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~ When I began my studies as an undergradﬁato. t had
no idea what was in store for me. I thought college was
going to classes, writing papers, and taking exams. Never-
theleas, four years later and about to have a degree with
two major fields of interest, international relations and
international economics, bestowed upon me, I realize that
college is much, much more. The experiences of college
should not be limited to the classroom and to books. I
wholeheartedly feel sorry for those students (and I feel
there are many of them) who can never let themselves ex-
perisnce the people and their ideas beyond the classroom.

However, this is not answering why The Formulation of

Soviet-American Trade Policy was written. I feel this the-

sis is the culmination of my classroom experiences and
learning. I have avidly, and with much pleasure, studied
many areas of international relations and find this aspect
most fascinating.

I fesl that the political relations between the Soviet
Union and the United States reflect the most important area
of international conflict. These nations alone have Arma-
geddon at their disposal. While, at the same time, they
also have the power to being about more peaceful relations
to the world as a whole, if they so desire.

Then why not limit my discussion to the political



strife between the two nations snd leave international come

merce out of the discussion? For two reasons: 1) thi‘u}ﬂ.ﬁ,f»'

$.U. alsc have two most contrasting economies of comparable
size and the interaction of thcse differences have interest-
ing ramifications. 2) The question of interdependence brings,
to me, the ultimate hope of world peace., I believe this
because of the wotivating factors of economics. That is to
say, once interdependence is established the two nations
will £ind it almost impossible to disengage without causing
severe havoc on their economias. Once settling their eco~
nomic problems the nations will find it easier to maintain
normal relations causing less uncertainty throughout the
world.

I suppose this argument is open to much criticism,
However, returning to what college has taught me: there
would not be any change in this world if men did not. pursue
their ideals and goals. My commencement gives me this

chance with better understanding.

DW
May 12, 1982
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TRADE POLICY

Introduction

Perhaps no single topic of contemporary world affairs
has generated more public debate than East-West relations.
The division of the world into a bipolar antagonistic re-
lationship betweer the United States and the Soviet Union
after World War II set the stage for political conjecture
in every walk of life. While most of tra discussion has
revolved around the shadow of the twentieth century—nuclear
arms, there exists an equally important issue for the main-
tenance of world peace—~East-West commerce. Although this
aspect may appear rather anticlimatic in the light of nu-
clear conflagration, it is a stable world economy that has
the prophylactic effect on peaceful relations. Senator
Walter D.'Mondale explicated this view in 1974:

While the major international security

issuves of the last quarter century are

still with us . . . these are now baing

overshadowed by the risk that the inter-

national economy may spin out of control.

For if this happens there will be no

graver threat to international ltabilify

+ + +» and to national security itself.
Therefore, this thesis, given the above to be trus, will
analyie the issues of East-West trade, limiting the scope

of the topic t., Soviet-American trade. The reasons for




this limitation are .’mu. | i'uqt. tnc &a_i-m States uﬁ
the Soviet Union are the primary actors in Eest-West rela-
tions. Second, it is easisr to maintain conciseness and
clarity with only two actorn. Howaver, this does not imply
that related relevant issues will not be pursued, such as
Allied support for economic policies, but rather they will
be secondary. Third, significant narallels may be intui-
tively drawn from Soviet-American commerce to the entire
scope on international trade such as East-West trade.
Despite the cries of the last two decades there has
been little improvement in trade relations between the
United States and the Soviets. The Kissinger linkage poli-
cies and the hopes of interdependence as a method for fur-
thering detente have fallen into the past, while a new method
is becoming the strong-arm of America's foraign policy:
economic sanctions. The imposition of these sanctions or
embargos has changed America's diplomatic style in dealing
with the Russians. It is this change of style that has
caused much controversy among analysts of policy. Indeed
the political and moral crises of Afghanistan and Poland
warranted public chastisement by American and world leaders.
However, the imposition of sanctions for these acts must be
questioned for several reasons. While sanctions gave the
actions taken by Presidents Carter and Reagan more impact
and credibility, the costs oan the American economy must be
considered. Especially when the support or lack thareof of

our allies is taken into account. It is this increasing use



of America's ecemomic prowses that will be the overriding
issue of this treatise.

This thesis will not examine whether or not trade with
Rus3ia should exist, for it is mw opimion that trade is vital
for the growth of the American ecomomy, but rathey, to which
ends the American government should limit trade. Presently,
the United States holds the abeclute and comparative advan-
tages on three commodities ower the rest of the world, so-
phisticated weapon technology, computsr technology, and ag-
ricultural productivity and outpwt. Clearly, the first two
have national security limitations attached to them in trade
potential. However, thae third, agricultural output, is of
major consequence to the United States dus to recent surplus
harvests and Soviet agricultural failures. There cam be no
argument that trade be denied on a national security bacis
in times of peace. Therefore, several questions need to be
answered: 1) Does the United States have the right to re-
strict trade on political grounds? 2) Should the United
States impose sanctions when the Soviet Uniom is acting in
their historic sphere of influence? 3) Can tha mse of food
as a means of implementing poclitical change be morally
justified?

Through this brief introduction it has been demom-
strated that the impasition of trade sanctions or embargos
on the Soviets is at the least problematic. Therefore, this
thesis will attempt to amalyze the entire scope of trafe re-
lations emphasizing "he grain embargos of the recsut past.




1% wauld ke Hopeful that the benefits of America's newest
We apah olWtweigh the cost on the economy, howevey studies
have incrlaiingly shown this not to be true, Therefore,
the goal ofuthis treatise i3 to devalop a consensus apinion
that Soviet-American trade is needed and necessary. Then,
in the end, policy reconmendations will be made for & new
course of actiuf rwgarding trade with the Saviwt bVnion,

In order to fulfill this objmetive this paper will be
comprelendive in its dismewsaion. It will chronologically
analyse thue Historic precedeiits of trade and {td Yole in
the formulation of policy. The infrasktructurss of trade,
both the Americay dand Soviet, will be analyted to demolistrave
how policy is presantly developed. The Soviet agriculsural
system will also be analyzed to demonstrate why agricultural
trade is so significant. The grain trade and its agreements
will also be discussed debating the costs and benefits to
the American economy. Finally, a chapter on trade poliagy
and its role in furthering detente will be proposed.



Notes

'Walter F. Mondale, "Beyond Detente: Toward Inter-

national Economic Security," Foreign Affpire (October 1974),
p. ll




CHAPTER 1
HISTORICAL PERSPECTIVES ON TRADE

To comprehend fully the policies of Soviet-American
trade, one must understand the pertinence of historical
precedents of trade in the Russian economy. Throughout
history Russia has maintained a technologically backward
agrarian society.

The advent of modern Russia occurred shortly after
the Napoleonic Wars and during the next hundred-odd years
great changes took place, Technology was once again intro-
duced from the West by the Tsars, especially Tsar Alexander,
who gave the serfs land for the first time.

The establishment of common land owners and Russia's
equivalent to the Western industrial revolution were great
strides in bringing the country onto a par basis with all
aspects of Western civilization, However, a level of pari-
ty with the West was never attained prior to World War One.
The destruction of the World War and the subsequent civil
war after the Bolshevik seizure of power, during the October
Revolution in 1917, had devastating effects on the economy.
The Russians were forced to rebuild their nation with help
from the West. This brief synopsis of Russian importation
of Western technology demonstrates what is still a major
motivating factor in Soviet trade with the United States:



the importation of technologically superior goods,

Post World War I and Stalin

The following section will examine the pattern of trade
betwsen the Soviet Union and America from the beginning of
the 1920s to the era of detente. It should be noted that
most of the trade between the two countries was, though very
limited, definitely controlled by the vastly economically
superior United States and many of the Soviet policies,
though hidden in rhetorical propaganda, were reactions to
America's plans and policies. "Thus to achiave self-guffi-
ciency in the modern world it was first necessary to accel-
erate Russia's own industrialization. To accomplish this,
however, partial 'dependency' on foreign nations and foreign
technology became necessary."! The importation of American
technology, including entire factories, and relief ald were
a major source of the Soviet's recovery plan funding. This
plan, callad NEP (New Economic Policy), proposed the re-
building of the eccvnomy through technology importation.
Stalin, who came to power during this period, as did his
predecessors, saw this importation as a necessary evil and
only to be used until the economy could be free from the
capitalistic West. According to Albert L. Weeks in The

Qther Side of Coexistence, the Soviets received from America,

during this period, under the American Relief Administration
(ARA) a "staggering (for that time) $66.3 million"? of food-

stuffs and other arsistance. After the formulation of the



first five year plan, Soviet purchases of American techno-
logy expanded tremendously, and from 1926 purchases went

from 96 million rubles to 207 million rubles in 1930. Pur-
chases then fell in the next two years to 25 million rubles.
The primary reason for this curtailment of trade was the

fact that the Soviets found themselves in a severe economic
depression, along with the rest of the world, and were unable
to pay for these purchases from the West. However, to dis-
guise the true reasons for this reduction, the Soviets re-
sponded with a rash of trials for sabotage and "wrecking of
the economy" against foreign technicians, specialists, and
sngineers, and had them removed from the country for national
security reasons.?® This removal of technicians coincided
with the beginning of Stalin's consoclidatior. of power during
the Great Purge of the late thirties (when millions lost
their lives to Stalin's xenophobia) and he did not want any
interference from foreigners.

The thirties alsoc saw a significant change in other
aspects of the Russian economy., When Stalin forced the col-~
lectivization of private agriculture into Collectives (kolk-
hoz) and State (sovkhoz) farms the burden on the farmers
became even greater. In addition to losing their family
farms and plots, the support or costs of the forced industri-
alization was also shouldered by the Soviet farmers. Conse-
quently, millions of Russians died of starvation in the
early thirties. The irony of this horror was the Soviets
from the late twenties through the early forties exported



their grain, sometimes in axounts greater than they imported."
All in all, Stalin's economic plans and fears brought the
Soviet Union into a state of autarky. For example, "In
1937, exports and imports sach amounted to only less than
one-half of one percent of the gross national product, com=-
pared to ten to twelve percent before the revolution."’

