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A SURVEY OF CURRENT ISSUES IN THE FIELD OF
FOREIGN TRADE

There are a number of important and often interrelated issues that
have arisen in the field of U.S. foreign trade policy. These issues are
not academic; they affect the welfare and security of millions of
Americans and the well-being of peoples in other nations which the
United States’ aid-and-trade pr(ﬁrums have nurtured and assisted
throughout the post-World War I1 era. This memorandum identifies
the issues and the questions which appear to be crucial for an under-

standing of U.S. foreign economic policy.

STRUCTURAL CHANGES IN THE WORLD ECONOMY—
19501970

The international economic problems facing the United States in
the seventies are significantly different than the issues of the fifties
and sixiies. In these prior decades, the United States maintained a
pre-eminent, though somewhat declining, position in international
trade and finance. The economic programs of aid, trade, and foreign
investment incentives pursued by this nation during that period were
aimed at providing for the transfer of real resources, first to war-torn
countries of Europe and Japan, and then to “deveioping countries”
of Asia, Africa, and Latin America.

During this twenty year period, however, the United States sus-
tained balance of payments deficits in every year but two, and its
international financial position deteriorated substantially. At the
same time, economic power blocs developed in Europe and elsewhere,
Japan became the third most powerful industrialized economy, and the
United States share of world trade declined.

In the last quarter of this century, Europe is likely to consolidate
into a large economic bloc of nations, encompassing over half a billion
people and with a gross national product as great, if not greater than
that of the United States. If Japan maintains its traditional growth
rate, it will become the foremost industrial power in the world
partioularly in basic industries such as steel, heavy machinery and
eleotronics. In & word, the United States will be facing a severe test
of maintaining competitiveness in manufactured goods.

Decline in World Trade Position

Though the United States is still by far the World's largest trading
nation with rts end imports over $80 billion, its
ition vis-a-vis major trading nations and blocs of nations has

eclined, as s ite share of world trade. The U.S. share of world
exports declined from an average of 23 percent in the 1950-1957
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period to 20 percent in 1958-1964, 19 percent in 1964-1968, and
16 percent in 1969-1970.

It was natural and expected that our share of world trade would have
declined during the fifties with the economic recovery and rapid growth
in Europe and Japan. However, the continued deterioration in the
U.S. trade position during the sixties is not a natural consequence of
postwar recovery, but appears to be a reflection of fundamental struc-
tural changes in the U.S. and the world economies.

Our trade balance, another customary means of measuring com-
petitiveness declined from an average surplus of $5.4 billion from
1960-1965 to an average of $2.5 billion from 1966-1970. Actually,
if measured to exclude foreign aid-financed exports and to include
the cost of insurance and freight in our imports, our trade position
would show an avem%e deficit of about $4 billion in every year
since 1968.* The c.if. basis of measuring imports, used by over 120
nations, is a better indicator of the effects of imports on the domestic
economy—production and jobs—than the f.0.b. system used by the
United States and a dozen other countries. Not only are the U.S.
import figures misleading but the statistics on U.S. foreign trade
cannot be compared with existing production and consumption data
because of noncomparable statistical classifications.

The United States economy has become service and defense ori-
ented; consumer goods production of watches, radios, televisions,
clothing, and shoes is shifting to low-wage countries abroad. In some
res]pects the ‘“consumer” benefits from cheaper products. Imports not
only serve to provide the consumer with a wider variety of goods to
choose from in terms of price, quality and service, but also serve to
assuage price inflation in domestically produced products. But, in-
tensive import competition and the emigration of U.S. firms to foreign
lands does cause displacement of U.S. production and jobs.

The consumer must also consider the effect of a growing dependence
of imports on price and servicing. Once imports capture a substantial
share of the U.S. market, foreign producers can easily increase prices
and the consumer advantage tends to diminish. Also, owners of foreign
products—automobiles for example—often have difficulties in getting
spare parts and adequate servicing.

e large firms, with mobility of capital and management can
often adjust to import competition, by going abroad for example, the
inability of small business and of the d’ . labor force to adjust to these
changes is & major problem. ‘

This is where the theory of “comparative advantage” breaks down.
The theory assumes complete mobility of labor, capital and manage-
ment across international boundaries; it also assumes no government
interference with free market forces and flexibility of exchange rates.
In reality, labor is not rfobile internationally, markets are not free
from government interference and exchange rates are relatively fixed.
Without the underlying assumptions being correct, the theory cannot
and does not serve as a useful guide to the policy makers in any coun-
try. Its real acceptance appears limited to academic circles.

*See table 2 in appendix.
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Structural Changes

The rapid internationalization of production fostered by multi-
national firms; the transfer of technology; the consolidation of common
tariff and other policies in economic power blocs; the sharp increase in
agricultural production abroad stimulated by high support prices and
repressive import policies; and the dramatic economic growth in
Japan, and that country’s drive to expand its world market share while
protecting its home market—are all important structural changes in
the world economy which have played a large role in the deterioration
of the international economic position of the United States in the
sixties and are likely to continue to do so in the seventies and eighties.
Some of the more philosophical questions which these structural
changes raise are:

(1) What are the economic and human costs and benefits of these
structural changes in the world economy?

As a nation we have run continual deficits in our balance
of payments since 1950. As a result, our short-term liabilities
to foreigners have risen from $7.6 billion in December 1949
to $43.7 billion as of January 1971. Liabilities to official insti-
tutions directly convertible into U.S. gold now total $20.5
billion. Our gold stock, meanwhile, has fallcn from $25 billion
in 1950 to $10.7 billion in 1971.

The unemployment rate in the United States is now over
6 percent of the labor force. Imports are a contributing factor
and particularly hit the semi-skilled, immobile worker 1n labor
intensive industries.

(8) What policies should the United States adopt to meet the needs of
the last quarter of the twentieth century?

In the light of all that has taken place in the world economy
it 18 somewhat s mmg that few new ideas or initiatives
have been proposed which can reverse the decline in the U.S.
international competitive position. For example, no concrete
negotiating plans have been presented to the Congress since
the end of the Kennedy Round. It would appear that the
policies of the fifties and sixties on aid, trade and investment
require an overall reexamination together with & reordering
of priorities, to meet the needs of the seventies.

8) Does the persistent U.S. balance of payments signify that the U.S.

dolSar 18 overvalued vis-a-vis other currencies such as the yen and the mark?
Japan’s international balance of pgments is strong. It
has a large balance of trade surplus with the U.S. (averaging
between $1-§1 }g billion since 1968) and also earns oonslger-
able foreign exchange from offshore U.S. military expenses.
Thumrity of the yen (of 360 dyen to the dollar) was estab-
lished on April 25, 1049, and certainly Japan’s economic
condition has changed dramatically since then. An upward
revaluation of the yen would improve the U.S. competitive

position vis-a-vis Japan. ]

The current monetary crisis in Europe reflects, in part, a
fundamental disequilibrium in the exchange rate structure.
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The German mark, twice revalued since 1958, still ap
to be undervalued in relation to the dollar. The basic choice
is between a revaluation of the mark (and other currencies,
such as the yen) or a devaluation of the dollar. Since the
dollar is still the world’s key currency to finance trade and
other transactions, and since all other currencies are effec-
tively ‘“‘pegged” to the dollar, a dollar devaluation could be
disastrous to the world economy.

Finally, it is not sound economics to separate into distinct
categories ‘‘monetary’’ problems from “trade” problems; the
tendency of all nations to “‘compartmentalize” their probfems

is a mistake.
4) Is the signyficant decline in the U.S. competitive position in many
indusiries due to short-term or long-term causes?

