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Summary Record of National Security Council Meeting No, 527
April 16, 1964, 12:00 noon -- U.S. Trade Relations with the USSR
East European Communist Countries

Secretary Hodges, as Chairman of the Export Control Review Board,
briefly summarized the Board!'s discussion and inability to reach
agreement. He gave in detail the Commerce Department's view.

Secretary Freeman, speaking with emotion, said the decision on the
beet harvesters involved a decision as to how much we want to help
Soviet agriculture. He argued that beet harvesters and fertilizer
plants (see attached list), as well as any other advanced technology,
would help the Russians deal with one of their most difficult problems,
i.e., how to increase their food production.

Secretary Ball pointed out that the beet harvesters involved could be
bought elsewhere in Europe. Soviet possession of the beet harvesters
would be marginal because if the Soviets wanted to get the machines
they could get them if they paid enough for them elsewhere. The
Soviets can make effective propaganda use of our refusal to sell them
machines which increase their food production., He asked whether
anyone thought we were now conducting economic warfare against the
USSR. If we decide to do so we would lose much and gain very little,
To adopt the policy of trying to suppress agricultural production in

the USSR would be to follow a different course of action than we were
now following. As regards the sale of petro-chemical plants, this is a
different issue because such plants verge on being strategic by definition.

Ambassador Thompson said our only hope of achieving peaceful coexist~
ence lies with the Soviet people. If they are led to believe that we are
refusing to assist their government in increasing food production, they
might then turn against us. In addition, the sale of the machines to the
Soviet Union would be a helpful move at a time when they are in deep
trouble with the Chinese, There appears to be no way to prevent the
Russians from getting the machines from other buyers in Europe.

Secretary Freeman asked again whether we wanted to help the Russians
overcome their agricultural failure. When they are in trouble, do we
want to make them look good?

Secretary Ball said an issue of broad policy is involved., What we can
do in this field of trade is very small, We can get no support from our
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allies if we try to prevent trade in peaceful goods., Mr. McGeorge
Bundy said the question came down to one of whether we wanted to delay
their getting the beet harvesters for a short time, at the cost of giving
up Soviet peaceful trade and forfeiting important political advantages.

Secretary Hodges said he was not proposing to engage in economic
warfare with the USSR. He merely wanted to try to see if we could get
some quid pro quo from the Soviets in return for selling them advanced
agricultural machines and technological data. Could we not do some of
the negotiating now and more later after the elections?

Secretary Ball said that after the elections we could consider broad

trade negotiations with the Soviets. In such negotiations the Russians
would want to talk about credits and most-favored-nation trade treat-
ment. In such negotiation we might be able to gain such advantages

as protection of patent rights, etc. However, we cannot get a quid pro
quo for a small sale. We must either sell these machines unconditionally
or give up the idea of selling them,

Ambassador Stevenson asked whether we could license the equipment
rather than sell it to the Russians., Secretary Hodges said it might
be possible to do this, In addition, we could ask the Soviets to give
us a written agreement that they would not copy the machines.

Secretary Freeman said the case was not a small one because the
Russians wanted huge fertilizer plants involving highly advanced
technology. If we gave them such technology the amount of fertilizer
they would produce would be sufficient to make a big difference in their
total agricultural production.

Director McCone said that as regards the fertilizer plants, the Russians
could get them in Europe. In flat opposition to the statement made by
Secretary Freeman, Mr., McCone said we had no corner on technology
covering fertilizer plants and that the difference between our plants and
European plants, including Russian plants, was very little indeed.

In response to the President's question, Deputy Secretary Vance said

his view was a very simple one, i.e., we have something unique to sell;
therefore, let us get a2 quid pro quo for it,

Secretary McNamara pointed out that if the Russians wanted to obtain

the machines or the plants they could do so either by secretly blueprinting

-SECRET—
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one in the U.,S. or purchasing them elsewhere. He did not think that
we should pay a substantial price for not making the sales, especially
if a political loss is involved. He thought that we ought to try to get

a higher price for the technical data which would be involved, but that
this would be for the sellers to try to get.

Mr. Bundy asked whether the manufacturers or the U.S. Government
should attempt to get a higher price for the technical data involved.
Secretary McNamara replied that the Government should attempt to get
a general agreement covering all sales and that individual sellers could
operate under this cover,

Secretary Ball said it was up to the manufacturers to protect their
technology. They could obtain a price for the technology by increasing
the price of the product sold to the Soviets, He said that the U,S.
Government should not go in to try to protect a private dealer. The
Government is not in a position to police any such agreement in the
USSR. We must rely on the seller to include in his sales price a suffi-
cient amount to cover the technology involved.

Mr. Bundy pointed out that although we have tried over the years we have
so far not yet solved even the simple problem of protecting U.S. copy-
rights. Ambassador Stevenson pointed out that he himself had negotiated
unsuccessfully with the Russians as the representative of the writers and
publishers.,

Mr. McCone said the Soviet lag in agriculture is due to disorganization
and lack of incentive, Modern machines will not solve this problem nor
will they have a major effect on Soviet production. In response to the
President's question, Mr. McCone recommended that we approve only
small transactions until a broad policy decision is reached. He recalled
that a Congressional committee had questioned him closely on the sale
of U.S. wheat to the USSR, He said if we sold agricultural equipment
to the USSR and not to Cuba we would have difficulty in explaining why.
He then read U.S. -Soviet trade figures and made the point that U.S.
trade of approximately $44 million is a tiny part of the total Soviet
trade of approximately $4 billion annually,

Secretary Freeman said he had had the same trouble as Mr. McCone
in explaining to a Congressional committee why we were selling wheat
to the Communists and opposing peaceful trade with Cuba. He thought
we should try to avoid further discussion of this matter until after

—SECRET
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November. (The President intervened to add that after Noyember we
may not have to answer Congressional questioners,)

In response to the President's request for his views, the Speaker said
he wondered what our position would be if the situation were reversed.
He reminded those present that he had always fought for foreign aid
and that he always put the national interest uppermost. He then noted
that the ability of the Soviets to carry on their economy is a part of the
cold war.

There followed a discussion on how long it would take the Russians
to mass produce a U.S., machine used as a prototype, Secretary
Freeman said it would take two to four years. Secretary McNamara
said it would take a very short time,

Secretary Freeman said that if we helped the Russians to produce
sugar surplus to their domestic needs they would then try to affect
the world sugar market. Mr. Bundy pointed out that any reduction
in the world price of sugar would create real difficulties for Castro.

The President asked how we answered the argument about why we
opposed the British sale of buses to Cuba., Mr, Ball replied by say-
ing there was a great difference between sales to the USSR and sales
to Cuba. Cuba is small, The USSR economy is huge. The sales

we are talking about to the USSR are a tiny part of a huge market.

If we refuse to sell the goods now under discussion, our action would
be no more than a small mosquito bite. However, sales to Cuba might
make the difference between whether the economy continued to operate
or whether it broke down. Our purpose is to maintain our relations
with the Soviet Union in the current period, avoiding minor irritations
during a period of uncertainty in the Soviet Bloc. The sales issue is
not important enough to risk hampering our policy of keeping our rela-
tions with the USSR steady.

There followed a discussion as to whether we had superior technology
which the Russians wanted., Secretary Freeman argued that we did
and Director McCone argued that the differences were very small,

Mr. McCone said the Russians could buy fertilizer plants equal to ours
in the U,K. and in Italy.

