity for building pilot plents is

hodying sdvanced technology would be denied to the
ploc oo the basis of the relative cost criterica. d

”

Similarly, sty cusnoditics ia vhich the Hlec hes s criticel defielency can

be sssumed to be subject to very high domestic producticn tosts. If such
| mm&%m,&mm&mﬁmﬁwmmwtﬁmmm
r controiled under 1isting gnides (b) ead (o),

5
> o
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In the Lizht of the sbove discussion, sithoush 1t would be most deslreble

Secopmverdaliong.

to be able to draw up o deteiled list of upwmrds of 600 Soviet imports renked
sccording ¢ the burden whioh the loss of each would heve on the drepotic
sconomy, the construstion of such & list would requive far more prige-oogt v
interindustry relationshilp information than we uow heve, or sre likely o
have in the neer future.

Within the rance of the femsible, however, two courses >f actisn -ar be
su;zested, ench of which wuld recuire the additior of & new stiribute (ur
sttributes) to the existin iist. As the entire previcus discussion indi-stes,
the criterion of relative costs fur determining vhich westersn pro@ucts are Lo
be denied to the Bloc iz ap econosically soundt and retionaily defensible sinn-
dard. It {s therefore susgusted that this new sttribute be sdded to the exist.
ing list, either as sn additiocn - existin: attributes or =s the additice of
tw. uew attributes to the prosemi atiribute {e) to replace and brosden existin
stiributes (b) asd (c). Listine .uide (&) should not be overthrowmn, not bee
cause it 15 & reistively clesr-cut snd onmsbloucus criterion, is relativel ¥
ﬂuﬁwﬁ:@trﬂ;:mm, and bes a considereble justificstion in sonventi nal
thinking. The effect «f this wuld be that items now eber oed wnder listins
zilde {(a) would be :stained in siditicn to the tcomodities screed fur ~ nirol
wider the new criteriosn.

In the first case the new aitribute would state that, with ey Feaircd
sxceptions, those commedity  rouos the loss of which would lmpose the cremicaert

real cost on the scosomy of the Bloc would be subiect to export controls. fs

- Ppane
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earlier pazes pointed out, the relstive cost attribute includes all those
kinds of ftems that would be ember.ved under the present sttributes (t)
and (¢), but slso brosdens these.

An sltersative to the sddition of cue radically new atiribute would be
the rephrasing of present sttridutes (b) and (c), to include the esbarin of
all proto-t , on grounds of relative cost s to embargs all LRGP OO -
dities whose production is relatively scarce and therefore hi=h cost, relors-
alating existins attributes (b} med (c) az follows:

(v) Materials ssd equigament (by types snd iredes) which incorporste
sdvenced teshnolory or unigue technolozicsl know-how (includ-
inz production Kmow-how), the scquisition of which mey reascn-
ahly de sxpecied tu permii a sisnificent sdvance in Doviet
Yloc technclozy orer the level of dsvelopment already achie el
or expected t: be achieved within = short pericd both in
militery and stomic cmeriy production snd im civilian produc-
tion of @Wiﬂ.au basic to the loma-vup svowth of the

| &mm _UIN0UY .

{e) Materials snd eguipment which cre relatively cosree sod covtly
i1 the Soviet bloc in relation to the experdinz long-run ro-
guirements of the Soviet economy.

m sddition of cne new sttribute, or the yvephrzsing of the two existing -nes
are of course alternative forms of presentation. The same compndity roups
would be esbargoed reserdiess of the form chosen. o,

Within these terms of refereace the following twe courses of

.
g ,,':i f"' # b I’;{

- 10 -
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1. A Mgt could be constructed of 20 or 60 comscdity sroups coverir.
negrly all of economtc activity and ranked acwordler: ¢ the cust whi-h the
loss of westers imports would Lpose oo ths dosestic eeomamy of the Bloc., The
exmminstion of ruble-dollar price ratics stjustld for cost amd aggressted to
this doree, mmmmmcrmmwwwxwwm
initisted.

