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INTRODUCTION

This series of reports by the United States International Trade
Commission is made pursuant to section 410 of ritle IV of the Trade Act of
1974 (19 U.S.C. 2440), which requires the Commission to monitor imports from
and exports to certain nonmarket economy countries (NME's). These countries
include those listed in headnote 3(f) of the Tariff Schedules of the United
States (TSUS) 1/ and others not listed in the headnofe, 2/ viz, Hungary,
People's Republic of China (China), Poland, Romania, and Yugoslavia. 3/ This
is the same group of countries whose exports can be investigated by the
Commission under section 406 of title IV of the Trade Act of 1974. Through
control of the level of production, distribution process, and the price at
which articles are sold, they could disrupt the domestic market in the United
States and thereby injure U.S. producers. Under the statute, the Commission
publishes a summary of trade data not less frequently than once each calendar
quarter for Congress and, until January 2, 1980, the East-West Foreign Trade
Board. As of that date, the East-West Foreign Trade Board was abolished, and
its functions were transferred to the Trade Policy Committee, chaired by the
United States Trade Representative.

As specified by the statute, one objective of the report is to provide
data concerning the effect of those imported items on the production of like
or directly competitive articles in the United States and on employment within
industries producing those articles. Therefore, the report includes trade
statistics for Albania, Bulgaria, China, Cuba, Czechoslovakia, the German
Democratic Republic (East Germany), Hungary, Mongolia, North Korea, Poland,
Romania, the U.S.S.R., Vietnam, and Yugoslavia because these are the NME's
whose current trade with the United States is at least at a level that could
present problems for domestic industry.

At the present time, Poland, Yugoslavia, Romania, Hungary, and China
receive most-favored-nation (MFN) tariff treatment from the United States.
Most of the NME's have not been accorded this treatment because of the policy
legislated as section 5 of the Trade Agreements Extension Act, i. e., that the
President should take appropriate action to deny the benefit of
trade-agreement concessions to imports from certain Communist nations or
areas. In the TSUS, the unconditional MFN rates are set forth in column 1.

1/ The following countries or areas are listed under headnote 3(f) of the
TSUS: Albania, Bulgaria, Cuba, Czechoslovakia, the German Democratic
Republic, Estonia, those parts of Indochina under Communist control or
domination, North Korea, the Kurile Islands, Latvia, Lithuania, Mongolia,
Southern Sakhalin, Tanna Tuva, and the U.S.S.R.

gj When most-favored-nation tariff treatment is accorded a Communist
country, that country is no longer included in headnote 3(6).

2/ Some analysts consider Yugoslavia to be a market economy country. It is
not a member of the Warsaw Pact or the Council for Mutual Economic Assistance,
but is a member of the General Agreement on Tariffs and Trade, the
International Monetary Fund, and the World Bank, has special status with the
Organization for Economic Cooperation and Development, and is a leader of the
movement. of nonaligned countries.



The rates applicable to products of designated Communist nations 1/ are set
forth in column 2; for the most part, these are the higher rates that were
enacted in 1930. The rates of duty resulting from this policy vary
considerably from item to item, and discrimination is not present at all for
products that historically have been duty free or dutiable at the same rates
in columns 1 and 2. Therefore, actual or potential U.S. imports from
countries that do not enjoy MFN privileges depend in some measure on the rates
of duty on the specific items involved.

This particular report contains a summary of U.S. trade with the NME's
during January-March 1981 and examines U.S. exports, imports, and the balance
of trade with each country as well as the commodity composition ~f such
trade. TImportant changes in U.S. commercial relations with the NME's and
pertinent economic and trade developments are discussed. The report also
includes an analysis of textile exports to China, augmenting the discussion of
textile imports from China contained in the 24th report of the series. China
is a major market for certain U.S. textile items; cotton and manmade fibers
are leading export items.

1/ Those nations referred to in headnote 3(f) of the TSUS.



SUMMARY OF FIRST-QUARTER DEVELOPMENTS

Total trade between the United States and the nonmarket economy countries
increased 10.8 percent from $3.5 billion in October-December 1980 to $3.8
billion in January-March 1981. U.S. exports to the NME's increased 8.1
percent. between the two periods, and imports from the NME's rose 20.1 percent.

Record levels of trade were registered for both imports and exports
during the first quarter of 1981, and the traditiomnal surplus in the U.S.
balance of trade with the NME's neared $2 billion. The share of total U.S.
trade accounted for by trade with the NME's in the quarter was higher than in
any quarter since the imposition of the sanctions on trade with the Soviet
Union in January 1980.

Sales of agricultural products and crude materials continued to dominate
U.S. exports to the NME's, accounting for 77 percent of total shipments. The
difference in composition between U.S. exports to the NME's and those to the
world is striking: agricultural products and crude materials accounted for
only 26 percent of overall U.S. exports in the latest quarter. The contrast
is less marked on the import side, where manufactured goods constituted 52
percent of imports from the NME's and 47 percent of imports from the world.

China continued to be the leading NME trading partner of the United
States. In January-March 1981, U.S. exports to China constituted 40.8 percent
of all exports to NME's, while U.S. imports from China accounted for
39.9 percent of all imports from NME's.

Several developments which may have an impact on U.S.-NME commercial
relations occurred during the quarter. A 4-year grain supply agreement
between the United States and China came into effect on January 1. According
to the terms of the accord, between 6 million and 9 million metric tons (mmt:)
of grain will be sold to the Chinese annually. Purchases by China above the
9 mmt level require the approval of the U.S. Department of Agriculture. The
agreement is expected to promote sales of U.S. grain as well as strengthen
U.S.-Chinese relations. In 1980 the United States became the leading supplier
of wheat to China, supplying 6.4 mmt of the 11.7 mmt total imported. Although
China has other bilateral grain agreements in force with such ma jor suppliers
as Canada, Australia, and Argentina, the committed volume of shipments under
these agreements does not approach the level agreed to in the new
United States-China accord.

During the quarter China received approval for loans from both the
Export-Import Bank of the United States and the International Monetary Fund.
These developments enable China to have access to the relatively low-cost
credit facilities of these institutions, and thus enhance the sales potential
of U.S. firms.






FIRST-QUARTER DEVELOPMENTS IN TRADE BETWEEN THE UNITED STATES
AND NONMARKET ECONOMY COUNTRIES

In January-March 1981, despite continuing financial pressures in many
nonmarket economy countries to cut back on imports, 1/ U.S. trade with the
NME's continued to grow, in relation to both the preceding quarter and the
corresponding quarter of 1980. While some categories of U.S.-NME trade grew
less than others, and trade with a few NME's actually declined, these
variations in the trade picture were not atypical for the January-March
quarter.

Total exports to the NME's in January-March 1981 increased by over a
third from those in January-March 1980 and 8.1 percent over those in
October-December 1980. The increase in imports from the NME's amounted to
almost 45 percent between January-March 1980 and January-March 1981 and 20
percent from October-December 1980 to January-March 1981.

Records were set in the value of both imports and exports during
January-March 1981. Current trends indicate that the quarterly level of U.S.
impor@s from the NME's will soon top the $1 billion mark for the first time
and exports will soon exceed $3 billion. Total trade turnover with the NME's
increased by over 37 percent from January-March 1980 to January-March 1981 and
amounted to $3.8 billion.

Trade Patterns With NME's

U.S. exports to the NME's increased from $2.7 billion in October-December
1980 to $2.9 billion in January-March 1981, or by 8 percent (table 1). During
the same period, U.S. exports to the world increased by less than 3 percent.
U.S. imports from the NME's in the period increased by 20 percent, from
$785 million to $943 million, while U.S. imports from the world increased by
just 7 percent.

As U.S. trade with the NME's has been increasing faster than U.S. trade
with the world, the share of total U.S. trade accounted for by the NME's has
also been increasing; NME trade currently accounts for 4.9 percent of U.S.
exports and 1.4 percent of U.S. imports. These shares varied considerably
from quarter to quarter during the last year. However, figures for the first
quarter of 1981 are the highest recorded since October-December 1979.

Some extraordinary restrictions on trade remained in effect throughout
January-March 1981 due to the sanctions on trade with the U.S.S.R imposed on
January 4, 1980, by the United States. These restrictions were largely lifted

l]'For a discussion of the hard-currency problems facing individual NME's,
consulf the 25th Quarterly Report to the Congress and the Trade Policy
Committee on Trade Between the United States and the Nonmarket Economy
Countries During 1980, USITC Publicafion 1136, March 1981, hereafter
25th Quarterly Report . . . .
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by President Reagan on April 24. 1/ Even while they were still in effect
during the first quarter, trade with the Soviet Union was higher than in any
period since October-December 1979, the period immediately preceding the
sanctions. Much of the higher export level was accounted for by large grain
purchases by the U.S.S.R. The increase in imports was due largely to a higher
level of gold shipments from the Soviet Union. Total trade turnover with the
U.S.S.R. increased by 62 percent between January-March 1980 and January-March
1981, the biggest percentage growth among the leading NME's.

The trade surplus with the nonmarket economy countries rose to over
$2 billion during January-March 1981. While the United States has maintained
a fairly consistent merchandise trade deficit with the world since 1975, the
situation with the NME's has been the reverse. The trade balances with each
of the major NME's except Hungary remained heavily in favor of the United
States during January-March 1981. Overall, the U.S. trade surplus increased
by more than a third between January-March 1980 and January-March 1981, but
much of the increase was due to the initial effects of the sanctions in
reducing exports to the U.S.S.R. during the former period. The U.S. trade
surplus with several major NME's--Romania, Yugoslavia, East Germany, and
Czechoslovakia~-diminished between the two periods.

U.S. Exports to the NME's

The distribution of U.S. exports to the NME's and to the world by SITC
numbers is shown in table 2 for January-March 1980 and January-March 1981.
The largest absolute increase in an SITC Section for the NME's occurred in
Section 0 (food and live animals), exports of which increased by almost
$600 million. Roughly half of this section's increase, $307 million, is
accounted for by higher-than-usual Soviet purchases of grain during the first
quarter of 1981 under the 1975 U.S.-U.S.S.R. grain supply agreement. The
sanctions restricted the amount of grain that the Soviet Union could buy fo
the minimum allowed each "agreement year," October 1 through September 30.
Following a poor harvest, the Soviets had contracted to receive their entire
quota of grain by May 1981. 2/

The composition of U.S. exports to the NME's remains significantly
different than that of U.S. exports to the world. Over half of U.S. exports
to the NME's were in SITC Section O (food and live animals), while only

1/ The trade sanctions imposed by President Carter on Jan. 4, 1980, had five
components. Grain shipments to the U.S.S.R. were restricted, phosphate and
Olympics-related exports were prohibited, and exports of high-technology and
0il- and gas-drilling equipment were to be reviewed on a case-by-case basis.
Only the sanctions on high-technology and oil- and gas-drilling equipment
continue.