The United States Congress in 1934 passed the Johnson
Debt Default Act, which prohibited the extension of credits
or loans by any private American bank or corporation to any
country which had defaulted on their World War debts to the
United States. Howaver, this Act did not apply to federal
gqovernment loans or credits extended to the offending nations.
Since the Soviet Union had defaulted on their loans, this
piece of legislation became the basis for restricting trade
with the Soviets. It should be noted that the Act was not
unilaterally enforced, but rather served as a political tool
in the formulation of American foreign trade policios with
ths Soviets, Later, when the Soviets defaulted on their
Lend~-Lease debts of World War II, which totaled to more than
$11,0 billion owed to the United States alone, the Act was
again enforced to prohibit any loans to the Soviets. After
much internal debate in the State Department, writes Richard

Barnet in The Giants: Russia and America:

The Rucsians were invited to participate
in the Marshall Plan for the recovery of
Europe in 1947, but the terms were such as
to make it inevitable that Stalin would
decline. The United States, not wishing
to subsidize the consolidation of Soviet
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power in Eastern Burope, insisted on con-
trolling how the money was to bec spent.
But the last thing Stalin was prepared to
accept was the assertion of American poli-
tical influence in liis newly acquired em-
pire, and the Soviets withdrew from the
Marshall Plan.S

From this point on, the United States used its economic

might in its containment policy for the Soviet Union.

Cold War Trade

It was this period that the United States was the
greatest power in the world, economically, as well as mili-
tarily, and its policiaes were directed at the complete iso-
lation of the Soviet Union. The Export Control Act of 1949
and the Mutual Defense Assistance Act of 1951, usually re-
ferred to as the "Battle Act," were passed to prewent the
exportation of anything which had potential military or
strategic value to the Soviets. The countries which were
involved in the Act were members of the Consaltive Group
Coordinating Committee (COCOM), whose existenoe was also
established under the Act. The member comntries were the
United States, the Eurcpean Econcomic Committee, and Japan.
Also, in 1951, Congress withdrew the Nost Favored Nation
(MFN) status from the Soviets, although at this time trade
was already heavily restricted. MNowever, this action did
become important im fmture trade negotiations.’

Trade during the Cold War era was never for economic
benefit, but rather sms a palitical tool used to manipulate
the cther imto a comsessiosary mesponse. The Russia autarkic
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state from the Western world, under Stalin, only proved the
Soviet leader's resolve to remain independent from the world
economy. Nevertheless, Stalin did make conciliatory gestures
in 1951 conveying the impression that the Soviet Union had
outgrown autarky. Under this theme, the Soviets invited

many Western businessmen to a foreign trade convention in
Moscow during April 1952. However, it was of little conse-
quence as the United States controlled exports so effectively
that they prohibited the opening of Soviet and East-bloc
murkets to American business.’

There were many reasons for the decline of trade in
the fifties, many of which were more pragmatic, than poli-
tical, in nature for the Soviet Union. First, the recen-
struction of Eurcpe after the war on both sides caused a
severe financial drain on the more devastated economies of
Eastern Europe and Russia. Hence, the Soviet Union because
of Lalance of payment problems was forced to curtail trade
with the West. Second, the Marshall Plan, as mentioned
above was unacceptable to Stalin, thereby causing a natural
migration of trade within each bloc.? Although trade be-
tween the Soviets and America remained virtually nonexistent
in the late fifties, America's allies, in seeking new mar-
kets, began to trade at thi:s time with the East, much to
America's chagrin. This trade became quite significant for
1t caused increased domestic pressure in the United States
to remove restrictions and open trade with the Soviet market.

In analyzing Nikita Krushchev's international trade
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policies with the West, a complete reversal from the au-
tarkic state was evident. A few months after securing his
power base in 1936, Khrushchev and Bulganin set out on an
"offensive of international amicability" which reduced ten~
sions between Western Europe and the Soviets, However, the
United States still remainad unrelenting in their opposition
of trade development. In June 1958, and again in 19%9,
Khrushchev and Mikoyan proposed that the Soviet Union and
Amarica expand commerce under a comprehensive trade agree-
ment: “"peaceful commodities,"!? agricultural commodities.
The United States showed little interest in such expansion
and the entire attempt by the Russians feil through,!!
Khrushchav's motives for opening trade with the West
weres partially in response to domestic economic reforms.
These reforms were heavily influoncﬁd by his desire to con-
solidate his political power base. This was possible be-
cause he reorganized the economy into many smaller indus-
trial regions, thereby removing his opposition within the
party from Moscow to control these peripheral areas. Need-
less to say, his ideas were influenced by the Liberman eco-
nomic reform proposals. These proposals by Liberman called
for a reduction in economic central planning; these proposed

changes became official policy in 1962,.!2

The dnnings of Normalization

The early sixties saw no immediate change in the sta-

tus of Soviet-American trade especially in light of the
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political trouble between the two countries, i.e., Gary F.
Powers and the U=2 incident, the Barlin Wall, the Bay of
Pigs invasion, and the Cuban Missile Crisis., After these
tensions subsided, trade began a gradual up-swing as the
United States permitted some trade with the Soviets. In
1963 Russian agriculture suffered a severe crop failure
which caused them to seek massive grain purchases on the
world market. Since the United States was the principle
supplier of grain on the market, the Soviets were forced to
make purchases of 10 million tons from them and Canada.
These purchases were possible because the United States
Supreme Court ruled that Eximbank short term loans, less
than 90 days, which the Soviets needed to purchase grain,
were exempt under the law.!? This purchase of grain was
unlike those of the Stalin era when grain was exported at a
rate greater than imports, regardless of the impact on the
economy and state of people's welfare. Khrushchev made
reference to this, pointing to the fact that for the first
time, in 1963-64, imports exceeded exports at a substanti-
ally higher rate and that no Russians were dying of starva-
tion. Ironicelly, in spite of massive purchases from the
United States, the Soviets refused to import enough grain
to mest their needs. Conseguently they were forced into an
early slaughter of their pig herd, reducing the herd size by
forty percent, from 70 million head to 42 million.!* The
probable reason for this was that the cost of grain was

prohibitively high for the Soviets to justifv greater hard
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currency outflows. However, Soviet ideology maintained that
they were yet free from any economic dependence on the rest
of the world. Neverthealess, this independence from the cap~
italists was changed shortly after when the Soviets decided
to up~grade their standard diet and increase overall meat
consumption, This could only be achieved through a depen-
dence ¢of Soviet agriculture imports of grain from the
United States.!S

After the ouster of Khrushchev in 1964, Brezhnev and
Kosygin set Russia back on the road of strict economic con-
trol. The Liberman economic reforms were removed from the
economy and new policies were implemented to revamp the in-~
centives to produce. The economic changes could be classi-
fied as a commitment to the consumers, the sxpansion of re-
search and development, and increases in productivity and
efficiency. Trade with the United States during the next
few years grew slowly. The outcry of American businessmen
placed increased pressure on U.S. policy-makers to open up
trade with the communists. During the next few vears until
the Export Administration Act of 1969, which removed restrice
tions from exportation commodities that were not of military
value, and subsequently, trade between the two superpowers
broadened significantly. After this period, there were
major revisions in the restrictions on foreign trade; the
Export Expansion Act of 1971 raised the ceiling on Eximbank
loan guarantees from $3.5 billion to $10.0 billion and all
financial activities with the Soviet Union to $20.0 billion.!®
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This was a drastic change in comparison to the restrictions
on the Export-Import Bank during the Cold wWar, when almost
no trade loans or credits existed. The Equal Export Oppor-
tunity Act of 1972 provided the legal framework for present
export control, This Act regulated exports and imports in
three ways.

First, special products, controlled for

sacurity reasons, must be approved for

export by a governmental committee from

the Departments of Commerce, Defense,

State, and Treasury: £from other agencies

which may declare special interest. Sec-

ond, when government credits of guaran-

tees are sought through the Export-Import

Bank or the Commodity Credit Corporation,

special approval of the government portion

of the financing must be guaranteed. Third,

if complaints are lodged with the federal

government on trade disruption, or dumping,

provisions for rostrictinq imports may be

brought into force.!’

Prior to 1972, United States trade with the Soviet

Union had been considered mostly negative and was most
definitely controlled by the United States because its
economy was much stronger. The United States and the West
did impose economic sanctions on Russia and the East, how-
ever, these sanctions were due to U.S8. control of the inter-
national economic situation and in the late fifties its
influence over its allies waned considerably. After this
time, Europe and Japan began to increass trade with the
Soviets and the East bloc much to America's dismay because
it signaled the end of America's dominance of their econo-

mies. Consequently, America during the Johnson Administration
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soon realized that the opportunities offered through trade
with the communists were immense and international commerce
slowly began to increase until 1972, The Nixon-Brezhnev May
summit meeting and the Octobar grain agreement of 1972 moved
trade into a period which could be described as positive.

At this point, America and the Soviets signed a series of
trade agreements along with cooperative agreements in other
areas. The major obstacle in signing the agreements was the
settlament of the Soviet Union's World War II Lend-Lease
debts, "the Americans refusing to take less than $800 mil-
lion and the Soviets refusing to offer more than $300 mil-
lion.*1® The issue was settled when the Soviets agreed to
pay $722 million in annual installments of $24 million until
the year 2001 and the American's offer to reinastate MFN sta-
tus by 1975. Nevertheless, in 1975 the Soviets annulled the
trade agreement for several reasons such as the Jackson
Amendment. This was the era of detente, the relaxing of

tensions in all areas of interaction between the two nations.

Summary

This section on the historical perspective of Soviet-
American trade, hopefully, demonstrated the major issues of
international comme~ce and how it was governed, implemented,
and maintained. Political ideology played the prominent
role in trade relations as it did in all areas; the situa-
tion remains quite similar, but instead, the elements of de-

tenta have replaced those of confrontation. The needs
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basically continue: the Soviets seek the importation of
Western technology and agricultural commodities, while
America is seeking a favorable trading partner to help in

its balance of payments deficit and agricultural surpluses.