At this stam 1% sppemrs lllmly that these rat 6, representin
aversges «f a wide variety of itaw of hih end low relative costs Witk be
guite similay tc one snothsr. Tt also seems likely, however, on the besis of
preeent inosledge, that certaln lrosd cetegories will comtatr almost wmm;iy
rmmmoditles of bish relative costs.

wple, alzost all non~lerrous metals
are Rizh cost items in the Blog; 1t woeuld cohasquently be expected hat o
average ruble-deller retic for such o cabezory would be high. Studies airemdy
sompleted indiomte & welited averase ruble-doller Brice ratic for the totsl
of Soviet preduction of approximately 10 te 1. G this besis it can be deduced
that any price ratic cver 12 to 19 fa hizh, lower then S to 7 is low., Ihe
correlation between prices end costs for ratics withis this ranse Lo esbiucus,
Honethelass, in the case of extromely Mioh acd extremaly low price rati:s
resumption existie that costs too mey be extreme and therefore the Bleg weuld
derive larze caive from laports f those coemodities beerins very Bizh ratios.
Within the next twelve months new ruble price and cost studles will
he ::W This sddsitional nwamtim, together with price data ve alrealy
hrm, permits us to exemime, in Larms of ruble-dollse ratics, important
catecories of lwporte withis the larger zroups slresdy investigzated as an

-1l =
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sggrette. Thus rudle-dcllsr ratics, buttressed by interindustry spalrsls

smntary cozsidersticns discussed sbove say meke possible the
construction of & 1ist of selected commodity catesories, more or less hroedly
defined, ranked sccording to reletive costs. Such a list of commdily cpbe-
zories snd sub-cete ories must wait the completion of stuldies slvesady wlor-
way or plennaed.
5. £ secomd course of scticn, vaich can De constdered as elther supple-

{mstely & vear will be resulred.

nentary to tmt Just discussed, or slternstive to 1t, would lle in the under e -
taking by the imtellisence cosmmpity to provide sd hoo suppori upon recusel.
Fithin the terms of referencs f the su ested additionsl attribute;, » |

1imited number of studies could be vndertaken of the relstive vosle o

Thuas Tor sbout 17 months while besic research intc coets is Deln.

tad, intellizence support would be able to ofTer pothing systesstic or

give, But wuld oaly respond to ad hoo requests. After sppeosimately
12 months, however, s systenntic presentation could bde made, bt this woald
st1ll not be comprehemsive in its trestaemt of sub-categories.

Tt sheuld be emphasized again thet ssse of adwinistretion Sad maxi-
miwatics of thedr lspact re-uire that export controls be besed on commodity
sroups rather than on specific copmndity {tems, The move nerrowly delined
the commodity item, the mmailer would be the proportica of total Bloc lmports
for which it would De feasible t: provide relative cost informatics.

Basdng an mﬂ eomteel progres on

- 12 -
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SEGRET

Blo¢ could replace a lost import at 1ititle addfitionml cogt by the faport f a
comEodity whiloh 16 & cod substitute for the former, ihe trade contrsl is
& 'ﬁ..,im!‘iv":"»’-:* m 'ﬁ]y‘

inflictin: 1ittle injury. Thus cost imformstion nust be
technical koowledze of the de ree to which substitutes can be wffw#timly

used to provide the basis for deiinesting verious commodity zroups.

In conslubion It seess worthwirile to eophasize aais thel Blcv imperts
fros the West are such & sssll fyaction of Bloe autput that the ccat that
<3

ihe Weost can Inflict by trade controls is slizht. . Loss of the good wiil cf

-any of our allies would in slmodt nc ~ase ever be Justified by the elffeci .a

the Bloc of denyin: them any lven item. Thus the gesotiatin: eff itz o the
U3 will be much more sifectively used if directed toward the bresdih el

scope of the prooras rether than Loward the inciusion or exclusion of indl.idus)
narrovly defined commdities.
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Appendix
Bases for Chopaing Speeifis Exports to be Comurelled.

