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OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON 25, D. C.

4 September 1952

MBMORANDUM

70

.

Chairman, Steering 3Group
YRUM ¢ Chairman, Ad Hoc Working Group on Ancillary Measures

SUBJECT: Revort and Recommendation on Measures Short of Terminating
Ald to Achleve the Objectives of the Battle Act

1. The Ad Hoc Working Group has extensively investigated the subject
problem, It is believed that most of the major actions whieh could de
taken have bLeen discussed by the Group, It ies concluded that the applica~
tion of anciliary measures would Tromote the cbjectives of the MDAC Act,
The measures which would anpear to be mo:t effeztive, and which could be
feasibly aprniied are:

MSA counter part funds control
Wateh lists

Of f~shore procurement contracting
Export licensing control

These measures are discussed briefly in the apirendices to tnis Memorandum,
The greatest benefit would derive from using such measures as vositive
incentives rather ‘han as vunitive actions., In other words, vresentation to
friendly countries oy an incentive pcssibility would be more likely to pro-
duce teneficia results, in terms of concrete action on the part of a

frierdly country, thar the withnolding or reduction of benefits to such &
country,

2, Recomrendations, The Working Group recommends that serious
consideratior be given t¢ the avplication of ancillary measures in connec-
tion wita the admirnistretion ¢f the Battle Act. TFor this purpose, the
following steps would avpear tc be necess»ry as a minimum?

¢, Agreement in EDAC to the use of vrograms which are believed to
be avpropriete in conjunction with the MUAC administration,

b. Istadlishment of 2 vermanent Working Group for the formulation
of recommendations to the Steering Group in counection with exception cases
or negotiations with individual countries,
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c., Agreer t by agencles administering programs which are suitabdle
that such nrograme will be coordinated through the Working Group on
Ancillary Measures with other Battle Act activities.

d., ZXstablishment of lialson witi the orogramming elements or other
relevant sectiom of administration agencies so that the Ancilla:r Working
Grouc is familiar at all times with the nrogress of the various actions
wnich are usable in oonnection with the Battle Act,

e, Liaison with Rconomic Defense Panels and other organizations
familiar with various activities under the Battle ict at the Country level,

f, Membership of the Working Group on Ancillary Measures should

consist «f those agencies representsd on the Ad Hoc Group, plus the Depart-
“ent of State, .

General Analysis

3. Ume of the principal <.rficulties of the Battle Act as a means of
achieving economic defense objectives is tnat termination or threatened
termination of all aid tends to jeopardi '@ one of the principal odjectives
of our foreign voliecy. It is virtually . rpossible tc apply the penalty
provision of the Acét to a major aild-rec’ ,ient area without some adverse
effect u on the coantribution which ths’ country 1s making or bas promised
tc make toward the mutusal defense ef. rt, In some cases, the effect of
apnlyirg the Battle Act penalty may be political, but in others it may
direct'y diminish the tangible ability of = country to muster the necessary
industrial and economic strengtn tc fulfill its comuitments. The same
difficu.ty was found in some degree to be nresent 1. many of the less
stringent measures which might be appiied to achieve tne objectives of the
Aet, DReducing forelign aid, for example, or adjusting foreign ald expenditure
programs wouid interrupt the benmefit which foreigr aid funds are intended
to produce and may be as drastic as total witkholding of aid, Where
military equinment is directly involved, it is obvious that any interruption
or diversion from a planned build-up »rogram interferes not only with the
sontribution of the individual country affected, ™ut also with the overall
military nlan, With respect to the licensing of .:rategic equipment other
than mi:itary, the withholding of such equipment may interfere with a

country's ability to oroduce the recessary armament to fulfill a mutual
defense comnitment,