Secretary Hodges, indicating considerable irritation, said our allies
were making monkeys of us., They are selling to the USSR and we are

—SECRET—
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not. If we decide to sell to the Soviet Union, we should go in whole
hog and seek to obtain a major market.

Mr, Bundy, noting that Secretary Dillon was not present, said he
thought he should state the Secretary's views, i.e., we can probably
keep our allies from granting credit to Cuba, but we cannot prevent
them from selling to the USSR.

Secretary Ball suggested that we decide to approve the specific items
under discussion and then look toward broad trade negotiations about
the end of this year. As to petro-chemicals, he repeated his view
that this is a hard case and it is another problem because it affects
the life of our oil investments. He opposed issuing licenses in this
area, He suggested we wait until the end of the year to decide whether
we want to undertake trade negotiations with the USSR.

The President asked Governor Herter for his views, Mr. Herter said
that weighing the considerations was very difficult, He felt that the
Soviet reaction to a denial would be greater than any gain to us. He
pointed out that food stuffs are in a different category than other goods
and recalled that in 1922, when our attitude toward the USSR was very
hostile, we shipped food to the USSR, Actions having to do with the
production of food are very sensitive indeed. All that we would be doing
by denying the licenses would be slowing up food production in the USSR
slightly.

Ambassador Stevenson said that for years he had urged an increase

in non-strategic trade with the USSR. The Russians will get their
machines from somewhere. There is no net gain in denying the licenses.
The only result would be to heat up the cold war. Trade relations with
the USSR should be reviewed after the elections. He had tried and failed
to persuade the Russians to deal properly on the issue of copyrights.

He suggested that we might try to license the equipment to the USSR in
return for their agreement not to sell copies of the equipment outside

the USSR.

Acting USIA Director Wilson said that granting the licenses would pro-
duce a favorable foreign reaction and that the refusal would give the
Soviets an argument against us,

—SECRET—
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Mr, McDermott said he did not understand why the Russians would
be upset if we refused to make a sale of such small size, He thought
that such a sale would be very difficult to explain to the American
people,

The President commented on the broad implications of East-West
trade. He said he was encouraged that the Foreign Relations Com-
mittee was studying this problem. He thought that we should try to

get an overall position and suggested that one thing we might do is

to list those things we want from the Russians in return for our sales,
such as a prohibition on the sale of our machines outside the USSR.

If we let the Russians think that we will sell them the items now under
discussion without asking them for anything more than the sales price,
the Russians will conclude that we would be prepared to sell them any-
thing they wanted. He said we should not take any immediate action.

As to how the Russians would react, he said that if we held back the
sales or even refused to make them, he doubted the Moscow reaction
would be strong. We should explore the problem and consider it further,
If we make this sale, would it lead to other sales? One sale will deter-
mine our general policy., We are doing everything to encourage good
relations and ease tensions, If he had to decide now, which he did not
think he had to, on balance, he would let the Russians have the machines
because there would be no real damage to us. However, we must retain
our self-respect and let the Russians know that in our dealings with
them it is a two-way street. We give and we get. He said no one in the
room wanted to agree to large industrial sales to the USSR certainly in
the next six months because of the difficulty of dealing domestically with
such sales.

Bromley Smith
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NATIONAL SECURITY COUNCIL

RECORD OF ACTIONS

U, S, TRADE RELATIONS WITH THE USSR AND
EAST EUROPEAN COMMUNIST COUNTRIES

a. Discussed the export to the USSR and East European
Communist countries of U. S. agricultural equip~-
ment and fertilizer production processes.

b. Noted the President's request that the Secretary
of Commerce consider what trade assurances or
undertakings we could reasonably expect to obtain
from the USSR and the Zuropean Communist
countries in return for licensing advanced agri-
cultural equipment and technology. U. S. firms
interested in exports to USSR and East European
Communist countries are to be consulted in
preparing this study.

c. Noted the President's acceptance of the recommend«-
ation that consideration of broad trade negotiations
with the USSR should be deferred at this time,
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CABINET ROOM OF THE WHITE HOUSE
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Dorothy Jacobson, Assistant Secretary

ALD.
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Ray Cline, Deputy Director
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on Export Policy
DEFENSE
Robert S. McNamara, Secretary
Cyrus Vance, Deputy Secretary
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Edward A. McDermott, Director
STATE
George Ball, Acting Secretary
Philip H. Trezise, Deputy Assistant Secretary, Economic Affairs
Adlai E. Stevenson, U. S. Representative to the UN
USIA

Donald Wilson, Acting Director

WHITE HOUSE

George Reedy, Press Secretary to the President

McGeorge Bundy, Special Assistant to the President

Christian A. Herter, Special Representative for Trade Negotiations
Major General Chester V. Clifton, Military Aide to the President
Walter Jenkins, Special Assistant to the President

Bill Moyers, Assistant to the President

Jack Valenti, Special Assistant to the President

Bromley Smith, Executive Secretary, National Security Council
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SALE OF AGRICULTURAL EQUIPMENT AND
FERTILIZER PLANTS TO THE USSR

The Issue

The issue is whether the United States Government should require
from the USSR a specific guid pro guo over and above the cash selling
price in return for the approval of export licenses for Soviet purchases
of American agricultural equipment and fertilizer production processes,

Background

The case which has raised this issue is the proposed sale of five
Parma 6-row beet harvesters, but there are other export license appli=-
cations pending for other agricultural equipment and for technical data
for fertilizer plants, The thought is that the gquid pro guo issue would
be taken up with the Soviets against the background of United States
willingness to approve a group of such agricultural licenses.

Departmental Positions

Agriculture considers that advanced American agricultural equipment,
particularly equipment which would help the Soviets meet their problem of
harvesting mass row crops, should be sold to the USSR only, if at all, in
return for a quid pro quo beyond the cash price. On the other hand,
Agriculture would favor free licensing of agricultural equipment and
technology readily available to the USSR in other Westerm countries,
Commerce supports the Agriculture position, as does Defense, With
respect to the quid pro quo to be sought, the specific suggestion put
forward by Agriculture and Commerce has been for an agreement by the
USSR to protect United States patents, copyrights, and the use of
technology.

State favors the sale of the beet harvesters and other agricultural
equipment and processes without special conditions,

State considers that a narrowly limited negotiation with the USSR~=-
agricultural equipment for patent protection, etec,--would be impracticable.
The Soviets would not be willing to have a limited discussion but would
rather try to include a range of economic issues, of which U.S. export
controls would be only one, Any substantial exchange on economic questions
with the Soviet Union could not be kept secret, To undertake such a
negotiation in an election year would be infeasible,

Meanwhile
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Meanwhile, State considers that it is in the national interest to
license peaceful goods for sale to the Soviet Union. We are seeking
practical means to reduce temsions., A small expansion in peaceful
trade will contribute to that aim, Furthermore, State believes it to
be in our interest that the Soviets should allocate increasing resources
to agriculture, since such allocation in effect must be at the expense

of military or space expenditures.

B
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U. S. TRADE RELATIONS WITH THE SOVIET BLOC: SALE OF
AGRICULTURAL EQUIPMENT AND FERTILIZER PLANTS

a. Discussed the sale to the Soviet bloc of American agricultural
equipment and fertilizer production processes.
b. Noted the President's instruction to the Secretary of Commerce
to make a list of undertakings that we would like to get from the Soviet
bloc in return for our licensing to them our advanced agricultural
equipment and technology. Further, the Secretary should consult with business ﬁrz(-:

concerned to see what assistance they can give to obtaining these under-

takings.