‘rade contrals are justified only if they hurt the Bles moré than Lhey
hurt he %est, both politically and economieally. Asay progPses thet lia ts the
velume of exchance will jepose some loss ~n e trading partaers i..?wal*«f‘m, for
wrade permite the accuisitlon of poods vih & minisua expendi turs of rrodusilve
resources, <The aim of sny trade ednitrol program, werafore, st involve saxi~
mising the injury or loss imposed n the Sloc wilh a ninlmun of loss Lo the resl,
In this seciien, ¥e shall be concerned only with the various possibilisies for
mpasaring and defining tre sgongsic less .o the Hloc resulting frea & curtailment
of Bloc imports.

"he sconomis loss, whleh the cessailon of wrade in sertain i e beling ea-
barcoed would iapose on & Sowntry, ¢@n be defined as the gain which the couniry
had been receiving from trade. The galn froa trade can, in tura, be deli:ied as
the difference ;n ihe amounts of productive ressurces reculrwd for the acuulsi-
tion of the {mp:ried commoditizs in altornative ways: wrw;m_.:wmahie prodisde
tion or through the production of exports to be sold in foreign sarkels in
wrade Tor thege comeodities, Ths cost to the Hloc of ilts imports from .,faﬁ st
iy represested by the croductive rescurees it must devole to producing experts
sold to the Yeshe if trede is -artailed, -he volame of expuris required w
finange lmporis »111 be smaller and the desline in produedion for exporis w411
release certsin prxiucilve resources, [(he amount of resourges required to
expend the ouipul of “he lmpori-Penlacim indusiries, however, will be grosier
wan thau rolessed by expors contractios, the differenoe L8 resource requllesnls
represeniing the sains from trade, If en the other hand, irade hes nel been

sativaied by ecomesic conaidersiions, the ressarce regi rowesis of expasding e

W -

Approved For Release 2001/03/02 : Q[;R?;@EE63-00084A000100020008-6

1 fam



Approved For Release 2001/03/02 : cmﬁ@fﬁﬁoooonom00020008-6

taportersplacirg indusiries may be less than the released resoirves of ha
export iaduswrios, the difference indies-iog the cost of the nopeecononic gains
from trade., Here we shall gszume that on the vhole Hloc trade has been econtwi-
eally motivated,
he ga'ne: from Yeade, or ihe burdem involved in a loss of trade ean thus

be measursd ln ferw of the different amcuats of resourges reguired bafors and
uftar tyade to mmie Lhe same saaniliics of goods avallable %o ire domeilis
egonomy. b eculd also be defined in teruzs of the different amounte oi goods
svailable io the domesile escnowy from the sswe quaniitles of resources before
and after trade, In the segend case chanzes in the level of total output {e.u.,
Gross Hatilonal Profuet in consiani prices) befores and after wrade, wu.ld be

' measursc resher than she quaniitdcs of rescurces recuired, Saih definiziony sre
essentlally concerned wiih the sffeots of trade oo the productlvily of produc—
Live Pessurces, hus o definition sof the sconomic loss resulting fron trade
conirols in essence refers in the differenve in :he produsiiviiy »f the economy's
rescurces =heps used in isolation snd when used in conjunction =iih an imter-

nasiongl divisian of labor,

‘he measuremen: of the amnunia of ressurces required Lo pay for lmporis
snd the saounts reguilred For sn equivalen: :* e tic production must be in value
‘mm, The proper values te be used are ihe domestle eomts of productlen of
imports and exportis. durket valuss | :an be used io represent lhese vosis pro-
vided that relutive prices in uhe country reflesi relative scarsities of did-
ferent goods, searciiies in relatiosn to ens another and in relation %~ he demand
for them, 1f “he pries of each Inpute--labor, sanital and mstepisls--eguals the
oppartunity Sest of ihe inputewthai is, he merkel value of 1. contributdon ie
subpet in 158 besi (fee., Mo, g}}*:td-:;miw ) alternative opportuniiy for esploywent,
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and if the price of sach gnod equals the 15881 coen of all iaputs required wo
produce one unlt of he ood, ther the use of markel velues would aconrately
reflees the differences in qeantizies of rescurce reqirements in teras of their
relasive scarciides,