4, It would seem that the above sroblems can be partially overcome
throuch a more careful apnlication of appropriate measures and.thelr careful
coordination, It mey be more effective to subtly apply pressures of a less
Arastic nature than to terminate all 2i1d. This can be achleved by delaying
vactics and other indirect means whicn may impress a friendly country with the
seriousnecs »f the U,S. vosition on strategic controls without setting off a
reaction wnich, in effect, diminishes the ability andi the willingness of &
friendly country to continue its defense effort, The application of this
technique obviously req:ires i.aginative and well-coorcinated efforts dy the

entire U.S5; governmental administrative machinery. Hence, closely coordinated
programs would have to de set up,

v
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5., It was found that meny of the measures under discussion have in
fact already bdeen applied in connection with sconomic defense objecives. NS4,
for example, in some measure, adjusts aid programs, couaterpart progranme,
priorities action and actione with respect to individual firme in aid recipient
countries, These adjustments are in part in accordance with tha$ country's
performance in strategic trade with the Soviet Bloc, The Commerce Department,
by direction of the National Security Council, issues export licenses sccord-
ing to an established and highly developed procedure so as t0 assure as
fully as possible that shinments from the U.S, do not contribute to the adility
of friendly ccuntries to ship strategic items to the Soviet Bloc, This "with-
holding® proced is applied somewhat broadly in meny instances. Tor example,
in the casge of gﬁéﬂﬁd; licenses for sulphur exports have besn withheld because
of continued exports of natural rubber o Communist-China dy—iisdaper—Siailarly,
“The State Department is currently negotiating with the Ceylonese Governmemt
to diminisn or completely eliminate rubber shinments to Communist China, As an
incentive tne Ceylonese are being offered rice from the U.S,, economic assistance
and other emoluments. The DCD at the contracting level has, om occasion, with-
held off-shore procurement contracte fror individual firms because of kmown
relations between thess firme and the Soviet Bloc,

6, It is impossible to assess the degree to which these measures, as
currently applied, bave influenced friendly countries in their policies and
their actual nerformances with respect to economic defense activities, The
application of these measures ia only cne of several facets of the U.8.
effort and it is not feasible to separate their effect from the effaect of
related actlions, It is notable, nhowever, that, because these efforts are
applied through uncoordinated administrative channels and because the
affected country is not always made fully aware of the basic volicles and
purvoses of the actions, it would appear that the effect uas not been
extensive. Closer coordination of these vrograms would undoubtedly prove
helpful in oromoting the U.S. policies and interests which are set up for the
Battle Act and related legislative and executive policy instrumemts,

?. Some of the measures reviewed by the Group appear to be squally as, or
more drastic than the penalty vrovided for in the Battle Act. The suspension of
foreign aid, for example, as provided for ir the Mutual Security Act is hardly
different froz the penalty of the battle Act, It is trus that resumption of
aid under a suspension action would be administratively less difficult than
reinst:tement of aid after termination under the Battle Act, but the effect
on the aid recipient country would be virtually the same, Termination or
suspension of military end-items would appear to be more drastic than the
Battle Act penalty. A full-scale foreign assets blocking action applied
with respect to all transactions between aid recivient countries and the
Soviet Blae would apvear likewise to have political repercussions and possidly
economic results fully as disrupting, if not more so, than the Battle Act
penalty. These actions, therefore, are verhaps not properly within the
context of the term "ancillary measures,®

8. The group reviewed bdriefly a number of actions which are not
specifically discussed in this report. These appeared, however, to be

SEGRET
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lnappropriate in most instances either because their effect would be
negligible or because their field was so reiotoly related to the purposes

of the Battle Act that it woula be difficult to Juetify their application in
connection thereto. A partial list of these is as followst

Tariff and other import controls
Export-Import Bank loans
Point-Four Programs

Panama Canal use
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. May 2, 1955

Tos DRW - Mr. Sanderson
DRP - Mr. PFried
DRN - Mr. Ogburn
From: DFI - Marion Worthing, OIR Coordinstor far East-West Trade

Sub.: Proposed IR-&11, Poreign Attitudes Towards Eoconomic Defense

Ae As part of the Dodge Council's general reviev of our economic
defense policies, OIR has been asked to prepare a paper on "Foreign Atti-
tudes Towards Eoonomic Defense®, The request was made by E/ECD as a part
of the OIR support rrogram on East-West trade., Mr. Reifmsn, DFI, will
take charge of oombing the several sections of the report,

Be This study should ocov:r the following points and utilise all types
of source materials, -

1, Differences between US and fareign attitudes generally, amd,
more specifically, between govarnmeatal policies on economic defnese as
the latter are expressed in Cocom and elsovhers.