This is a broad %mstion but the answer is important. If
the decline in the U.S. position, say since 1965, is due to
the inflationary pressures in the economy stimulated in part
by the Vietnam war, then one could reasonably expect with
the cessation of hostilities a restoration of the healthy trade
surpluses we had between 1960-1964. If, on the other hand,
the causes are long-term and structural, the U.S. will need to
take strong action on import and export fronts to restore a
healthy trade surplus.

(6) Should the activities of multinational corporations be guided by
national economic goals?

Multinational corporations have the ability to shift capital
from country to country to take advantage of interest rate
incentives, or prospective changes in exchange rates. Tl::iy
can also encourage countries to provide tax and other ad-
vantages for plant locations which could encourage disloca-
tions in other countries.

The recent monetary crisis is due, in lnﬁe measure, to mas-
sive shifts of short-term capital—mainly Euro dollars under
control of multinational corporations and commercial banks
abroad—into Germany. The press has reported that nearly
$2 billion flowed into Germany in the period of a few days.
The multinational corporations can shift large sums gr
interest rate gain, or in anticipation of currency revaluations.
Such massive shifts can actually force currency revaluations,
and are dangerous to international financial stability.

(6) What steps would be needed to reverse the decline in the U.S. trade
position relative to those of our magor trading pariners?

A number of steps appear to be necessary. Some must be
taken in concert wilt)'l; other nations. These include: (a) equit-
able international rules on subsidies and border tax adjust-
ments, (b) flexible exchange rates, and (c) adoption of an
“‘open door”’ policy by countries in balance of payments sur-
plus such as ﬁan. Others can be taken by the United States
unuiserally. These mcludz;egx grovisions for temporary
tariff or quota relief to inj industries and firms, (b) an
overhaul of adjustment programs to retrain workirs and
place them in higher paying jobs, and (c) & much tougher
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neglcl)tiating posture using all the leverage that the U.S. has
with respect to Europe and Japan.

(7) Are these steps compatible with existing international obligations
and the U.S. position in the world economy?
Most of these steps outlined above are, but there is also a

need to restructure existing rules and institutions to fit the
changed economic conditions in the world economy.

Increased Import Competition

U.S. imports have lﬁl;own from $5.1 billion in 1946 to $13.0 billion
in 19568 to over $40 billion in 1970.!

During the sixties alone, imports more than doubled and, in many
industries, have accounted for a growing share of domestic consump-
tion. Industry and labor spokesmen have expressed concern over; this
trend and fear that it is irreversible.

The Executive branch and other free trade advocates contend that
the pg?iple employed in such “inefficient”’ industries should ‘‘adjust.”
But adjust to what? Can an unempl:g’ed steel, textile, shoe, or
electronics worker be retrained to manufacture computers for air-
craft? Or, does adjusting mean he (or she) should move abroad with

U.S. corporations to work for 8 cents an hour in Korea, or 12 cents in
Taiwan, as the ‘“comparative advantage’ theory would suggest.
What industries are there in the U.S. which, on their own—without
government support—will be viable entities in the seventies capable
of employing large numbers of semi-gkilled or even skilled labor?
'I‘hg:e are a few of the key questions on import problems; others appear
to be:

(1) What should the government do, if anything, to Relp industries,
Jirms, and workers besieged by severe import oompe'tlftion?

Article XIX of the GATT permits a country to impose
import restrictions on products of industries seriously injured
by increased imports, while Article XII of GATT its the
use of quotas to protect a country’s balance of payments

ition. Thus there is sufficient flexibility on these scores for
the U.S. to take action against excessive import competition.

But the U.S. “escape clause” law on providing relief to
injured industries, firms, and workers is admittedly so rigid
that few have qualified, except for “‘adjustment assistance’
which many feel is a glorified name for ‘‘funeral expenses’.

(#) Should government aids to industries, firms, and workers injured
by imports be any different from such aids to any snjured industry, firm,
or worker ¢ ve of the oause!?

This is a philosophical question. An unemployed steel
worker hit by automation i% just as unemployed as a steel
worker laid off because of imports. Why should the Federal
Government discriminate in the treatment of two equally-
disadvantaged citisens? Furthermore, as a practioal matter,

1 U.B. imports are generally measured on an f.0.b. t on board) basis.
Most other oountries meanm’thdr imports on a c.if. (cost, inoluding insurance

and freight) basis which adds about 109 on the average to the f.0.b. figures.
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it is difficult to segregate causes of injury in a highly com-
petitive and fast moving economy.

(8) What kind of education, retraining and “‘adjustment assistance’’
would be necessary to shift employment displaced by imports to more
lucrative and competitive areas?

We do not know, far example, what the employment char-
acteristics are of those laid off because of imports, including
age, location, education and earning power. Answers to these

uestions are necessary if intelligent policy is to be set. The
epartment of Labor should undertake studies to provide
these answers.
(4) What are the human and economic costs of such a program?

The AFL-CIO estimates that 700,000 jobs have been lost
to imports since 1967 while 400,000 have been gmned by
exports. What jobs? How do we reverse this trend

These questions have not yet been answered by those who suggest
U.S. labor should “adjust”’ to import competition.

Obstacles to U.S. Exports

U.S. exporters have also raised a hue and cry over foreign tariff and
nontariff %arriers. Sinee 1934, the United gt,;ates has entered into
numerous negotiations to reduce tariff barriers with other countries.?
By and large we have succeeded in reducing the tariff to a secondary
position as a trade barrier although for many countries, and even for
some U.S. industries, the tariff still affords important protection.
There also are large tariff disparities in many products. For example,
the U.S. tariff on automobiles, after the Kennedy Round cuts, will
be three percent ad valorem, while the Common Market and Japan
will have tariffs of 11 and 17.5 percent ad valorem, respectively. The
Canadian duty on automobiles is also 17.5 percent, in spite of the U.S.-
Canadian Auto Agreement, which was billed as a “free trade” agree-
ment in automobiles for the North-American market.

Nontariff Barriers
‘“Nontariff barriers,” a term which covers a multitude of protective

practices and procedures, have replaced the tariff as the ?rincipal pro-
tective device for many countries. These so-called “NTB’s” vary from
outright embargoes to the purposeful or inadvertent results of health,
safety, and more recently antipollution requirements. “NTB’s” are
often exceedingly difficult to identify, and no one has ever attempted 8
major multilateral negotiation to swap off “nonteriff barriers” in a
tit-for-tat fashion, Yet their effects have been to hamper the growth
of U.S. exports, while U.S. imports predictably rise in the face of a
general lowering of tariffs, :

1 The Kennedy Round, the gixth multilateral tarif and trade negotiation,
resulted in an average U S. tariff out of 35 peroent, or 4.2 percentage poelgxts, from
a level of 12 peroent to a level of 7.8 peroent.
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(1) In the light of the importance of foreign nontariff barriers to U.S.

:hra;'i‘c, how should the Congress and the Ezecutive proceed to deal with
: .

(%) What kind Oé negotiating authority 18 needed by the Ezecutive to
negotiate in this di area!

Becauso of the Constitutional system of checks and
balances, the Congress cannot negotiate with foreign nations
and the Executive cannot change U.S. law by entering
into a treaty or international agreement. Many NTB’s are
written into the statute books, so that a U.S. trade ne-
gotiator cannot “commit” the United States Government to
a change in laws. However, these limitations indicate the
nocessity for the two branches to cooperate in the develop-
ment of comprehensive rules of free and fair competition for
international trade. When such potential rules are formu-
lated, it would then he possible for the Congress to grant
limited, but meaningful, authority to the Kxecutive for
negotiating these barriers.

(8) In this regard, should a general statement of Congressional intent,
such as the one sought by the Ezecutive in the Trade Act of 1970, be the
legal basis for negotiating NTB's?