“c. The President expressed the view that at this time and under

!
i

/
/present circumstances we would preserve our self respect more

|'
effectively by requiring some quid pro quo before issuing further licenses
to the bloc in this field of advanced agricultural equipment and technology.
d. Further, the President asked the Secretary of Commerce to report
dyaits
to him on tangible and intangible!\benefits that he thinks can result from

having sales of such equipment and technology conditioned on assurances

and quid pro quos from the bloc.

e, Noted the President's view that consideration of broad trade negotiations
with the USSR should be deferred at this time,

—SECRET— NSC Meeting No. 527 - April 16, 1964
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The summary positions of the Departments involved are:

A. Department of Commerce

The case of the sale to the USS1 of five beet harvestars can
properly be resolved only after a determination of our more
general policy regarding exports of agricultiral machinery,
equipment, plants and technology to the Soviet bloc. This policy
in turn depends on our attitude toward any exports of anything
that will contribute significantly to the econoinic potential of the
bloc.

The relevant 1962 amendment to the Lxport Control Act provides
for:

", « +denial of any request or application for authority

to export articles, materials, or supplies, including
technical data, from the United States, its Territories

and possessions, to any nation or combination of nations
threatening the national security of the United States if the
President shall determine that such export makes a signii-
icant contribution to the military or economic potential of
such nation or nations which would prove detrimental to the
national security and welfare of the United States. "

The U.S. should not permit the export to the USSR of a 6-row
beeat harvester unless we have negotiated with the USSR a quid
Pro quo of a national interast character over and above the price
to the exporter on this and other items of agricultural machinery,

The U.S. should not export to the Soviet bloc our advanced agri-
cultural machinery and our advanced technology and equipment
to produce items such as fertilizers unless the Soviet bloc gives
us a quid pro quo of a national interest character over and above
the prices set by the exporters.

B. Department of fAgriculture

In the present state of political and ideological warfare waged by
economic means, anything that strengthens the economic potential
of the opponent is unjustified unless accompanied by a correspond-
ing strengthening of cur own position,
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(Whatever strengthening of the economnic potential of the Soviet
bloc may result from wheat imports is more than counter-
balanced by the strengthening position of the U.S. that results
from increased foreign exchange and the diminishing of surpluses.)

With regard to exports that can readily be purchased elsewhere,
licenses should be approved, since a denial would merely deny

to U,.S. exporters business that would otherwise go to other nations
and would therefore not prevent a significant contribution to eco-
nomic potential.

iith regard to exports of comnplicated, sophisticated and advanced
machinery, plants and technology that cannot readily be obtained
from other sources, and which would contribute to economic
potential, licenses should be denied. (Any liberalization of our
export licensing policy should be accompanied by the negotiation
of an appropriate quid pro quo in our national interest,

C. Department of State

¥ e believe that b-row heet harvesters, and agricultural equipment
generally, should be approved for pale to the Soviet Jnion and to
other countries of the European Sovict bloc, Ve kelieve, moreover,
that such approval should be on the same basis as other peaceful
non-strategic exports to the Soviet blac withecut attaching special
new conditions,

Such action would accord with I'resident Kennedy's decision in rday
1963 on an alinost identical case (fcrage harvesters) in which the
same argument for quid pro quo cenditions was advanced,

The attach:nent of quid pro guo conditions would be tatamount to
denials, It seems highly doubtful that a quid pro quo could be
obtained from the Soviet Union for an agreement to sell $150, 000
worth of machinery.

To attempt to obtain concessions beyond the sales price would
simply mean ''no sale’’ because concessions of a national interest
character cannot be extracted from the Russians on a piecemeal
basis. If we tried to do so, they wauld certainly assume that we
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were shifting to a much tighter policy of restricting non-strategic
trade, a position that would seriously detract from the beneficial
atmosphere resulting from the wheat sales,

The State Jepartment considers that advantages of a national
interest character might, however, properly be sought in a
general negotiation with the USSR on econornic matters after the
election and after due consultation with the Congress.

SERVICE SET
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THE WHITE HOUSE

WASHINGTON

SEGRET April 14, 1964

MEMORANDUM FOR THE PRESIDENT

This folder deals with the tough problem of decisions on export
licenses for the Soviet Union which will come before the National |
Security Council at noon on April 16.

The administrative heart of this problem is that responsibility is
shared by departments which have sharply different views, and
that in the last three years no one short of the President has had
authority to make clear-cut decisions. The Secretary of Commerce 1
has the immediate statutory responsibility, but the instinct of
Luther Hodges was often different from that of others, and it be=-
came necessary to appeal individual cases over and over again to
President Kennedy. The President in turn preferred to take it
case by case, and indeed no blanket instruction could possibly be
issued that does not leave individual cases open for individual
judgment.

The difficulty is that each sale of nonstrategic items involves a

balance of the value to the Soviet Union as against the commercial

value to the United States, And each of these estimates in turn is

affected by whether one thinks that peaceful trade with the Russians, ‘
in and of itself, is a good thing. In any given case, one can always |
predict the reaction of any individual more from his basic attitudes |
than from the evidence presented. The close cases are always open .
to subjective judgment.

Ideally, we ought to have a general review and reach a new basic
and solid policy, but this is not the year for that, and nobody
really thinks that we can put ourselves in the position to have

basic negotiation with the Russians in the next few months, There=-
fore, the real question is how to handle a relatively small number
of controversial items between now and November,
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My suggestion is (1) that you listen to argument in the NSC from
State, Commerce, Agriculture and Defense, (2) that you then
state your own basic attitude, and (3) that you announce that you
expect to summarize these basic views in an appropriate memo=
randum, which will also indicate the procedure which you wish
to have followed in meeting these general rules.

hep. /5.

McGeorge Bundy

P.S. My own judgment, for what it is worth, is that the right way
to deal with these cases is to approve industrial licenses much more
broadly than Commerce wishes to do. Ido not agree with the argu-
ment of Agriculture that a few advanced technical tools will solve
an otherwise insoluble problem. I do not agree that we can or should
r = CEI Ty
try to negotiate political emees6 in return for straight commercial
deals, and I think our manufacturers should be required to bargain
for their own licensing agreements, if necessary (though they won't
get much). Except in the field of strategic goods, there is nearly
always an alternative supplier somewhere in the Free World, and I
think our restrictive practices hurt us without hurting the Soviet
Union. I have heard you speak of your general support for peaceful
trade, and I think these are cases in which that principle can safely
be allowed to govern.
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The summary positions of the Departments involved are:

A, Department of Commerce

The case of the sale to the USSR of five beet harvesters can
properly be resolved only after a determination of our more
general policy regarding exports of agricultural machinery,
equipment, plants and technology to the Soviet bloc. This policy
in turn depends on our attitude toward any exports of anything
that will contribute significantly to the economic potential of the
bloc.

The relevant 1962 amendment to the Export Control Act provides
for:

", . .denial of any request or application for authority

to export articles, materials, or supplies, including
technical data, from the United States, its Territories

and possessions, to any nation or combination of nations
threatening the national security of the United States if the
President shall determine that such export makes a signif-
icant contribution to the military or economic potential of
such nation or nations which would prove detrimental to the
national security and welfare of the United States."

The U,S. should not permit the export to the USSR of a 6=row
beet harvester unless we have negotiated with the USSR a quid
pro quo of a national interest character over and above the price
to the exporter on this and other items of agricultural machinery,

The U.S. should not export to the Soviet bloc our advanced agri-
cultural machinery and our advanced technology and equipment
to produce items such as fertilizers unless the Soviet bloc gives
us a quid pro quo of a national interest character over and above
the prices set by the exporters.