2. Reasons for ths diffarences, A check list of some of the
possible factors should include:

8, Different assessments of the imminence of wvar and of
~ Soviet intentions.:

b. Different assessments of the impact of controls on the
Bloec.

ce Different sssesmments of tlm facts-—intelligence on
specific commodities.

de An evaluation that prospeotive trade with the Bloc
would be extremely beneficial to the country.

s A greater emphesis on the importamce of msintaining
substantial economic contact with the Bloc asz & means of
reducing wvarld tension,

f. Internal pressures in the foreign country from poli-
tical parties, individwal businessmen, or labor,

3. Attitudes of the governments and informed public opinion
tovard the multilateral system of controls (CoCom and ChinCom). Is
there a feeling that this is a genuine multilateral organisstion, with
equal, coopsrating members, or that this is primsrily a US-dominated group
wvith

¢ CONPIDENTIAL
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.2.

with sanoctions and inducements imposed unilaterally by the US? Contrast,
vhere appropriate, with attitudes tovard NATO, OREC, and SEATO. What is
attitude of country toward sanctions and inducements? How important are
these in tightening the ecentrol rogram and in helping or hindering the
unity of thought amd action of the Free World countries?

C. Countries to be Covered

While coverage of a number of courtries is desired, improved quality
of the snalysis is to be referred t0 exterding the coverage, As a mini-
mum, the following countries or areas should be covered:

(1) The major CoCom countries, including Denmark.

() A few !nrobun neutrals (Sweden and Svitzerliad),
(3) Japan. (Is Tokyo despatch 1151 of Aptil 1 useful?)
(4) Southeast Asis, perhaps as s unit.

(5) B8outh Asia, as a unit, vith special attention given to
India,

Statemsats on imdividual countries or areas should be brigf--
running one to three single-space rages,

. D. Miscellansous

1, The report is due in mid-May. I would appreciate your send-
ing your drafts to Mr. Reifwman of this division by May 13,

2, In order to thrash out problems in advance, I would appre-
ciate it 1f you can have the appropriate analysts meet with Nr. Reifman to
discuss the rroject on Tuesday, May 3, in room 404 at 4300 Pel,

3+ A work Jacket for this prcject, IR 6911, has been sent to
your Administrative Officer.

@c: Mr. Reifman
ir. Ooodkind

CONFIDENTIAL

Approved For Release 2000/09/13 : CIA-RDP63-00084A000100110006-8




Approved For Release 2000/09/13 : CIA-RDP63-00084A000100110006-8

.

CONFIDENTIAL

Staff Study No. 11

Draft of May 20, 1955

CFEP, DRAFTING GROUP
ECONOMIC DEFENSE POLICY REVIEW

Use of Inducements or Pressures on Free World Countries In Support
Of the U, S. Economic lefense Program

This draft of Staff Study No. 11 on Use of Inducements or
Pressures on Free World Countries in Support of the U. S. Economic
Defense Program is transmitted for your use in connection with the
work of the CPEP Drafting Group on Economic Defense Policy Review.

In compliance with the request of the Chairman of the
Drafting Group, the Executive Secretary, EDAC, is providing repro-
duction and distribution facilities as a service to further the
work of the CFEP Drafting Group.

Irving I. Kramer
Executive Secretary

Distribution:
CFEP Drafting Group
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CFEP, DRAFTING GROUP
ECONOMIC DEFENSE POLICY REVIEW

Staff Study No. 11
Draft of May 20, 1955

[

"USE OF INDUCEMENTS OR PRESSURES ON FREE WORLD COUNTRIES IN SUPPORT
OF THE U. S. ECONOMIC DEFENSE PROGRAM®

INTRODUCTION

This paper describes the various techniques which the U. S. has used or
may consider using to obtain the closer cooperation of other free world
countries in the Economic Defense Program, An evaluation of these techniques
is attempted, based upon examples shown in Appendix A, and general criteria
for their use are suggested.