18

Notes

l1Albert L, Weeks, g; , ‘ gi e of ;ooxictgnco
(New York: Pitman Publisfing, ' Do
21bid., p. 130.
3Joint Economic Committee, Soviet Egggg%x in a §!¥
Ptrlygctivos(wanhingtcu, D.C.: Governmen rinting Office,
'p' .

‘USSR Agricvltuye Atias (Central Intelligence Agency,
December I§7=i, p. &,

SJoint Economic Committee, p. 84,

¢Richard J, Barnett, The Giantsz ia and America
(New York: Simon and Shuster, 1977}, P. I!g

7Connie M. Friesen, The Political Eco of East-
West Trade (New York: Preager gﬁSIIlﬁors, Eggii. P. d1~22.

SFranklyn D. Holzman Entgfggtigggl T§ip. Under Com-
mnwnism (New York: Basic Béo 8, : Do . Ac
gIbidu' p- 136"'1370

10Adam B. Ulan, The Rivals (New York: Viking Press,
1971), p. 227, B

liHolaman, p. 140.

121pid., p. 111,

13rreisen, p. 156.

18J0int Economic Committee, p. 87.

15Robert L. Paarlberg, “lessons of the Grain Embargo,"
Foreign Affairs (Fall 1980), p. 158.

l16rreisen, p. 23,

1730hn P. Hardy, eooxgc D. Holliday, and Young C. Kim,
@0 _Investasat in Communist Economieg (Washington, D.C.:

184olzman, p. 166.




CHAPTER TWO
SOVIET-AMERICAN INFPRASTRUCTURE CF TRADE

This section of the essay will focus on the separats
systems, or infrastructures, of trade within which American~-
Soviet trade functions. These systens include the American
system, the Soviet system, and the international system and

how they all interact to bring about international trade.

American Trade Formulation
The American system, or infrastructure, of foreign
commaerce with the Soviet Union is a complex set of special

interest groups, as Connie Friesen explains in The Politics

of EBast-West Trade:

Accompanying the various twists and turns
of the trade legislation itself has been

a broad domestic debate. The protrade
lobby has included American agricultural
interests, corporations hoping to sell pro-
ducts to the Soviet Union or to participate
in Soviet Development projects, and the
Treasury, Commerce, and Agriculture Depart-
ments. It has also included Eximbank and
large private banks. An antitrade lobby
has comprised labor groups, and congres-
sional groups, including the administra-
tive arm of Congress, the General Account-
ing Office (GAO).!

These groups, through interaction to further their self-
interest and needs, formulate the United States international
trade policies. America's policies of trade with less de~

veloped countries and the East bloc have been to induce the

1%




valves and ideslogies, e¢.g., Jackson Amendment, of the
comstry, through the grantimg of economic assistance, te
nations acespting our democratic philosophy or yielding to
othear areas of cur foreign policy. Omne can develep threough
this understanding ef American ideclogy the problems that
can ocour when trade is based on sweh a presumption.
Neversheless, trade doces exist, to whatever the degree.
Therefore, iam the United States there are forces opposed
and in favor of imternational trade with the communist
states. Thees groups may be divided into govermmantal amnd

private: advocates and opponents of Eagt-West Trade (see
Graph 1).

Governmental Pyepongnts of Trade

Within the govermmental proponents many different
groups are joekeying for prominence in achieving their
goals. The Departments of Commerce, State, Defense, and
Treasury as well as special intersst groups make up the
East-West Trade Policy Committee. This committee was formed
in the spring of 1973 to reduce and reconcile the amount of
interdepartmental disagreement on policy. 1Its function is
to review the major transfers of technology, all government
credits for exports above $5.0 million, and to submit a
quarterly report to Congress on the state of East-West trade.
A complementary committee is the White House's Council on
International Economic Policy (CIEP), which reports to the

Administration on East-West trade.
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The Easi-\Vest Trace Oecision-Making Process in the United States
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The Bureau of East-West Trade (BEWT), within the De-
partment of Commerce, implements all of the nation's East-
West trade policies. It also serves as the Executive Secre-~
tariat for the U.S5.-U.8.5.R. Joint Commercial Commission,
The emphasis of the BEWT recently has been pro-trade in
nature, contrary to the 25 vears of negative trade policy
with the Soviet Union. The bureau is divided into four di-
visions, each divided into sub-coffices goverming a different
aspect of international commerce.

Office of Export Administration (8ci-
entific and Electronic Bquipmeat Division,
Capital Goods and Production Meterials Di-
vision, Compliance Division, Operations
Division, ete.);

Office of Joint Commission Secretariats;

Office of East-West Trode Analysis (Bast-
West Trade Analysis Divisinn, East-West
Trade Polic¥ Division):

Office of East-West Trade Development
(Eastern European Affairs Nivision, Peo-
ple's Republic of China and Other Asian
Areas Division, Trade Dewvelopment Assis-
tance Division, USSR Affairs Division,
Trade Promotion Division).?

The State Department has three offices which concept-
ualize many aspacts of East-West trade development:; they
are: the Office of Soviet Union Affairs, Office of East
European Affairs, and the Office of East-West Trade. The
primary function of the State Department is international
political affairs. Since much of the trade involving the
Soviet Union can be directly attributed to political foun-
dations, its function is well maintained in the formulation

of trade policies.
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The Export~-Import Bank, which controls governmental
loans and credits, holds a principa position in the devel-
opment of trade policy. Eximbank, like the State Depart-
ment, is concerned with the political affairs of the two
countries. However, it is torn between wanting to stimu-
late trade loans and credits, thereby increasing its role
in the decision making process or staying in line with
American foreign policy. However, the Soviet rejection of
the Joint Trade Agreement in 1975 because of U.S. inter-
ference in their internal :-ffairs with linkage policies,
caused a reduction in the amount of influence in decisions
by Eximbank., One such "lirkage" policy was the Jackson-
Vanik Amendment of 1974 which linked trade cooperation
with the emigration of Soviet Jews. Another concern of
Eximbank is competition from Western Europe's and Japan's
central banks and@ other governmental lending institutions.
They fear that these governmental loans will cause a loss
of potential business from the Soviet Union and other Eastern
countries for American industry. Eximbank public relations
have been exacting in their justifications for trade with
the Soviets, explaining the benefits from specific deals;
included in these reports, are overall costs to the .8.,
environmental uspects, jobs provided, and balance of payment
advantages. These exacting justifications seem to be a
method of self-preservation in the wake of controversy of

loan extension to the Soviets.
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Private Proponents of Trade

The nongovernmental advocates of trade include, for
the most part, corporations and large banks, which are ex-
cited at the prospects of opening up a huge untapped market
for American goods and services. Corporatioms, such as
Control Data, dialectically build a stromg argument for
advancing trade with the U.3.S.R. and tha Bast biow. Their
reprasentatives travel to the Soviet ®aion daveloping good
business relationships with the Soviet Min'‘atry of Foreiaen
Trade and the respective Foreign Tridd Hidahivations (¥r0).
These arguments emphasize that technholody tiilikEw:, some-
thing that the U.S. govermment opposes, ot & HAbiuRdl 84
curity basis, can only benefit America. TREY AF#uR EhAb
technology sold to the Soviets is of commercid} MEwENaRwE
only and has little adaptive military valupi Firkhaknare,
the technology is available from our Wastekh &1lins 4% came
petitive prices. Therefors, the U.S. is playing ostrieh,
wvhen ignoring the possibilities of trade. Control Dakta con-
cludes its view

with respect to business in the Soviet
Union is the necessity to have teohase
logy flowback, Control Data is inter-
Ioveiving a Jiow of technoioy, to the
United Btates . , . in education and
medicine.’

Another enticing argument by the corperations, espec-
ially for the government in this time of high unemployment,

is trade will develop export jobs in the U.S. In continuing
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the protrade argument, the historical precedence comes into
light, the Soviet Union wants and needs Western technology
and the United States needs raw materials from Siberia's
vast natyral resource reserves. Lastly, the corporations'
didtuskion develops sp assthetic approsch. It cohitends

that 1nherasssd crade hetwaspn Americs and the Soviet Union
will premote detenss snd Mittes relations between the anta-
genistic world powers. One way, tha sorporate executives
believe this "good will" ean be sstablished is the rein-
statement of MFN status to the Soviets and other communist
countries. Though corporations have their own self inter-
ests in mind, much like the federal bureaucracy, they have
realized that a combined effort on their part to promote
trade would be beneficial. Consequently, the East-West Trade
Council was established to lobby support for East-West trade.
Because U.S. corporations realize the huge market available
in the East, "the need for capital equipment in the Soviet
Union and Eastern Europe will provide a good market for

U.8. industrial companies for years to come."" One must
decipher these realizations for expanded trade as to whether
they are pursued for private gain or truly in the nation's

best interest.

oponents of Trade

Governmental opponents of expanding East~-Wast trade
include the Department of Defense, the General Accounting

Office (GAQ), and Congress. These groups work independently
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of each other and oppose trade for different rsasons. It

is a misnomer to say that the Department of Defense is
against trade with the Soviets: in fact, the official
position of the Department is just the opposite. Needless

to say, though, much of the governmental opposition to trade
comes from the Pentagon, especially in the area of technology
transfer. Recent media accounts cite ten areas that the
Pentagon believes the Soviet Union is trying to obtain
United States' military technology, such as missile gquidance
systems or the Stealth bomber. Therefore, middle-ranked
officers in the Department, not in tune with the political
ramifications, worry about the military aspects of technology
transfer.

The General Accounting Office more fiercely opposes
BEast-West trade than any other governmental anti-trade advo-
cate. 'It sees America as having an unjustified overly lib-
eral trade policy when dealing specifically with the Soviet
Union. The GAO also has developed its own view of the de-
¢ision making process in America. While not having a direct
policy-making role the GAO has strong influence on the actions
of Congress through its reports and recommendations.