B. Department of Agriculture

In the present state of political and ideological warfare waged by
economic means, anything that strengthens the economic potential
of the opponent is unjustified unless accompanied by a correspond=
ing strengthening of our own position.
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(Whatever strengthening of the economic potential of the Soviet
bloc may result from wheat imports is more than counter=-
balanced by the strengthening position of the U,S, that results
from increased foreign exchange and the diminishing of surpluses,)

With regard to exports that can readily be purchased elsewhere,
licenses should be approved, since a denial would merely deny

to U.S. exporters business that would otherwise go to other nations
and would therefore not prevent a significant contribution to eco=
nomic potential,

With regard to exports of complicated, sophisticated and advanced
machinery, plants and technology that cannot readily be obtained
from other sources, and which would contribute to economic
potential, licenses should be denied. (Any liberalization of our
export licensing policy should be accompanied by the negotiation
of an appropriate quid pro quo in our national interest,

C. Department of State

We believe that b-row beet harvesters, and agricultural equipment
generally, should be approved for sale to the Soviet Union and to
other countries of the European Soviet bloc, We believe, moreover,
that such approval should be on the same basis as other peaceful
non-strategic exports to the Soviet bloc without attaching special
new conditions,

Such action would accord with President Kennedy's decision in May
1963 on an almost identical case (forage harvesters) in which the
same argument for quid pro gquo conditions was advanced,

The attachment of quid pro quo conditions would be tatamount to
denials, It seems highly doubtful that a quid pro quo could be
obtained from the Soviet Union for an agreement to sell $150, 000
worth of machinery,

To attempt to obtain concessions beyond the sales price would
simply mean *'no sale because concessions of a national interest
character cannot be extracted from the Russians on a piecemeal
basis. If we tried to do so, they wauld certainly assume that we
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were shifting to a much tighter policy of restricting non-strategic
trade, a position that would seriously detract from the beneficial ,
atmosphere resulting from the wheat sales.

The State Department considers that advantages of a national
interest character might, however, properly be sought in a
general negotiation with the USSR on economic matters after the
election and after due consultation with the Congress. '
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EXPORT CONTROL IIVIZW 20ARD
¥Minutes of ieeting

Jarvary 20, 198"

Secretary I'reeman stated that zpproval of the bDeet harvester
machinery would mean ovening the flood jates for mass production from U.S.
prototypes of agricultural machinery at 2 time when a key Soviet problem
is getting the crops out of the field at the proper time. The Soviets
nave declared economic wor on us, oub, as per the CIA report, the serious
agricultural proolem is a major fzctor in the slowdown of their whole
economy. It is not in the U.S. initerest tvo speed the recovery of the
agricultural sector of the economy with advanced-design agricultural
machinery and contribute to their capabilivy to conduct an ideoleogical
war with economic weapons and to supnort communist ordcnted economics
in developing nations, This particular bect harvester is far advanced
over anything else available, being able to handle 1,200 tons of beots
in a ten-nour veriod comparcd to an average at the moct of 120 tens
currently being .handled in Sovieo arzas (a maxdimum of 210 tons in one
area and a minimum o 75 tons with most areas recorded in the range of
75 to 120 tons).

Secrstaries -Zodges and Vance indicated that they would approve
of shipping such nachiues if we could get something back over and above
the price paid. Szcretary Rusk argued that the quid vro quo lay in the
turning of the Soviest economy into oroduction of consumer goeds, wnich an
expansion of agriculiural production would do. He argued further that we
were not in a posture of economic warZare with the Soviets and thav denial
of such equipment inplied that we wire. He questioned what we would do
apout fartilizer plants if we denied such equipment as the beet harvesters.
Secretary Freeman sz & distinction betwean (1) the beet harvestasrs which
were tecnnologzically advanced, could not de procured anywhnere else, and
would be used as a urototype; and (2) such machines and/or plents as are
readily available from othar countries in the world to do precisely ih
same joo. For examplas, our denial of scme types of fertilizer plants
would not orevent thas Russians from zcquiring them., On the othar hand,
if they gst certain advanced-design machines from the U.S,, they might
succeed in their urive to improve agricultural procuction if they get a
oreak in the weather.
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Secratary Vance inquirad as to whether it would not de better io
keep macninery 2way Ifrom the Soviets if it was importent o keep sonsumer
pressure on the econcny. Secrstary Rusk replied that we should be coopera=-
tive in helping the Soviets to move resources from the military to the
consumer field rather than keepingz osressure on the Soviets av all points.
Also agriculture was not going to be the stratozic area in any nuclear
exchange nor was it an appropriate area for economic warfare. In adciition,
since we had already denied a pesurolsum refinery, to follow it with
denial of a beet harvester would in his view signal an economic warliare
aporoach on our part, The U.S. would also be in a position of havirg to
deny more items than our Allies do for some time to come and therelore
shouldn't be in a position of denying more items than wa need to.

Secr"tary Hodzes agreed that it would be desirable to ship these
items but only if we could obizdin a guid oro cuo for this and other
advarced agricultural mochinory. Secrewcry lusk asked what r-uid pro cuo
would be requested, Lo wWnich it was replisd thut sgredmenis orn or. copyripgats,
patants, or use of tecunolony paimec from provovypes would provide a means
of orotecting advanced tccnnology and demonsirate o Uhe country that we
were in fact obtaining a ouzd oro guo of relaxed economic relations.,
Secresary Rusk stated that insisting on a quid oro auo would itsell signal
that we were thinlkin: in terms of economic warfare anc that he saw no
reasons for the i osians to want to offer a ouid pro ouc over ana above
the sales price. In fact thoy nave stated Unat Ualy ould not pay anything
more than the zoing pvrice for fartilizer plants and ovher items which they
can obtain readily in the free world.

Sacretery Sreeman argued that agriculture might be a more
important arez in which to slow dowr. on our contribution to the Soviet
gconomy since they may heve more difficulties there than in the petroleum
field. MHe insisted that we carefully examine the question of whaere we
wished to maintain pressure and where we would like to reolax, His inter-
oretation of Secretary Rusi!s view was that it was "good" to assist the
Soviets in developing azriculture whereas, it was not good to assist them
in an area such as petrolaum. Secretary Rusic replied that we should
certainly not aid the Soviets in any area, such as would be the rasul: o£
15 years credi? as proposed by the U.X., but we should not shy away I
normal trade. He stressed that the issue bafore the ECR2 was essermally
that of economic warZare and how best it might be waged, vo which Secretary
Freeman agreed. Secretary Rusk then pointed out that we nad sold hybrid
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geads snd other items, which would assist in the agriculiural fis=ld,
to which Secrstary Trosman replied thas even so therz was 2 need for
machanized equismons woicn would assist them in getting the cross

arvested a2t the right time 30 that they would not ot in vhe fields. .

Sacretary Hodges sturesssd the desirability of insisting on a
non-reproduction covenant from the Soviats in the purchase of advancad
ecuinmant and an agreement covering patent and other rights. Secrziary
fusk asserted that U,S. exporters nad in the past insisted upon that
themsalves, but Secrstary Hodzes urged that the Covermment itself insist
on sucnh arrangemsnis.

Secretary Rusk again strassed that our pelicy was not economic
warfare but rathsr should be cconcnic competition, widcn we faced from
all countries. Sceratary PFrecman indicated there was a differsnces wnen
the economic competition sacks to disrupt rather than to excel, il the
tim is political destruction ratner than monetary pain.