In view of the many variables present in real situations, no attempt has
been made to develop definitive rules for the selection or application of the
techniques described. In general, however, it is suggested that it is better
to use the "Carrot" of possible benefit rather than the "Stick" of possible /,
loss of benefit or actual punishment, where the alternatives are open. i

Study of the various techniques and of examples of their use has also
brought out that some of them, whether of a positive or negative nature, are
general in impact. They may be used effectively in creating an atmosphere
in which agreement to take specific actions can be more readily obtained, but
may be quite ineffective where specific acts or items are concerned. Others,
on the other hand, may be used so as to bear directly and solely on the
particular problem. However, in the latter instance action on specific
problems may influence positions of governments, firms or individuals on

more general issues both within and outside of the Economic Defense Program,
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The judgment that certain of the techniques described below cannot be
usefully employed in solving specific problems of Economic Defense is not to
be taken to mean that the action could not or should not be taken in support
of other important Government objectives.

DISCUSSION OF TECHNIQUES

1. There is reproduced in the Appendix B, a check list of the individual
techniques constituting the types of inducements and pressures which have been
utilized by the United States up to the present time and including a few which,
although not as yet utilized; are theoretically possible.

2,‘ In general, these techniques fall into two categories:

a. Methods of expanding or contracting U. S. Government procure-
ment of foreign goods and services;

b. Methods of expanding or contracting the availability abroad of
U. S. goods and services.

3. In this first group i.e., expansion or contraction of Government
procurement of foreign goods and services, are included the various techni-
ques such as off-shore procurement, stockpiling, the Formosa Clause, and
use of the selection of spots for military bases as an inducement. In the
second group i.e., the expansion or reduction of the availability of U. S.
goods and services, are the techniques such as the making available of short
supply items, withholding of export licenses, off-shore bunkering controls,
punitive actions under the administrative action program, (although certain
of these punitive actions such as the withdrawal of FOA contracts are of

the nature included in Item A), denial of visas, financial loans and grants

S o am am amD e eo D
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(here there will be occasions where this technique will fall into the first
category such as the procurement of locomotives in one foreign country for
shipment to another foreign country under the FOA program), technical assist-
ance projects, use of agricultural surpluses and health and sanitation
projects.

4, Some of these are applicable on a country basis (such as action
under the Battle Act or under the Department of Commerce Anti-FPrustration
policy, i.e., PD 810), while others are directed at an individual or company.

5. It will be noted that some of these techniques involve lines of
action undertaken solely in order to obtain greater conformity in other
countries with the U. S. Economic Defense policy. Other of the techniques
involve already established U. S. government actions which are being under-
taken originally for other reasons and where their incre;;ed or decreased use
in an attempt to obtain closer adherence to the U. S. Economic Defense policy
is collateral to their main purpose. It is believed that in general those
techniques which are solely applicable to our effort to obtain closer ad-
herence to our Economic Defense policy are generally superior to those

techniques which infringe upon other policy objectives of the U, S. Government

since, in the latter case, the Economic Defense benefits obtainable may

[PPSR

frequently be more than offset by the possible losses to other programs.

6., It will be noted that certain of the techniques are specific in
their application in that they are designed solely to meet a given situation
while others are much broader in their implications and may have adverse
collateral effects. An example of this latter situation is to be found in
the possibility that the use of the Battle Act may be more damaging to the

military program than the economic defense gain which might result.

CONFIDENTIAL
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7. The following are suggested as guidelines for the use of any or all
of the techniques discussed above and descéibed in detail in the Appendix.

These relate solely to considerations in connection with supporting the

Economic Defense Program and in no way are intended to imply that certain of

the actions described should not or could not be taken completely apart from

that program,
8, Guides in considering possible use of any or all of the techniques
described in support of the Economic Defense Program:
a. Is there an economic defense problem warranting special atten-
tion?

b. Would the use of one or more of these techniques be effective in
producing a net gain to the Economic Defense Progrém? (continue
use of any particular technique only where past results in
somewhat similar circumstances justify its continued or expanded
use).,

¢. Would the net gain to the U. S. outweigh the resulting costs to
other U, S. programs and objectives?

d. If the particular problem permits a choice between the use of
inducements or pressures, costs permitting, it is preferable to
use inducements. (Inducements of relatively high cost to the
U, S. to be employed only on determination that the objective

cannot otherwise be attained by means such as mild pressures).