The GAO locates the center of power in
the Senate Foreign Relations Committee,
the House International Relations Com-
mittee, and the Appropriations committees
of both houses. Within the executive
branch, the GAO claims that the CIA, the
CIEP, the Office of the Special Repre-
sentative for Trade Negotiations, the

Office of the Management and Budget, and
the Eximbank are most important. In
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contrast to most governmental agencies,

the GAO does not concede a major policy-

making force to the Departments of Com-

merce and State.®
While this is a unique view of the policy making process,
I disagree with the GAO in its estimation. The Departments
of Commerce and State are the most influential. The reason-
ing supportive of this argument is, the Department of Com~
merce still remains the governmental advocate for industry
and big bulin.sl‘has a major influence on the propagation of
U.S. interests. Likewise, the State Department controls the
political and ideological goals of the U.S. in its affairs
with foreign governments, and they deem necessary the eco-
nomic policy for America‘'s political relations, it is almost
certainty to bscoms policy. Again, one can illustrate this
point with the Carter Administration's grain enbargo against
Russia which was clearly political in nature.

Congress, as a whole, has remained the most anti-
Soviet branch of governmant. Its prolonged aversion to
dealing with the Soviet Union was defined in the historical
outline of this paper; this aversion still manifests itself
in much of Congress' legislation concerning the Soviets.
Within Congress itself are several committees which concern
themselves with the many aspects of Soviet-American rela-
tions; these committees are the ones listed in the GAO's

definition of the policy making process (page 26).
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Private Opponents of Trade

There are a formidable number of anti-tradc arguments

which are supported by the private element in the United
States. The entire question of the Soviet Union's financial
risk or credit-worthiness is foremost in the anti-trade con-
troversy. The Soviets' default on the Lend-~Lease of World
War II and the refusal to pay on the 1972 trade agreement
have fed the question even more. The Soviets are alsc suf-
fering a balance of payments problem because of the incon~
vertability of the ruble. The critics (most of whom are in
academia: economists and political scientists) also argue
against technology transfer. Connie Friesen has developed
a2 coherent series of arguments against technology transfer.

1) the assumption the Soviets lag behind

Western technology

2) the assumption that U.S. technology

would be useful to the Soviet economy

3) any major transfer of technology would

enhance Soviet military capability
4) the U.8. allies will provide whatever

it won't

S) the fear that U.8. technology will be

purchased in unpredictable and changing

amounts, disrupting the U.S. economy

6) fear that the U.S. government lacks

control over sales of technology.’
There is no argument with the first point, in most areas
the Boviets are far behind the United States in technology.
*"In 1974 they purchased two ammonia plants from Chemical
Construction Company similar to what they had purchased from
the same company in 1932." As Marshall 1. Goldman, pro-

fessor of economics at Wellesley College points ou:t, "The
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Soviet Union's failure to duplicate such technology in the
interim meant that for 40 years the Soviet Economy was de-
nied the products that this technology could have provided,"$
The second argument, also cannot be denied, for simply the
Soviets (as well as the rest of the world) now realize the
benafits of having a highly technologically advanced economy.
The third argument concerning military advancement to the
Russians due to Western technology is the strongest argument
against trade. However, a recent study by the National Se-~
curity Symposium showed that in several areas the Soviets
are more advanced than the West (see Appendix 1). The
argument of the allies reaping the benefits of our "fears"
to export to the communists has become a self-evident truth.
The fears of the Soviets disrupting the United States' econ-
omy through unstable purchasing of goods are unfounded. The
Soviets have a centralized economy which is based on a sys-
tem of precise !i-ysar and annual plans, any unstable or un-~
planned purchases would be more disruptive to their own
economy than to the U.S. The restrictions and licensing of
exports in the interest of national security should be
enough of an answer to the critics of lack of U.S. controls
on technology transfer.

The final argument, and perhaps th« hardest to resclve,
is the issue of whether trade and detente have a causal re-
lationship. Trade in and by itself does not cause peace or
detente, but rather it develops a line of communication be-

tween the two countries., The inflow and outflow of information
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in this system clearly maintains a dialoque, which in turn

may lead to a lessening of tensions and detente.

Summary
To conclude, the American system has developed no set

process for naticnal decision making in East~-West trade,
What exists is the constant infighting though behind the
scenes betwesn governmental departments and branches formu-
lating a policy somewhat in the same manner as nature's
"survival of the fittest" rule. (For years the "fittest"
have been the administration which uses economic influence
to further its foreign policy. However, the administration
must heed the opinions of other groups when a strong con-
census exists.) While the private sectoy lobbies for its
own self-interests, the entire system of checks and balandces,
while being semi-chaotic with the iadividuals or groups
showing extreme "tunnel vision," dees appear to have diree-

tion and accomplish some gual.
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CHAPTER THREE
THE SOVIET UNION'S TRADE INFRASTRUCTURE

The Soviet Union's system of trade and policy making
is entirely different to the United States. To understand
the fungtions of the Soviet foreign trade system, one must
somprehend she concept of a centrally planned economy. 1In
general, everything in the Soviet Union is owned and oper-
ated by the government. It is controlled through a system
of plans and goals. These economic plans are dictated by
the politieal elite.; the ranking members of the Communist
Party of the Soviet Union (CPSU), during meetings of the
Presidium and the Central Committee. These plans are then
carried out and implemanted by lower governmental levels.
These economic plans are comprehensive in nature from making
production schedules, employment, to setting prices; every
aspeet of the economy is pre-planned and often causes un-
natural price levels for commodities. The Soviets also
have "overfull" employment which causes artificial prices
and problems of productivity. This is a problem inherent in
a communist system which does not allow market forces to
prevail. Some problems of productivity are manifested in
the lack of incentive to produce, for as long as the Govern-
ment's plan is met "evurything is just dandy."

Perhaps the simplest presentation for understanding

32
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the Soviet Union's governmental infrastructure would be to
diagrammatically trace the decision making process (see
graph 2). Most economic decisions are concnived within the
Politburo, the ruling body of the CPSU, and are passed down
for a "rubber stamp" ratification by the Central Committee.
The plan is then passed to the governmental orcans for im-
plementation. The=z=e organs are the Council of Ministers and
its directors, the Presidium., Within the Council of Mini-
sters, there are three major groups which are directly re-
lated to the development of foreig. trade: 1) the State
Planning Commit~ees (Gosplan) c¢oordinate the entire economy,
both centrally and regionally, 2) the State Committee of
Science and Technology's function is to develcp its name-
sake by whatever means available, which includes the import-
ation of foreign technology, 3) the Committee of Foreign
Eccnomic Relations deals with foreign trade within the Easc
Bloc. These state committees along with the Council of
Ministers then hand down the plan to the Ministry of Foreign
Trade. This Ministry does the legal paperwork and negoti-
ations with nations for the trade agreements, It also acts
as a guidance and regulation group for the Foreign Trade
Organizations (FTOs) which do the every day paperwork for
the prornwtion of Soviet foreijn trade. Each of the FTQOs

has a specific area of foreign trade (such as steel produc~
tion) in which they are the sole authority for trade. The
Ministry of Foreign Affairs is concerned with the political

ideology in international relations. Their function could
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be compared to that of the United States' Department of
State. While uot wanting to be directly concerned with
trade affairs, it will become involved when politicallv
necessary. The large enterprises and industrial associations,
while only having an advisory role in foreign trade, lobby
for their own interests to the Ministry of Foreign Trade.
It may be noted that these asgociations have approximately
the same standing, in terms of influence, as the Industrial
Ministries. The Joint U.S.-U.S.S.R. commissions are the
final link between the two countries, this commission is
divided into three basic trade groups, one representative
from each country for eich group. For the United States
there are the Commercial, Science and Technology, and Agri-
culture, for the U.S.S.R., the Ministry of Foreign Trade,
State Committee on Science and Technology, and the Ministry
of Agriculture, respectively.

The entire process of the development of Soviet For-
eign trade policy as well as trade itself, is difficult for
American businessmen to make an accurate estimats of the
needs of Soviet industry. 1In light of this, most business
transactions arce initiated by the Soviets and their trade
organizations, The FTOs play the most important role in
arranging trade with the West, they dz2termine the method of
payments which, because of a lack of hard currency to pur-
chase imports of tlie lack of credits and loans, may have
"scme tendency to take the barter approach to foreign trade

rather than to approach export and import transactions
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completely independently."! There have been numerous cases

reported of this type of transaction.

Trade Reform

Economic reform in the Soviet Union is a slow and te-
dious process, because the central planning of the economy
is such a large plan, change is difficult to bring about
immediately. Reform has occurred, though. Prices which
are relatively constant were changed in 1967 (the first time
in twelve years) and have remained basically stable ever
since.? Another reform was the consolidation of industry,
into large industrial associations. These associations
removed some of the burden of central planning by indepen-
dently deciding which factory will produce what element of
the industry. 1T .. was done to prevent duplication and
shortages of supplies in the industry, thereby making it

more efficient.

Problema in Trade

There are many problems in Soviet-American foreign
trade, most of which are caused by the Soviets' closed
economy. Inconvertibility of the ruble is the major prob-
lem for limiting foreign trade, and may be explained in
terms of the economy's overfull employment, repressed in-
flation, rapid growth an.. lack of productivity. Inconverti-
bility can be defined ac, a person or country being unwilling
te hold another country's currency because its value is not

sufficient for the price level demanded by the country's
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goods and services. Therefore ‘'-e only currency conversions
are those which directly equa. thie amount of incoming for-
eign currency from exports, because ro free market for the
ruble exists. Since this type of situation can usually
happen only between two countries because no other countries
will hold the inconvertible currency--this is then called
bilateralism.