Leb us assume such a prleing systea im both the UGSR and the U3, Juppose

tha’ sech oomntry produses b ceemodities, A mnd T under the followia: sod's

por unit,
USaR us itable/Dollar
{ Rubles) (8)
) o B '+ 2 511
7 30 20 it

In the USSR, Y gests three Stimes as much lo produce as I, or for every unls of ¥
given up, it sould produce 3 ualts of I, In the US, T is 10 ulmes as expensive
88 %, or for svery unit of Y given up 10 units of X esuld be obigined, Undep
these condisiens 1t would be to ihe advenuage of the USSR ¢o prxince ¥ and sbiain
X in exchangoj similarly, it woull be to the advantage of the 33 to produce X and
ebisin ¥ in emchange, If in twrade ¥ »1)ll sxchange for mors than 3 i, 'he USSR
would be bester off, Bince the U7 can get 10 X for every unl:i af ¥ given uy in
domeside procectdon, if it sould get were than L in exshange in I in brads, it
would be better off, Thus an exghange ralin mﬁu@n Y=»3%fand 1= 0¥ wuld
nenefit ssch couniry, (hese comparstive sost relstlenships ars summarized hy he
rable-doller gost ratics »f .he commoditias, Sil for X and 1kl for I. Thus the
UE8%H can achisve the greatest ga'n: by imporiing those comandities for wich the
ruble~-dollar rati s of relative costs are the highest.

e distribution betwees ihe iso sountrdes of the polential guine from trade
#ill be determined by he M6 of sxchange between their two currencies {the
qugber of rubles re.vired @ purchase one dellar), or by the terme of the barier

L RS
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agressen: by whigh hey trade | for ¥, hus a harter s ment in ehigh ¥ 4s
exchanged for & X =ould reguit ir a fairly even distridution of :he za‘ns From
trade, while an exchanye »f 3 I for { weuld confer on the U5 all of .he bheneits
from trade,

“eletdive Cost Criterion

ihus the basic sffect o irede controls lies ia the fac. thal in order o
achieve passession of the same somueditlies 4 the oppertuniiy for is ernasional
ueade is denied, the aeﬁnﬁw invelvad mist wse larger amounis of land, labor and
caritale Silnee trade conirels arc effecuive primerily in raising real sests,

& apiterlon fer choosiny crmmedities agesrding to relative real co-ts wesld Pef-
@it the imposi.ien on the Iloc of & meximua ecvaomic 208% per value unls of goods
denied, If, for exnapls, “he zosl of 3 amntersl progras iz “he frastretion of
¥loc demand, ihe only sffective way oi sccomplishing this gosl lies in denying te
the Jloc socess %o those goods which 1t esn produce only st bighest cosb, iarlier
pages have polnted cul tha: 1f oo rlsaners consider 3 commadisy saf fielantdy
imporiant, hey can croduce 1t ab 3ome gusi, Uoalrels, therefore, sannot success
in ;;m%é%mg e floe from soquiring gertain commadities) .ney can only forne
she Slec Lo use more resources to scouire thea, i.0,, reise ihe Bloa's real cost.
Again, if 1° were considered desisuble t5 sttespt o resard Sloc econowlic develop-
ment by neans of export omntrols, his would ba mos: eﬁ#tiw}.y ageoaplised Ly
denying the Hlou socese io the goods »hlch it ean produse anly a' very high rela-
tlve cosus. Then, to achieve tha seme Lill of zoods, the Rloc would have o spend
aore resources on Lhelr producitien. Allematively, 1t the Bloc's patier of final
demand is changed to purchase more of “estsrc i.ems which are not contralled, it
san be deduced het 1t hes bee: forced by conurols te cheose an in® rier elcernge