¢

o
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CONCLUSIONS
9. The techniques described in the Appendix are of varying degrees of
usefulness in influencing other countries and their nationals to cooperate
more closely with the U, S, Economic Defense Program,

10, With reference to East/West trade there is a broad field of items
where trade interests conflict with security objectives. These items shade
from those of minor strategic'importance to others approaching the importance
of items directly related or principally used for military materiel production.
In this area some of these techniques are being or can be used to influence
other free world countries to support the U. S, views of an adequate Economic
Defense Program,

11. Clearly those techniques listed as inducements which provide \\
alternate markets for the materials or products for which restrictions on
sale to the Soviet Bloc are desired, are the most effective as they lessen
the pressures to ship such items to the Bloe., Off=-shore procurement in con-
nection with FOA or defense programs l/(5,6 & 7); and/or increased stockpile
procurement (4 & 15), provide such free world markets and can be very effect-
ive tools in support of this program,

12, The pressures which could be related directly to the Economic
Defense Program mostly are the reverse of those described above. In general,
it is preferable to take such actions only as a last resort; rather using
the implied threat of the use of such techniques than actually employing
them,

1/ These numbers relate to the items in the attached Appendix A, which
provides examples of the particular techniques,

mp cmp N GEp oD D a7 awo cEn D D
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13, 1In this category falls: Withholding export licenses (18, 23);
reducing availability of short-supply items (24, 19); curtailment or with-
drawal of off-shore purchasing (16, 22); and reducing stockpile purchases
(21, 26).

14. Another pressure technique is the withholding of export licenses
for specific commodities (19, 23), where the country of destination is ship-
ping the same item to the Bloc or shipping a strategic product made therewith
or therefrom.

15. Reference should be made to the actions taken under the inter-agency
"Administrative Action Program" (28, 29), Here where it is determined that
individuals are negating the objectives of the U. S. Defense Program various
disciplinary actions are taken until agreement is obtained from the individual
for conformance with that program. Related to this is the denial of visas
(27), to persons who flagrantly disregard the objectives of the U. S. security
program and as a result cannot expect such considerations.

16. Two other techniques listed: Treasury overseas bunkering regula-
tions (31); and the Formosa Clause (30), are aimed at hampering the transport
of items to the Bloc or precluding the use of ships by the Bloc where such
ships are gainfully employed in carrying aid goods to friendly areas.,

17. With these points in mind it is believed that the following tech-
niques are those most advantageous in that they attack directly the problem
confronting us and also in that they are less likely to have undesirable

indirect reactions,

CONFIDENTIAL
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« Procurement (5,6,22,16)

fe

4

Stockpiling (4, 15, 21, 26)
Availability of short-supply items (19, 12, 24)

e
-]

b

Withholding of export licenses (23, 28, 18, 20, 25)

Formosa Clause actions (30)

i9

I

Bunkering restrictions (31)
Punitive actions under the administrative action program (28, 29)

. Denial of visas (27)

I e

18. On the other hand, the following types of actions are felt to be of
less value because either they do not directly address themselves to the
problem at iséue or because they may have indirect reactions of an unfavor-
able nature:

a. Financial loans and grants (1, 2, 3, 14, 17)
b. Technical assistance (3)
€. Military bases (7)

Agricultural surpluses (9)

'y

@, Health and sanitation projects (10, 11)

B
-]

Disposal of military surplus materiels (8)

APPENDIX A
Listing techniques and
examples of each.

APPENDIX B
Check list of techniques

CONFIDENTIAL
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Appendix A

Examples of Pressures or Inducements which have been, or may be used; to
obtain foreign support of the U. S. Economic Defense Program.
1. Inducements which may be offered to countries or individuals to persuade
them to cooperate with the U. S. Economic Defense Program.
a. Country-wide

(Examples of aids and grants)

1. $10 million has been made available to Japan in the form of a
grant for the support of defense production industries,

2. Approximately $45 million has been used to finance the trans-
portation, relief and resettlement of refugees from North Vietnam _
to Free Vietnam,

(Example of technical assistance)

3. Afghanistan, An American technical advisory group, called the
Helmand Valley Advisory Service, has been created to assist the
Aﬁghan administration in all phases of engineering, agriculture,
health and sanitation, community development, public administra-
tion, and training, in connection with the Helmand Valley
Development program. A Community Development Training School and
Demonstration Farms have also been established in the Helmand

.Valley.