Balance of payment problems, although not present in
the Soviet Union because of rigid state controls »of foreign
trade; there is little doubt that problems would occur if
the state moved to an open trade system, for the reasons
listed above. These problems could be corrected if the
state would devalue its currency, howevar that is impossible
because of the lack of exchange rates in terms of real
prices. The communist countries could solve this problem
by exporting commodities below the world price, dumping,
in exchange for a currency devaluation. They have been
accused of dumping on numerous occasions by the West and
faced the retaliation of Western protection tariffs on their

goods.

Summar

The Soviet economy is a quagmire of bureauc -atic in-
decision and stagnation. This problem is also = :tended to
the area of Soviet-American international trade. However,
grcedually the Russian economic situation for foreign trade

is improving; an example can be seen in its expanded trade



38

with western Europe (not necessarily true for the domestic
economy) ; perhaps it is bet: r said that the infrastructure
for the development of trade is beginning t¢ mature into a

working system,
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CHAPTER FOUR
THE SOVIET AGRICULTURAL SYSTEM AND ITS POLICIES

An analysis of Soviet agriculture and its policies
provide a necessary insight to the role of American-Soviet
agricultural trade. Despite the extensive amount of land
farmad in the Soviet Union (606 million hectaces of agri-
cultural land of which 226 million hectares are cultivated),
which is forty percent more than that of the United States,!
This inefficient and wasteful system has been the focus of
Soviet policy in recent years. Within this policy there
are five distinguishable areas of correction:

1) Making adequate capital available for
investment in agriculture,

2) Acquiring new technology and rpplying
it effectively throughout the country.

3) Correcting the imbalances in the re-

gional agricultural labor supply and

raising the low level of technical skills.

4) Correcting continuing inefficiencies in

the organization and management of farm

work.,

5) Coping with consumer pressures for more

and better food and with pressures for im-

proving rural living conditions,.?
This analysis will demonstrate how the Soviet government
is presently making, applying, and correcting its policies

in these five areas.

40
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Until recently, Soviet history demonstrated relatively
small amounts of governmental capital investment in agri-
culture irn comparison to other aspects of spending, causing
s.anificant problems in the growth of agriculture. The
economic burden through forced collectivization that Stalin
has implemented on the Soviet agrarian society caused the
reduction of output in 1950 to fall below the pre~-revolutich
level,? After Stalin's death in 1953, the Soviets toock a
more active role in strengthening the rural economy, and
agricultural output rose at an annual rate of 3.4%. This
could be compared to the United States rate of 2.0%. However,
since 1970 agricultural output in the U.S8.S,.R. has risen

only at a rate of 1.0% annually."

The Agricultural Economy

Economically, the Soviet Union spends more than one-
fifth of its GNP and employs over 25% of the entire labor
force in agriculture. The United States utilizes less than
4% of its GNP and less than 5% of the labor force in agri-
culture. Beginning in 1965, due to the concern and need
for an improved infrastructure, Soviet capital investment
for agriculture exceeded one-quarter of the naticn's total
capital investment, less than the 20% spent in the previous
decade.® These increases in total ruble amounts are "in
the eighth (five-year plan) increased (capital investment)
to 81.5 billion rubles; in the ninth, to 130.5 billion rubles,
and in the tenth five-year plan period, they will increase
to 170 billion rubles.”"$
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This massive influx of investment is being done in
part to improve the debilitated infrastructure, which gen-~
erates many inefficiencies in the present system. This
problem is a main concern of the Party, which wroie at its
25th Congress meeting, “the infrastructure holds the solu-
tion for U.S.S.R. top~priority socioeconomic problems.”
Indeed, this weak infrastructure causes much waste in terms
of agricultural products that cannot be brought to th: con-

sumer. The Soviet journal, Problems of Economics, wrote in

1978, "the lack of hard roads in rural areas (the present
length meets roughly 60% of the minimun requirement) re-
sults in the loss of a significant percentage of the har-
vest."’ It also noted that only 30% of the trucks delivered
are increasing fleet size and that 25% of the ninth-year
plan's fruit and vegetables were spoiled before delivery to
the consumer.?® Capital investment ir agriculture can be
seen as an attempt by government, in terms cf policy, to
improve the weaknesses of the infrastructure, thereby
creating a more efficient and modurn system that can more
easily meet the needs of both the peasant farmer and the
urban consumer.

"'ne productivity of the soil can be increased 'ad
infinitum' by the application of capital, labor, and sci-
ence,"? wrote Karl Marx, the father of the Soviet system.
However, because of c¢limate, environmen+, and years of back-
wardnegs in agricultural technology, the Soviets had to

play 2 catch-up game in many different aspects of agriculture,
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including technologically advanced mechanization systems to
new climate resistant wheat hybrids that can withstand the
harsh Russian weather. The Party's agrarian policy empha-
s.2e8 the consolidation of the material and technical basis
of agriculture, its industrialization, wide-spread land re-
clamation, and chemicalization.!® Though technology is
gtressed, the advances made have been relatively small:

Notwithstanding these efforts, the level

of agricultural technology in the USSR

remains generally below that of other

industrialized nation<, a deficiency that

coexists with a high level of scientific

knowled7e. Many Soviet agricultural sci-

entists are world reknowned, but the lag

between their research finding and their

application continues to be unusually

long in the USSR.!!

Nevertheless, gains have been made in improving the
Soviet agriculture system, and the credit for them must be,
in part, given to the Ministry of Agriculture, that organ-
izes and controls the entire agricultural system, from
agrarian research and management to the education of the
rural community in secondary and higher educational insti-
tutions.!?2 Thisg Ministry administers one of the best run
segments, save the military, of the Soviet economy, despite
its problems. Present Soviet policy does indicate a strong
commitment in the realm of agricultural technology. Whether
it is the need for chemical fertilizers in eastern Siberia,

Letter irrigation in the Volja-Ural re¢gion of European

Russia, or the need for hardier grain hybrids in Kazakstan.
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Today more than ever, this commitment has become greater
and never experienced in the Soviet Union.

Imbalances in the labor supply for agriculture are an
issue of policy in the Soviet Union, since Nikita Khrushchev
opened the "Virgin Lands" in the mid-fifties, labor imbal-
ances have become a significant problem, both geographically
and technologically., One reason for this problem was the
lack of satisfaction in the peasant's rural lifestyle. Their
income level was lower than that of their counterparts, their
work-days were longer, and the amount of goods and services
available to them was much less. Therefore, a migration of
rural peasants seeking the "better life" of the city occurred.!?
Soviet policy in response to this problem has been to raise
the standard of living for the rural worker and to increase
the umount of goods and services available to them. The
lavel of income for farm workers has doubled since 1965,
while the prices of consumer goods have remained relatively
the same, Services have also increased, "cultural centers,
libraries, cinemas, radio anc television are rapidly be-
coming part of his cvery day 1ife. The traditional division
between rural-type goods and citv-type goods has disappeared."!"

Education of the rural peasants is also incorporated
in this arca of policy. Educational levels are rising, al-
though ti.ey are still substantially lower in the countryside
than in urban areas. Current emphasis on rural youth is
work-training programs in agricultural related skills., The

Communist Party of the Soviet Union wrote at its 24th Congress:
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Now the typical man of the village is an

educated, cultured and well-trained person

with versatile interests, Incidentally,

the number nf specialists with a higher or

secondary education in the countryside

grew l6-fold between 1940 ané 1970, and

now totals 821 thousand,!®
In spite of the improvements in the living conditions of
the rural worker through pensions, higher wages, bonus
plans, health benefits, housing grants, and paid vacations
the migration of rural workers seeking the better, easier
life in the cities continues., And to make matters worse,
the majority of the persons leaving the country are the
young, highly trained, highly skilled farm workers who are
necessary for the system to grow. Which is why the reten-
tion and development of rural populations is indeed an em-

phasis issue in current Soviet agrarian policy.!®

Administrative Problems

Perhaps the most important goal in the Soviet agri-
culture {s that of overcoming the inefficiencies of manage-
ment and the organization of farm work. This highly cen-
tralized agricultural management makes most of the impor-
tant decisions for “griculture in the five-year annual
plans. These plans encompass every aspect of farm activities,
from planting and harvesting dates to the size of cattle
herds on specific farms. The conversion of collective farms
into state farms appears to be a recent trend in management
policy because these ¢iant "corporation-type“ farms con-

verted to central control to use the economies of scale and
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relatively better technology. However, state farms still
produce at a level well below the goals they were at first
given.!”

Centralized m=»nagement, which is resistant to change,
is one of the fundamental problems within the system. For
example, the case of Ivan Khudenko, an upper level admini-
strator for the Ministry of Agriculture, developed the
"link-system" of farming (use of a limited group of speci-
alists in agriculture) that could compete with American
enterprises. The plan increased production by 20 times in
the neighboring farms at less relative cost. However,
Khudenko, while being correct in his assumptions, had proved
the entire agricultural leadership wrong and shortly after
his results were disclosed, he was arcested on a trumped-up
charge of stealing state funds and sentenced to six years
in prison where he died, Cases such as this are not at alil
uncommon, Becaugse resistance to change in upper managoment
areas exists, the inefficiencies of the organization are
causing the reduction of bureaucratic mismanagement and
"red tape" in agricultural administration. President Brezh-
nev himself considers the agricultural administration to be
overly complex and has sent down directives ordering the
reduction of size of this branch of government without
losing effective central control (see Appendix l). Addi-
tionally, they are to use economic¢ incentivez to spur on
agriculture, rather than using administrative orders and

18

directives. The amount of buceaucratic "red tape" has
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made Soviet agriculture an ineffective organization and

has become a major policy issue.

Consumer Satisgfaction

Consumer pressures for better food and the improvement
of rural living conditions is certainly the binding force
in recent years in all areas of Soviet agricultural poli-
¢ies. Because pressure has besn put on government by the
rural and urban communities to improve the overall standard
of living, the amount of consumer satisfaction has grown
considerably. Although this must be compiied to the almost
absence of a consumer market in the Stalin era, conditions
in present day U.S.S.R. fell well below the standard of
living in the United States.

