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SE-37
TRADE CONTROLS

I. WHAT IS THE EXTENT OF PRESENT CONTROLS ON TRADE WITH COMMUNIST

~ CHINA? WHAT ARE THF CONTROLS IMPOSED BY VARIOUS RATIONS, HOW
ARE THEY ENFORCED, AND WHAT ARE TH: MAJOR TYPES OF CIHCUMVINTION
OF THI CONTROLS? :

A. SEN R

Present Western controls on trade with Communist China oonsist chiefly
of (1) controls on the export of arms, ammunition, and implements of war,
(2) controls on trade in strateglo commodities, (3) tranaport and cargo-
carriage controls, and (4) financial (foreign sssets) controls, Most of
the pon-Soviet nations now apply some form of export controls against
Communiet China, o

1. S CONTROLS

In Japuary 1948, the US banmned the export, of arms, ammunition, and
implements of war to China. After the outbreak of bostilities in Korea, the i/
US revoked on 28 Jume 1950 all outstanding licenses of USPositive List {tems
with e North Korean destination and on 20 July 1950 withk respect to licensss
for Manchuria, Communist China, and the Soviei Far Tast. After the Chinese
Communiste actively intervened in Korea, a total smbargo went into effect,
Transportation Order T-1, issued on 8 December 1950 prohibited the carriage
by any US-controlled ship or airoraft of any Fositive List items to the
Soviet Bleo, including Communist China, Horth Eorea, und to Hong Kong and
Macao. Tramsportation Order T-2, issued on 16 December 1950, suspended
specifically the movement of US-controlled carriers, by sea or alr, to :
Communist China. ' The Maritime Administrator's Genersl Order No. 59 (Revised)
was issued on 22 Jamuary 1951 to prevent the use by aliens of US flag tankers
or merchant vessels, under demise or bareboat charter, for trade with the
Soviet Bloo. ' : :

. The Treas Departuent ingtituted foreign assets control regulations
under the Trading with the Ememy Act of 1917 (Amended) for trade with North
Korea on 17 December 1950 and for trade with Communist China on 15 Auvgust 1951,
These regulations deny to the Chinese Commumists potential foreign exchange
earnings and, conocomitantly, limit their ability to precure essentiml commodities

1/ The Fositive List is the US official public list iseued by the Department
of Cameroe ¢omprising those items the export of which to all, or most,
destinations requires s validated license issued by the Office of International
Trade of the Depariment of Commerce. The Positive List includes all of the
1tems covered by the US security liste (exoept for a few on the I-C list)

and also all items controlled for reasons of short supply.
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in third ereas. The foreign assets control regulations also were used to
formalize on 4 August 1952 an errangement, previously sponsored by the
Department of State,by which US oil companies, on & voluntary basis, deny
bunkers to vessels trading with Communist China and North Korea. Under the
recent ACEP Program Determination No. 955, US security trade controls now
apply also to bunkers. : _

The Battle Act of 1951 served to reinforce the COCOM and UN embargoes
described below by making the granting of American military and economic aid
:gndi:izml upon a country's application of stretegic trade controls against

e Soviet Bloec. : o

2. Internstional Controls
(a) cocoM

Following the Commmnist victory in China in 1949, ths US and
UK agreed in December of that year to control, besides the export of arms,
also the export of additional strategic commodities, subjeot to the cooperation
of other OEFC countries. The Coordinat Committee (Paris), organized prior
to the outbreak of hostilities in Korea,= redefined in July 1950 the Soviet
Blos to include Communist China and North Korea., COCOM controls toward the
Soviet Bloec consist of (1; enbargo, except for prior commitments or hardehip
cases, of I/L I items, (2) restriction of exports of 1/L I1I items for sgreed
gquantitative quotas or to a guid pro basis, and ‘_9) exchange of informa-
tion and surveillance on shipments of I/L IIX items., ‘ ‘

2/The countries participating in the Coordinating Committee (COCCM) as of
June 1950 were Belgium, Canada, Demmark, Frence, German Federal Republic,
Italy, Luxembourg, the Netherlands, Norway, the UK, and the US. Portugal
vas adnitted to COCOM in the swmmer of 1951, end Japan in September 1952.