Probably not. A general statement of intent is an insuffi-
cient guide to any negotiation and the Congress is more likely
to balk at the results than if a clear, specific authority were
sought by the Executive.

(4) Which NTB's are negotiable and which are considered non-
negotiable?

This question should be studied by the Executive and the
results made clear to the Congress before authority to
negotiate is sought.

(6) Can one deal with nontariff barriers better through multilateral
negotiations or through bilateral negotiations?

It would be extremely difficult to swap NTB’s with all
GATT members in one big multinational negotiation.

Perhaps individual country negotiations are more promis-

ix:ﬁ and the benefits could be extended to third countries
only on a guid pro quo basis.

(6) Do nontariff barriers lend themselves to “sector negotiations” such
as an NTB steel, textile, or aluminum sector negotiations?

Some NTB’s will lend themselves to sector negotiations;
others should be ne:fotiatod on their merit since they affect
many industries and products.

(7) How does one identify the trade distorting effects of various non-
taqg barriers?

For example, what effects does the common agriculture
golioy of the Common Market, or the import licensing of

apan have on U.S, trade?
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These are but & few of the difficult questions which must be re-
solved before the Congress and the Executive can tackie the difficult
NTB problem. To date, however, answers are still lacking.

Balance of Payments Strategy

Foreign trade has not yet been affected directly by U.8. balance
of payments strategy, at least o far as private transactions are con-
cerned. (Foreign aid has been tied to U.S. exports, but the govern-
ment is moving away from the tied-aid policy.) But, time may be
running out to preserve trade in such a sacrosanct position. Already,
the United States has imposed a rather comprehensive system of
capital controls through the Interest Equalization Tax, the mandatory
direct investment program, and the ‘“voluntary’” bank-lending pro-
gram. Although these devices have been in effect for several years,
they have not been sufficient to eliminate balance of payments deficits
which reached an all-time high of $10 billion in 1970, and has been
reported to be running at twice that amount during the first quarter of
1971. If free trade is supposed to give rise to the most “optimum level
of efficiency’’ in the utilization of resources, does not the free movement
of capital, particularly equity capital, tend toward the same end? The
answer would seem to be yes, but for various reasons, this nation has
chosen to control investments abroad rather than imports.

Investment abroad, particularly e?uity capital or “direct” invest-
ment ultimately earns considerable foreign exchange for the United
States in the form of repatriated earnings, royalties, and management
fees and related or induced exports. Tf the balance of payments
Problem of the United States were truly a short-term problem then
‘temporary” capital controls makes sense. But a problem that has
been with us in 19 out of the past 21 years can hardly be deemed
“gshort term” and, to that extent capital controls are self defeating
in that they cut off future earning power.*

In contrast to investment, current consumption of imports is an
out-of-pocket expense which brings no future rewards from a balance-
of-payments standpoint. Thus, the question is raised: “Are we being
consistent or rational in espousing the virtues of ‘freer trade’ while
clamping down or attempting to clamp down, on the free movement
of capital across national frontiers”?

Foreign nations, particularly in the European Common Market
have been lecturing the United States to eliminate our balance of
payments deficits for years. However, judging by their vocal response
to U.S. attempts to reduce our military expenditures in Europe, or to
moderate the influx of imports from Europe, or to tax American
tourists going to Europe, it would appear that they waut us to solve
our balance of payments problem in a manner calculated to serve their
best interest rather than our own. Their favorite remedies are to
gemua(!e us to raise interest rates to the point of depressing our

omestic economy and causmti difficult unemployment problems or
to control our investments in their market. f

Is the proper U.S. response to this schizophrenic attitude of our
European friends to our balance of payments problem, the one recently
suggested by Secretary Connally—"To pull out our sixth fleet from
the Mediterranean and let the Europeans arrange for their own
defense’’? (Quoted in the Washington Post, April 25.

*See table 10 in appendix for balance of payments deficits.
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CHANGING POWER BLOC RELATIONSHIPS
U.S. Trade Relations With the European Economic Community

The European Common Market—a full-fledged customs union with
& common external tariff, no internal tariff, and an attempt at ‘“har-
monizing,” fiscal, monetary, antitrust, agricultural, and other poli-
cies—poses a major challenge to U.S. foreign trade policy. The com-
mon agricultural policy of the European Economic Community has
become highly protectionist and has adversely affected U.S. trade in
one of the few areas where we have a comparative advantage. U.S.
exports of agricultural products subject to the European varieble
levy system declined by 47 percent between 1966 and 1969, resulting
in a loss of hundreds of millions of dollars worth of U.S, sales to that
market. There was some improvement in 1970, but mainly in goods
that are not subject to the variable levy.*

Also, the European system of taxation, with border tax adjustments
and export rebates, constitutes a formidable obstacle to our exports
and an unwarranted inducement to exports from the EEC. It is ex-
pected that the Europeans will establish a common 15 percent border
tax (in addition to tariffs and other barriers) on imports from non-
member countries, and the same amount of tax rebate on exports to
nonmember countries. This will provide an effectively higher level of
protection for many European industries than the level existing before
the Kennedy Round. There are also European ﬁovernment procure-
ment restrictions and hidden administrative barriers which U.S.
industry has complained about bitterly.

Foreseeing that the Euroliean Economic Community could evolve
into a highly protectionist bloc and wishing to build a “partnership”
between the United States and Europe by increasing their economic
interdependence, the Trade Expansion Act of 1962 was proposed to
break down Atlantic tariff barriers and to encourage British entry in
the hope of making the Community more “outward looking” ?

Having concluded the Kennedy Round, acclaiming it as a grand
success, even our negotiators may have been shocked to discover that
the U.S.-EEC economic problems after the Kennedy Round were
greater than before. Industry complained that the Europeans increased
their nontariff barriers as they reduced their tariffs and agricultural
interests complained that the Kennedy Round did nothing to even
soften the highly protectionist EEC common agricultural policy.
Europeans, in turn, began to view direct investment by foreigners
(mainly the United States) in basic industries with a jaundiced eye.

.Our policy appears to ignore EEC protectionism while cooperating
with them by uraging U.S. investments in Europe on balance of
payments ogounds.‘ In the meantime, the U.S. maintains and supports
over 300,000 American troops and twice that number of dependents in
Europe to protect the Euro (and ourselves) against aviet bloc
encroachments. In 1970, gefense expenditure accounted for 8.9
percent of our GNP; in France the figure was 4.7 percent, in Germany

! Section 211 of the Trade Expansion Aoct, gave the President authority to cut
U.8. tariffs to sero on those commodities in wl;‘i:h the United States and the E?EuC

her aocounted for 80 l,‘mni; or more of world trade. Without British entury

this provision became wo .
*Bee table 6 in appendix for U.8.-EEC agricultural trade from 1965-70.
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3.9 percent, Italy 2.9 percent, and in Japan 0.8 percent.* The West
Europeans are doing a flourishing business of trading with the countries
which we are spending billions to protect them against. The U.S. trade
with Eastern Europe totaled, in both directions, $444 million in 1969;
the rest of the ‘“free world's” trade with Eastern Europe in that year
totaled $16.6 billion.** There is something nonsensical in all this.

Since the Kennedy Round, threats and counterthreats have rever-
berated across the Atlantic on trade matters. Thus, ironic as it may
seem, the Kennedy Round which sought the elimination of trade
barriers, may only have served to sharpen the trend toward protec-
tionism in both Europe and the United States.

Negotiating With the EEC

How to deal with the EEC as a negotiating entity remains a prob-
lem of major proPortions. The Community must get the approval of
all six nations before acting. The countries still have disparate inter-
ests and this has often hampered the ability of Community spokesmen
to present a realistic proposal for the bargaining table. This was ve
much evident in the Kennedy Round, when the Europeans kept U.S.
negotiators waiting for almost three years while they worked out a

common agricultural policy which was highly restrictionist.