Secrotary Vance rcturnec to the discussion of tha diversion of
resources and askod whather State Tipoartment's position was that resources
put into agriculture would cut tnn voluma of resources dedicated to the
military. Secretary Rusk said thiu the main objective was to daevelop a
stake on the part of the Soviets in food relations with us, which could
oe based on an improvemant in their standard of living and which in turn
would necassitate the opening of trade relations and a continued high
level of trade with ths West. In tals way the Soviets would have a stake
in mainteaining peace.

The Board reached a conseasus that theses werse issues on which '
the President should focus on since he had not previously discussed this
range of problams and policies with the Czbinet, and it zgzrasd thersfora
to present them to the President aiter members return from Japan.

Ta2 positions which would be taken before the President by the
four Cabinet members were:

Secretary Rusk for a2ooroval of the shioment on generzl policy
arounds. Sscretary Freeman against tha export unlass a2 ouid vro que is
obtained over and zbove selling price which correspondingly contributes
to the strength of tne U.S. Secrstariss Hodges znd Vance for zpproval
dependent on cbtaining an appropriate cuid pro cuo over and zbove
selling orice. i
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Date Received Case No.
8/20/63 87943k
8/8/63 80588l
8/20/63 879435
12/30/63 92921} )
through ;
929217;
929696 )
through )
929703 )
11/15/63 80813k
1/6/6) 931434
1/8/6l 932755
2/5/6k 866543

List of Pending Bloc Applications Relating
to

Cormodity

Tractor-driven
beet harvesters

Dry bean harvester
Dry bean harvester

Equipment for en
alfalfa dehydra-
tion plant, and

forage harvesters

Fileld wafering
machine

Tech. data for a
complete fertilizer
plant

Tech. data for a
phosphoric acid
plant

Quotation tech. data
for a compound fer-
tilizer plant (time
extension of an
existing license)

DECLASSIFIED

anti
5

Fertilizer Plants and Agricultural Equipment

Country Value

USSR $150,762,00
USSR 5,405.25
USSR 19,730.00
Rumania 330,000,00
Czechoslovakia 8,750.00
USSR Unknown
USSR Unknown
USSR Unknown

GROUP 4

Doawngraded at 3 year
intervals; deolassified
after 12 years

Authority 1.0, 11652 SEC. 5(A) and '(D)!

Py O NARS, Date b=
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P
|
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List of Pending Bloc Applications Relating
to

) oa @
I L

Fertilizer Plants and Agricultural Equipment

Date Received Case No. Commodity Quantity Country Value

2/10/6Y 946990 Tech. data for - Rumania Unknown
urea section of
a fertilizer

plant

2/10/6l 9469893 Tech. data for e USSR Unknown { Q{'
phosphoric acid . (=
and triple super- :
phosphate ferti- oy
lizer plant :

2/2/6) 9519Li5% Tech. data for - USSR Unknown
contact sulfuric
acid plant

2/2l/6l 9529913 Tech. data for - USSR Unknown
two ammonium sulfate
draft tube baffle
crystallizers

2/1/64 9460993 Tech, data for - Poland Unknown @ g
complete fertilizer ' it
complex, including {.;'
acetylene, ammonia, ’ | -
nitric acid, ammonium
nitrate, and urea
plants

2/19/64 950791 Tech. data fer - USSR Unknown
two phosphoric acid
evaporators complete
with fluorine

recovery syatems—.‘?a 233
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List of Pending Bloc Applications Relating
teo

Fertilizer Plants and Agricultural Equipment

Date Recelved Case No. Commodi ty nti Country Value
2/19 /6L 9507903 Tech. data for -— Bulgaria Unknown

one phosphoriec
acid evaporator
complete with fluo-
rine recovery
syatem

2/27/64 954515+ Tech. data for a - Poland Unknown
synthesis gas
gection of an
ammonia plant

1/30/6) 9L2657* Tech, data for an - Hungary Unknown
Electrostatic
Desulfurization
Plant

3/12/6) 961153+ Tech. data for an e USSR Unknown
ammonia plant

3/9/64 868340+ Tech, data for a - Hungary Unknown
steam reforming
catalyst for a
synthesls gas plant
in production of
ammonia. (Amendment
request changing data
for increased production)

#Not yet discussed in 0.C.

Prepared in the Sovlet Bloc Controls Sectien, Policy Planning Diviaion, OEC/BIC
HarOh 18 1961] g"‘f_‘ Wk L
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September 19, 1963

MEMORANDUM FOR THE EXPORT CONTROL REVIEW BOARD

The Secretary of Commerce
The Secretary of State
The Secretary of Defense

1. I have reviewed the report of the Export Control Review Board and
its recommendations for action in response to my request of the 16th of May,
In general, I approve these recommendations, but in giving this approval

.:'_:_\I should like to have it understood that I am strongly in favor of pressing
forward more energetically than this report and its recommendations imply,
in our trade with the Soviet and Eastern Bloc, The course of events of the
last two months, including particularly the test ban agreement and the
evidence of greater trade by our allies with the Soviet and EasternBloc,
persuade me that we must not be left behind. I believe also that one person
within the Government should have central responsibility for setting this
program into action, and after further consultation I expect to designate

such a person.
on this point.

I should be glad to have prompt advice from each of you

My more specific comments follow,

2. I agree that the Board should, through the appropriate agencies, go
forward with the studies suggested in the first, fourth, fifth and sixth recom-
mendations. Further, the studies and other staff work described in the
seventh recommendation should be undertaken under the leadership of the
Department of State, with the collaboration of the Department of Commerce
and the Department of Defense. These preparations, which are essentially
contingency activities, should remain on the staff level for the present.

3. I approve the second and third recommendations. In giving effect
to these recommendations, the judgment of the Secretary of State on the
political situation in the satellites and the state of bilateral relations with
the Soviet Union should be given special weight by the Board.

The spirit of the third recommendation with respect to satellites
should apply not only to the preparation of guidelines but to the disposition of
current licensing issues by the Board and the agencies under its direction.,

COPY

OEAVICE

————— e ——————— = =

/s/ John F. Kennedy
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" Awgust 15, 1963
Somt W
ME MOR AN QUM FOR The Prestdent
From: Expert Control Review Board
Corcerning: East-West Trade Policy

Attached for your considecation are actioms which we reccmmend
for your approwal leading to an expansion of pur trade with the
Soviet Ploc. Some of the recomwmerdations [ nvolve Further
research and analysis en the part of our Departments; one calls
for discussions with our Allies to attempt to hold them in Lime.

Recommendation No. 6 invol ves changes in existing [egislation and,
therefore, an appreach to Congress relative to trade discrimination
Loward the Ploc, Mast Favored Nation Treatment ard mpeal of the
Tohns::u Act.