2/ It has been suggested that since the Reagan administration was known to
question the effectiveness of the agricultural embargo, the Soviets may have
presumed that the embargo would be lifted and that they would be able to get
all rhe grain they desired from the United States this agreement year.
Consequently, they may have felt no need to limit their imports. On June 8
and 9, Soviet representatives met with a U.S. Government interagency group to
discuss further grain shipments for the rest of the 1980-81 agreement year.
At these meetings, the United States agreed to supply an additional 9 million
metric tons of grain to the U.S.S.R. during the current agreement year.
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one-seventh of U.S. exports to the world were in this section. The NME's are
a significant market for U.S. exports of food. While accounting for less than
5 percent of total U.S. exports, exports of food and live animals account for
over 19 percent of all such exports to the NME's. By contrast, almost

40 percent of U.S. exports to the world are in SITC Section 7 (machinery and
transportation equipment), primarily airplanes and automobile parts. Less
than 1 percent of U.S. exports of these products go to the NME's; machinery
and transportation equipment account for just over 7 percent of U.S. exports
to the NME's.

In table 3, trade in each SITC section for January-March 1981 is broken
down by individual NME's. China was the major NME customer in 4 of the 10
SITC sections, accounting for two-thirds or more of U.S. shipments to the
NME's in 3 of them (2, 5, and 6). Major items exported to China in the crude
materials category include cotton, soybeans, polyester fibers, wood pulp, and
logs (table A-3 in the appendix); those in the chemicals section include,
phosphatic fertilizers and polyester resins; and those in the category of
manufactured goods classified by chief material include textured yarns, kraft
linerboard, and leather.

The Soviet Union accounts for almost half of U.S. exports of oils and
fats (SITC Section 4). The only commodity in this section exported to the
U.S5.5.R. during January-March 1981 was inedible tallow (table A-5). Tallow is
commonly used for making soap and as an additive in animal feed, and there is
no easy way to distinguish that destined for one use from that destined for
the other. The trade sanctions, which prohibited the shipment of agricultural
commodities intended for the Soviet feed-livestock sector, disallowed all
tallow exports intended for feed use. A case-by-case determination of end use
had to be made by the Department of Commerce for every export license. Tallow
exports for feedstock use were prohibited throughout January-March 1981;
nevertheless, exports of tallow to the Soviet Union during January-March 1981
exceeded the level reached for all of calendar year 1980.

U.S. exports to the individual NME's are shown in table 4 and are
illustrated in figure 1. U.S. exports to the NME's as a whole jumped by over
30 percent from January-March 1980 to January-March 1981. Among the major
NME's, Bulgaria, the U.S.S.R., and China lead this growth.

U.S. exports to China, which accounted for over 40 percent of all exports
to the NME's in January-March 1981, increased by 53 percent between
January-March 1980 and January-March 1981. This was trhe lowest
corresponding-quarter growth for at least the last 3 years. Much of the
increase in exports occurred in grain products; almost 30 percent of total
U.S. exports to China are wheat (table A-3). This wheat is being purchased by
China under the recently concluded 1981-84 U.S.-China grain agreement. Even
without the agreement, however, China was the largest U.S. market for wheat in
1980. 1/

1/ Under the terms of the agreement, China is committed to purchase and rhe
United States agrees fo supply a minimum of 6 million tons of grain each
year. This is the same minimum negotiated with the Soviet Union under the
1975 grain agreement. TIf the Chinese want more than 9 million tons, they must
first gain U.S. Department of Agriculture approval. See the discussion below
on first-quarter developments affecting U.S. commercial relations with
nonmarket economy countries.
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U.S. exports to the NME's in general and to China and the Soviet Union in
particular are shown in figure 2. Exports to China rose fairly steadily over
the last 13 quarters, with a slight seasonal decline in the April-June
quarter. Exports to the U.S.S.R., however, are more volatile. The value of
exports in January-March 1981 was less than the level reached in April-June
1978. On a consecutive-quarter basis, exports to the U.S.S.R. since 1978 fell
by as much as 61 percent (between October-December 1979 and January-March
1980) and rose by as much as 438 percent (between July-September 1980 and
October-December 1980). 1/

The value of exports to Poland increased by 35 percent between
January-March 1980 and January-March 1981 despite Poland's financial
problems. 2/ Almost all this increase was in agricultural items, which rose
as a result of shortages in Poland stemming from flood damage 3/ as well as
the greater availability of Commodity Credit Corporation (CCC) credit
guarantees. The CCC, which had guaranteed $550 million for fiscal 1980
(October 1979 through September 1980), increased the guarantee to $670 million
for fiscal 1981, partially in response to the flooding and particularly in
response to labor unrest in Poland. Of this $670 million, roughly
a third remained to be unsed for exports between April and September 1981.13/

Exports fo Bulgaria increased by 132 percent from the first quarter of
1980 to the first quarter of 1981. The value of exports in January-March 1981
exceeded the levels of exports in 1978 and 1979. Corn accounted for about
60 percent of exports in both January-March 1980 and January-March 1981 (table
A-15). The increase in U.S. exports to Bulgaria was due to bad harvests in
that country in 1980. 5/

1/ Ignoring the changes during 1980, which may have been caused by the
saﬁbtions, exports to the U.S.S.R. have fallen by as much as 53 percent
between April-June 1978 and July-September 1978 and risen by as much as 101
percent between October-December 1978 and January-March 1979. For China, the
maximum consecutive quarter decline was 21 percent between January-March 1979
and April-June 1979. The largest single quarterly increase for China was 103
percent between April-June 1978 and July-August 1978.

2/ See 25th Quarterly Report . . ., pp. 69-70.

3/ Poland suffered tremendous flooding in July and August 1980. The floods,
which covered 4 million acres of land, destroyed crops and reduced yields in
much of the country.

4/ During October-December 1980, cCC-guaranteed exports to Poland were
valued at $175 million, accounting for 95 percent of U.S. agricultural
shipments and 78 percent of all exports to Poland that quarter. 1In
January-March 1981, the guaranteed exports were valued at $271 million,
accounting for 99 percent of agricultural and 89 percent of total exports to
Poland. A portion of the $224 million remaining for the rest of fiscal 1981
apparently will not be used. Despite CCC guarantees, commercial bankers have
been reluctant to extend Poland more credit. As the CCC guarantees ounly the
principal of the loan plus six percent in interest, banks stand to lose the
difference between the guaranteed interest and the market level of interest if
Poland should default.

5/ Bulgaria had a cold, wet spring followed by a hot, dry summer. These
climatic conditions are said to have reduced Bulgarian grain production by
10 percent. U.S. Department of State, Foreign Economic Trends for Bulgaria, .
June 1981, p. 4. 13
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Exports to several NME's decreased significantly between January-March
1980 and January-March 1981. Trade with Yugoslavia declined by 8 percent,
partially due to increasingly tight import restrictions in that country.
However, U.S. exports to Yugoslavia, usually decline during the first quarter
of the year: they have fallen by at least 25 percent in each of the last
three January-March periods. Exports to East Germany declined by 24 percent
and those to Czechoslovakia, by 49 percent.

There were no exports at all to North Korea. Such exports, like those to
Vietnam, are controlled by the U.S. Department of Commerce under the Export
Administration Act of 1979. 1/ The last U.S. exports to North Korea were
shipped during July-September 1979.

The vast bulk of exports to the NME's are in agricultural items. These
exports, shown in table 5, constituted almost three-quarters of U.S. exports
to the NME's in January-March 1981, compared with about one-fifth of U.S.
exports to the world. While the NME's account for less than 5 percent of
total U.S. exports, they account for over 17 percent of U.S. agricultural
exports despite the trade embargo with the Soviet Union.

The determinants of the level of U.S. agricultural exports to the NME's
include the relative success or failure of harvests in each of the NME's; the
ability of the countries to buy needed grains from other, cheaper sources; the
priority individual governments place on meat consumption in their countries;
and the ability of these governments to finance the grain imports necessary to
produce the meat. Although the 1980 grain harvest in Yugoslavia was just
slightly better than the one in 1979, the amount of U.S. agricultural
shipments to Yugoslavia was dramatically reduced in January-March 1981
compared with January-March 1980 because the Government has been vigorously
trying to reduce imports.

Other factors which influence the relative importance of agricultural

items in U.S. exports to individual NME's include the size of the agricultural
sector in each country and the ability of the country to buy nonagricultural

1/ See the discussion of these controls in the 25th Quarterly Report . . .,

15
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goods from otrher sources. Agricultural shipments to Hungary remain low
relative to those to the other NME's because Hungary has a successful and
developed agricultural base of its own. The vast bulk of U.S. exports to East
Germany consistently comprises agricultural products as East Germany relies on
neighboring West Germany and its partners in the Council for Mutual Economic
Assistance to provide it with much of its nonagricultural needs.

Table 6 shows U.S. exports to the NME's in selected major commodity
groups. The NME's as a group account for more than a third of U.S. cotton
exports, most of which go to China. 1/ The NME's also account for a
significant share of U.S. exports of—bereals, soybean oilcake and meal, and
manmade fibers.

U.S. Imports From the NME's

The United States imported over 900 million dollars' worth of commodities
from the NME's during January-March 1981. This was the highest level of
imports ever and was almost 40 percent higher than the level in January-March
1980.

U.S. imports from the NME's are shown in table 7 by SITC section numbers
for January-March 1980 and January-March 1981. As is the case for exports,
the composition of imports from the NME's is significantly different than that
from the world as a whole. Whereas about 60 percent of all U.S. imports from
the world are in SITC Sections 3 (mineral fuels) and 7 (machinery and
transportation equipment), less than a quarter of all imports from the NME's
fall in these sections. Instead, the leading categories of U.S. imports from
the NME's are manufactured goods classified by chief material (SITC Section 6)
and miscellaneous manufactured articles (SITC Section 8). The most
significant items imported from the NME's in the former category were steel
plates from Romania, wool floor coverings from China, and precious metals from
the Soviet Union. 2/ 1Items of importance in the miscellaneous manufactured
articles category include wooden chairs and athletic footwear, both of which
are imported from Yugoslavia.

The category showing the greatest increase in imports from the NME's from
January-March 1980 to January-March 1981 is Section 3 (mineral frels and
lubricants). Commodities in this category include fuel oils from the Soviet
Union, naphthas from Romania, and gasoline from China. While imports from the
Soviet Union in this section were disproportionately large during this
quarter, this trade is believed to consist of spot-market purchases and does
not necessarily reflect any trend toward long-term dependence on the Soviet
Union for fuels. The Soviet Union accounted for over half of U.S. imports of
mineral fuels and lubricants from the NME's in January-March 1981.

In table 8, U.S. imports from the NME's by SITC section number are broken
down by individual countries for January-March 1981. China is the ma jor NME
supplier of products in 4 of the 10 SITC sections, and accounts for 83 percent
of total U.S. imports from the NME's in SITC Section 2 (crude materials).

1/ For a discussion of this trade, see the section below on textile fibers
and textile products to China. .

g/ Gold bullion is classified under SITC Section 9--commodities and 17
transactions elsewhere classified--instead of under Section 6.
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Almost half of U.S. imports from China in the crude material category consist
of peanuts, quotas for which were expanded as a result of a poor peanut
harvest in the United States. 1/ Peanuts from China represented 9.6 percent
of total U.S. imports from China in the first quarter of 1981. These imports
could increase dramatically in April-June 1981, accounting for as much as a
quarter of total U.S. imports from China during the second quarter. 2/ China
is also supplying bauxite, feathers, barium sulfate, tungsten ore, and
licorice root within the crude materials section (table A-4).