British Entry

If the British enter into the European Common Market, followed by
other European countries such as Austria, Denmark, Sweden, Swit-
zerland, Ireland, Norway, and Finland, the resulting bloc will create an
entirely new situation for U.S. policy makers. The enlarged European
Common Market, with as many as fifteen full members and spreading
its tentacles of special commercial arrangements with Mediterranean
countries, former Commonwealth countries, and others could radicall
alter the economic belar.ce of power. Those who speculate that Briti
entry will somehow make the EEC an ‘“outward looking” bloc ma
well be engaged in wishful thinking, and the history of the E
sugﬁest,s that such speculation would be risky. If six countries can’t
easlly agree on a realistic bargaining position, how can we expect
upwards of 15 countries to do so?

How do we cope with the bargainin stren%h of an enlarged eco-
nomic power bloc the size of all of Western Europe, which has the
power to convert their dollars into gold every time we act to defend
ourselves against excessive competition in labor intensive industries?
These dollars are ‘‘earned’’ by the Europeans, in part, by U.S. military
expenditures in Europe and elsewhere.

U.S. Economic Relations With Japan

Japan has shown the fastest and most sustained economic growth
rate of any major country during the postwar period. This has been an
economic miracle which merits the acclaim and the wonder of Western
man, and is a testimony to the skills and drive of the Japanese people.*

¢ The Japanese economic growth rate has averaged more than 109, a year for
the last ten years and its exports have grown at a rate faster than that of any other

industrialised country.

*See tables 8 and 9 for defense expenditures by country.
**8ee table 4 for Free World trade with Eastern Europe.
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At the same time, however, the Japanese economy, internally and
externally, is highly controlled. Few American corporations have been
allowed to set up wholly-owned subsidiaries in Japan and imports are
rigidly controlled by quota and licensing arrangements as well as by
bureaucratic red-tape. Thus, while Japanese exports of textiles, con-
sumer electronic products, cameras, steel, motorcycles, and auto-
mobiles have flooded the U.S. market, American producers have been
denied access to the rapidly growing Jaganese market. Japan has set
up wholly-owned subsidiaries and trading houses to handle their
exports. Japan has been able to concentrate its efforts in the expansion
of commercial markets because only 7.2 percent of its budget 1s spent
on defense (compared to 37 percent in the U.S.) and only 0.8 percent
of its GNP is defense as compared to 8.9 percent in the U.S.*

The United States for years has sought to persuade Japan to
liberalize its controls over investment and imports, and the Japanese
have reduced the number of import quotas but they still retain quotas
on many important products and a comprehensive system of import
licensing. Japan is out of character in seeking to preach the virtues
of free trade to other nations.

The United States has asked Japan to restrain voluntarily its ex-
ports of woolens and man-made fiber textile and apparel products to
this market. Through bilateral agreements with many European
countries and Canada, Japan has restrained her exports to those mar-
kets. Because of the closing of these markets to Japanese textiles, the
United States now ahsorbs over 50 percent of Japan’s textile and
:&mrel exports while Europe absorbs about 5 percent. The U.S. tex-

industry seeks relief from discriminatory arrangements, the results
of which have been to channel Japanese textiles into this country—
the last major market still open to them. While to some, this may
appear to be an unjustified request and an aberration from our “free
trade” philosophy, the fact is that we are the only importing country
of any size wgicﬁ does not have restraints on imports of wool and
man-made fiber products through bilateral agreements or through
import quotas. The Europeans talk about the dangers of U.S. pro-
tectionism but they are already protected and are quite content to
have the U.S. absorb the bulk of Japan’s exports of textiles. The
textile issue must be resolved before any meaningful negotiations on
other issues or legislative initiatives can take place.

. Since Japan is our second largest trading partner, and is obviousl
the most advanced country in Asia, there is an economic interdepend):
ence between the U.S. and Japan. The United States must depend
heavily on Japan to pick up some of the economic development
burdens in Southeast Asia. Tﬁere may come & day when Japan will
take a more active part in the mutual security arrangements in that
troubled area of the world, and thus relieve the U.S. of a substantial

burden. But this is far from certain.

A real economic partners 5} can develop between the U.S. and
Japan. No longer, however, should the United States forego con-
crete economic opportunities for vague political goals. We must
gain the sace access to foreign markets as foml%x countries have to
ours. As one observer put it: “Unfortunately, liberalization moves
have taken place at a very slow pace and have not been significant. I

think we have reached the point where the alternatives are clear:
*See tables 8 and 9.
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Japan needs to liberalize trade and investment or Japan will increas-
ingly encounter such restrictions in foreign markets as Japan has
erected to insulate its own market.”

(1) Can the United States afford to keep its markets open to Japanese
goods, when the conditions of trade are so imbalanced?

The U.S. trade deficit with Japan grew from $388 million
in 1965 to $1.240 billion in 1970. During this period U.S.
military expenditures in Japan grew from $346 million to $669

on,

() Would it be possible for the United States Government to work
closely with s business and banking communily in the same kind of
partnership that has developed in Japan?

There would have to be a major change in our antitrust
laws and philosophy before such “‘cooperation” could occur.

(8) Is investment by American firms in the Japanese market a means
of ameliorating the present economic difficulties between the two countries?
Joint ventures may create ‘‘entangling alliances” between
U.S. corporations and Japanese corporations. But from the
point of view of U.S. labor, this could compound their
present difficulties.

(4) What has been the experience of the American firms who have
investmenis 1n Japan?

(5) Will the apparent dissatisfaction of Japanese citizens with their
ezport-oriented economy rerve to redirect priorities in that nation toward
high,:r linng standurds, and thereby relieve Japanese pressure on world
markets?

GLOBAL CHANGES IN WORLD AGRICULTURE

During the past 15 years the groduction of most farm products in
industrial countries has increased more rapidly than consumption or
use in those countries. This has led to increased “‘self-sufficiency”’ even
though achieved by often high price supports and rigid import controls.

Orville Freeman, former Secretary of Agriculture, said on December
2, 1969, “The only country in the world that has tried to do anything
about overproduction is the United States.” Other countries, par-
ticularly in the European Common Market have increased their food
and feed %ram roduction dramatically as a result of high price sup-
ports and have gumped their surplus production on the worchs market
at depressed prices, while insulating their own market by the variable
import levg.

pited States agriculture is a growth industry; it is highly com-
petitive in world markets and exports are a large fraction of the total
volume of our output.

There seems to be a need for a careful and systematic study of the
degree of protection of agriculture in all industrialized countries and
the output and trade effects of existing domestic farm programs. This
study could very well show that there is a better way of coordinating
trade and production policies in agriculture than the present non-
system.

As already mentioned, the European agricultural system is highly

rotectionist. The European farmers have great political power and
ance has insisted on the adoption of a common agricultural policy
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aimed at self-sufficiency as a price for European unification on indus-
trial products. The level of price supports after “integration” is higher
than the average level before ‘‘integration”.

The problem of how to deal with the European sgricultural dmlicy
is key to U.S. future trade policy. If, as in the past, the United
States takea the position that agriculture and industrial negotiations
must proceed separately—which really means we don’t do very much
about agriculture—then one wonders whether an NTB negotiation
would be successful.

Given the ecopolitics of agriculture, it is impossible to visualize in
the near future a world of unfettered agricultural production and
trade. However, it may be possible to find some agreements on levels
of support, import policies and production controls. If these could be
achieved, Us. agriculture would stand to benefit since we are still the
most efficient producer of agricultural commoditiee in the world.