It has been agreed in principle that the controls exercieed by these
countries should apply to their overseas territories. Bowever, theéré has
been & considerable time lag in the full aepplication of controls in certain
overseas territories, most pertioularly in the Far Fast.
3/International List criteria generally applied ares ‘

- : (1) Itemes which are designed or used principally for the

production or development of arms, smmunition, and implemente of war;
(2) items which would contribute significantly to the war potential of the
Soviet Bloc where the items incorporate edvenced technology or unique technologi-
cal know~hows and (3) items which would contribute significantly to the war
potential of the Soviet Bloc in that the items, if embargoed, would maintain
or create a oritical deficiency in the war potential of the Soviet Bloc,

- oon : Items whioch are highly importent from the
point of view of their contribution to.the war potentisl of the Soviet Bloc and
of which the high strategic charscter is directly related to the quantitative
extent to which they may be exported to the Soviet Bloo. :

I1 - ex e of information: Items of potential strategic aignifi-
cance for whic ormation currently available on the Soviet Bloc needs is
insufficient to establish clearly the necessity for control of types indicated.
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The US-UK munitions 1list is used as "Reference® by COGOM
members to guide the enforcement of thelr own parallel embargoes. Warshipe,
tankers, floating docks, and ice breakers over 2,000 horsepower are on I/L I.
Merchant vegaels (g:-cep‘b t&nkers), dm’ and ioe breakers under 2,000
horaepower ars on I/L II. A1l COCOM members now embargo for Communist China
all items on the International Munitions Lists, the US Atomlc Energy Comnission
List, and on I/L I, II, and III, A1l COCOM members apply a seleotive embargo
for Commmist China to items on US liste other than US I (identical with
I/L I), short supply items on the US Positive Liet, US Non-Positive List items,
and items on the UE Supplementary List. Of 36 broad categories cn the UK
Supplementary List, COCQM countries have sccepted for embargo to China 12
categories; the remaining categories are now being considered for embargo.

A five-power conference, held in Washington in July and Auguet
1952 and attended by representatives of US, UK France, Canada, and Japan
- resulted in the establishment of a China Committee (CHINCOM) within the
COCOM structure, which now serves as the prinoipal forum for the discussion
of Far Eastern seourity trade control probleme.

The informal COCOM agresment to deny bareboat chartering of
non-Eloe vessels to the Bloc, in circumvention of sale controls, has affected
but by no weans obviated the ability of the USSR, and particularly of Poland
among the Satellites, to mugment greatly the ocean-going fleet serving the Bloec.

(b) United Nations

Pursuant to the Resclution of the UN General Assembly, of 18 May
1951, forty-five nations have applied selective embargoes on the shipment to
Communist China of the fellowing categories of goods: ,

(1) Arms, smmunition, and implements of war

(2) Atomie emergy materials

(3) Petroleum

(4) Trensportation materials of strategic value

(5) Items useful in the production of arms, ammmition,
and implements of war '

R n..Blo L u} B

The embargoea on the China trade of Canada and Japan have matched
the U3 controls in coverage and effectiveness, although some SCAP controls
have been discontimued in the latter country since the end of the oecupation

 in April 1952, The UK, which originally joined the US in imposing the ban
on arms shipments to Chine in January 1948, ranks next in terms of eontrol
coverage. All other non-Soviet industrial countries have adopted some measures

-3 -
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restricting the movement of strategic goods to Communist China, with the UN
resolution and the COCOM lists serving as guldes, Most significant was the
imposition of strister controls, in July 1951, on the movement of strategic
comodities from Hong Kong to Commumist China. :

Costa Rica has similar oontrols as the US on the chartering of
vessels to the Soviet Bloo. Panama, Costa Rica, Honduras, and Liberia bave
regulations similar to the U5 prohibition of flag vessels calling at Communiat
Chinese ports. Japan controls the allocation of its shipping, while in short
supply, by a registration requirement for the sstablishment of new liner
services. In the sbsence of further formal regulations, it is the avowed
policy of the Japanese Govermment not to permit chartering to Bloc interests.
In the lats fall of 1951, the UK arranged to have British oil campanies
collaborate - on a voluntary basis and insofar as existing oontracts would
not be affected - with US-controlled oil companies in enforcing a denial of
bunkers to vessels carrying strategio cargoes in the trade with Communist China,

B. CTIVENISS OF ENFORCEMENT OF C

DS regulations are striotly applied and are effective in denying US-controlled
trade and shipping services to Commmist China. Western European controls are
effectively enforced with respect to the export of strategic commodities for
Comvunist China, but differences in control coverage among the various countries,
the lack of transit-trade and trans-shipment controls, and the haphasard
nature of trausport controls leave available many avenues for oirewmvention
and control evasions, '

US consuls, pursuant to instructions issued at the request of the govern-
ments of Panama, Costa Rica, Honduras, and Liberia, have cooperated in the
enforcement of their shipping regulations by determining routings of suspeot
veasgels and assisting in the actual seisure of ship's papers.