Probably the most emphasized goal in the region of
Soviet agrarian policy is the improvement of the Soviet diet,
mostly concerning meat consumption. This consumption is at
a level which Soviet scientists and doctors consider to be
inadequate for health standards. This is especially true
for urban areas because of the lack of a transportation in-
frastructure to deliver the meat., Therefore, diets tend to
be better in the countryside because the food available is
supplemented by the private household plots. The private
plots are unique because they produce over thirty percent
of the total cultivated land. However. more important than
how much they produce is what they produce, because almost

fifty percent of the high utility goods goes to the consumer,
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i.e., eggs, milk, meat, fresh fruits and vegetables,!?®

This improvement in the diet is the central reason for the
recent Soviet-American grain trade and because of these
new goals, Suviet agriculture has been unable to produce
enough grain to maintain livestock herds to mee! these re-
quirements. D. Gale Johnson, Professor of Economics at the
University of Chicago, says, "If relatively high average
Soviet grain yields of recent years have been due to favor-
able weather, a return to more nearly average weather would
place some additional strains on the Soviet economy. The
Soviet Union would have to import considerably more grain
and other feed materials than it has since 1971 or reduce
the consumption of meat."?? fTherefore, this commitment to
the consumer is the sole basis for the "feed grain" trade

between the United States and the Soviet Union.

Summary
It is evident through this section's analysis that

when Soviet agricultural policy is at issue, the overwhelming
concern in all areas of discussion is the commitment to the
betterment of rural living conditions and the increased

satisfaction of the consumer,
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CHAPTER FIVE
SOVIET-AMERICAN GRAIN TRADE

The Nixon-Brezhnev Moscow summit meeting in May 1972,
considered the beginning of the era of detente, moved trade
into a period which may be deacribed as positive. The
sunmit meeting produced a basic set of agreed principles
for relations between the countries. The seventh principle
of the agreements specifically pertained to international
commerce,

the United States and the Soviet Union

regard commercial and economic ties as

an important and necessary element in

strengthening of their bilateral rela-

tions and thus will actively promote

the growth of such ties. They will fa-

cilitate cooperation between the rele-

vant organizations and enterprises of

the two countries and the conclusion of

appropriate agreements and contracts,

including long~term ones.!
This led to the signing of the U.S.-U.S.S.R. Joint Trade
Agreement in October 1972, which was actually a series of
agreements, such as environmental protection, space cooper-
ation, and other joint ventures. The major obstacle in
signing the agreements was the settlement of the Soviets'
World War II lLend-Lease debts. The issue was settled when
the Soviets agreed to pay $722 million in annual install-

mentd of $24 million until the year 2001 and America offered

51



52

to reinstate MFN status by 1975,

Great Grain Robbery

Between these two agreements was the 1972 Russian
grain purchase, often referred to as the "Great Grain Rob-
bery." Although the grain purchase was not directly re-
lated to the other agreements, the general easing of ten-
sion promoted the agreement. This purchase of grain was not
contrary to previous U.S8.-U.S.S.R. trade agreements. The
Soviets had several times before contracted grain sales
from America when other grain exporting nations, i.e.,
Canada, Australia, Argentina, etc., were unable to fulfill
the Soviet quotas for that period. The grain purchases of
1964 and 1971 bought 1.8 million and 3.0 million tons Jf
grain, respectively, from the United Statqs.?

The 1972 Great Grain Robbery was different because of
the magnitude of the purchase, 19 million tons of grain at
a cost of $1.2 billion. This was to supplement the Soviet
poor harvest in that year. The agreement which was signed
July 8, 1972, provided that the U.S. would grant through
the Commodity Credit Corporation $750 million of financing
for U.S.S.R. grain purchases. Also, it provided that the
U.S5.8.R, would purchase this grair in a period from August 1,
1972, through July 31, 19753 (see Appendix 3). This agree-
ment lulled the United States into underestimating the So-
viet Union's needs (because of their poor harvest) and

allowed them to purchase much more grain than the agreement
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provided at bargair prices. This drew criticism upom the
U.S. and the Department of Agriculture for the mamagiac =¥
this fiascn. Immediately many changes were introduced %o
control grain exports. One such charge was ‘he req. izement
that all U.S, grain exporters report to the Department of
Agriculture, within 24 hours, all foreign grain purchases
over 100,000 tons. "This was to prevent a recurrence »f
the 1972 scenaric in which Moscow's negotiators worked so
discreetly that competing U.S. grain dealers . . . were un-~
aware of what was happening., Moreover, key government agen~-
cies discovered , . . that federal subsidies were con:ribu-
ting to the bargain purchases by Exporthleb."® (Evporthleb
is the soviet grain purchasing organization,)

There were alsc complaints about the workings of the
new system of detente, The complaints centered arcund the
possibility that detente did not serve U.S. a2conomic inter-
ests. Secretary of State, Henry Kissinger, tried to di.s-
aggociate the yrain purchasesg with the month earl er Moscow
summit,

The $oviet grain deal, whatever criticism
may be made of it, had next to nothiag to
do with detente . ., . at the Moscow summit
there was next to no discussion of the
grain deal hecause the assumption at that
time was that the amount of purchases
would be 30 low as to not justify the at-
tention of the two national leaders,

The economic cost of the agreement to the U.S. was

very high, The Hoviet lUnjon bought a ma‘ority of the grain
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by a United States lcan guarantee of $750 million at a sub-
sidized interest rate of 6-1/8% through the CCC. $300 mil~-
lion in additional subsidy costs, from the federal govern-
ment, to the grain exporters was also tagged onto the total
loss. These subsidies were prevented by Congress shortly
after the realization of what the Soviets had pulled off.®

In the wake of Soviet conduct, Congress passed a ser-
fjes cf tills using the idea of linkage, the use of tradeoffs
for achieving certain goals, In 1974, Senator Henry Jackson
and Representative Charles Vanik used linkage in a bill to
link together East-West trade and Soviet internal policies.
The Jackson-vanick Amendment provided that the U.S. would
grant better trade conditions provided that the Soviets met
a certain emigration quota of Jews from their country.’

Shortly before the 1975 arain purchases and the grain
agreemant the Soviets annulled the 1972 Joint Trade Agreemunt
(in January 1975). There were several reasons for the an-
nulmemt, first the value of the agreement to the Russians
was siguificantly reduced due to the rise in world gold and
oil prices. Secondly, Jackson-Vanik amendment appeared to
overstep the bounds of Soviet tolerance in U.S. meddling in
their domestic affairs. Finally, the limits on credits to
the Soviets removed the benefits of the MFN status, Presi-
dent PFord tried to keep the trade agreement alive but

the rescive was lost in the election year politics.?
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1375 Grain Agreements

Many of the 1972 grain purchase errors were simply re-
peated in the grain agreements of 1975. The Department of
Agriculture once again, despite the amount of contrary in-
formation, grossly underestimated the severity of the Soviet
crop failures (which were 85 million tons less than in 1976).
It took several weeks for the U.S. to realize that the So-
viets were once again purchasing massive amounts of Ameri-
can grain. 1In the last two weeks of July 1975 the Soviets
contracted to purchase over 9.8 million tons of grain. These
large purchases subsequently led to the Longshoremen's boy-
cott and refusal to load American grain bound for the So-
viet Union. The President was consequently forced to sus-
pend all grain sales to the Soviet Union until the signing
of the five-year grain agreement on October 20, 1975 (see
Appendix 4). The agreement called for the Soviet purchase
of 6 million tons of grain each year with a 2 million ton
optional purchase. It also provided the U.S. with an ascape
clzuse if there was a crop failure,?®

This five-year agreement received much applause in the
United Statea because it prohibited the Soviets from making
sporadic purchases and disrupting the market. The agree-
ment was negotiated by Undersecretary of State for Ecoriomic
Affairs Charles W. Rcbincon instead of Department of Agri-
culture Secretary Earl Butz. This was a setback to the De-
partment of Agriculture because it removed some of their

power in foreign trade policy implementation.!? Farm groups



throughout the country supported the agreement because of
the stability it introduced into the market. However. they
disliked the governmental intervecntion in prohibiting a

free market situation.

The Soviet-American grain trade was relatively a sta~
ble process in the interim years between the 1975 grain
trade agreement and the five-year agreement and the fact
that the Soviet Union had basically stable harvest yields

and had no need for massive grain imports to supplement

their quotas.

The Grain ¥mbargo

President Carter's imposition on January 4, 1980, of
a grain embargo is the final element in the series of the
American~-Soviet grain trade. During the end of December in
1979, the Soviet Union invaded Afghanistan to protect their
national interest. There has been much speculation on the
reasons of the invasion, but it is enough for this paper to
accept the invasion, whatever the reasons., President Carter,
in justifying the embargo said "[the)] Soviets should not be
allowed to undertake such an act with impunity." And "it's
the [the invasion] greatest crisis since Second World war,"!!
However . the goals that were to be achieved by this embargo
have been uncertain. Certainly the time was prime for a
grain ambargo, the previous harvest of the Soviet Union fell
far below the set goal (48 million tons or 21 percent). The

Soviet Union had to import an all-time record amount of
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grain (35 million tons) to prevent a severe reduction in
livestock herds., The United States was to supply by far

the largest portion of the imports, 25 million tons in all,
+his in the advent of a record breaking United States harvest.
In addition, the rest of the world was suffering from pro-
duction/supply bottlenecks and seemed unlikely to export

the amount of ¢ rain the Soviets needed,!?

Nevertheless, the intermal effects on the Soviet Union
probably were not the only reasons for the embargo. As a
matter of fact, it is most likely that the administration
knew it would not have the intended effect.

For the embargo to have the intended effect three con-
ditions had to be fulfilled. First, the United States must
have been able to control the end market for their grain
sales. Second, the United States must have been able to
prevent the "leakage" of grain from other countries. Finally,
the United States had to be sure the effect on the loviets
would have been severe enough to make them lesve Afghani-
stan. One other reason was possibly that the United States
felt stymied by the courses of action available to the in-
vasion, Clearly Afghanistan was not in the United States
sphere of influence, especially after the lcss of Iran as
an ally. The Adm.:.'!stration felt that the only recourse was
the embargo, which was definitely the strongest action avail-
able at that time,!?