. On the subject of the ‘‘green revolution’’—the improved produc-
tivity in agriculture in developing countries—there will be less reli-
ance on developed countries for “food aid.” Developed countries will
have to rely more heavily on commercial and industrial transactions,
hopefully in a better international ing world.

any farm organization spokesmen have a bifurcated view of
foreign trade; they tend to be “free traders” for everybody else, but
“protectionists” for agriculture. They speak against quotas for
textiles, shoes, and oil but ardently support quotas on wheat, meat,
and dairy products.

The actual competitive position of U.S. agriculture, though signifi-
cant, is somewhat distorted by the inclusion of concessional Public
Law 480 “sales’” as a part of U.S. exports. These ‘‘sales” averaged
between $1-8$1.5 billion during the fifties and sixties and, for the
most part, were for nonconvertible foreign currencies. It was originally

art of a surplus disposal program but gradually became one of the

epartment of State’s foreign policy instruments. Without Public
Law 480, U.S. agricultural trade would be in near balance, with a
small surplus for most years. Given the productivity of American
agriculture this does not speak well for the world agricultursl market
structure,

One of the more immediate %roblems facing agricultural exports is
the prospective adoption by Britain and others of the European
variable levy system. Britain is a large agricultural importer (over $1
billion a year from the,U.S.) and its adoption of the European system
is bound to adversely affect U.S. sales to that market.

(1) Is the European common agricultural policy consistent with the
GATT Agreement?

The variable levy system of the Common Market is more
protective than a quota system, and is more restrictive than
the individual country Protoction was before the formation

of the Common Market's Agicultural poli?. This result was
made (i)oesible because the United States, during the “‘Dillon
Round”, allowed the Europeans to suspend concessions on
some of their agricultural products.
(8) Is the Common Market's agrs policy negotiable!
(8: Precisely what cg‘ect mm% of the variable lovy system
by Britasin Aave on U.S. exports?

%Bee table 5 in the appendix.
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(4) What potential 18 there for exporting agricultural products to
t%‘as% Europe and Communist China? What impediments are there to

18 trade?

(6) Should food aid be coordinated in a multinuvional institution rather
than be part of the foreign policy instruments of the individual member
natons?

NATIONAL TRADE POLICIES AND INTERNATIONAL
RULES AND INSTITUTIONS

National trade policies and international rules and institutions
should be under continued review to insure that they don’t become
outmoded.

The committee has published a study outlining how the GATT is
outmoded as an instrument for insuring fairness and reciprocity in
international trade.®* Much additional work needs to be done in this
area, particularly with reepect to domestic unfair trade practice

statutes.

Adequacy of U.S. Laws Dealing With Unfair Trade Practices and
“Excessive” Import Competition

Ar:- comprehensive review of U.S. trade policies must examine
whether U.S. laws are adequate to deal with what may be termed
“unfair trade practices.” Is there any laxity in their administration,
and are they adequate for the needs of the 70's and 80's?

There are considerable number of ‘‘unfair trade statutes” which
relate to foreign commerce. The Antidumgring Act of 1921, the counter-
vailing duty statute (section 303 of the Tariff Act of 1930), sections
337 and 338 of the Tariff Act, section 252 of the Trade Expansion
Act of 1962 are the more specific and prominent of these statutes,
but there are others. Many of these statutes are more than 40 years
old; some were established to meet particular problems which may no
longer exist; the penalties in some mey be so strong that administra-
tors may feel constrained not to apply them even if the languase of
the statute is mandatory. Sections 337 and 338, for example, which
deal with unfair methods of competition and foreign discrimination,
respectively, have been used very spari aldrl.nln fact, section 338 has
never been invoked at all. The countervailing dug law was written
to offset the subsidy effect of such devices as the Kuropean rebate of
indirect taxes on exports. Yet, the law has not been applied in this area
even though couched in mandat,ory terms. A case has been pending on
this issue for over two years before the Treasury Department, which
appears unwilling to make a decision. If the laws are not adequate or
too harsh they should be changed, rather than left as ‘“‘dead letters”
on the statute books,

Administration of U.S. Trade Policy

Under Article I, section 8, of the Constitution, the Congresa has
the exclusive power to “lay and collect duties” . . . and to “regulate

commerce with foreign nations.” While preserving its plenary power

§ “Staff Analysis of Certain Issues Raised By The General Agreement on
Tariffs and ¢’’, Committee on Finanoe, Deocember 19, 1970.
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in this field, the Congress has from time to time delegated limited
authority to the President to carry out a trade sgreements program
established by Congress. But, who actually is charged with adminis-
tering the prog'mmfre

The Departments of State, Commerce, Agriculture, Interior, and
Treasury, the President’s Special 1rade Representative, the National
Security Council, and now the President’s International Economic
Council all have an interest in, and responsibility for, overlapping
aspects of foreign trade policy. Importer and exporter interests are
often separately represenied and the result may be administrative
inconsistency, delay, “buck passing’’ and at times interagency warfare
within the Executive branch. Often, one does not know precisely who
is responsible for a trade é)olicy problem. For example, the Congress
established the Office of Special Trade Representative in the Trade
Expansion Act of 1962 because it wanted an “independent” negotiator
not so closely associated with the concerns and needs of foreign govern-
ments as would be the desk officers in the State Department. However,
when it came to ‘“negotiating’’ on the textile proglem, the Secretary
of Commerce, a ite House aide, and subsequently a roving
Ambassador-at-large were consecutively put in charge.

While the Congress itself is not vested with authority to do the
sctual negotiating for this government, it does have plenary authority
to “regulate commerce with foreign nations.” The Executive has
tended to go to Cox’ﬁmss only to implement something which they
have already done. This aerars to be a shortsighted approach, and
there is a need for a much closer workinF relationship between the
two branches of government bdefore the policy is established.

Congressional Prerogatives and Executive Agreements

What is the binding power of an Executive agreement never ap-
proved by the Congress? The GATT is such an agreement. The Execu -
tive branch tends to view GATT as a legal obligation of the United
States, while the Congress tends to view it as a mere executive agree-
ment without the force of law. How and to what extent should such an
ﬁmment bind any nation in its dealings with foreign governments?

oreover, what about the siatus of an executive agreement negotiated
without advance authority from Congress which tends to affect the
administration, if not the whole meaning, of domestic law? The
International Antidumping Code is such an agreement; its negotiation
compelled the Congress to enact legislation, making it clear that
the utive branch lacked the power to change the meaning of
the domestic statutes through executive agreements.®

There have been at least three agreements reached in recent years
which have incurred the wrath of a number of Senators and Congress-
men. The International Antidumpi::g Code was the most obvious case
of usurpation of corégreuionnl authority since its purpose was to
dilute the force of U.S. unfair trade laws. Moreover, it was never even
submitted to the Congress for its approval. The Canadian Auto-

¢ The Congress enacted Title II of Public Law 90-634 (approved on October 24,
1008) whioh provided, in effect, that the Code’s provisions may be applied only to
the extent that they (1) do not conflict with domestic law and (2) do not limit the
diseretion of the Tariff Commission in its injury-determination funotion under the
Antidumping Act of 1931.
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mobile Agreement and the American Selling Price Agreement were
other examples.”

The Executive has “committed’” the United States to a ‘‘generalized
tariff preference’” scheme aimed at helping underdeveloped countries.®
Even though the Executive has recognized that tariff preferences
require legislation, it is questionable logic to “commit” the United
States to a particular plan without prior congressional review and
authorization. The Executive has built up the hopes and expectations
of many developéx:ﬁ nations while the Co has been left out of the
process. What will happen to U.S. relations with these countries if
the Congress rejects the tariff preference plan or substantially alters
it to the detriment of low wage impoits? How can the President
“commit”’ the United States to a program never even studied by the
Congress? Why did the U.S. negotiators agree to one system of
generalized tariff preferences, while Western Europe and Japan agreed
to a potentially far more restrictive tariff-quota preference system.