China also provides a large share of U.S. imports of manufactured goods
classified by chief material (SITC Section 6) and miscellaneous manufactured
articles (SITC Section 8). Imports in these categories are primarily textile
items such as wool floor coverings, cotton shirts, trousers, and handbags. 3/

The Soviet Union provides over half of U.S. imports from the NME's in two
sections: mineral fuels (Section 3) and commodities and transactions not
elsewhere classified (Section 9). U.S. imports from the NME's ir the former
category are primarily accounted for by fuel oil, and those in the latter,
almost entirely by gold bullion. Gold shipments from the U.S.S.R. have always
been volatile, their level being generally determined by three factors: the
price of gold, the Soviet Union's current hard-currency situation, and the

1/ During the 1980 growing season, droughts in the United States reduced the
peanut harvest by 42 percent. On Dec. 4, 1980, the U.S. Trade Representative,
through authority delegated by the President, increased the peanut import
quota, allowing an additional 200 million pounds of peanuts to enter through
June 30, 1981, over the 1,709,000 pounds allowed under the previous quota. On
Jan. 15, 1981, the U.S. International Trade Commission unanimously reported to
the President that the quota could be modified to permit the entry of an
additional 200 million pounds or more of peanuts during the period Aug. 1,
1980-July 31, 1981, inclusive, without rendering or tending to render
ineffective or materially interfering with any program or operation undertaken
by the Department of Agriculture with respect to peanuts, or reducing
substantially the amount of any product processed in the United States from
peanuts (see report on investigation No. 22-42, Peanuts, Report to the
President on Investigation No. 22-42 Under Section 22 of the Agricultural
Adjustment Act, as Amended, USITC Publication 1124, January 1981). Chairman
Bill Alberger, Vice Chairman Michael Calhoun, and Commissioner Paula Stern
further recommended that the quota be increased up to 400 million pounds
without having the requisite adverse consequences. On Apr. 14, 1981, the
President raised the quota by 300 million pounds for the quota year ending
Aug. 1, 1981.

2/ China exported 34.4 million pounds of peanuts during the January-March
1981 period to the United States. As of May 22, 1981, importers of Chinese
peanuts had requested of the U.S. Department of Agriculture preparations to
inspect a total of 136 million pounds of peanuts for sale in the United
States. Inspections are performed in order to verify that the peanuts are
disease-free and of a suitable quality to be imported. While this 136 million
pound figure includes all requests between December 4 and May 22, at least 100
million pounds of this amount (with a value of at least $75 million) has been
actually imported since March 31. "

3/ See "Textiles From China,” 24th Quarterly Report . . ., pp. 47-85.
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size of the Soviet grain harvest (which determines how much grain will be
purchased in the near future). 1In the food category (SITC Section 0), Polish
canned hams continued to be a significant item, accounting for over a third of
all food imports from NME's during January-March 1981.

Total U.S. imports from each of the NME's are summarized in table 9 and
figure 3. While total U.S. imports from the NME's increased by 40 percent
between January-March 1980 and January-March 1981, imports from three of the
ma jor NME's increased by roughly half or more during this period. U.S.
imports from China increased by 80 percent, largely because of the influx of
peanuts and various textile items. l/ Imports from Romania increased by
69 percent, primarily as a result of naphtha imports from that country.
Imports from the U.S.S.R. increased by almost 50 percent; about 80 percent of
the increase was due to the resumption of gold imports.

U.S. imports from the NME's as a group, from China, and from the Soviet
Union are shown in figure 4. Imports from China rose fairly steadily over the
last 13 quarters, though a slight decline was recorded during the last half of
1978. U.S. imports from China increased at an average rate of 14 percent per
quarter over the period.

On the other hand, imports from the Soviet Union were spasmodic,
declining on a consecutive-quarter basis by as much as 74 percent (between
October-December 1979 and January-March 1980) and increasing by as much as
169 percent (between January-March 1979 and April-June 1979). On average,
imports from the U.S.S.R. increased by less than 1 percent each quarter, and
were just 13 percent higher in January-March 1981 than they were in the
corresponding quarter of 1978.

Imports from Poland increased by less than 3 percent between
January-March 1980 and January-March 1981, just slightly below the 4-percent
increase in the value of U.S. imports from the world. As in 1980, this minute
increase was due more to price increases than to increases in the volume
of imports. 2/ This relatively poor performance is not atypical for Poland in
January-March periods. 2/ Polish Government sources report an actual decline
of more than one-fourth in the value of Polish exports to capitalist countries
as a group between January-March 1980 and January-March 1981. 4/

1/ U.S. imports from China increased by 80 percent and exports to China
increased by 53 percent. On a corresponding-quarter basis, this is the first
time that exports grew more slowly than imports since January-March 1980. On
a consecutive—quarter basis, however, as recently as April-June 1980, imports
increased by 21 percent, while exports declined by almost 8 percent.

2/ For each of the eight leading U.S. imports from Poland during
January-March 1981 (table A-8), accounting for 55 percent of trade during that
period, the value of imports increased by more than the quantity or declined
by less than the quantity. The quantity of both leather footwear and other
woven fabrics of vegetable fibers actually declined, while the value increased.

3/ Since 1978, imports from Poland during January-March fell an average of
9 percent from the fourth quarter of the previous year.

4/ Report from U.S. Embassy, Warsaw, April 1981.
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Imports from Yugoslavia fell by about 6 percent despite efforts by that
country to increase its exports. In January-March 1980, Yugoslavia exported
almost 20 million dollars' worth of silver bullion (612,000 Troy ounces) to
the United States. There were no silver bullion imports from Yugoslavia
during January-March 1981. This change alone more than accounts for the
first-quarter decline in imports from that country. 1/

U.S. imports from East Germany also declined in January-March 1981
compared with those in January-March 1980. The decline of 16 percent
represents a drop in imports of about $2 million. The ma jor U.S. import from
East Germany in January-March 1980 was potassium chloride (table A-14); U.S.
imports of this commodity, traditionally volatile, declined by $1.4 million in
January-March 1981.

Montan wax imports from East Germany, the only foreign source of supply,
were down by over half in January-March 1981. This was due in part to
overstocking of montan wax by the sole U.S. importer in 1980. Some of the
overstocking was in anticipation of a dock strike that never occurred.
Supplies could also have been built up in anticipation of the results of an
investigation by the U.S. International Trade Commission. The Commission made
a preliminary determination on October 23, 1980, that there was a reasonable
indication that the sole U.S. producer of the wax was being materially injured
or threatened with material injury as a result of the imports from East
Germany. 2/ The U.S. Department of Commerce determined on March 12, 1981,
that Easf—bermany was selling its wax for 29.5 percent less than its fair
value. 2/ As a result of this determination, montan wax importers have had to
post a cash bond of 29.5 percent of the value of the shipments pending a final
determination in the case. 4/

1/ Imports from Yugoslavia of wooden chairs—-the leading import item in
1980--increased slightly in January-March 1981 compared with those in
January-March 1980. Such imports (under TSUS item 727.29) became ineligible
for duty-free treatment under the U.S. Generalized System of Preferences (GSP)
on Mar. 31, 1981 (see 25th Quarterly Report . . ., p. 68). This occurred
because the value of these imports in 1980 was thought to exceed the maximum
value allowed to qualify for GSP treatment. Following concerns expressed by
the Yugoslav Government, the U.S. Department of Commerce checked the import
records for this item and found that at least 207,000 dollars' worth of trade
had been misclassified as wooden chairs instead of chairs of bent-wood (TSUS
item 727.15). Subtracting the amount in error, it was found that Yugoslavia
should not have lost GSP status for the imports of wooden chairs. A
Presidential proclamation is required to restore GSP treatment-and, as of June
11, such a proclamation was awaiting Presidential signature. The proclamation
would be retroactive to Mar. 31 and is expected to be signed by July 1.

2/ See Montan Wax From East Germany: Determination of a Reasonable
Indication of Material Injury, or Threat of Material Injury, in Investigation
No. 731-TA-30 (Preliminary) . . ., USITC Publicarion 1103, October 1980. See
also 25th Quarterly Report . . ., pp. 93-94.

3/ On Apr. 29, 1981, the Department revised this figure upward to
51.4 percent.

4/ Commerce must decide on the case by July 17. If an affirmative decision
is made, the Commission will have to make a final decision by late August.

See additional discussion in section below, on U.S. International Trade 26
Commission actions affecting NME's.
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Agricultural imports, shown in table 10, make up almost one-fifth of all
U.S. imports from the NME's. As is the case with U.S. exports to the NME's,
U.S. imports from the NME's are weighted toward agricultural items. The share
of U.S. imports accounted for by agricultural items is several times greater
than the average of U.S. imports from the world. China accounted for about
40 percent of U.S. agricultural imports from the NME's during January-March
1981; half the imports from China consisted of peanuts.

From 1978 to 1980, Poland was the major NME supplier of agricultural
imports into the United States. More than one-third of imports from Poland in
each of these years consisted of agricultural items. Canned hams account for
almost all this trade (table A-8). 1In the face of production difficulties
caused by strikes and poor weather, and with food shortages in that country,
the Polish Government has made every effort to maintain canned ham exports as
a source of hard-currency earnings. Nonetheless, U.S. imports of canned hams
from Poland in January-March 1981 were slightly lower than imports in
January-March 1980. Canned ham imports declined by 2.3 percent in value, and
10.3 percent in volume. 1/ Canned ham imports accounted for 31.8 percent of
all U.S. imports from Poland during January-March 1981, compared with
33.5 percent in January-March 1980. 2/

Among the leading NME's, the Soviet Union consistently furnishes the
smallest proportion of agricultural items in its shipments to the United
States. Most agricultural imports from the U.S.S.R. consist of sable furskins
(see table A-6). East Germany's agricultural exports to the United States
dropped dramatically in January-March 1981. The main item in this trade is
mink furskins, imports of which declined by $1.2 million (93 percent) from
January-March 1980 to the corresponding period of 1981.

Hungary's exports of agricultural items to the United States increased
significantly in January-March 1980 over those in January-March 1981. Part of
this increase was in canned hams (table A-20), a result of diminished supplies
from Poland. Another portion of the increase in January-March 1981 was
accounted for by U.S. imports of Hungarian corn valued at over $1 million.
This item was not imported from Hungary during January-March 1980. These
imports are thought to be the result of a countertrade arrangement: .

Table 11 summarizes imports from the NME's by ma jor commodity groupings.
It shows that the NME's provided 71 percent of U.S. imports of unmilled corn -
in the first quarter of 1981. This was up sharply from the NME's 21.5-percent
share in the first quarter of 1980. Most of these imports came from Romania,
which also imposes strong countertrade requirements on importers. Thus the
NME's are in the unusual position of being both a ma jor market for U.S. corn
exports (table 6) and a major supplier of corn to the United States:. On
balance, of course, they are net importers from the United States. The NME's
as a group also provide a substantial share of total U.S. imports of feathers
and downs (from China), wooden furniture (the leading GSP item imported from
Yugoslavia), and prepared pork (canned hams from Poland).

1/ The unit value of canned ham imports from Poland increased by about
9 percent during this period, from $1.51 per pound in January-March 1980 to
$1.65 per pound in January-March 1981.