There are no formal ocontrols over the tunkering of vessels returning from
Communist China; even in the case of the US » the problems of application of
controls to cases of "triangular routing® (e.g. an intermediate call by a
vessel at Yokohama prior to requesting bunkers at Singapore following an
origingl China-bound voyage) are still under study. In pursuing
of collaboration with US bunker ecutrols

5 8Q aboerd non-Bloc vessels for a Communist Chinese destination. Bloo-
controlled vesssls originally denied bunkers by both US and UK companies
have been supplied in Pakisten and Indonesis from government gtocks or by
the companies under local government pressure. ,

The mmber of British-flag vessels on China runms (t.e. vessels over -
1,000 GRT) contirues to increase,and for 1953 increased China services were
being planned by Dutch, Danish, Norwegian, Finnish, and French shipping firms.

C. GIRGUMVI'I\TTIOE OF CONTROLS
India, Pakistan, Burma, Ceylon, and Indonesie have ocontinued to trade
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with Communist China on a aignificant scale. Their policy has been dictated
in large part by internsl economic exigencies and geographic propinquity.

The UN embargo and particularly the security trade controls of COCOM and
CHINCOM countries yielded to these countries a market which they did not
previously have. Theae Southeast Aslefi countries did not go beyond a gemeral
wmdertaking not to supply strateglc materisls to Communist China or refused
to comnit themselves publicly to support the UN embargo resclution. This
trade, of whioch the rice-for-rubber deal of Communist Chins and Ceylon is
typical, is faclliteted by the wnrestricted movements of Bloo-oontrolled
vessela, the continued availability of a large tonnage of western-controlled
shipping for the China trade, and a large volume of umcontrolled nearseas
shipping which hes traditionally served the Chinege mainland., Except perhaps
for smggling, and very essential cargoes, overland transportation from India,
Pgkistan, and Burmas, and carriage by air of eargoes destined for Communist
China do not at present appear as major factors, probebly owing to cost
considerationa, the state of ill-repair or unavailability of rosds, and
shortages of transportation equipment.

From 3,000 to 6,000 tona of cargo moves intc and out of Commumist China
each day aboard oceen-going vessels (1,000 GRT or above), In the first half
of 1952, fifty~-four ocean-going Dloc vessela (1,000 GRT or sbove) and 189
non-Bloe vessels (1,000 GRT or above) traded with Communist China, The
latter non-Bloc total was composed of the following registries: UK 120,
Pakistan 15, Grecce 14, Denmark .13, Norway 11, Italy 8, Finland 2, Franoe 2,
Costa Rica 1, India 1, Pbilippines 1, and Sweden 1.

During the first half of 1952, estimated Communist Chinese imports by
sea from non-Soviet Bloc countries amounted to about £122 million. Most
proninent source countries and commodities were: Pakistan, $57 million,
mostly raw ocotton; Hong Kong, $25 million, chemicals, mostly fertiliszers;
India, 8 million, mostly gunny bage; and Ceylon, $8 million, mostly rubber.

There appsars to be no signifiocant difference betwecn types of cargo
carried by Comrmmist-owned and Comminist-chartered ships. Avallable evidenoce
indicates that the main types of goods carried from Eastern European ports,
are roughly as followa: '

» . Sategory

. Iron and Steel
Machinery

. Transportation Equipment
Petroleumm Products :
Chemicals (exocluding Fertilizer)
Instruments and Apparatus
Non-Ferrous Metals ’ :
Sugar, Pertilizers, Paper, Textiles
Miscellaneous

§‘a«-‘n‘:’ppmo~ml‘33
»
B

S~E-C-R-E-T
Approved For Release 2000/08/29 : CIA-RDP79501011A000900010010-9



w het
Approved For Release 2000/08/29 : CIA-RDP79S01011A000900010010-9

S-E~C-B-E-1

The first three categories include such jmportant items as railvay
materiel, machine tools, motor vehicles, and tires, The ingtruments and
apparatus include industrisl and other electrical and electronic equipment,
alao of strategic interest. It may be presumed that these cargoes, as a
whole, included at least a high proportion of the recorded exports of
Western Furope, which were not shipped to China from Western ports, and
they probably included goods exported from the West to Turopean Communist
countries and then re-exported to China in order to evade the stricter
Western European controls on direct exports to China.

strategic trade for Communlst China by sea bes released the capacity of the
Trans-Siberian railroad for the oarriage of strategio cargoes chiefly
bound for the support of the Eorean war. '

The transportation of some strateglo oargoes and virtually sll non~

Commmist Chinese importe by gmuggling from other Far Eastern puints
oooupy an importent position chiefly where lighter-weight and smaller-size
comnodities such as antiblotics, dyes, etc., ere concerned. This traffle
is sccomplished by swuggling between Hong Kong and Macao specifically, and
by means of the China-coast Junk traffic in general.
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