(Example of increasing stockpile procurement)

4. It has been suggested that Turkish cooperation in the denial of
borax to unfriendly countries might be improved by arranging to
purchase from Turkey, for the U.S. Strategic Stockpile, quanti-
ties of chromium or copper greater than would otherwise be
acquired from this source, in such fashion as to be of more bene-

fit to Turkey than the sale of this material in the open market.,
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(Example of off-shore procurement)

5.

The U.S. Armed Forces buy approximately $200 millions of goods
and services abroad, per year, for subsistence and maintenance of
troops and installations, It is suggested that the placement of
contracts for such items might be used to increase cooperation
with the Economic Defense Program.

The FOA sold U.S. coal to private individuals in France and with
the franes bought cement in Tunisia for shipment to Iran; tires
and tubes in France for Turkey; logs in French West Africa for

Israel.

(Establishment of US bases abroad)

7

The US has expended approximately $250 million in Germany and
$100 million in Italy, as well as large sums in other countries,
for the construction of military bases. It has been suggested
that the location of bases and the letting of construction con-
tracts may be used, to some extent, to obtain greater cooperation

with the US Economic Defense program,

(Disposal of military surplus materiel)

8.

The U. S. Armed Services possess thousands of tons of surplus
materials of many kinds, which may be disposed of locally. The
sale of such surplus material should be confined to countries
which maintain satisfactory controls over the movement of

strategic materials to the Soviet Bloc.

(Disposal of agricultural surplus commodities)
9. The 1956 budget estimate of MSA proposes tbat $30 million in agri-

cultural surplus commodities be given to India, and that the
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sales proceeds of théae commodities be used for agreed economic
development purposes such as local costs of irrigation, flood
controli and power. Such aid might also carry a condition relating
to the Economic Defer_me program,

(Health and sanitation E" rograms)

10. Through the work’ of the Iran-US Public Health Cooperative,
malaria has been brought under control and should be virtually
wiped out within a few years, and serious epidemics of conta-
gious diseases are now less frequent.

11. Substantial progress has been made in malaria control in Indonesia.
For exampie s> in one area sample tests on infaﬁta made before the
program was undertaken showed that 30% had ﬁalaria. Two years
later; a sinmflar teét Qhoﬁéd no cases of malaria.

(Increasing availability of items in short supply)

12, A supplemental alloéation of copﬁor alloy scrap was made to West
Germany for the second quarter, 1955. It is exbectod that this
allocation will strengthen West German support of the US in
COCOM and other Economic Defense activities.

b. Inducements for individuals.
(Loans and grants) |
13. $3 million have been made available for the making of technical
surveys and engineei:ing reports for the Tata steel company expan-
sion project, India.
14. A loan of $1.2 million to the Rio Tinto pyrites mine, Spain, was

made for the generai }ufﬁoie of increasing production. The

-
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licensing of certain equipment for the mine, however, and the
final implementation of the loan were held up until it could be
ascertained that this development would not increase the avail-
ability of pyrites to the Soviet Bloc,

(Increasing Stockpile Procurement)

15. The GSA might direct its purchases toward particular mines or
companies, if so directed by ODM; in the interests of the Economic
Defense program,

(0ff-shore procurement)

16. Both Defense and FOA purchase large quantities of materials and
services of many types, in foreign countries, either for use
locally or for shipment to some other country. The nature of
other business carfied on byvthe prospective suppliers could ﬁiwu

taken into account in the placement of FOA or Defense contracts.

II. Pressures which may be exerted to persuade countries or individuals to
cooperate with the US Economic Defense Program,

a.

.

Countries

(Curtailment or withholding of US aid)

17. The preparation of an aid program for Ceylon was interrupted
because of failure of Ceylon to discontinue its exports to
Communist China of rubber and rice.

(Withholding of export licenses)

18, Export licenses were withheld on certain excavating machinery
for the UK; under the provisions of FD 810, following upon the
withdrawal by the UK Government of assurances with regard to

the possible transshipment of such items to the Soviet Rloc.
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Licensing was resumed upon receipt of the necessary assurances
from the UK Government.