2/ For an analysis of canned ham imports from the NME's, see 23d Quarterly
Report . . ., pp. 47-63.. ’
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FIRST-QUARTER DEVELOPMENTS AFFECTING U.S. COMMERCIAL RELATIONS
WITH NONMARKET ECONOMY COUNTRIES

United States-China Grain Agreement

A 4-year United States-China grain agreement became effective on
January 1. Under the bilateral pact, which was signed on October 22, 1980, 1/
the Chinese have a commitment to purchase a minimum of 6 million metric tons
of U.S. grain annually, and they may purchase up to 9 million metric tons
without prior notice. If purchases under the agreement are expected to exceed
9 million metric toms, the U.S. Department of Agriculture (USDA) must be
consulted first; whether China is then permitted to buy more will depend upon
the status of the U.S. market. All transactions under the agreement will be
between private U.S. firms and the Chinese Government, without U.S. Government
participation. Chinese purchases of U.S. grain are expected to consist of
80 to 85 percent wheat and 15 to 20 percent corn.

The Chinese initiated the negotiations leading to the agreement,
presumably to be assured the access to U.S. grain supplies that will enable
them to pursue economic expansion with less uncertainty. China's demand for
grain has been increasing. This trend is likely to continue as the standard
of living in China improves and as more people move to urban areas and thus
out of the agricultural sector. From the U.S. point of view, the accord will
not only promote sales of U.S. grain to a large and growing market, but should
also serve to strengthen U.S.-Chinese relations.

Although China has recently signed or extended bilateral agreements with
other grain-exporting countries, the terms of the U.S.-Chinese pact will
probably make the United States China's primary source of imported grain over
the next few years. The United States was the last of the major grain
suppliers to negotiate a bilateral agreement with China. In the past,
therefore, particularly until the recent rise in China's grain import
requirements, U.S. sales to China in any given year have been significantly
affected by the availability and relative price of grain from those countries
with which China had agreements. After selling a substantial amount of both
wheat and corn to the Chinese in 1973 and 1974 (approximately 75 percent of
China's import needs for marketing year July 1973-June 1974), the United
States exported little or no grain to China for 3 years. The quantity of
China's imports of U.S. grain (wheat and corn combined) did not surpass the
1973 level (4.3 million metric toms) until 1980, when its purchases of wheat

1/ The accord was signed in Bei jing by Ambassador Leonard Woodcock for the
United States and by Foreign Trade Minister Li Qiang for China.
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U.S. wheat and corn exports to China for calendar years
1972-80 (including transshipments through Canada) were as follows:

Wheat Corn
Year
Quantity Value Quantity Value
: 1,000 metric tons : 1,000 dollars : 1,000 metric tons : 1,000 dollars
1972-———: 565 : 35,293 : 376 : 23,792
1973-——-: 2,815 : 307,508 : 1,500 : 141,175
197 4———-: 1,905 : 234,015 : 854 : 95,671
1975-~~-~ 1/ : - 1/ -
1976-—-- 1/ - 1/ -
1977----: 1/ : - I/ : -
1978-——-: 2,275 : 291,184 : 1,073 : 111,726
197 9-—--: 1,604 : 221,406 : 2,390 : 268,547
1980-—--: 5,369 : 1,087,309 : 1,667 : 224,540

1/ Negligible or nil.

Canada and Australia were the leading suppliers of wheat to Ghina from
1975 through 1979. Their combined exports of wheat to China in 1980, when the
Chinese imported 6.4 million metric tons of U.S. wheat, were 4.6 million
metric tons, accounting for 40 percent of China's wheat imports and 34 percent
of its total grain imports. Since 1972 the United States has supplied most of
China's imports of coarse grains (corn and a small amount of grain sorghum),
which accounted for 23 percent of all grain imports in 1979 but only
13 percent in 1980 (table 12).

The USDA has reported record or near-record sales and shipments of
foreign grain to China since the beginning of the current marketing year (July
1980-June 1981) and expects China's imports for 1980/81 to reach 15.5 million
metric tons, with the United States accounting for two-thirds of this
total. 1/ During calendar year 1980 the United States sold China 8.8 million
metric tons of wheat and 501,000 metric tons of corn for delivery after
July 1, of which close to 6 million tons were exported by the end of
December. The remaining 3.5 million tons scheduled for delivery during the
current marketing year will satisfy slightly more than half of China's minimum
annual purchase requirements for calendar year 1981 under the new
agreement. 2/ On the basis of USDA assessments of China's grain import needs
and of the availability of grain from other suppliers, U.S, exports to China
during the first year of the agreement are now expected to approach and, if
U.S. supplies permit, may exceed the agreement's maximum level of sales
permitted without consultation (9 million metric tons).

1/ U.S. Department of Agriculture, PRC Grain Trade to Reach New High,
Foreign Agriculture Circular No. FG-5-81, Jan. 28, 1981, pp. 1-3- '

2/ These contracts were for approximately 2.8 million metric toaus of wheat
and 66,000 metric tons of corn. Since Jan. 1, the Chinese have bought
approximately 150,000 additional metric tons of corn. The United States
exported 1.9 million tons of wheat and 99,024 tons of corn to China during
January-March (see table A-3 for value data).
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China's other bilateral grain agreements and the annual commitment
currently in effect under each agreement are as follows: Canada, 2.8 million
to 3.5 million tons of wheat; Australia, 2.0 million to 2.5 million tons of
wheat; Argentina, 1.0 million to 1.5 million tons of wheat, corn, and
soybeans; France, 500,000 to 700,000 tons of soft wheat; and Thailand,
200,000 tons of corn. The USDA has estimated that during 1981 Canada,
Australia, and Argentina are not likely to exceed the minimum levels
stipulated in their respective agreements. The primary reason for the
anticipated low level of Canadian and Argentine exports to China is the
exceptionally large sales that both countries are expected to make to the
Soviet Union. A decline in grain production in 1980 is expected to limit
Australia's exports, and high transportation costs may continue to limit sales
by France to China, although the EC Commission has recently instituted a
differential subsidy for exports to the Chinese market which will make French
wheat more competitive.

A reduction in grain output in China in 1980 probably contributed to its
record imports, but was not the principal factor. The 1980 crop was the
second largest in China's history, following a record level of production in
1979. While weather conditions were less favorable in 1980, the changes in
agricultural policy that were introduced in 1979 and an increase in the use of
chemical fertilizers had a substantial positive effect on farm output. The
new policy provides for price incentives (higher Government procnrement prices
for major agricultural commodities and premiums for above—-quota sales) and for
a reduction in direct state control, allowing production teams to make more of
the basic farming decisions. One result has been higher levels of grain
output despite a cutback in the acreage devoted to grain in recent years.

In contrast to Mao Zedong's mandate that all available land be used for
grain production, the new agricultural policies emphasize the growing of crops
best suited to local conditions, particularly industrial and cash crops,
including crops for export. 1/ This emphasis on overall agricultural
development rather than on the production of grains exclusively has
contributed, in conjunction with price incentives and the use of better
farming methods, to a rise in the per capita income in the rural sector.

An increase in demand appears to be the primary reason for the sharp rise
in grain exports to China. In addition to raising farm incomes, the
Government has increased the wages of the urban industrial workers, leading to
an increase in the demand for grain that has exceeded the rise in output.
Record quantities of grain are being imported to meet the excess demand.
Although Government procurements of grain from rural areas are  the ma jor
source of supplies for the urban areas, the procurement data made available by

1/ The pace of diversification was stepped up in 1979, resulting in an
increase in the output of crops such as oilseeds, sugar beets, cotton, silk
cocoons, and ftea. Programs have also been undertaken to develop a livestock
industry, forestry production, and fisheries.
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the Chinese in 1979 for the first time in a number of years indicate that a
larger share of the crop is now remaining in the rural sector. 1/ The imports
are consumed primarily in and around the urban areas, where the§'supply about
40 percent of grain requirements.

Access to an increasing supply of imported grain will probably be crucial
to the success of China's modernization program, which, the Government has
stressed, will be measured by its ability to raise the standard of living.
Larger supplies will be required for a growing urban population and for those
farming areas that are gradually becoming more specialized in other crops.
Another factor that is likely to increase the demand for foreign grain--corn
in particular--is the development of China's livestock industry: Chinese
demand for meat is expected to grow as per capita income continues to
increase. 2/ The limited increase in grain production that can be realized
without the large-scale introduction of farm machinery may also contribute to
continued large sales to China by the United States and other grain-exporting
countries. In 1980, as part of its general retrenchment program,‘zf the
Government discarded plans to rapidly modernize the farming sector. While
mechanization will continue in three northeastern provinces where there is
more extemnsive cultivaftion than in central China, the development of
agriculture will depend mainly upon the effective utilization of China's huge
labor force.

Extension of the Controls on Exports to the Soviet Union

All export controls that were imposed in early 1980 on products destined
for the Soviet Union were extended effective January 1. These controls
included an embargo on the shipment of U.S. agricultural commodities related
to the Soviet feed-livestock complex, with the exception of that quantity of
wheat and corn exports permitted under the U.S.-U.S.S.R. grain supply
agreement. They also included an embargo on the shipment of phosphates
(phosphate rock, phosphoric acid, and phosphatic fertilizers) that support the
agricultural complex. The embargo on the export of oil and gas equipment to
the Soviet Union was continued, as was the application of more restrictive
criteria to the export of goods such as computers and software, manufacturing

1/ In estimating the share of China's 1979 grain crop purchased by the
Government, the USDA noted: "Unless there have been changes in definitions
and reporting procedures that reduce the comparability of current and
historical data, the Government is now procuring a much smaller share of the
crop than it did 20 years ago.” (U.S. Department of Agriculture, Agricultural
Situation, Review of 1979 and Outlook for 1980: People's Republic of China,
Supplement 6 to WAS-21, 1980, p. 10.)

2/ Because the Chinese Government has recently been promoting the
development of a livestock industry, it is assumed that some of the 1979 and
1980 imports of U.S. corn were intended for feed. However, China's large
imports of corn in 1973 and 1974 were mainly for human consumption.
Considerable uncertainty remains about the uses China currently makes of its
imported coarse grains.

3/ See 25th Quarterly Report . . ., pp. 41-42.
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technology, and materials that could be critical to the manufacture of
high-technology defense goods. The requirement that a validated license be
required for the export of truck engine assembly line equipment. for the Kama
River truck complex was also extended. 1/

The tightening of controls on exports to the Soviet Union was implemented
by a series of policy announcements from early January to May 1980. In
setting a common effective date of January 1, 1981, for their renewal, the
Secretary of Commerce noted that "a uniform date for all foreign policy
controls will increase consistency and assure maximum public interest and
participation in the review process.” 2/

Throughout 1980, the curtailment of grain exports was the policy most
exftensively debated, on the basis of both economic and political
considerations. The controversy was compounded in recent months by the
approaching termination of the 5-year U.S.-U.S.S.R. grain supply agreement,
which has been in effect since October 1, 1976, and will expire on
September 30, 1981. The question of whether the bilateral grain agreement
should be extended or renegotiated was added to the issue of whether the
restriction on grain shipments should be 1ifted.