Hlve,

B3P g

%
-
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Hesing the sholoe of coumodi.ies whose sxport o Whe sloe is Lo be enbane
gm an he erlisrion of relacive gosts of rrocugiion Pequir:s a computation of
whe total cest of producing domestically -he entdre woantd oy wh-ch whe bloc is
or would be lmperting witheut controls, Oifferences in uni: zosta, that is,
#ould be auliiplied by quantities imported in order Lo determine the total burden
from urade esbario. 17 augh cosi and quanilty inforwaion wers svailable in
detail for every comsodity ltem scwally or potentially enmteriay inio Lag =‘est
Wrade, the Increased aasﬁ imposed or the oloe by trade controls over variouy
comaodily liems would be found %o Vary swooibly from very nlgh costs %o aoderately
high arv: low costs for different items, s.ewzy, hmvﬂr, so8l and gquaniiy
informasion 1s frequently svailatle only for commodity sategories and industrisl
groupag consequenily the burden imposed on the Bloc by successive gommodil i¥ Con-
trols will be found to vory in steps, or jumps, rather than in smeoth yradea-ien,
in putting such u eriterion inte practice, then, s liss of commodity catee
#ories can be envisaged ranied awcording Yo the ec.nomic burdea, or cost, shich
& trade embarge wuld impose ~n the Sloe, ihe relative coe. ¢rlicrion by & taelf,
hovever, offers no ‘nformstion to aid in celaraining where, in whis renkel list
of western exparis, :be line shomld be dramm below whieh the remeining ;alns from
treds would bs peraiited to the Bloo. Tfhe laposition of & maximm burden implies
& couplets enbargo, but 13 sowetding less han ihe mlgus burden is to be ine
flieted via tmmde controls, the application of the relative ocost ariierion enables
the lmposition of a mexiaswm burden per dolisr of trade curtailment,
. Az we ghall see in the follewing pages (he mensurement of relavive cos: of
Wf&mw is a=verely lim ied i scarvei: vy of dase, i cannot, therefsre, be
a2 adequee and workable basis {or trade controals by iiself, lince ihere i= a
Firong presumpiion thet the Floo gatas more fram trade trhan whe “eai, -he objes-
wve of linltdn: the total velume o’ trade should ‘- parsued in addition to the

- 1P -
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selestive embargoiny »f commedities,

A relative cost eriterion would include atuributes (b) and {2) of ihe exisuing
list, for, as is disevesed rglow, prototypes alsost by definition are of hiyh
relative coste and would therwfere be esbaryoes, and iioas of aritical defislency
are in shert supply only because the expansion of ibeir outpus, 1f rossible, would
reqi e exursordinarily large iapuic of labor and capitel (i.s., relative costs
would be highls iinee it is desirable ;er se to rmbarge m'litary and stomic
mrgy {1was, the relative cost critericn w=uld be suppleseniary Lo e present
ariterien (a).

dethods for ; elagive Cost.

in the sectlion that follows we shall be concerned »iitb vardous =ahods for
messuria. relaiive costs and the effests of Emst-Yesti Wrsde ian varlous commodi~
sies on Jloc res~curce reiremmaia,

1)

ihe cosis o the Tloc resulting fron a losg of trade »ith the rest of che

world in perticular commodities zan best he judged by & compsrigon of the net
resouros recuiresents for produging these commodities im the jwo groups of
counties, using he US and USIK as repressniative, if ruble and dollar prices
ocould be adjusted Lo represent roal coste, a serdes of ruble-dollar resloes could
he &mﬁmemﬁ whic, when comaldered in copjunetion with the wesiow of axchange
available in iaterna:ional trade, =ould revesl those commoditlies which it wouls be
ansl advantageous Lo the USIA w iaport and whlch hence would inflict ine mecimes
et 4f “heir importe were derigd, If such adjasted priees covld be obtained, snd
AL wr-de were #GX’»&%M 2t more or lese predictable priess and raiss of ershange,
the ruls would be cuite slaple: :hose commodities with the highest ruoble-dollar
rgtios would be Lhose whose replacement wouid b most diffiewic for the Sloo and
wonlc hense, ﬁ" denied in trsde, inflic: the mmxismm aost on the Bleoc per dollar