To prevent domestic outcry from the embargo when

Carter announced the stoppage of seventeen million tons



58

already contracted for, the Department of Agriculture an-
nounced that the Commodity Credit Corporation would assume
all contractual obligation. The United States still hon-
ored the 1975 trade agreement and permitted the sale of

d million tons of grain. The ploy seemed to work as Carter
won the Iowa (the major grain-producing state) caucuses by
a 2-1 mavgin.

The domestic costs, at least during that of the em-
bargo were quite exaggerated, as a matter of fact it was re-
ported that to the United States were nonexistent. The ex-
port market had in fact a slight increase over the previous
fiscal year (see Appendix 5a). However, there was a slight
depression of grain prices during the summer of 1980 due to
the release of government owned grain supplies into the mar-
ket. The entire costs to the United States were borne in
the short run by the federal government which purchased the
export contracts for $3.0 billion. The expenses were to be
recovered when the government sold the grain back c- the
market.

The question remains over the embargo is whether or
not it should have been maintained for so long. Ciearly the
Soviet Union did not suffer enough to accomplish the goals
intended by the United States, they still occupy Afghanistan
and with a greater deal control over the domestic population
than before. In all the embargo prevented the Soviets from
purchasing approximately 3.5 million tons of grain, although
some estimates are as high as 6.0 million tons which the

United States could have easily supplied. However, one
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cannct discount the fact that the costs of crain were
higher to the Soviets who still do not have enough hard
currency. The effect on the Russian meat supply also did
not occur. The Soviet livestock herds ¢rew by 640,000,
though at a slowed growth rate. Also, America‘'s allies did
not wholeheartedly support the embargo, records show that
they increased their exports to the Russians when the
American market dried up (see Appendix 5b).l%

Since President Reagan lifted the embargc the long
run effacts of the embargoc on the American economy have
come to light. It has been reported that the costs were a
net lcss of $22.0 billion and 120,00v jobs, Clearly, these
costs, given the intended effect of the embargo by Presi-
dent Carter, were not at all justified. It is my belief,
as well as many experts, that for the United States to im-
pose agricultural sanctions the three conditions previously
mentioned must be met. Then and only then ca: America take

advantage of its greatest commodity.

Summary

Through this case study of the American-Soviet grain
agreements, it has been clearly shown that American foreign
trade policies in regard to Soviet grain purchases have
oscillated from strict control to being overgenerous, This
may be compared to the similarly confused and unstable pro-
cesses of detente. In the beginning of the era, trade pol-

icy was conciliatory towards the Soviet Union. However,
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after the "Great Grain Robbery" of 1972 strict restrictions
were enforced on agricultural exports in response to domes-
tic pressures., It can be concluded from the responses to
the issues that United States agricultural foreign trade
policy is developed in complex interactions hetween special

interest groups.
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CHAPTER SIX
U.S. TRADE POLICY IMPLICATIONS

There are real reasons, such as war or sn attack on
our allies, for America to impose any economic sanctions
on the Soviets on the grounds of national security and
sconomic problems. However, these reasons are seldom the
issue at hand when trade sanctions have been imposed by
America. The following section of this paper will analyze
the reasons and issues (mostly political in nature) of
America's economic sanctions.

An analysis of Soviet-American international commerce
since the beginnings of detente has shown a basic flaw in
America's beliefs and policies, The Jackson-Vanik Amendment
of the Trade Reform Act of 1974 clearly illustrates a mis-
conception in what the limits of detente are or should con-
tain, The "linking" of Soviet Jew emigration quotas to fa-
vorable aconomic treatment and the granting of Most Favored
Nation status in trade to the Soviet Union is a gross mis-~
calculation on how to influence Russian domestic policy
{not to mention what is not in our sphere of influence).}

It should he emphatically stated that the United
States is wrong to assume that favorable or unfavorable eco-
aomic treatment of the Soviets should be tied to internal

situstions or golicies when they doc not directly concern
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our national security or interests, This is not to say that
vielations of human rights shovl!d be ignored, but rather,
change is to be implemented through other means such as
through the United Nations or by public chastisement. 1In
addition, the United States cunceptions of detente should
not be so ambitious. Detente should be concerned primarily
with the state of Bouviet-American bilateral relations and
not the countries' philosophical and ideological differences,

In support of this argument, history has demonstrated
quite the opposite in the Soviet Union's reactions when the
United States has imposed economic sanctions. For example,
Stalin's resolve to maintain his control over the East bloc
after World War II is illustrated by his refusal to accept,
in 1947, the Marshall Plan for the reconstruction of Europe.
The Plan would have granted America considerable influence
in how the money was to be spent.® By doing so, Stalin
accepted the fate of millions of Soviet citizens suffering
and dying because of starvation due to the lack of American
aid.

The Soviets' response to the Jackson-Vanik amendment
and the Trade Reform Act is yet another example of America's
misinterpretation of detente. The Soviet "aion in 1975
annulled the 1972 U,.S5.~U.$.S.R. Joint Trade Agreement which
had been so laboriously negotiated and signed on Octobor 18,
1972, This agreement which was sought after by both naticns
for the development of beneficial trade commodities and

rules by which all tra‘e was to be governed. The annulment
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of the agrcement and refusal to continue payment of their
Lend~lease obligations of World War II (alsc settled uv.ader
the agreement) caused the Soviets to forego the possibility
of MFN status from the U.S. The curtailment in the amount
of Soviet Jews who were allowed to emigrate subsequently
followed the Amendment also.’

This thesis through examples of historical and csn-
tempcrary events has shown clearly that the Soviet Union
will not tolerate the interference of economic sanctions
imposed by the United States, This paper does not deny the
rights of the United $States to respond to Soviet acts of
aggression, violations of human rights, or threats to the
international balance of power that asscults world peace.
Nevertheless, I believe the United States must reconstruct
its views on trade with the Soviet Union under the auspices
of detente, The fellowing sections of this paper will de-
velop an ideological basis for furthering Soviet-American

trade under detente,.

Policy Recommandations

In order for America to enjoy a workable trade policy
with Russia, general changes must be made in their percep-
tions of detente. First the United States must re-evaluate
their goals of detente and what the limits of detente <an
realistically include. In other words, the United States
must accept the fact that their ambitions for detente are

too broad. Detente does not include the ability to influence
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change of ideclogical differences within the domestic/in-
ternal policies of the Soviet Union. Consequently, Ameri-
cans cannot expect much more from detente than the hopes
that any bipolar confrontation will be held in check and
not escalated into nuclear war. This is the most pressing
change for American policy-makers to accept, for without it
detente will oscillate, as it has done throughout its
existence. To summarize, American international policies
for detente must be to establish order first and place
systemic change second.

In extending the United States overall change in their
views on detente, the U.S. must realize the Jdifferent areas
within detente. There are three major categories into
which agreements of detente can be divided: political,
military, and economic. If the United States is to make
any headway in the continuance of detente it must disassoci-
ate the three categories as much as possible and not set
one against the other. In other words, political or mili-
tary disagreements should remain independent of the present
economic relationship and vice versa. Also the status of
one category should not be changed to effect the status of
the other in order to make the situation more favorablae.
Therefore, in the area of economic detente, crisis problems
should be directly confronted and not manipulated into
change by other means.

The second change for the continuance of detente and

the development of bilateral trade is the creation of a true
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global economy. The United States should, with the Soviet
Union, press for the cooperation of Western Europe (the EEC)
and Japan, as well as the East bloc (CEMA) in the establish-
ment of this world economy. The objectives of such an econ-
omy would maintain a stable international situation, there-
by preserving peace. This internaticnal economy would pro-
mote interdependence among nations and establish a favorable
line of communication between the antagonistic nations cre-
ating more understanding of each other."

The third proposed change for the United States pol-
icy-makers is the development, with the Soviet Union, of
private and publi¢ institutions, such as the joint U.S8.-
U.S.S.R. commigssions, to maintain control of the everyday
functions of detente and foreign commerce. It can be
through these organizations that problems of detente might
be solved. The infrastructure for this proposal has already
been established. The national governments of America and
Russia, the bureaucracies, international organizations such
as the International Monetary Fund (IMF) and the General
Agreement on Tariffs and Trade (GATT), corporations, inter-
governmental commissions such as the U.S$.-U.S.S.R. Joint
Trade Commissions in Science and Technology, Commerce, and
Agriculture, and other national organizations involved in
East-West trade. What is lacking in this framework is the
necessary guidelines which will establish, regulate, and
further develop trade under detente.

These insti .utions will have to provide in their
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policies room for entanglement as well as disengagement.
For it must be possible for each party to be able to remove
themselves from the pclicies of areas in which they feel
threatened or manipulated. The reasoning behind this is to
establish a "free will" or open markets in international
commerce and remove the rigidity that compromises the fur-
therance of detente,

The guidelines and regulations that promote this pro-
position are rather simple but will take considerable effort
to implement. American foreign trade policies with the So-
viets should allow the business of trade to be conducted on
a "normal"” basis. The normalization of trade will provide
for the United States and the Soviet Union a pragmatic way
of approaching trade rather than a political/ideclogical
method. For example, the Soviet's foreign trade organization
(FTOs) would be allowed to contact United States exporters
of commodities desired, then without governmental interfer-
ence conduct trade in a manner that is similar to America's
trade with their allies. It is understood that there must
be regulations of trade with the Soviets. However, the
governmental interference 2nd restrictions will be based on
national security areas such as the transfer of military or
high technology and not on a political basis such as a grain
embargo. In addition, the normalization will also provide
the room for entanglement or disengagement much like normal
business affairs which are controlled “»y the necessity of

supply and demand.
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If trade is conducted on such a normal basis the
ramificationz on detente can only be positive. Trade which
is free of political considerations will further the feeling
of goodwill between the two superpowers. This is not to
say that economic situations, such as balance of payment
problems or credit extensions, will be taken lightly or
ignored. 1In such a situation the overall incentive to con-
tinue those feelings will most probably negate any negative
feelings or problems, And ideologically economic interde-
pendence will develop because of the mutual needs and
understandings of both nations.