The current agreement provides that the Soviets purchase a minimum of
6 million metric tons of grain each agreement year, divided approximately
evenly between wheat and corn, with an option to purchase an additional
2 million metric tons of either wheat or corn without U.S. Government:
approval. Purchases above 8 million metric tons require special authorization
by the U.S. Government. Since January 4, 1980, when the partial embargo was
imposed, U.S. exports of grain to the U.S.S.R. have not exceeded the 8-million
metric ton level.

Grain shipments to the Soviet Union during October-December 1980 and
January-March 1981, i.e., during the first half of the final year of the
current agreement, were nearly 6.9 million tous, valued at $1,170.7 million.
The exports consisted of approximately 4.2 million tons of corn
($647.2 million) and 2.7 million tons of wheat ($523.5 million). All
8 million tons of grain allowed for the agreement year had been shipped by
mid—April..E/

1/ For a detailed account of the controls and their effect on U.S.-U.S.S5.R.
trade, see 22d Quarterly Report . . ., pp. 19-59; 23d Quarterly Report . . .,
PP. 35-45; 24th Quarterly Report . . ., pp. 25-32; and 25th Quarterly
Report. . ., pp.53-60.

g] 46 F.R. 1665.

éj On Apr. 24, the President lifted the embargo on agricultural exports to
the Soviet Union, paving the way for additional sales of U.S. grain to the
U.5.5.R. during the current agreement year. 1In addition, the President 1lifted
the export embargo on phosphates destined for the Soviet Union.
Second-quarter developments will be covered in the 27th quarterly report, due
to be published in September 1981. :
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Financing for China

Since undertaking their economic modernization policy in 1978, the
Chinese have avoided borrowing foreign funds in the commercial capital
markets. This position has been recently reinforced by the continuing
deficits in China's national budget and the inflation that the country is now
experiencing. Instead, the Government has been limiting itself to the lower
cost and longer term loans offered by official export credit agencies of other
countries and by international financial institutions. During the first
quarter of 1981, the Export-Import Bank of the United States (Eximbank)
completed the first step toward making a loan to finance the sale of goods and
services to China by two U.S. firms, and the International Monetary Fund (IMF)
approved its first loan to China since that country assumed the seat formerly
occupied by Taiwan. 1/

Eximbank financing

In February the Eximbank made a preliminary loan commitment to China,
involving two contracts for the purchase of heavy electrical goods and
services worth about $75 million from the Westinghouse Electric Co. and
Combustion Engineering, Inc. 2/ Under the terms of the agreement concluded
between Eximbank and the Bank of China,-z/ the Eximbank will extend 75 percent
of the financing at its current interest rate of 8.75 percent. Another 10
percent will be financed by the suppliers, and China will make a cash payment
for the remaining 15 percent of the transaction.

Eximbank will normally support only up to 65 percent of the export value
of a transaction, but will increase its participation to the extent that the
U.S. exporter is willing to provide financing at a fixed rate of interest no
higher than the Eximbank rate. Because the Bank's credit terms on medium- and
long-term loans are not now competitive with those of the official export

1/ On Apr. 17, 1980, China was recognized as the official representative of
"China” in the IMF, and Taiwan's credentials were revoked. See 23d Quarterly
Report . . ., pp. 21-23.

2/ Eximbank has made one previous loan commitment, in April 1980, to support
the sale of U.S. exports to China. This involved a contract for about $80
million in steelmaking equipment and technical services to build a
cold-rolling mill, which was to be supplied by Wein United and other U.S.
companies. None of the committed funds was borrowed because China postponed
the project and finally, in February 1981, halted all work on the Baoshan
General Iron and Steel Works trhat included this mill.

3/ The Bank of China is that country's foreign trade bank. Although
pfzﬁiously charged with keeping imports and exports in approximate balance,
its role has expanded significantly since 1978, when China began to actively
seek foreign credits for economic modernization. As China's international
financial transactions increased, the Bank of China came under tighter control
by central planners. In 1979, it was placed directly under the control of the
State Council, instead of rhe People's Bank of China, its former parent body.
While a program has been implemented to make the domestic banking system more
responsible for local development projects requiring foreign equipment or
involving joint ventures with foreign firms, the Bank of China is in chargg7 of
all international banking matters and supervises the use of all foreign
exchange reserve funds.
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credit agencies of other major industrialized countries, 3/ the Chinese have
not been willing to use Eximbank financing unless this shared approach could
be arranged with the U.S. exporter.

Although China has recently cancelled or indefinitely postponed a number
of heavy industrial projects involving large contracts with foreign suppliers,
the development of its heavy electrical goods industry is being continued.
Apparently, one of the factors contributing to the decision to suspend
projects such as the Baoshan steel complex and some large-scale mining
developments and petrochemical plants was the lack of an economic
infrastructure that could support these industries. The building of the
infrastructure is now a leading economic priority in China. The generator
components and technology that will be supplied by Westinghouse Electric and
Combustion Engineering will expand and upgrade China's capacity to produce
electrical generating equipment.

The final approval of a preliminary loan commitment‘g/ is not acted upon
by the Eximbank until requested by the recipient country. In this case, the
arrangements to make the funds available must be completed between the
Eximbank and the Bank of China. 3/

IMF financing

On March 2, 1981, the IMF approved a standby arrangement that would
permit China to borrow the equivalent of SDR 450 million, or approximately
$547 million, 4/ in foreign currencies over the following 12 months. This

1/ See 25th Quarterly Report . . ., p. 38.

2/ A preliminary loan commitment is Eximbank's promise to extend financing
if the U.S. sale goes forward. The credit will be provided under the agreed
terms at any time during the period of the commitment, which is normally
6 months. If the recipient country requires more time, an extension is
usually granted under the initial credit terms.

3/ Although the Eximbank does not normally make loan commitments before
concluding a general operating agreement with the recipient country's foreign
trade bank, to wait until these negotiations were completed would have risked
the loss of U.S. sales to China. For example, in discussing the first
Eximbank loan commitment to China, which was approved in April 1980, Eximbank
vice president Raymond J. Albright noted: "Without Eximbank support, the U.S.
firms would have been dropped from the final contract.” (Eximbank Record,
June 1980, p. 2.) However, a general operating agreement between Eximbank and
the Bank of China has now been reached and was signed in Beijing on May 8.

ﬁ/ The SDR's, or Special Drawing Rights, are international reserve assets
created and used by the IMF to denominate quotas and loan transactions. The
dollar value of SDR 450 million is based on the exchange rate on Mar. 2, 1981.
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credit was authorized to support the Chinese Government's 1981 economic
program. The IMF also announced that China would receive a loan from its
trust fund.

A country's IMF quota determines its drawing, or borrowing, rights on the
Fund under both the regular and special financing facilities. When China was
admitted to the IMF on April 17, 1980, it assumed the quota that had been
maintained by Taiwan, which was SDR 550 million. However, on the basis of its
large population, gross national product, and share of world trade, China's
quota in the Fund was increased to SDR 1.2 billion in September 1980. At the
same time, the IMF also authorized an additional 50-percent increase, to
SDR 1.8 billion, under a general quota increase that became effective in
December.

China made its first drawing of SDR 218.1 million in foreign exchange in
November 1980 and a second drawing of SDR 150.0 million in January 1981; these
transactions were within its "reserve tranche,” which is equivalent to
25 percent of a member country's quota. 1/ The IMF approves reserve tranche
drawings almost automatically, with no conditions attached except that the
country explain its balance-of-payments need, and no charges are made for the
use of reserve tranche funds. However, the total of those two loans,

SDR 368.1 million, nearly emptied its reserve tranche. To receive IMF
approval for the standby arrangement of March 2 to draw on the first “"credit
tranche,” 2/ China was required to inform the Fund of the economic program
that it was adopting to overcome its balance-of-payments difficulties. 3/ The
conditions of the loan include repayment over a period of 3 to 5 years at an
annual rate of interest ranging from 4-3/8 percent to 6-7/8 percent.

1/ Under an amendment of the IMF's Articles of Agreement entered into effect
in April 1978, the part of a member country's quota that must be contributed
in reserve assets (hard currency) may be less than 25 percent. The remainder
of the quota may be contributed in the member's own currency. The actual
amount of reserve assets contributed to the Fund by China was SDR 320.4
million, rather than the SDR 450 million that constituted 25 percent of
China's quota of SDR 1.8 billion after the general quota increase became
effective in December 1980.

E/ In addition to the reserve tranche drawing, a country may make four
credit tranche drawings, each equal to 25 percent of its quota.

3/ To receive approval for drawings above the first credit tranche, a member
must give the IMF substantial justification of the measures it will apply to
overcome its balance-of-payments problems. A country drawing in the higher
credit tranches is also subject to ongoing review of its economic performance
by IMF officials.
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The principal objectives of China's 1981 economic plan, which the current
standby arrangement supports, are to eliminate inflationary pressures, reduce
the deficit in the national budget, 1/ and maintain the balance—-of-trade
deficit at a sustainable level. The sharp cutback in capital construction,
while promoting the labor-intensive light industries and agriculture, is one
of the policies the Chinese Government has adopted to achieve these
objectives. Although China was able to reduce its foreign merchandise trade
deficit substantially in 1980, to $570 million from $2.1 billion in 1979, 2/
its deficit in trade with the United States amounted to $2.7 billion in 1980
and $823 million in the first quarter of 1981. 3/

The second loan to China was part of the final loan disbursements from
the trust fund, a temporary financial facility of the IMF. The trust fund was
established in 1976 to provide balance-of-payments assistance to developing
member countries on concessionary terms 4/ from resources that were largely
derived from the sale of 25 million ounces of the IMF's gold at public
auction. The final loan disbursements were scheduled for completion by
April 30, 1981. China received SDR 309.53 million. 5/

Consultations and Restraint on Woolen Sweaters From China

Following a sharp increase in imports of woolen sweaters from China, the
United States placed a quantitative restriction on this item on January 19.
The action was taken under provisions in the U.S.-Chinese textile agreement
that enable the United States to request consultations with China if imports
in any textile category not controlled under the agreement are causing or

1/ The Chinese Government has reported that it printed extra money to cover
the budget deficit in 1980, adding to the inflationary pressures. Although
the reported budget deficit was 12.1 billion renminbi (approximately
$8 billion), some Western observers of China's economy believe that the actual
1980 deficit may have been higher, possibly between Rmb 15 billion to
18 billion. The estimates of China's rate of inflation in 1980 also vary
considerably; the overall inflation rate may have been 10 to 15 percent and
possibly as high as 20 percent. (Business Week, Apr. 6, 1981, p. 44, and Far
Eastern Economic Review, Apr. 10, 1981, pp. 78 and 80.) -

2/ China's overall trade deficit in 1980 was recently revised upward from
the $533 million figure reported earlier.

3/ See tables 4 and 9.

ﬁ/ Repayments are to be made in 10 equal semiannual installments following a
5-1/2-year grace period, although the IMF may reschedule a payment by up to
2 years if it finds that the originally scheduled repayment would result in
serious hardship to the borrower. The annual interest rate is 0.5 percent on
the outstanding balance of the loan.

5/ IMF Survey, Apr. 6, 1981, p. 106.
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threatening to cause disruption in the U.S. market. 1/ When the negotiators
were unable to reach agreement on the level of imports during the 90-day
consultation period, which began last October, China was obligated, under the
terms of the agreement, to limit its exports of woolen sweaters to the United
States to 113,000 dozen for the 12-month period ending January 16, 1982. This
export limif was based on a formula using the quantity of U.S. imports during
the first 12 months of the l4-month period prior to the request for
consultations on this item.