mf Laeaprm Aarniad, - 1D -
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in LePss of shesretical raiicnale and the probdasle results of research

effcris, ruble-dellar yatios represent the =ost premising mesned for s-lecting
axports i be ooatrelied by the Sest in order o maximirze sornomic impact,
Vevalopnent and practisal vsm I This seehnicue, however, is gready naspered Ly
lack of infermaricn, partionlsarly about cost factors in the Bloep s difficulty
of determising +saaingful ruble-doller retios for even & selectad 1ist of comad-
dizies iu great, Ihe use o wne smble~dollar patio sethod woeld have ta ABRL,
inter alda, the 7ollowing preblems: |

a, |1 erder to ce pesan agfdl, rublewdellar raii 3 wmould have o b arplied
<o ccmmedities which are clearly sdentieal, In the case of most casie anserials,

shis would not be & very difficm i probloem, although gualizatsive ldentification
iy someiimes hurd 4o make, .n the case of semafac tured goeds, partiouvlarly
rachiner , 1: would ne more difffcult.

b, Goviet Floe sarket prices wild have to Te adjusted, in the firsi lastance,
far the inglusian of ihe Lurnover iax, wxhlch in these countrias {s the dosinant
soures of Lnternal revenus a5 which disvorte greatly the price structure a8
bevmasen YArLious proups of cowodi cles. subsidies should alss be aliainaied.
inadequate adjusiments cruld entirsly disters sosi comparisons sad bus b o
Lrate She ssal o the trade ¢omirol proprem.

¢, . he boviet Bloc system of fixing prices iscludes waze3 and profits in
a@m, ;mt excludes sonsideratisn of rent, depletion and intorest, (l.e., the
retimme Lo ihe state-omed facters of producilon, ) Adjustmenss for inese factors
waild ascessarily be smevhat arbliyary, butl sre nacesssry in wm ghas relative
costs noi be disiorted, '

d.l iyen ~1:h complets knowledgs oo current gosus of productien is the USSR

and she US, ihe applicsclon of @ rutle-dsllar cost ratic in an esiimate af e

- 20 -
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galns from trade ilaplies .he zzsumpiion “hal domestie suiput can be szpanded st
constent cesus, ihis asswmpiion wouls, in many cases, require examinevion,
eapecially where the negessary sxpansion of domestie sutpmt esuld only be ashieved
through an ingrease in existing plan . espasity or ty the use of marginal sines or
lands,

6. Fven relstively soeure.s ruble-dollar re.loa wuld provide inforsssioa
snly about comparaiive costs in the USSR and the US. ITheir use as guldepssis in
ast-eat trade wouid re ulre snalysis of the vegional variations, which sre
eonaiderable, hoth withln ke Hloc and mmg‘ the Free %orld countiries,

f. Aelative ecosts of wransporiaiion and ihe geographic paittern of Igad-Fest
trade would also have Lo e dewrzined in order to determins shether the rublew
dollar ratios sre meaningfui as & .uide wo actual trade advantiage,

§e uUse of pruble-dollar cost ratios as a measure of the gains from irade
farther assumes ithai, if twrade were cui off, the Bloc wnuld react by abtesid
to replace whrough dosesilc producidon 1ts lost imports., The dloe »ill attespt
o siniamize the eost 1o iitsel: of lozy Laporta asnd »iil be =ble o 44 =0 in some
casss by expanding the outpal of substiwutes, The course ehesen mould depemd
;mr’t.ly on the level and netare o it own cosie of replacing faporis, ss compared

with the cost of expanding “ne entput of substitutes, Thers will be cases, however,
shere Lhe prapor ¢os. computaiion wuld 1ie in a comparison of “he rescurses re-
quired to inerease the ontput of the substliwute rethar thas of ithe laport-competing
industry, _

he Host of the imfam Aon svailabls on Bloc prizes and costs relates vo Lhe
year 1951 and woald therafore Dave to be adjusted for any changes that have oecurred
in ' he intervening years.