(Reduei;

g availability of commodities in short supply

19. Licenses for the export of dusting sulfur required for rubber
production were denied to Ceylon, because of the refusal of
Ceylon to discontinue its exports of rubber to Communist China.
This was unsuccgssful as other friendly countries supply the
required gulphur dust without demanding discontinuance of ship-
ments of the resulting rubber to Communist China.

(Restricting availability of technical data)

20. The export of technical data relating to metal rolling mills was
made subject to obtaining validated export license; and such
information is being withheld from the UK pending satisfactory
agreement upon the export control of metal rolling mills.

(Reducing stockpile purchases)

21. The GSA might, upon direction from the ODM, reduce purchases for
the stockpile from a particular country, if such action seemed
in accord with US economic defense objectives.

Individuals.

(Curtailment of offshoreAp;ocurement)

22, During the final year 1955 two offshore procurement contracts
totalling about $25 million were cancelled in Italy by the
Defense Department because the Communist labor union gained
control in the plants concerned after the contracts had been

placed,
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(Withholding of export licenses)

23. Export licenses were withheld from the Italian firm SALEM until
the firm furnished information regarding its transactions in
molybdenum, and gavé asSnrances that its future activities would
be in accord with applicable export regulations.

(Reducing availability of short supply items)
24, The known trading activities of applicants may be taken into

account when short supply quotas are allocated among the appli-
cants,

(Withholding technical data)

25. An application was made by several American firms to export
technical data relating to metal rolling mills ﬁo FIAT, Italy.
The advisability of denying this application was studied in view
of the large Communist membership in the FIAT labor force and of
past trade between FIAT and the Soviet Bloc. It was finally
decided to approve the license;, in view of the compliance by FIAT
with trade controls, during recent years, and of the possession
of Defense Department contracts,

(Reducing stockpile purchases)

26. The GSA might, upon direction from the ODM; reduce purchases for
the stockpile from a particular company, if such action seemed
in accord with US economic defense objectives.

(Denial of US visag)

27. Individuals known to be conducting trade not considered to be
to the security interests of the US might be denied visas, for
themselves, or for company representatives, thus hindering

their business activities.
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(Administrative Action)

28,

The denial of offshore procurement contracts and the withholding
of US export licenses to the firm of Wheelock, Marden, has
resulted in the opening of negotiations with Mr. Marden to obtain
adequate assurances that he will comply with applicable regula-

tions with respect to trade with Communist China,

(Administrative Action Watch List)

29,

The BFC maintains a file of firms and individuals whose applica-
tions for export licenses are either subjected to special
scrutiny, or denied without further consideration, in view of

known undesirable activities of theée firms or individuals.

(Formosa Clause)

30.

The Formosa Clause (restrictive charter) was ins&itutgd by MSA
to insure that foreign flag vessels chartered MSA would not be
pPlaced in an advantageous position to trade ;lth Communist China,
This clause provides that vessels chartered by MSA may not go
to Communist ports within 60 days after discharge of MSA cargo
at Formosa, There is a provision for holding back 25% of the

freight payment as a means of enforcement.

(Treasury overseas bunkering regulations)

310

Under Treasury Department regulations, American firms abroad may
not supply bunkers to vessels bound for Communist China if such
vessels are carrying strategic cargo. The vessel Les Glieres,
operated by the French line Messageries Maritimes, was denied

bunkers under this regulation.
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CHECK LIST OF TECHNIQUES

INDUCEMENTS

Aids and grants (country wide)

Technical assistance (country wide)

Increasing stockpile procurement (country wide)
Off-shore procurement (country wide)

Military bases

Military surplus disposal (country wide)
Agricultural surpluses (country wide)

Health and sanitation programs (country wide)
Availability of short supply items

Loans & grants (individual)

Increasing stockpile individual orders
Offshore procurement specific suppliers
PRESSURES

Curtailment or withholding US aids from
specific countries,

Withholding export licenses for particular country

Restricting availability of technical data
to named countries.

Reducing stockpile purchases

Curtailment of offshore procurement from
non-cooperative firms

Withholding individual export licenses
Reducing availability of short supply items

Withholding technical data from individuals
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PRESSURES (Cont'd) EXAMPLE NO.
Curtailing stockpile purchases from 26
specific individuals

Denial US visas 27
Administrative action 28 & 29
Formosa clause 30
Treasury overseas bunkering regulations 31
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