U.S. imports of Chinese woolen sweaters increased rapidly in 1980, with
the quantity exceeding 500,000 dozen during the year. The monthly volume of
imports in August, September, and October approached 100,000 dozen, leading to
the U.S. request for consultations. The limit of 113,000 dozen for the period
January 16, 1981, to January 16, 1982, was reached in February. When a
restraint level has been filled, additional imports are embargoed and placed
in U.S. customs warehouses. If a level of imports acceptable to both
countries is not negotiated in the interim, the bonded items will be released
at the beginning of the next 12-month period. 2/

Extension of Textile Agreements for Poland and Romania

Acting under the Arrangement Regarding International Trade in Textiles,
or the Multifiber Arrangement (MFA), the United States has concluded a new
agreement with Poland and renewed one of the two bilateral textile agreements
that it has with Romania. Both replace previous agreements that were
scheduled to expire on December 31, 1980.

The new accord with Poland was concluded in January and is effective for
the 4-year period ending December 31, 1984. It places an aggregate limitation
on U.S. imports of all categories of cotton, wool, and manmade-fiber textiles
and textile products and, within these general textile categories, establishes
a number of specific limitations and designated consultation limits. The new
agreement with Romania covers only wool and manmade-fiber textiles and
products and is effective for 4 years from April 1, 1981, through March 31,
1985; in June 1980, the previous agreement was extended through March 1981.

1/ Under the agreement, which became effective Sept.. 17, 1980, eight items
of_hpparel are subject to agreed levels of trade: cotton gloves, women's
cotton knit shirts, men's woven cotton shirts, men's and women's cotton
trousers, men's and women's manmade-fiber sweaters, and women's woven cotton
blouses.

2/ Imports of three additional items of apparel from China not controlled
under the textile agreement--men's cotton coats, women's cotton coats, and
men's cotton knit shirts--have also increased rapidly, and the United States
requested consultations with the Chinese on Feb. 23. Initially, restraint
levels were to be imposed on these items by May 23 if acceptable levels of
trade could not be negotiated, but the consultations continued until June 13.
When no agreement was reached, the following restraint levels were established
under the provisions of the textile agreement for the period May 24, 1981, to
May 24, 1982: men's cotton coats, 148,694 dozen; women's cotton coats,
202,000 dozen; and men's cotton knit shirts, 482,000 dozen. 1Informal efforts
Lo reach an agreed level of trade for these items and for woolen sweaters arg
continuing.
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The current 5-year accord with Romania covering cotton textiles and apparel
will remain in effect through December 31, 1982. Neither agreement with
Romania places an aggregate limitation on its textile exports to the United
States, but under both agreements apparel is subject to specific export limits.

In 1980, U.S. imports of textiles and textile products from Poland
amounted to 18.6 million equivalent square yards (SYE), or only 36.8 percent
of the 50.5 million SYE aggregate limitation that applied in that year under
the previous agreement. 1/ Cotton manufactures accounted for 53 percent of
the import total, with men's suit-type coats and terry and other pile towels
the leading items. Textile imports from Romania last year were 19.7 million
SYE, of which manmade-fiber products accounted for 54 percent. Noncontinuous
noncellulosic yarn continued to be the leading U.S. textile import from
Romania in 1980. Women's manmade-fiber coats were the one category of textile

imports from Romania that increased substantially last year.

U.S. International Trade Commission Actions Affecting NME's

During the first quarter of 1981, the Commission made a preliminary
injury determination in an antidumping investigation involving imports from
Hungary. 1In addition, two final antidumping investigations were undertaken by
the Commission, one involving a product imported from China and the other, a
product from East Germany. The investigations were conducted pursuant to
sections 733 (preliminary) and 735 (final) of the Tariff Act of 1930.

Truck trailer axle-and-brake assemblies from Hungary

On March 30, rthe Commission determined, by a 4-to-0 vote, that there is a
reasonable indication that an industry in the United States is materially
injured or threatened with material injury by reason of imports of truck
trailer axle-and-brake assemblies and parts from Hungary allegedly sold at
less than fair value. The Commissioners voting were Chairman Bill
Alberger, g/ Vice Chairman Michael J. Calhoun, and Commissioners Catherine
Bedell and Paula Stern.

One of rhe six U.S. producers of trailer axles, Eaton Corp., has a
distribution agreement for the trailer axles produced by the Hungarian Railway
Carriage and Machine Works, the producer of the subject merchandise. The
trailer axles are made in accordance with Eaton designs and specifications.
During 1980, the first year in which complete trailer axles were imported from
Hungary, Eaton Corp. purchased a sizable amount of the Hungarian axles, 3/ and
its imports from Hungary during the first 2 months of 1981 were almost

1/ The new U.S.-Polish fextiles agreement provides for an aggregate
limitation of 53.8 million SYE in 1981. The applicable annual aggregate
limitation will be increased each year, to 64.9 million SYE in 1984.

2/ Chairman Alberger determined only that there is a reasonable indication
of material injury to the domestic industry. It is his view that a finding of
reasonable indication of material injury negates the need for a consideration
of reasonable indication of the threat of material injury. 4

3/ Because the import data supplied to the Commission by Eaton Corp. are
bus iness confidential, these data were omittad in the published report and
only percentage comparisons were shown.
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one-third of the total amount of the imported products that Eaton bought
during the previous year. Although the Commission may, for the purpose of
making its determinations, exclude a domestic producer from the industry under
a related-parties provision, this issue was not decided and submissions were
requested on the issue in the event the case returns for a final determination.

When the Commission's preliminary determination is affirmative in a
dumping case, the investigation is continued by the Deparment of Commerce,
which is responsible for determining whether the imported product is being, or
likely to be, sold at less than fair value. If the preliminary finding made
by Commerce is affirmative, the investigation will be returned to the
Commission for a final determination on the question of injury.

Statutory investigations in progress

Menthol from China.--Following a preliminary finding by the Commission
that there is a reasonable indication that the U.S. synthetic menthol industry
is threatened with material injury by imports of natural menthol from China
allegedly sold at less than fair value, Ej Commerce continued the
investigation to determine whether these imports are being sold in the United
States at less than fair value, as alleged by the domestic industry. When
Commerce returned an affirmative preliminary finding, the Commission
instituted its final investigation on January 12. A final determination by
Commerce, affirming that natural menthol from China is being sold at less than
fair value in the United States, was made on April 28. The Commission will
make its final determination on the question of injury by June ll._g/

The investigation was extended considerably beyond the period of time
usually required for a case of this type because of the difficulties
encountered by Commerce in determining the question of sales at less than fair
value. Because the state controls in nonmarket economies affect the pricing
of an item to the extent that neither the home-market nor export prices can be
used as evidence of fair value, the home-market price of a commodity imported
from a nonmarket economy country is normally determined with reference to the
prices and costs of the same or similar products in a market economy country.
In this investigation, the primary problem was the choice of a surrogate
country. Paraguay was selected by Commerce because it is the only major free-
market producer of natural menthol that also produces all its own raw material
(peppermint), as does China.

1/ The determination was made on July 22, 1980. See 23d Quarterly
Report . . ., p. 34.

2/ On June 1, the Commission unanimously determined that an industry in the
United States is neither materially injured nor threatened with material
injury and that the establishment of such industry in the United States is not
materially retarded by reason of imports of natural menthol from China, which
are being sold at less than fair value. Voting in the negative were Chairman
Bill Alberger, Vice Chairman Michael J. Calhoun, Commissioner Catherine
Bedell, and Commissioner Paula Stern.
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Montan wax from East Germany.--On March 4, Commerce made an affirmative
preliminary determination fhat there is a reasonable basis to believe that
imports of unrefined montan wax from East Germany are being, or are likely to
be, sold in the United States at less than fair value. As a resulf, the
Commission instituted a final investigation to determine whether the U.S.
industry is materially injured by these imports. 1/

Commerce's investigation of the question of sales at less than fair value
has been complicated by the absence of any information on sellers or producers
of unrefined montan wax in a market economy country other than the United
States. Fair-value comparisons were made using purchase prices of the
imported product and contructed values based on the production costs of the
sole U.S. producer, American Lignite Products Co. (the petitioner), with
adjustments for certain differences in the costs of production in East
Germany. 2/

1/ On Oct. 23, 1980, the Commission determined by a 5-to-0 vote thaf fhere
is a reasonable indication of injury to the U.S. industry. In making the
preliminary determination, Chairman Bill Alberger found that there is a
reasonable indication that the domestic industry is materially injured, while
Vice Chairman Michael J. Calhoun and Commissioners Catherine Bedell, Paula
Stern, and George M. Moore found that there is a reasonable indication that
the domestic industry is materially injured or is threatened with material
injury. For a more detailed discussion of this case, see 24th Quarterly
Report . . ., pp. 45-46.

2/ On Apr. 9 Chemie-Export-Import, the East German exporter of montan wax,
requested that Commerce extend the period for a final determination on the
question of sales at less than fair value for up to 60 days. Consequently, a
Commission hearing on the question of injury, originally scheduled for that
date, has been postponed until July 31. The final determination by Commerce
is now scheduled to be made by July 17.
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TEXTILE FIBERS AND TEXTILE PRODUCTS TO CHINA

In the last few years, U.S.-Chinese trade has expanded at a rapid rate,
spurred by the establishment of diplomatic relations on January 1, 1979, and
by the United States-China trade agreement in force since February 1, 1980.
In 1980 China became the leading trading partner of the United States among
nonmarket economy countries, accounting for 43 percent of all U.S. trade with
these countries.

Textile fibers and textile products constituted an important part of
U.S.-Chinese trade in both directions. They accounted for 25.3 percent of all
U.S. exports to China in 1978, 26.4 percent in 1979, and 27.4 percent in 1980
(table 13 and fig. 5). Their importance in U.S. imports from China is even
more pronounced; they were responsible for 31.4 percent of all U.S. imports
from China in 1979 and 34.4 percent in 1980. 1/

However, there is a fundamental difference between the composition of
textiles sold by the United States to China and that of textiles sold by China
to the United States. U.S. exports consist predominantly of textile
fibers--mainly raw cotfton and manmade fibers--with a relatively small amount
of finished or semifinished textile products. 1In contrast, Chinese exports
are mostly finished products, such as fabrics, wearing apparel and textile
furnishings. U.S. sales to China reflect China's dependence on those textile
materials it cannot presently produce in sufficient quantities. On the other
hand, Chinese sales to the United States consist primarily of textile and
apparel products that compete with similar items produced in the United States.

In response to increased textile imports from China, negotiations were
initiated between the Governments of the United States and China. These led
to a bilateral agreement, concluded in September 1980, which provides the
means to control a notable part of U.S. textile imports from China. During
the negotiations, Chinese authorities emphasized that they are dependent on
textile exports to the United States (and other countries) as a means to
offset their large trade deficit in other products. According to the Office
of Textiles and Apparel of the U.S. Department. of Commerce, in 1980 the United
States incurred a deficit of $278 million in trade of textile products with
China. This figure is based on bilateral textile trade excluding textile
fibers and yarns. However, if textiles are more broadly defined, i.e., if
fabrics and yarns are included, the United States shows a surplus vis-a-vis
China.