2). interincus y snalrsis,

&

“he wechilive ol interindustr: snalysisz, besed on he structurs of iLnduge

wisl inverselationships in the & Ty pgpelte aa examinatien of the nature of the
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impact Lmposed on the foviet ecsacy by the cessatlon of i{apeares, in indicaring

the degres and indusirisl locatien of both the direct s indlrect effects af an
expansios of the impert-replecing ndustry, inerindustry snalysis would aid in
looazing those commodi.ies, the exransien of suiput of whieh would have ihe largest
iapict on existin: shortages. ‘his techni.ue can gles he psed to sapplemst and
st exiisates of mé,m sosta depived from oibsr scurces and o permit conniderse
tdon of the production of substitutes for lost imparts, Fithin cthe nexi six
months there will be available for application an inpaiesutput table deseribing “he
interindestry relatisnships anmong 61 processing and producing sectors inte which
the total of fSoviet econom' e activity bas heen claszsified, Crouping sll of econo-
mie sctivity inw oaly 61 indusiries lmplies a large amsun’ of aggregatism, his
further mmans that very detailed and highly specifie definitioms of laport 1tene
cannet ¢ handled, Thus from this table it =11l nos be pessible 1o examizne the
impant on the USSR of a sessation of impoeris of copper wire: prather 2 cassation
of imports of ail insulated wirs and csble would have to be sxamlned, amech broader
CHLOEOTT. Ur sghin, the effects of an embarge against the movernent 5f jig-borars
1o the UBSE could not be exawined; rather it wmld be necesss'y Lo consider the

affests of caniwelling 211 isports of machire teols and mstal working mechinery,

a., ZHoonowic Costz as they hive heen defined above, disrezsrd lhe duration
of Lhe sffsat of trade combrols, In ihe case of some eontrsls, the TR would be
able w adjust gquickly, elther by expanding the ~apui of a domsssie lLniustiry or
by & changed patiern of fimal demand, In the case of cther controls, howevar, the
adjusiaent paried is likely to be af lenger duration, and therafore more costly
becsuse of disapganizations waieh exixt during eay trensitlon peried. e resulis
of applying eisher ruble-dallar retios or interiadusir; analysis would have to be
amended by zire considerations,

-2 -
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thece i3, derefore, no relative corts or twpast nformiism axistilsy s =hich to
Judze the gain wo the Flee from Lwporting such itesas, . esauce ey are noh pro-
Auced, howev r, they can e assumed o be gostly in ‘erss of research aml capliel
Thecurces, mw thor fore the lmgeci of loging nuch Lmports can he assumed 1o b
lavges iy imporiing prototypes, the dlec's supply of research abiliiy is enlarced
#a7 ihe neceasity for bullding pilet plente is elimisated, Thus imporis eabodyicng
#Avanced -e¢haole.y *ould be dented to ine 5lec on the basis of e siins from
trade eriterion,

C. Anmong the more sarsosly defised commodity eategsries for i igh 8 have oo
rable prise, ¢ust or cuer quanidlative date, certs:n someditiss cas he deduend
“ ve bigh cost on he basis of seslitative Informatidion, For axmaple, those
comaditles would be bigh cost which e jrudused sccording to & method of oute
dated teshnolory, or which are pPoduced oo & small secals vhen uUs experismse indi-
caiss the existence 5§ alsssble mww!ﬁ&*: of seale, Ur sgals, sny sommedi:les
kngym to he soeree In relation te the Teviet desand for Lhem cen be asmraec Lo be
he source of siseable gains f{rom irade. ihe loss of lmporis of sceh commodlies

w2uld have a sizalelcant impast on he domesuie seoncmy,

-2} -
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