[siuned) Lauther H, Hodaes

Luther H. Hodeges, Chairman

{ =dpned) Dean Rusk
Gean Rusk, Secretary =f State

lsyened) Robert 5, Meiwamara

Robert S. MeNamara
Sexretary of Defense

‘ DECLASSIFIED
FCu-ﬂm 51477 Shite 1031217 osD Il-la-'??
, ,LJ:E_J_ : i l—l §-52—
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MEMORANDUM FOR 7= PRESIDINT

TRIM: Zport Control Review Board Caairman

SUZI2CT: t=West Trade

Your memorandum of May 16ta directed us to examine two ques:ions.

sooastazs to U.S. trade with the USSR:

"1. Do we néw d.eal.with the Soviet Uaion on the
L¥ g export of technically-advanced machinery a;d equip=
. ment in a manner which adecuately p:otectsIU. 8 o i
interosts? Waero o national security‘issue is presented,
we of course deny an export license. There are, however,
* many cases in which no clear security issue arises and
Rk _ Yyet we know that 4\.:}:16.' Soviets are using Americen machine:y
: and equipment as & basis for copying our technology. Are
we being adequately compensated in these salqa-?
"Is there any method of orgenizing these t;'a.nsa.ctions
_' which would securé a be'bter'uuid pro guo than the present .
method of leaving it to the individuél_ seller to secure
| tae best \price he can in the trz;nsaction, in 't;he light
or vhe _fa.ct. the Sc;viet Union does not ordinarily respect
tza pa?:ent and copyright arrangements oa which we rely in

. our commercial trensactions with other nations? - A
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“2. Should we raconsider tie whole of our tr

with the Soviet Union in the lizght of trade between

Vestern Europe and the Soviet Unioa and its European

sa.tellite_s? Considering the character and volume of

that trade, would g generally less reatrictiva' policsr

be zmore in keeping with the interests of the United ‘

. .States? How zmgh possibility is thére for a sig~ -
: _ nificant broadening of trade that is consistent with

our gecurity interests? Would this possibility be

such as to Justify a gemeral negoti-tioh' on trade

gxd coxmmercial matiers with tbe Soviet Union?"

Oa the basis of the anzlysis attached, we make ghe followiag
recoz=endetions. It should be particularly noted that the reccmmenizations
beasing on possible policy chenges with respect to U. S.-Soviet trai:

zould be negotisted and undertaken only in the .contax'g of o easinz of
'. Zast-West tensions over a broad front. . ' '

1. Given the fact that it is still unclear whether the U.3.

. Coverzzent could orgenize arrangements which would permit us higher
cozpensatica for technology sold to nations under Communist control without
imcurring greater costs thah advantages from the effort, a study should be
zoie to provide sdequate information and enalysis, especially in tha

2ollowing ereas: _ . .

Tae goility to obtain precise ideatification of advanced
nsology within industry and the sta.tué ol its dissemination (pu.‘ni.:‘.s;ed

-
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e obility to maintain a roster o2 changes in techniques azd
toc zazmer in whica they are trensferchle.

Tac feasibility end effectiveness of unilateral comtrols cver
tockhnology, especially when they moy be frustrated merely by publi;;::on.

Focsibility of obtaining sufficient izformatica o:i the
ccmzorative stendings of U.S. and Suropean industyy on specific technigues,
since the relevant comparisoca of techzclogies, given a difference it
Troat=eat under control by the U.S. end its Westera Allles, is not tetween

the LT...S. exd Russia but between the U.S. and the Allles which are mcking
suca technolozy availosble.

Tac civentazes and disadvantages of restricting expoerts o' such
Tecinology ©o noa-Communist countries to prevent frustration of U.S.
ecnsrols ard fea.sibil;‘.:y and desirsbility of restricting ‘the sale ol
cos=eiities made with such 't;ecﬁnolow, for the ;same rea.sém.

Determining pricing and quid pro cuo arvengezents waich would

Provosed Action: The Export Contzrol Review Board should, es

a matter of urgency, analyze the possibilities and
proolems izherent in an effort to organize the sale of

. techuology to nations under Communist coatrol and ncke
policy recommendations: This study should develoy S
clear criteria Zor "adegquete co::pens;:.tion" in the :Meld

of technology; desermime whether or not present pri.ces

SoZw
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meet those eriteriz; examine the feasibility of acguiring
in the government the reéuisi‘::e ipformation in particular
fields; weigh the likelibood of cooperation from o:t‘:;::-
nations; and assess the political and econcz=ic benel'its
a.t.:d. costs of such a program, both within the United 3tates

and in our relations with othexr nations.

Approved

Disapproved

2. Given a continuation of political and other tensions between

“he U.S. and the USSR similar to those which nzve existed in the receat

vass, no significant chenge should be mede in our export control polizy

izh 22 USSR -~ either over gocds or techrnical data. Sonme rat;cnali;:atioa

wieh

ols between the Depertment of Commerce and the Treasury in the field

oI conum

of tecrzology is in order. And we should avoid licensing decisions incon-

" sisteat with the present negotiating situation. There is, however, little

[l

o te geiped from a serious extension of the controls or a sexrious

raloxation of them on a unilateral basis.

!
Provosed Action: The Department of Commerce should keep
existing procedures under review through-.the ACEP
structure to'make sure that irdividual licensing i
dscisions are nov made in a manner so as to weeken
a 2uture negotiating posture for the U.S. and so as b
to reflect the prevailing state of relations with .
tae USSR. |
Asproved
i Disgpproved » NGO
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3. As an immediate response cnd wien the polivical eircumsicnces
&re Julzed apsropriate, we should use the disceretionery authoxity in axisting
cipors licencing and other legislatioa o respord effectively to overiures
o ooy of the satellite goverzzents wita whick we have relations izaluding
The possibility o -‘ ilateral agreemexnts. Ixn this context, we should seek
coze cpecific reszonse in the areas of patent and copyrigat protectioss,
t::::::is:, etc., without the.need for legislatica.

Provosed Action: In the light of the ropidly changing cozditions

.in Eastern Europe, Export Coxtrol Review Boaxrd should prepare

Suidelines for a less restrictive, step-by~-step expaasion

in trede with individusl nations of Eastern Burope, witain
the present legal structure.

Approved

Disapproved

%, If a significant movement toward a relexation of tenmsiocias with

Ttho u..S'% gets urder way, the U.S. should be willing to teXe all necess

STeps To remove costacles to trade, except trade in items of direct s:rategic
izmortance (COCOM items), if such action wou.ld ‘gain equally constructive
zoves on the part of the USSR. We should be prepai'ed-tq treat ocur trade
cezerol policy as a useful and uniguely appropriate negoti.ating instimazent
iz discussicns witha the USSR directed toward resolving outstanding issues.
We gaculd view 'r.‘ne present unilateral poli'cy 2s amendable in circumssances s
Tiat pronise o break in the cold. war stalemate, to be substituted i:o:r by a

syssex o2 pilas era.ls.
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& Prevocced fcvion: The Exrort Control Review Board skould propare,
- oz an urgent basis, & continzency plan Zox negeviciing a
. tilateral trade sgreement with the USSR. It shounld oxplore

the coverage of such cn agrcement. t should also cixnlore

weat is necessary for protvecticn of industyial property and

ct

copyrights, and sheuld con r whether any other meaans to

securs better returrns for the szle of technology =are Icasible.

L]

5. In view of %he possibility that the protection of the *=non....1.
st in Zast-West trade may require a stropger institutional bases than
TZot now available, and that goverzzent purchasing may be necessary to keep

3

better balznce in the e.ccounts wi "h bloc countries, conside*'ation chould

te given to the desirgbility of esteblishing a form of U.S. Commercizl

Cocrzorotion, including its advantages in the event of need to exercice

.
.