The following discussion will concentrate on U.S. exports of textile
fibers and textile products to China from 1978 through early 1981, and on the
factors that have influenced this ftrade. An analysis of U.S. textile imports
from China was published in the 24th quarterly report in this series. 2/

Chinese purchases of cotton and manmade fibers from the United States

soared in the period under review, and, as a result, China is currently the
leading U.S. market for both products. It is believed that a large part of

1/ These data do not include clothing accessories such as gloves and

headwear classified in schedule 7 of the TSUS.

2/ "Textiles from China," 24th Quarterly Report . . ., pp. 47-85. is
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Chinese fiber imports are processed in Chinese mills and reexported as yarn,
cloth, apparel, furnishings or accessories, frequently to the country that is
the source of the fiber. Therefore, the beneficial effect of booming U.S.
fiber exports to China on certain U.S. fiber producers and on the U.S. trade
balance may be partially offset by adverse effects of the returning products
on a different group of U.S. producers.

In 1980, cotton accounted for 19 percent, manmade fibers and yarns, for 7
percent, and woven fabrics of manmade fibers, for 0.4 percent of all U.S.
exports to China (table 13). These three items--collectively some 26 percent
of the total--may be used for the textile products, furnishings, and
accessories exported from that country. Textiles for pneumatic tires, the
only product among U.S. textile exports to China unlikely to be incorporated
in U.S. imports from China, constituted only 1.3 percent of total U.S. exports
to that country.

China's Textile Policies and Its Reliance on Imports

China has the biggest textile industry in the world, serving the needs of
almost 1 billion Chinese consumers as well as a growing export trade. Having
expanded rapidly in the seventies, the industry currently comprises more than
5,000 textile mills and related plants, employing some 3.4 million
workers. 1/ 1In recent years, textile products have accounted for 20 to 25
percent of China's total exports. As a result of the vigorous development of
the textile industry, China is not self-sufficient in fiber production, and so
textile fibers and yarns have come to constitute an important portion of
China's overall imports.

The Chinese textile industry is based mainly on cotton. However, it also
includes the historically famous silk industry, which utilizes domestic raw
silk, as well as some production using wool and other natural and manmade
fibers. With the United States, the Soviet Union, and India, China ranks as
one of the largest producers of cotton textiles in the world. Cotton cloth,
the principal product of the Chinese cotton textile mill industry, is the
primary material for clothing in China, and also the country's leading textile
export .

In 1976-79, woven cotton cloth accounted for more than one-third of all
textile mill products China sold to major foreign markets, 2/ and its exports
of this item almost doubled in value during that 4-year period. Yet domestic
per capita consumption of cotton and cotton-blend cloth has remained low; such
cloth is subject to rationing so that sufficient stocks are available for
export. 1In the north of China, the annual ration is 7 meters per person; in
Beijing, it is 6 meters per person; and in the extreme south it is somewhat
less. These rations provide each citizen with about one new suit of clothing
per year. 3/

1/ Foreign Broadcast Information Service (FBIS), April 1981, p. K-12.

2/ 24th Quarterly Report . . ., "Textiles from China,"” table 18, p. 57.

3/ Consumers can supplement these rations with fabrics made of fibers other
than cotton, which are not rationed. Moreover, most work clothes, provided by
work units, are outside the rationing system. - 48
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The reassessments of the overambitious 10-year plan (1976-85) in 1979 and
again in 1980 further increased the significance of textiles in Chinese
industrial and export policy. Planners decided that textiles, along with some
other areas of light industry, should be more heavily favored in the
allocation of resources than the previously emphasized heavy industry sector.
Textile and apparel production came to be recognized as having unique
advantages for China, such as generating plentiful employment opportunities
and requiring relatively low investment costs that produce fast returns. As a
result, the Chinese Government designated certain branches of the textile and
apparel industry for specialization in exports 1/ and approved stepped-up
efforts for modernizing the technology and upgrading the management and
marketing ability of these segments. At the same time, the Government also
gave increasing consideration to the domestic role of textile and apparel
production, and became committed to improving existing clothing standards.

The new emphasis given to textile production in the past 2 years 1is
reflected in the expansion of the Chinese spinning and weaving capacity, in
the rapid growth of textile and apparel output, and in the growth of certain
textile exports. According to the latest available data, the Chinese cotton-
spinning system numbers some 16 million spindles. g/

Chinese textile production increased 23 percent from 1979 to 1980, which
is 6 to 9 percentage points more than the gains registered in the previous
3 years (table 14). Output of cotton cloth amounted to 13 billion square
meters in 1980; it had increased by over 1 billion square meters in each of
the previous 2 years. Some other areas of the Chinese fiber-textile-apparel
complex have been developing even faster than the cotton textile industry.
Manmade~-fiber output was especially emphasized in order to help reduce import
dependency on imported fibers; it increased by 14 percent in 1979 and by
35 percent in 1980, reaching 440,000 tons.

Production of apparel and textile furnishings was also slated for rapid
expansion, o increase both foreign currency earnings and domestic
consumption. Chinese penetration of these products into advanced industrial
countries, including the United States, was discussed in the 24th quarterly
report of this series. 3/

In 1980, Chinese garment exports to all countries increased by
40 percent, compared with a 12-percent increase in the exports of Chinese
textile fibers and textile mill products. 4/ This high rate reflects the
commitment of the Chinese Government to change the traditional composition of
China's textile exports. Current Chinese export strategy aims at increasing
that portion of items with higher "value added” (i.e., which use more domestic
labor), which are generally also the items with higher unit values. These are
garments and other consumer items made of textiles, which undergo more
processing than cloth.

1/ See 24th Quarterly Report . . ., p. 50, and Far Eastern Economic Review,
Mar. 28, 1980, p. 59. .

g/ U.S. Department of Agriculture, Foreign Agricultural Service, report from
Bei jing, Aug. 11, 1980, p. 6. ’

3/ 24th Quarterly Report . . ., p. 78.

4/ Daily News Record, Feb. 27, 1981, p. 2.
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Analysts of Chinese economic conditions believe that most of last year's
increase in China's textile output was channeled into domestic consumption.
The Chinese Government is reportedly committed to matching the citizens'
rising purchasing power with adequate supplies of consumer goods in order to
ease inflationary pressures. The newly appointed minister of the Chinese
textile industry stated in March that "Our present production of textile
products still cannot satisfy the people's needs . . . this is why the state
still calls for the development of the light and textile industries during the
period of readjusting the national economy.” l/

Channeling the growth of textile production to the domestic market slowed
down the expansion of overall Chinese textile exports in 1980. Such exports
reportedly exceeded $3 billion, up 12 percent over the 1979 level. Yet this
increase was only half the 23-percent growth in textile production and far
less than the 27-percent growth in overall Chinese exports in 1980. 2/

Chinese policies on production, consumption, and exports of textiles have
important implications for China's imports of textile fibers. The expansion
of the textile industry has aggravated China's shortfall in domestic fiber
supplies, despite the Government's efforts to simultaneously increase domestic
fiber production. Most experts agree that fiber consumption in China will
continue to grow. Chinese authorities must therefore contend with a
dependence on foreign fibers and yarns, as well as import some fabrics, mostly
those of manmade fibers, for some time to come.

Cotton

China buys raw cotton from the United States, predominantly short-staple
cotton (staple length 13/16 inch but less than 1-1/8 inches), but also some
ordinary long-staple cotton (staple length 1-1/8 inches or over but less than
1-3/8 inches). Generally, U.S. raw cotton to be shipped to China is ginned
and compressed into bales, but goes through no further processing in the
United States.

U.S. exports

The United States is one of the world's largest producers of cotton. In
the marketing year August 1979 through July 1980, with an output of
14.6 million bales, 3/ the United States was the leading world producer,
followed by the U.S.S.R. and China. 1In 1980/81, the U.S.S.R. ranked first
with 14.3 million bales, followed by China and the United States. 4/

Cotton is one of the principal agricultural exports of the United
States. 1In 1979/80, it ranked as the fourth leading agricultural export item
by value--after feed grains, wheat, and soybeans--with exports amounting to a

1/ FBIS, Apr. 1, 1981, p. K-13.

zy Daily News Record, Feb. 27, 1981, p. 2.
3/ In bales of 480 pounds net.

4/ Data are preliminary and estimated.
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record $3 billion. The quantity of U.S. cotton exports in 1979/80 was

9.2 million bales, some 50 percent more than in 1978/79 (table 15), 1/ and the
highest level in 53 years. 2/ 1In 1979/80, a year of record world cotton
trade, the United States increased its share of world exports to 40 percent
from 31 percent in 1978/79. Other major cotton exporters included Pakistan,
India, Argentina, Colombia, and Egypt. Exports by the U.S.S.R., the second
leading world cotton exporter, declined slightly, as Soviet cotton prices were
not competitive during most of 1979/80. 3/

The principal markets for U.S. cotton are in the Far East. Japan was the
leading market in recent years, followed by South Korea, Taiwan, China, and
Hong Kong. In 1979/80, Japan purchased 1.6 million bales of cotton from the
United States, the largest volume since 1960/61. Nonetheless, in that year
Japan lost its position as the leading U.S. cotton market to China. U.S.
exports to all major markets increased in 1979/80; China, Japan, and South
Korea collectively absorbed 58 percent of the total, and exports to other
ma jor markets in the Far East and Europe also increased.

China, however, was most responsible for soaring U.S. exports in 1979/80,
accounting for more than half the total increment from the previous year.
China purchased 2.3 million bales from the United States, 3.5 times the
1978/79 1level 4/ and nearly 25 percent of all U.S. cotton exports.

Chinese supply and demand

In 1979/80, China became the world's largest importer of cotton, buying
3.8 billion bales on the world market--59 percent from the United States
(table 16). Compared with the 2.3 million bales originating in the United
States, Chinese imports from other suppliers were small: 438,000 bales from
Pakistan (the second ranking source of Chinese imports), and 200 million to
300 million bales each from Mexico, Guatemala, and the Sudan. The United
States has been China's principal cotton supplier in most years since trade
between the two countries resumed in the early seventies, but the U.S. share
of the Chinese market in 1979/80 was unprecedented.