The needs of the Soviet Union in trade with the United
States are vast., PFirst and foremost the need of American
technology such as computer soft and hardware is most im-
portant in the Soviets' purchases. The Soviets have not
been able to develop the technology they need for several
reasons. First the devastation of two World Wars and a
¢civil war (the revolution) in the last fifty-odd years
caused the Soviet economy to start over, virtually from
scratch. The second reason is the historical backwardness
of the development of Soviet technology. Third is the prob-
lem inherent in the infrastructure of the economy in its
ability to increase productivity and development. Finally,
and parhaps most importantly, the economic sanctions and
restrictions imposed on trade with the Soviets by America
and :the West since the end of World War II.®

Needlegs to say there are available commodities which
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may be of interest to the United States in trading with

the Soviet Union. They consist mainly of the vast natural
resources of Russia such as oil, natural gas, and minerals.
However, this may not be the most important or beneficial
reason for trade with the Soviets. If the Soviet payment
problems could be solved, the United States could establish
a trading partner who would help in their own balance of
payments deficits. The possibilities of economic benefits
in trade with Russia are immense; more jobs, increased output,
and exports are only a few of the potential bonuses., If for
any reason the United States develops trade with the Soviets,
these reasons should provide enough incentive.® as has

baen shown, the potential benefits of normalizing trade
under detente with the Soviet Union are immense, especially
in agricultural trade. From an American viewpoint, casting
aside pelitical and ideoclogical differences, the economic
reasons for expanding international trade with the Soviets
are alone very convincing. Granted that some may argue
against trade because of Russia's economic instability.
However, this paper is not advocating an irrational jump
into trade, but rather a calculated implamentation of well

planned policy.

The Realities of Interdependence

Before concluding this essay there should be a brief
discussion on the limits and realities of such proposed

economic detente policles becoming America's international



70

trade policy with the Scoviet Union. Much of the argument
in this paper has involved interdependence and its ramifi-
cations, It hag been argued that the possibility of a
stable interdependent bilateral relationship between the
United States and the Soviet Union because of their leading
roles in world affairs will promote world peace and under-
standing., This goal is the ultimate hope of this thesis;
however, it must be clarified that the separation of eco-
nomic detente will not necessarily cause any changes in the
other areas of detente.

The reality that these goals will be accomplished also
is doubtful givem the present state of America's decision-
making process. The semi-chaotic method of domestic policy-
nakers can well be extrapolated into the realm of economic
dotente and the foreign trade policies requirements. The
reason for Amegican policy-making chaos is that the "tuzael
vision" of special interesr groups and lobbies trying to
influence a bigger portionm of the pie causes an uneven dis-
tribution is the developmen:t of trade policy. It can be
compared to nature's rule of "surwvival of the fittest."”
Perhaps the greatest problem will be the remwval and sepa-
ration of economic detente from political detemte and if
this is to be achiewved American leaders will hase tc make
a complete reversal in present policy attitudes.

Although this paper has been limited to American-
Soviet trade the problems of the EEC and CEMA cause to

American policy-makers must be reconciled. The United
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States must realize that Western Europe has already devel-
oped ties with the Soviets and the East bloc. The natural
gas line under construction from Siberia connecting Western
Europe with the Soviet Union and East bloc has been done in-
dependent of America's wishes. Therefore, America must
press for economic cooperation between the nations, and
thereby create trade policies that are in conjunction with
each other by following a set of established guidelines and
rules. In doing so, they will generate a stable glcbal
economy that freely permits multilateral trade and conceiv-

ably lays the foundatioms of global detante.’

Conclusions

These proposed changes of United States peolicies of
trade with the Soviet Union are necessary if an economic
relationship of any consequence is to be established. But
in order for this to happen the United States must follcow
these plans of re-evaluatino their ideals of detente, be-
come aware of the different and separate areas of detente,
develop a global economy, and construct a new framework and
guidelines for ecomomic integration as wel! as the normali-
zation of relations.’

In swmmation, the future of positive Soviet~-American
economic relatioms is dependent on the above changes in
United States foreign trade policy. If these policy
changes are followed bilateral commerce will be permitted

to become pragmatic and "normal." However, this normalization
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shall be complex and difficult for America to implement.
Detente for Americans still remains the bastion of hopeful
ambitions when compared to the expectations found within

the Soviet eiite. Consequently, Americans are still finding
difficulty in distinquishing economic detente from political
detente. Therefore, I maintain if the United states pursueg
these proposed changes there can be no more practical way

to ganerate the feelings of .i1nod will between the Soviet
Union and America. Without this goodwill there can be, to
reiterate Senator Mondaie's example, "no graver tareat to
international stability . . . and to national security it-

self."”
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TECHNOLOQGY AND UB-8OVIET COMPETITION

RELATIVE US/USSR TECHNOLOQY LEVEL IN DEPLOYED
MILITARY SYSTEMS®

us US-USSR USSR
DEPLOYED SYSTEM SUPERIOR EQUAL SUPERIOA

STRATEGIC
IC8M X
SSBN/SLEBM X—
Bomber X
SAMs
Ballistic Missile Defense
Anti-satellite
TACTICAL
Land Forces
SAMs (including Naval) X
Tanks ~-X**
Artiliery X~
intantry Combat Vehicles X
Anti-tank Guided Missiies X
Attack Helicopters X~
Chemical Wartare . X
Theater Ballistic Missiles X
Air Foroes
Fighter/Attack Aircralt
Air-to-Air Missiles
PGM
Alr Litt
Nava! Forces
SSNs X
Anti-Sulbbmaring Warlare X=
Seea-babed Air X
Surtace Combalents X
Cruise Miseile X
Mine Warln X
mebiwl Astault X
Oemmuniestions X-
Command and Control X
Bisotranic Countermeasurs X
Surveiliance and Mecon-
nalgsance X~
Barly Watning X~
' Thesl 418 compartsons af system technology Havel only, and are ot necessarily a messurs of

etiectivenass. Tha compirisons s natl dependent on scenario, 1actics, guaniity, training, or
othisr operatio: al factors, Systemas farther than 1 year !rom IOC are nGt considered.

*The arrows denole that tha ralative technology level is changing signdicantly in the ditec
tion inghicated.

Sourcu: The Fy 1981 Depariment of Detense Program tor Research, Devetopment, and Acqu-
s:ton, Statement by Or Witllam J Parry, USDRAE, to the 98th Congregs, 1 Fedruary 1980, p
H-37.

> XX X

XX X XK

Appendix 1.
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19 thuy 8, 19720)

AGREEMENT BUTWLEN THE GOVERNMENT OF THE UNITED STATLES
OF AMERICA AND THE GOVERNMENT OF THE UNION OF SOVIET
SOCIALIST REPUBLICS WITH RESPECT TO PURCHASES OF GRAINS BY
THE SOVIET UNION IN THE UNITED STATES AND CREDIT TO BE MADE
AVAILABLE BY THE UNITED STATES

The Government of the United States of America (USAYand t*~ Govern-
ment of the Union of Soviet Socialist Republics (USSR) have sgreed as follows:
Article 1

1. The Government of the USA through its Commodity Cradit Corpors.
tion's Export Credit Sales Program herehy makes svailable a total amount of US
$750 million credit for finsncing the payment for USA grown grains (at buyer’s
option~wheat, corn, hatley, sorghum, tye, osts) purchased by the USSR in the
USA “inder this Apreement. Such total smount may be increased by the USA.

2. The USSR through its foreign trade organizations shall purchase from
private United States exporters not fess than US $750 million port valus of such
grains (at buyer's option-wheat, corn, barley, sorghum, rye, oats) for delivery
duning the three-yesr period August |, 1972, through July 31, 1972, and of wuch
amount not Jess than US SZ00 million shall be purchased for delivery prior to
August 1, 1973, In case of purchases of such grains for 2ath for delivery during

‘he period of August !, 1972, through July 31,197, the US. duilar smount of

such purchases thail he counted as if they were made on credil terms under this
Apreement.

3 The followsng provisions shall apply with respect to the credit referred
to in Section | of this Article |.
3.1 1t shail continue to be availablz, if aot previously exhausted, for delivenies
made not Ister than July 11, 1975,
3.2 The 1ntal amount of credit outstanding st one time shall not exceed U'S
$500 millon.
3.3 Delivery for purchases shall be F.AS. or F.O.B. port of export and interest
shall run from date of delivery. The date of delivery shall be the on-borrd date

_of the ocesn bill of lading.

1.4 The principal and mterest for credit ansing under each delivery <hall be
payshle by the USSR a1 follows: one-third of the principal annually, plus
sccrued interest on the outstanding principal balance to the date of cach princ:
pal payment.
3.5 The amount of credit for each delivery will be hmited 1o the United States
port value of the commodity, without osesr fseight, insurance. «: vther charges
or cosls

3.6 The interest rate for purchases under this Agreement for which delivery o

made not later than March 31, 1973, shall be 6.1 /8% per annum on that portion
of the nhhgation confirmed by a USA bank. This rate of interest fur thet portes
of the obligation confirmed by 3 USA bank shall be applicable during the whole
these-year period for repsyment of the cridit which srises under esch delivery
made not latsr than March 31,1773
Articke

This Agreement shall enter 1nto Torce (tom the day of s ugning and shall
remain valid untd all the obligations srusing (rom 1t for both sides are fulfilled.

IN WITNESS WHLRLEOF, the undersigned, duly suthonzed thereto, have
ngned this Agreement

PONE at Washington this Rih day of July 1972 in duplcate, in the English
and Russian lanpuages. each text cquaily authentic,.

For the Government of
the United States of Amerncs:
Peter G. Peterson
Earl L. Bute

Appendix 3. For the Government of

the Union of Soviet Sociahist Republics:
M Kuzmn
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