This kind of problem usually arises because the Executive branch
finds itself with the Hobsonian choice of entering into such an execu-
tive agreement or being threatened with dire consequences by foreign
governments who do not understand, or appreciate the division of
power—the checks and balances—in our sKstem of government. On
the other hand the Congressional feeling that such ‘“fait accomplis”
are without authority and should never have been agreed to by our
negotiators creates a major dilemma in the trade policy area.

SUMMARY

The world’s economy has undergone rapid structural changes since
1950. The development of economic power blocs, particularly in
Europe, the resurgence of Japan as the second most powerful industrial
country in the free world, the movement of American corporations
abroad, the persistent balance of payments deficits experienced by
the United States and the consequent deterioration in its international
monetary position—these are all important factors which have affected
and will continue to affect U.S. foreign trade position. It would appear
that these structural changes in the world economy will continue at
an even faster in the 1970's and 1980’s, and that domestic U.S.
industries and labor will be challenged as never before to meet this
competition.

Large American industries can generally adjust to this competition
by moving abroad if necessary. The main adjustment problem is
felt by American labor and those firms who cannot easily move abroad.

! The United States-Canadian automobile agreement was negotiated after the
Canadians subeidised exports of Canadian autos and parts to United States
through a duty remission scheme. The ent, while provldlnf':eo 200008
to the U.8. market for Canadian autos and parts, does not provide aooees to
the Canadian market for U.8. autos and parts. There is an sbeolute embargo on
U.8. used car imports into Canads and a 17.5 percent duty impoeed on new oar
imports. The American Selling Price agreement was negotiated in the face of
8. Con. Res. 100 which passed the full Senate and specifically warned the negotia-
tors not to enter into such an ment without advanoe authority.

 In the Message from the nt of the United States on ‘‘United Btates
Foreiga Policy for the 1970’s, a New Strategy for Peace’’, it is stated on page 47,
“To help other Western Hemisphere nations to inerease their export earnings and
thus contribute to balanced develﬁxmant and economio growth, I Aave commitied
the United States to a program which would help these countries improve their
acoess to the expanding markets of the lndustrhl&d world. (Emphasis suppiied.)
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Labor is not mobile internationally—one of the pre-conditions for the
free trade theory of comparative advantage. It is even highly question-
able that labor 18 mobile domestically to the extent necessary to avoid
severe adjustment problems.

_ If competitive import %x;oblems were restricted to only one or two
industries, which might be classified as “inefficient’, this eould be
thought of as a natural consequence of comretition and hope that
the labor contingent in these industries could shift to other more
efficient industries. But it appears that the competitive problems
affect most American industries to one degree or another, including
industries which have employed the latest technological advances
known in their fields. This presents an altogether different dimension
to the problem of adjustment.

E‘]he Department of Labox;h h‘?i yet to do lth‘l,: difficult stugies and
analysis necessary to assess the degree to which imports and exports
have affected American jobs on an industry and a regional basis. We
do not know enough about the djob qualifications of the worker dis-
placed by imports to understand whether alternative employment is
available. This should be a major concern before a concession is
grglbt:d. lUnfort{tJmSately, it rarely 1s. X o the Kenned

tacles to U.S. exports appear to have grown since the Kenn

Round. This is in part the result of the fact that the level of uriﬂz
has been reduced to the point where nontariff barriers plaIy & more
prominent role in distorting international trade flows. It is also
related to certain actions by the Europeans to increase agricultural
protectionism through the variable levy system, and to Japan's
slowness in opening its market to imports and investment. The need
to cope with nontariff barriers, including agriculture and investment
barriers, is preesin&. However, no one has taken the lead in ahowmﬁ
the Congress specifically what can be gained (or lost) through suc

a negotiation on NTB’s. Indeed, we have no idea what is negotiable.
Apparently, the Europeans have taken the position that unless the
Congress approves the elimination of the American Selling Price
system of valuation negotiated during the Kennedy Round, there is
no future in an NTB negotiation. '

Dealing with the European Economic Community as a bloc of six
nations is a difficult problem. The problem of dealing with an enlarged
Community with England, the Scandinavian and Mediterranean
ocountries as full or “associated” members will be even greater. The
common agricultural policy of the Community and the use of the
border tax—export rebate system of the Community present particu-
larly difficult obstacles for U.S. exports. From statements made in
the President’s foreign policy meseage it would appear that the State
Department puts a much higher priority on Kuropean unity” than
on the commercial interests of the United States in uroge.‘ .

The U.8. relations with Japan have become somewhat strained
because of the heavy volume of the Japanese imports into this country,
particularly of textiles and other consumer goods, and the complete

* The President's on “United Btates Foreign for the 1970's, A
Now Strategy for Peace” contains the following statement: “‘Our support for the

and ol Co has not diminished.
qiunhenlu broadening of the European b.nmumy - no hinshad.
we consider

umnhothnourhmuwm
n.u. may have to make sacrifices in eommon interest. We

poseidle sconemic wnifed Burepe is ontweiphed by the goi
?u‘a.mmmqmg:.m lEmpM‘:upplhd.l by fhe goin
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lack of reciprocity which U.S. ex{)orters face when trying to do busi-
ness with the Japanese. The relationship between currency values
and trade flows is also an important factor in Japanese competitive-
ness, as is the close working Partnership between the Government,
the banking system and Japan’s industries. The Japanese yen appears
to be completely out of line with the growth and productivity of the
Japanese economy and unless a realinement takes place the alternative
marv be import restrictions by the United States.

n the world’s agricultural economy, there has been a terrific growth
in productivity here and abroad to the point where the production of
agricultural goods in industrial countries exceeds consumption. Pro-
duction throughout the world is stimulated by price support programs.
The United States supports its agricultural community through price
supports and certain import restrictions. However, the {J.S. is the only
country in the world which has effective production controls on agn-
culture. The European Community market subsidizes its producers to
a much greater extent than does the United States and does not control
production. This production is dumped on world markets. In addition,
the EEC’s variable levy system has sharp% cut back U.S. exports to
that area whicit are subject to the levy. The competitive Yosition of
U.S. agriculture is somewhat less than the trade figures would indicate
since between $1 billion and $1.5 billion U.S. farm exports are given
under foreign aid programs mainly for local currencies.

There appears to be a real need to update and revise U.S. unfair
trade practice statutes. The unfair trade practice statutes were written
more than 40 years ago when composition and magnitude of foreign
trade was radically different.

There is also the question of relationships between the Executive
and the Legislative branches of Government with respect to foreign
trade matters. Clearly, there is a need for a more effective working
partnership in this regard.

The Executive branch appears to be divided within its own house on
many issues. To date it has lacked a unified, single voice on foreign
trade. Nor is it clear that its policy is consistent when it comes to
favoring protection for some industry while singing the praises of free
trade as a general policy. In addition, the tendency of entering into
agreements with foreign nations and submitting them to the Coniress'
as fait accomplis continues even though the Executive branch has been
turned down on at least two of its negotiated agreements. It would
appear wise for the policies to be agreed to by Congress before a
negotiation commits the U.S. to a particular program.