Prooosad Action: The Export Control Review Zoard should tromptly

study- whether U.S. nationel interests in = periocd o
expanded East-West trade could be adequately protecticd by
either & step-by-step or bila.teral egreements approach and

whether it is necess 'v also to constitute a U.S. Cc“‘"ercie.l

. = . ! “

Corporation.
2 Approved
Disapproved
' i ’
S .
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8. o Alziristration should be prepared =5 the situation
iusuifiss, o seek Conrmressicnal exzctzens of a new EasteWest Trade Acv.
Sueh logislation should be based on 2 full ond frank examination with <he
Conzuess o il <hae ::elevc.::t issues cond would presuppose the existencc of
<icnce that the USSR was in process of significant movemeat toward
rofucing the danpers and strains of the cold war. Such legislation s:'.c;'ald
srovide the Prosident with a1l the zdministrative authority he needs to use

T2edz a3 on eflective politicel imstxuzent for dealidg with the USSR ¢xd

Proncsed Action: The Departments of State and Commerce saonld

astablish a working group to determine the necessary

coztant of such 2n Act and to develop data for use iz

Congressicnal caonsideratiozn of the Act.

Arporoved

CL 3

Disapproved

.

: T. We should make sdvance preparations for a discussion with our

$1Ls5 of the izplicatiocns that a change in U.S. polidy would have o2 the

o e e st

sultiloterel system of controls and the possidble need we may face tTo nodify

s o e s e
Zts overtly discrimiratory form without damage to our ability to meintain
coiiostive susveillance and the control of strategic commodities as

saitiloterally defined. In keeping with the'obaective of using tradzs xore

eZ2octively focr political purposes, we should aim at a closer understanding .
wita sz allies, whersby we would collectively restrict or cut off trade as

- san
o

cnoase to Soviet-initiated crises. . We would, of course, make clear that

.


http:sicr;:ifice.nt

."_“"" - Qn-

Tha proposed cacmpes in Ul.S. arrazzemants involve no alteration in o

~- i Cube axd f‘-r“'*'*“ﬁ"ct aina. In afd{tion, we must essess k2

- - - -
-ann—,—j W‘J::.I-: ~ - -

2 any chexge in U.S. East-West trode policy oa Latin Americs and
Svacy Taixd ccuntrics and prepare to cushion reactions adverse to U.S.

Provoced fetion: The Deparcment of State should examine

-

wghlems arising from relations with our Allies and
thiré countries in this sphere. It should explore tha
fe2sibility of x:a*":,ri..,, the CCCOM system but preserve

tae substance of muctuzl security protection.
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1. Wiih saszeed to the sale of technolezy, whosher in the Jor=

-t
(el

mow=howt or cmsedded in protoiyse machinery or aquipmenc,

of "zdoquate! compensation may ba summarized as follows

(2) ZIn aa open society such as ours “zdequate compansation”

specificaticns by the privatz preducer; the buyer is precluded
Drom usiag the technology in other fhen agrzed vays by patent
sné othor laws within the Tree World and by licensing agrecments.
rictions are not available for tThe licensor or

11sr 2o <ha Bloc., He can b2 covered by patents in the Soviet
Unicn, i ke chooses to file in .-.:.s...o'.:, Sut knowledge of viola-
<ion is diS2icult to obtain, justice is uncertain in event of
, and the advantages of filing are shadowed hy th
msséd Jor disclosurs, waich may have been a reascn for not
mbiny the know-how even in the Western countries. 4And
srotection of non-patented technology is uncertain since the
USSR is not a participant in any of the multilateral agreements
geverning treatment of either indust ia.. property (patents,
iniustrial designs, trademarks, etc.) or copyrights. In filing
for 2 patent Ioreignmers rocelve national treatmont in the USSR,
Yaverthciess, this lez:vas them subject to tho i‘ollcw‘...n;
thzn satislactory arrangezenis: (1) asswances against -

infwinmomant are inadequate; (2) compensatica for use is

s—-n-—q-.

-

Bttt e LU LT S R i

oy tecehnolozy is reckoned into the sales prico of vhe article oo -
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other private enterprise socieiic:s. J :

“Zor its Lachnology, or lcey components of its machinery exports

INE QF
IVE SCi-

- T S e e 3 - T L EE T < - ke -
callstorally deterined by the Sovied ansacrities; (3) costs ol

d pZ‘OCGG" e

rl

e Y - - 5 T, o - o -
Siling axrg pighner than in Wesiarn countrics

Suisersomz. The saller can attampt to %zke account of thasse
faclors Ty chargiag higher p ices in the Soviov market, but

wis 2oility <to. do so may be limited by competitive factors.
(b) Tac Soviet Union thus Zencfiic o some extent from

%G agymmzliry of protection of technoclogy. To a degree it may,

tharefors, “pirate® technology (== it “piratest “Eoolcs) oy

Mie e e M

a

toying cad copying machinery o by usinz techunology purchased
e sxect cns plant to build cthers, incivding socme in third 3
scunsrisc. It may also conbtrol tas sale of its-own technology :

e L1y than such sales may S2 controlled by the-US or by ; !

- = e 1w
a2 -......S.....j e

4

[l

(e) 4n attempb by the US io get a somswhat higher price i

smaa

[EEE e

roizes prosiems of: (i) government Xmewledgas and conirol over
cemestic technology; (ii) goverament control over sales by
forcign subsidiardies of US companies, and by foreign purchasers

-k e

¢ US eouipment; and (iii) willingness of owr 2llies to make

ccoperative crrangemsnts to exact a2 highsr-than-market price

e speh 'c.::.:.::ology.

Ao i

#In “he coss of books, the Fpirating® woriss two wsys. Ve, as i
well as tho Russians, pay no royaltics oa the publications :
ol the csher. $

vy =
,.-—5"—.-8.-.-_;_ E
—_—

D
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(&) =5 ic virtuelly cesdatn shat ¢ 3lliss world not
e S erted ezfort <& brocden the convrol over the

gLh WA Ep & con
tecanclogy. 4n analysis should be made of areas whers
c sTrong adversa impact :;Lay b2 achicved tixough cooperation or
wilizterel zexion, But efforts to contioi the sale of 'JS
cehnoloyy by US subsidiaries abrozd, or to prevent resales by
forsizm purchasers, could coacelvably damsse US‘con:r.ercial
inziresvs o> teyond any likely rotirns; and the eifort o
;:.i:‘. comprchensive lmowledze and control of .US technology
.couid prove disrupiive in our owa socieily.

(e) Tzc advantages and leverzic we ceuvld zain in this
2Ll are 5iill unkmowm as ara the costs of the elffort. The
master is worth further study.. Since thore is a widespread

7w in tas Congress that we are being substantizlly cheated

1= Bilatercl trade with the USSR iavelving techunology, it is

esgecizlly important that whatever actien we fi::ally" tale b2
e 2y supporied by "cost-benefit? analysic, For e‘xa-:nple, thera

¢on Sz benefit in selling Western technologzy in that it locks

(YIS

Thc Sloc, as in the automotive Ifield, inte obsolescent design

(£) Finally, oa the questicn of treatment of technologzy,

g shounld be nade, in any.bilateral trace

R R &
. ¥ .

G e sy e by

B g e i v e S R T L R O

it is agread that affors &
nezeviation with the USSR, to dalance the present :!.necu..*" s Yy P
. ' s
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inzuizasion of dizproved proccdurss vo protect patentable

Zaciuding accepiusble arbitraziion and court proceduras.