The gains made by exports of U.S. cotton to China are attributable to its
high quality, ready availability, and competitive price. It is also believed
that Chinese Government officials put much trust in the flexibility of the
U.S. production and marketing systems in responding to their fluctuating
needs. 5/

1/ In bales of 480 pounds net.
2/ U.S. Department of Agriculture, Foreign Agricultural Circular, FC 1-81,
Record World Cotton Trade in 1979/80, p. 1.
3/ Ibid.
17 Exports on a calendar-year basis are shown in fig. 6 (280 million,
552 million, and 1.0 billion pounds in 1978, 1979, and 1980, respectively).
5/ Report from Beijing, p. 5.
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Table 15.--Cotton: U.S. exports, by markets, average 1970-74,
annual 1975-79

(In thousands of bales of 480 pounds net)

Year beginning Aug. 1—

Harker Average: 1975 © 1976 G 1977 ¢ 1978 ¢ 1979
1970-74: : 19 : 19 : :

Asia and Oceania: : : : : : :
Australia : 7 1: 1: 4 1/ : 1
Bangladesh : 54 142 : 122 : 46 @ 116 : 71
China : 358 : 9 : 0 : 443 648 : 2,268
Hong Kong : 185 : 132 379 : 503 : 427 636
India - 64 : 0 : 287 : 1/ 1/ : 0
Indonesia : 193 244 200 : 234 : 236 : 297
Japan ¢ 1,023 : 672 : 1,020 : 1,077 : 1,342 : 1,588
Republic of Khmer————-—-: 8 : 0 : 0 : 0 : 0 : 0
South Korea : 614 939 : 959 : 1,231 : 1,278 : 1,484
Malaysia : 21 : 19 : 43 54 : 58 : 51
Pakistan--—» : 2 2 : 2: 1/ 1: 1
Philippines : 144 110 : 92 : 104 : 124 : . 145
Singapore : 20 : 16 : 33 : 23 : 13 : 33
Taiwan : 411 : 522 : 451 512 : 454 728
Thailand : 16l : 74 174 : 170 : 243 260
South Vietnam——---—-——==—=- : 92 : 1/ : 0 : 0 : 0 : 0
All other : 3: 7 0: 5 : 16 : 19 : 7

Total : 3,360 : 2,882 : 3,768 : 4,417 : 4,959 : 7,570

Europe: : : : : : :
Belgium : 48 12 : 16 : 9 : 15 : 26
France : 81 : 23 : 47 84 : 63 : 92
West Germany : 99 : 11 : 37 : 68 : 96 : 204
Italy : 121 : 54 : 88 : 81 : 145 185
Nether lands : 31 : 3 12 21 : 18 : 71
United Kingdom=——==———=—- : 72 : 11 : 69 : 62 : 72 : 72
Other EC : 5 : 1: 4 2 : 18 : 50

Subtotal : 457 ¢ 115 : 273 : 327 : 427 640
Finland : 9 : 4 14 9 : 8 : 14
Greece : 21 : 7 : 42 40 : 11 : 124
Norway : 7 : 6 : 3: 2 : 4 7
Poland : 32 : 34 9 : 36 : 74 27
Portugal : 27 5 : 67 : 71 : 27 : 66
Romania : 65 : 0 : 18 : 33 : 53 : 126
Spain : 54 18 90 : 67 : 65 : 131
Sweden : 31 : 21 : 17 : 22 : 23 : 21
Switzer land : 61 : 30 : 80 : 110 : 91 : 117
All other : 2 2 2 : 5 : 2 : 10

Total 786 T 242 T B85 T T2 785 T 1,283

See footnotes at end of table
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Table 15.—Cotton: U.S. exports, by markets, average 1970-74,
annual 1975-79--Continued

(In thousands of bales of 480 pounds net)

Year beginning Aug. 1--
Market

¢ Average:

. 1970-74+ 1975 . 1976 . 1977 . 1978 . 1979
Western Hemisphere: : : : : : :
Canada : 274 135 : 194 222 : 222 : 272
Chile : 3 1/ : 11 : 2 : 0: 1/
Colombia : 3: I/ 0: 1/ : 27 23
All other : 14 : 8 : 5 : 22 19 : 9
Total : 294 143 210 : 246 : 268 : 304
Africa and Middle East: : : : : :
Algeria : 12 0 5 : 2 : 0: 1/
Egypt : 4 0 115 : 62 : 102 : 0
Ethiopia : 1: 0 : 0 : o : 0 : 0
Ghana : 33 : 28 37 : 13 : 12 12
Morocco : 24 4 10 : 17 : 39 : 28
Nigeria : 12 : 5 0 : 1: 0: 0
Republic of : : : : : :
South Africa—-———==——==—-=-: 16 : 6 : 8 : 1: 0 : 0
All other : 7 : 1: 16 : 3: 15 : 32
Total : 109 : 44 191 : 99 : 168 : 72
Grand total—m--—mm—meme ST 5,529 1 3,311 : 4,784 : 5,486 : 6.180 1 9229

1/ Less than 500 bales.

Source: U.S. Department of Agriculture, Record World Cotton Trade in
1979-80, FC1-81, January 1981, p. 4, based on official statistics of the U.S.
Department of Commerce.
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Chinese cotton imports from the world became notable for the first time
in 1972/73, when they reached almost 2 million bales. TImports declined
thereafter to 652 million bales in 1974/75, but subsequently increased at a
rapid rate (table 16); imports exceeded 2 million bales in 1978/79 and almost
doubled in 1979/80 to 3.8 million bales.

China is one of the largest cotton producers in the world. 1In 1980, it
had a record crop of 12.1 million bales, which, as noted, was larger than the
crop of its major foreign supplier, the United States. Nonetheless, China's
cotton production continued to fall short of the demand generated by its vast
textile industry. It is also noteworthy that the large Chinese crop of
1979/80 followed years of steadily declining raw-cotton production, which
caused a widening gap between domestic supply and fast-growing demand.
China's cotton production fell steadily from 1973 through 1979, suffering both
from a decline in land area planted with cotton and from very low yields.
That trend resulted from the relatively high price set by the Government for
its purchases of grains, causing cotton to lose out to grains for cultivable
land.

The record 1979/8C cotton crop reflected the efforts of the Chinese
Government to correct this situation. By increasing the price of cotton
relative to the price of grains, the authorities encouraged farmers to plant
more and better suited land with cotton. Moreover, they made fertilizers and
better varieties of cottonseed available to farmers in order to improve
yields. The Chinese Government also counted on a gradual substitution of
manmade fibers for cotton to reduce the cotton shortfall. 1/ It expected that
part of the demand for cotton would be met by fast-growing domestic supplies
of manmade fibers (see next section) and by imported manmade fibers, which are
less expensive than cotton. The growth of textile production in 1979/80 was
so rapid, though, that massive imports of raw cotton could not be avoided.

Prospects

Since the gap between Chinese supply and demand regarding cotton cannot
be closed easily, China is likely to remain a large cotton importer in the
foreseeable future. However, due to this year's large domestic cotton crop,
1980/81 imports are predicted to be smaller than 1979/80 imports. 2/
Moreover, it is expected that the U.S. share of China's cotton purchases will
decline with the reduced availability of U.S. cotton. Adverse growing
conditions throughout much of the U.S. Cotton Belt in 1980/81 reduced
production and raised prices. Total U.S. exports in the current marketing
year are forecast to be some 35 percent below 1979/80 exports. 3/

1/ Fiber Producer, June 1980, p. 6.

2/ U.S. Department of Agriculture, Cotton and Wool Outlook Situation,
VSW-26, Feb. 1981, p. 7.

3/ U.S. Department of Agriculture, World Cotton Situation, FC-9 1981, April
1981, p. 3.
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Relative price will be an important factor in determining the
distribution of Chinese purchases among major suppliers and the balance
between cotton and manmade-fiber imports. According to some experts, the
price advantage held for many years by noncellulosic fibers over cotton is
about to end as a result of higher petroleum prices. l/ A diminishing price
difference between the two fibers could lead to relatively larger exports of
U.S. cotton to China than was originally expected, at the expense of
manmade-fiber sales.

Manmade Fibers and Products

China's purchases of manmade fibers and related products from the United
States involve mostly noncellulosic fibers and yarns, although the United
States also ships some cellulosic fibers (acetate and rayon) to China.
Noncellulosic fibers, being petrochemical derivatives, are sometimes referred
to as chemical or synthetic fibers. Manmade fibers are produced in the form
of long, fine, continuous filaments. They may be shipped to China in filament
form or as noncontinuous fibers (staple). Much of the manmade fibers are
texturized for bulk and to resemble natural fibers. Yarns, both filament and
staple, can be further processed or twisted to obtain greater strength and
other desirable characteristics.

Polyester predominates among the noncellulosic fibers and yarmns the
United States ships to China. Polyester fibers have wide applications in the
production of apparel, home furnishings, and industrial products. U.S.
exports to China of other noncellulosic fibers and yarns--acrylic, modacrylic,
and nylon--are smaller. These fibers are not used as much as polyester fibers
but are important in the production of sweaters, blankets, socks, and
high-pile fabrics.

U.S. exports to China of textile products processed from manmade fibers
are predominantly fabrics, including those used for pneumatic tires.

U.S. exports

The United States is the world's largest producer of manmade fibers. An
output of 8 billion pounds accounted for 26 percent of the world total of
31 billion pounds in 1980, with Western Europe collectively contributing
22 percent and Japan, 13 percent. 2/

The United States has generally been an important world supplier of
manmade fibers and products processed from such fibers. Exports to the world
rose dramatically to record levels in the past 2 years, exceeding $2 billion
in 1980; this was twice the value of 1978 exports (table 17). 3/ U.S. imports
of manmade-fiber textiles declined over this period. 1In 1980, the United
States had a surplus in trade of manmade fibers, yarns, and fabrics amounting
to $1.6 billion.

1/ Journal of Commerce, May 18, 1981, p. 9.

zy Preliminary estimate of the Textile Economics Bureau, Inc., a private
organization, which collects data on and for the U.S. manmade fiber industrg8

3/ Includes only those products processed from manmade fibers which are
shown in table 17.
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Polyester fibers and yarns accounted in large measure for the surge in
exports; China's purchases were largely responsible. Sharp increases in
polyester staple exports in the last several months of 1980 reportedly caused
a tightening of U.S. supplies of this fiber, even though producers operated at:
a high level of capacity.

While U.S. exports of manmade fibers and selected products (those shown
in table 17) to all countries doubled between 1978 and 1980, such exports to
China increased over six times in this 2-year period, amounting to
$325 million in 1980. 1In 1978 China accounted for 5 percent and in 1980 for
14 percent of U.S. exports to all countries.

U.S. exports of manmade fibers and yarns were 127 million pounds in 1978,
154 million pounds in 1979, and 370 million pounds in 1980 (table 18,
fig. 6). China's share in all U.S. exports of manmade fibers and yarns
increased from 6.8 percent in 1978 to 7.7 percent in 1979 and more than
doubled, to 17.7 percent, in 1980 (table 17). The growth trend continued in
1981, when, in the first 2 months of the year, China accounted for 25 percent
of all U.S. exports of manmade fibers and yarns. In 1980, China became the
leading market for manmade fibers and yarns exported by the United States,
moving Canada to second place and Belgium-Luxembourg to third place (table 19).

China also became the leading market for U.S. tire cord and tire fabric
in 1980, with purchases amounting to $50 million--over eight times their 1979
value. 1In the same year, China bought more than twice the amount bought by
either Venezuela or Canada, which were the second and third ranking U.S.
markets. China's share in all U.S. exports of these items rose from 3 percent
in 1979 to 31 percent in 1980, but declined to 25 percent in the first
2 months of 1981. China was primarily responsible for the gains the United
States made in 1980 in exporting textiles for pneumatic tires (table 17).

In 1980, China also began to purchase notable amounts of woven manmade
fabrics from the United States. China's share in all U.S. exports of these
items was more than 2 percent in 1980, compared with virtually none in prior
years; it climbed to over 8 percent in January-February 1981, which may
indicate a further sharp increase this year. Nevertheless, China remains a
more important U.S. market for manmade fibers than for fa<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>