These appear to be the major issues facing the United States in the
formulation of a foreign trade policy adequate to the needs of the
seventies. The answers are not simple. But there is a crying need for
an overall review of the world economic structur e, how it has changed,
and what policies and programs the Legislative and Executive branches
of this Government 3:0 d take to meet the new challenges of the

seventies,



APPENDIX

TABLE 1.—U.S. BALANCE OF TRADE, BY REGION, 1965-70

U.S. EXPORTS
[in millions of dollars}
Western Latin

Total ¢ Europe Canada Japan Amarica Other?
1988 . 2,47 8, 058 5, 480 2,051 L4 S, 603
.. S 2,38 9,51 6, 768 2,340 4,720 5,988
1980, . ... 30, 681 9,870 1,302 2,672 4, 689 6,368
1988................... 33,588 10,539 $ 14l 2,959 5,24 6,875
1909 .. ... 38,473 11,638 %17 3,503 5,532 8 821
Wi 42,041 14,208 9,057 4,654 6, 495 7,630

US. IMPORTS
1988, . .............. -21, 496 ~8,212 -4,818 -2,439 4,35 -3,5713
1988 .............. -2, ~7,683 -5, -2,9M4 -4,682 -4,
1987 .... . ......... -2, 821 ~8,089 -6, -3,017 -4, 651 -4,
1968. .. ~32,964 -10, 203 -§,592 -4, -5 137 —4,91i
1989 . -35, 835 -10,214 -9, 994 ~4, 83 -5,217 -5,517
1970....... ....... -39, -11,21¢ —-10,702 —5,804 -5,919 -8, 085
U.S. TRADE BALANCE

1985, . ... ... ... 4,951 2,64 642 -388 -2 2,030
8. ... 3,928 1,914 01 -634 k! | 1,947
1987 3,080 1,581 ug -5 18 2,30
1988....... ... ... 624 3% —451 -1, 110 13 1,764
190......... ... ... 638 1,424 ~815 -1,390 315 1,104
0.l 2,188 2,99 ) -1 40 576 1, 565

1 Also includes transactions with internations! organizations and unallocated.
1 Eastern Europe, Oceania, Africs, and other Asis.

Source: Department of Commerce, Survey of Current Business, various lssues.
TABLE 2.-BALANCE QF TRADE, 1960-70

|in biliions of dollsrs]
Loss
Government- Totsl Estimated
Total finsnced  Commercial imrm imports Overall Commercial
exports axports exports 0.b. ¢t balance balance
()] @ @=()-@ (O] 1% @=()—-@) (N=3)—-(5)
... 2.7 X ] 0.3 40.0 “u.o +2.7 =32
... .4 2.2 352 kX N +1.4 -4.4
1968..... 10 .9 .1 2.0 35.2 +1.0 =51
197..... %9 .8 Al . ¥ ] 8.5 +4.1 -1.4
*& 2.4 2.7 1. 9} 5.6 a2 +3.8 -1.5
a7 X M) 2.4 as +5.3 4.6
184..... 8.7 . § u.‘ l’d 2&6 +1.0 +2.3
1088.... .4 . § 1. 17.1 156 +53 +1.2
... 2.0 2.1 109 16.4 180 +4.4 +.9
w 20.2 . 1.5 1.5 16.0 +57 42.5
..... 19.¢6 .¢ 18.0 4.7 162 +4.9 +1.8

1 Imports including the cost of insursnce and freight.
(19)
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TABLE 3.—U.S. MILITARY EXPENDITURES ABROAD
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TABLE 4.—MAJOR FREE WORLD TRADERS WITH EASTERN EUROPE

[in miltions of dolisrs}
Exports Imports
1959 1964 199 1959 1984 1969
2,%% 5,402 18,300 3,038 5270 18,300
N 839 1,681 535 4 1,328
12 mn 687 15§ I 108
158 25 558 160 259 452
203 31 554 k. § S4l U
147 308 451 170 n 507
[ 3 m 31 ] 21 418
194 216 1354 160 148 1IN
180 20 M1 203 34 kY. ]
2 | 218 kY “ 258 578
12 215 kvy) 129 19 m
] 168 m 105 160 276
8 KT 249 8l % 195
”m 1,008 218 904 1,52 2,%7
1 Preliminary estimate.
8 Estimeted on the besis of eleven-months data.
TABLE 5.—U.S. AGRICULTURAL THADE, 1965-70, IN MILLIONS OF DOLLARS
Exports

Government Imports
Yoor programs!  Commerciel Total total
1,5 4,0 6,229 3,906
1,564 $,318 X1 4,454
1,209 5111 6 30 4,453
1,182 5,046 6228 4,656
1,018 4,918 S, 93¢ 4,957
%7 s217 LI 5,687

1 Includes Pullic Law 480 sales programs, donations through voluntary agencies, barter for strategic materisls and

mutual security ald.
9 Proliminary.

TABLE 8.—U.S. AGRICULTURAL TRADE WITH THE EEC, 1965-1970, IN MILLIONS OF DOLLARS

:gﬂuutm:ﬁmmm:,m.mmm.pmmmmmmnuodmm odible lard.



TABLE 7

U.S. Trade With Selected Countries, 1960-T0

(Millions of dollars)
1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970
U.S. total

EXPOrtSecccecesceccens 20,608 21,036 21,713 23,387 26,650 27,521 30,430 31,622 3u,636 38,006 L3,226
Agricultural........ 4,902 5,084 5,101 5,651 6,k39 6,306 6,954 6,448 6,300 6,004 T,226
Nonagricultural..... 15,706 15,952 16,612 17,736 20,211 21,215 23,476 25,174 28,336 32,002 36,000

ImPOrtBececcscreccoass 15,073 14,761 16,64 17,207 18,749 21,427 25,618 26,889 33,226 36,043 39,963
Agricultural.. ...... 3,824 3,601 3, 7868 4,020 4,143 4,080 4,530 L,472 5,054 4,954 5,665
Nonagricultural..... 1,249 11,070 12,596 13, »187 14,606 17,347 21,088 22,417 28,172 31,089 34,298

Balance..-..... cevecen 45,535 46,275 45,249 46,180 47,501 46,094 44,812 4,733 41,410 41,963 43,263

U.S./Canada

BXPOrtSecccccesss 3,812 3,837 4,052 i, 261 4,921 5,657 6,619 7,172 8,072 9,137 9,084
Agricultural........ L32 Lol 513 597 615 620 556 595 T10 810
Nonagricultural..... 3,380 3,346 3,539 3,664 4,306 5,037 6,053 6,616 7,477 8,k27 8,214

Imports...... 3,173 3,292 3,684 3,851 4,265 4,858 6,152 7,140 9,005 10,38 11,091
Agricultural........ 168 194 188 1L 176 234 2ko 201 226 2Ly 308
Nonagricultural..... 3,005 3,098 3,496 3,677 L 080 L,624 5,912 6,939 8,779 10,140 10,783

Balancel.....ccceveees 4639 +545 +368 +410 +656 +799 527 +32 -533  -1,247 ~2,007

U,S./E.E.C.

EXpOrtSeccacesccas 3,992 & ,169 4,576 4,921 5,309 5,256 5,529 5,667 6,127 7,005 8,423
Agricultural........ 1,102 1,160 1,151 1,173  1,b17 1,477 1,559 1,460 1,367 1,269 1,559
Nonsgricultural..... 2,800 3,009 3,425 3,788 3,892 3,779 3,970 1,207 4,760 5,736 , 864

IOPOTtBe coceccecoconns 2,263 2,226 2,ks50 2,517 2,829 3,322 4,125 L ,Lsh 5,885 5,798 6,612
Agricultural........ 221 227 232 238 258 270 306 330 368 363 L2y
Fonagricultural..... 2,062 1,999 2,218 2,219 2,571 3,052 3,819 4,124 3,517 5,435 6,188

BalANCe...cccccnanacan 41,729 431,943 42,126 2,404 +2,480 41,934 41,404 +1,213 #L2 +#1,207 +1,811



U.B

EXPOTrtSecccacececeoses 1,52 1,81 1,578 1,86 2,018 2,08 2,370 2,699 2,954 3,490  L,652
Agricultural....... . 18s 554 481 651 T20 876 943 865 933 93k 1,2k
Fonagricultural..... %7 1:287 1,093 1,195 1)298 1;208 1:“27 1’83"‘ 2,021 2, 556 3:1‘1-1

IMpPOTtBecscccesconcss - 1,149 1,055 1,358 1,198 1,768 2,k1k 2,963 2,999 4,054 4,888 5,875
Agricultural........ L3 L5 L7 L6 Lo 37 37 32 37 37 37
Nonagricultural..... 1,106 1,010 1,311 1,ks52 1,728 2,377 2,926 2,967 4,017 4,851 5,838

PalAnCEe..veccocccanns 4303 +186 16 +348 4250 -330 ~593 -300 -1,100 =1,398 -1,223

U.S./Communist Areas

BXPOItBececeecccaoacsss 19% 13k 125 167 340 14Q 198 195 215 2L9 353
Agricultural........ 136 90 102 139 300 104 137 109 121 83 141
Nonsgricultural..... 58 Ly 23 28 Lo 36 61 86 9L 161 212

IMPOrtBececcsecas ceeae 84 85 82 85 102 L2 182 180 201 198 226
Agricultural....... . 39 Lo 39 35 38 48 56 63 60 59 62
Nonagricultural..... Ls L5 43 50 6L ol 126 17 %1 139 164

BalANCe.e.occcasenccnn +110 9 +43 +82 +238 -2 +16 +15 +14 +1 +127

U.8./IDC's )

EXPOIrtBeccccscscconnos 7,133 7,303 7,591 8,057 8,967 9,015 10,112 9,960 10,821 1,277 12,989

fcultural..eccess 1,638 1,635 1,720 1,930 2,196 2,050 2,296 2,332 2,277 2,000 2,372
Nonagricultural..... s,bys 5,668 5,874 6,127 6,TTL 6,965 71,816 T,628 8,544 9,277 10,617

TOPOrtBececcsosceccane 5,997 5,739 6,071 6,283 6,711 7,173 7,797 7,709 8,886 9,373 10,450
Agricultural........ 2,872 2,640 2,682 2,770 2,801 2,808 2,975 2,933 3,381 3,231 3,723
Nonagricultural..... 3,125 3,099 3,38 3,513 3,820 4,365 L,822 4,776 5,505 6,142 6,727

BRlANCe .ccoveccnrocscs 41,136 41,564 41,520 41,774 42,256 41,842 42,315 42,251 41,935 41,904 42,539

General note: Agricultural and nonagricultural reexports are not readily availasble by country. Since 85 percent of the total
is nonagricultural commodities, reexports by country are included above with the values of nonagricultural exports.

Commmunist areas are Albania, Bulgaria, Czechoslovakia, East Germany, Bungary, Poland, Romania, U.S,.S.R., and Outer Mongolia.
IDC's are the countries in Western Hemisphere, except Canada; Asia, except Communist arees; and Africa, except the Republic of
S8cuth Africa. 1Following the Automotive Products Trade Act of 1965, the balance on sutomotive trade alone accounted for the

following in millions of dollars in 1965-70: 4613, #:22, 4239, ~160, ~681, and ~1,042; and as measured by transaction values for
imports of cars and trucks, instead of customs values, 4633, 4500, #406, +15L, -308, and -694.

Prepared in the International Trade Analysis Division, Bureau of International Commerce, U.S. Department of Commerce, May 19T1.
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TABLE 8.—DEFENSE EXPENDITURES

Percent of GNP Percent of budget

1960 19701 1969 19701
9.4 89 3.9 3.8
6.7 8.5 3.2 3%.0
5.9 5.7 .7 20.1
5.5 5.5 2.8 .1
5.8 5.5 18.0 12.2
5.1 47 .1 20.5
41 19 26.0 4.5
4.0 19 18.8 15.3
4.0 38 14.1 13.0
3.3 32 10.2 10.5
31 2.9 10.1 1.3
30 2.9 16.8 15.4
30 2.9 10.6 8.4
1.0 1.0 35 5

.8 N SN 1.2

1 Estimates prepared by DOD in September 1970.

Note. Fiscal years where calendar year date not available Defense expendilures are NATO definition, o Japan,
GNP 13 factor cost. *’Economic Report of the Prusident, February 1971," shows U.S. defense expenditures as 8.3 percent
of GNP and 44.2 percent of Federal Government expenditures (exciuding net interest and subsidies) in calendar year 1969

TABLE 9.—NATO GOVERNMENT DEFENSE EXPENDITURES AS PERCENT OF GNP

1965 1966 1967 1968 1969 18701

United States...............ooiimmiiiaannnn, 8.1 9.1 10.2 10.0 9.4 $.9
Portugal. .. o iiieeenae. 8.7 6.8 8.0 8.2 6.7 65
GromCe. .. i iiiiiiiiiiienaeans 41 4.2 51 5.1 5.9 57
Turkz ............ 58 5.2 5.4 55 5.5 55
United Kingdom. . 8.7 6.5 8.5 6.3 5.8 8.5
France........... 6.1 59 5.9 5.6 5.1 4.1
Germany......... 5.0 47 50 4.1 41 19
NOTWRY . ..o 4.2 40 39 4.0 4.0 19
Netherlands. ... ... . ... ... 4.3 41 4.3 4.0 4.0 38
UM, - o e 33 3.3 13 13 13 3.2
By, o e eaaaas 37 38 15 34 i1 29
Canada. ..o 37 3.5 3.7 3.3 3.0 2.9
DOAMEIK. . i aaa 3.2 3l LN g i 3 3.0 29
Luxembourg. .. ..o eeee et 1.5 1.5 1.3 .1 1.0 1.0

1 Estimates propared by DOD in September 1970.
m':oto: Fiscal years where calendar year dsta not available. Defenss expenditures are NATO definition. GNP s factor

**Economic Report of the President, February 1971," shows U.S. defense expenditures as 8.3 psrcent of GNP,



25

TABLE 10.—U.S. BALANCE OF PAYMENTS: BALANCE ON A LIQUIDITY BASIS AND ON AN OFFICIAL RESERVE
TRANSACTIONS BASIS, AND CHANGES IN U.S. GOLD STOCK FOR THE PERIOD 1950-70

(In miltions of dollars}
Balance
Official
Liquidity reserve Change in
transactions gold
Yoor (defit —) basis -
-3, “g -1,743
3 1,181
-1,541 -8
~1,242 -4l
-973
578
~3,365 -2,
-3, ' -1,075
-3,901 -3, -1,703
-2, M -1,347 -85
-2,204 -2, 702 ~890
~2,670 -2,011 —48]
~2,800 -1, 564 -125
~1,335 -1,29% -], 688
-1,3% 208 -5
-3,54 -3,418 -1,1710
m 1,641 -1,173
-1,012 2,700 9%7
13,848 19,818 -
-4 171 -13,492

1 No officially published figures on this basis avallable for years prior to 1960.
1 Including $807,000,000 n of special drawing rights.

Source: U.S. Tressury Department and the Federal Reserve Bulletin,
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U.S. RESERVE ASSETS AND LIQUID

LIABILITIES TO FOREIGNERS
#Bil.
40
US. Liguid Liabilities
1o A/l Foreigaers*
30 -
U.S. Reserve Assels
200 ' /\
N
ol ALUS Liskiliies, Ligeid s0d
Noa-liquid, o Foreiga Officiel Agencies
c | | | | | I | | | |
950 52 54 5% T8 6O B2 ‘64 ‘66

“lncivding non-ligusd hebiktiss 1o fareign officiel agensiss

% N



US. BASIC BALANCE LIQUIDITY BALANCE AND
OFFICIAL RESERVE TRANSACTION BALANCE
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