— b bt s

2 ] :-cspcc‘.:. to the advaniscges and cdisadvantages of past

Cnitad

vausis polisy on con‘.:*ols over trade with thc bloe, thers is a clecr

Caliprsomeny within the Executive Ercnch: come would argue that the
dunicl or »aéfeal Yimitation of U, S, txada das slowad ‘corzmunist

. - - 3 - 4 :
“eonciic dovelopment and reduced the volume of rescurces available

fe> sceurity ond othos purposes; cthers wouléd argue that Soviet and

- -

ssdsem Buroncon economic eapsbilitice plus tha availability of W

S T . v = maa

[=hriobare

—Lozaan and cogansge trade have ode US Yrade policy aa irrslevant

e o s emts esstm W e e

* toiviel facter in Soviet and Sastern Evrosean economie develop:

ond mildtony copebility., There ic no disapreement that US had becosz

Secpiy commiuvsed before its own people and the world to a trading
sostile, WAta strong political and psychological overtonss, which

would

25 "ic" 12 net impossible to alter withoul some substantial chonge

W -

w

- e
-

cvieb mclzotions to the West. Speciﬁcd.ly:
(2) Tzere is no doubt thai the economy of the United
States has not benefited To any sppreciztle extent Zrom the
o trade permitied’wita the blee, The total axportis

Seom the Unitad States to bloc countrdes in 1962 amounzad to

T

:...o;:" £122 million, of which §82 milicn consisted of PL 480

Sari oSl co......oditic saizsed to Poland, These exports

v~y =y
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gontrasy wish inports of avert $32 millionm in various goods Inm
<=3 Blce, 21 of which could have teen cbiainad from other sowrces.

td

Za the gome yoor, Westera Europezn counitsdes sold $2.2 dbillica

%o e Ulcc couniries, and 2 surplus withk Tho bloc was mev by

scma poii sales by Russia.
wy . ¥ 2 - i
(5) A shorp dissgreement arices in the assassment of the

A -

indivoct zeonafits to the US of iceping the volume of trada so
iew, darsuch slowing dowa tha ampansion of key,areas of the

Sovict cconomies. That the coatrol policy was more effective I

e e b b

diately after Woric War II as compared to the proseat

- -
L J'b-..u ._-.....3

—— R UL

cedly correct; tut thais siill doas not indleate how

;22sctive it has baen in either perdcd in preveating Soviet

vae@bo=Ve
cendicvemcnis in key areas. It has been increasingly possible

o e

Sor the tloc to ‘shift rasources and re-order priorities to ofisat

- et

The conircls, but the lack of certain ccpital imports required

LA e

shz Soviat Unton o shift resources to their desigu.and manu-

Szeturs carlier than they would otherwisa have chosen to do.

Wa mzve had insufficient information on the activities in

-

o

<50 bice whaich would help asssss the offects of export controls
impeseé Ty the United States, bul in any event, a precises asses:-
=oat of thae. impact of what was act dons is always difficult,

(c) Tae effects of the US control system have been sub- 3

stantizlly aliered also Ty the growing ability and tﬁllir.gr.aés

2o
S
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of Ths other industrdal membars of the Iree wo:-ld to sell aprihing
nov on the COCOM list. Nor is any dictinciion r:ada by them as
tatween cqudpxzent or plants and the :cch..ology behind then. (Hsirever,

IV =must be recoganized that espouced public policy and actual businsss

s, Zuropecan companies ars waxy

(73

practice :.::'e cften distinet: thati
of letiing com_'oatitors in any country have access to thelr lauvcst
davelozments.) Thus, pressure mounis on our own control sysium
Ihrouzi the fact that identical itemc or nearw-substitutes arec
a;.railable Irea Westera Europz and Japzan,

{(¢) In sum; it must be admitted that the eco&cmic effecs on
ne blec of the US control system is marzinal; tha'b the signilicance
or exact amount of it camnot ba kmowm; and that the effect has been
Equally, & large increase in the volums “of US trade is
uwnlikely with the removal of controls, but their maintenance pl.aces

US industiry at a disadvantags in meeting longer run competiition

in blec countries, if and when trade velumes do increa‘-'e szgm_:.c‘.ntly

with the West, There is no way now of telling how large the b:ad;.

aight eventually become, even within this. decade, but it seems
unlikely that US exports to the bloc.would rise annually to more
shan £300 million (thouga orders might ba placed for larger swas
on 2 sporadic basis) within the next few years in the absence of
controls other than under COCOM, **~ 5

(3) If the United States were to relax its conirols in

accord only ..h the COCOM list, side-effeats would probably cecur:

T A =T

e i et s - - 2 - ar — -


http:sidc-ef!ec.ts
http:Un.i:.ed
http:voluit.es
http:disadvant.:.ga
http:maintena."'l.cc
http:o:-ax.::.ct
http:z::.-gir.al

AnAANE Y2 i
e es ﬁ o 3 o"a

1ould provide us with a flow of
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wostile political behavior.

sunsriss t0 comtract ths

b
"
&
o
(4]

conces= on the part of Europeans over tzl

—

W

tho bloc; and a relaxation ol .‘.;‘.-.

-
the

US ox third countrdes r.ot o

.k

the decision to de-contirol under appropriate
should be assaessed

a redhonse adverse t

In addition, somc improvement in the econcmic posiurs

2 system of bilateral irade pacts with the USSR

two reasons: first, they wounld

means for increasing the degree of

caomic involivement and dependaunce on the West for those coun::;aa

piiing a desire to strengiten their _ndapandenca, second, thzay

wrade W dim:’mish, :Lh response o

A%t the moment, our stance does nob
‘fective ¥carrot® and owr “stick'--whatever its siz:z
have been in the past--is shrinkinag,

3.

-1

In contrast to the lack ol endcrce e.s to economic effect
21 znd psychological importence of our ccatrols

ortoncs, hoY 'ever, is solely ....e sroducts

-
-

- .

-
2dly s ais impo

[ 1
-
i
i
b
L ]
=

cold-war conditions.
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(2) *Wa have maintzined, virsually in isolatdon, a trads

£ied econoic worisrs, Tiis po*"u:e has been 2
Sy=bol of oux xesolve to :'esi Coxmunist militery, political
and psychological pressures. We have scught to induce non-
Commund st states to hold trads to a mininmws, not only on grounds
< denying holp to build Communiss power, bub on grounds that
insraasad trads would caxxry Tezl aad immediate danger to Irce
werld participants in that trads. Abandonmesnt ‘of these conirol:,

axsept ia the context of constructive clizange in Soviet policy,

would thus be &ifficult to explaia bafore our owa people and tas

Since the poliitical and psychological significance of ths
conirol system is attested by the Soviet desire to have thenm
»smoved, it providss us the cpporiunity 1o ob:ba'.‘.n from the bloc
sons coenstructive change that will encble us to explain the
cizmantiing ol tha co*rb*ols 4o Congress and the pu’;ii_c.

(b) Thus, in a sitnation of changed political atmosphere,
‘wo could move from a less effcciive to 2 mora effective East-West
trade policy; and from all sigas the USSR would be willing to pzy
sexzathing Jor this change. Thair continued intersst and pressure
c= this poitt was underlined in Covernor Harrinmen's conversatiozs
with heushchev., Thus, while we coulc‘: not expect the USSR W

zocesd far in :ego"‘ ations looking toward datente without s

_ﬁ.

0

satisfacsion oa this issue, tho prosent control system is ons

e N

S gyt
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5
12 fow coxmodities the US eax affoxd to give up which world
salcatle wo the USER. Horcover, the Yeon wession” which tha
US would be making could be contracted or revoked at will, simec
. sae ratc of flow under a bilaterzl trade pact would bo within
T oud gontmal, . Once a new stari hed been made on trade, the US
would be able to emplcy on a2 continulng basis the potentialities
ol trade as an instrument of poliiicel bargaining and of

meaningiul communications wita tha USSR, "

L. Thc change in the political .......os:ho*e readed to justify a

Shils Zrom ouwr proscat control systcm o a bi-latoral trading system is

evidently 2 mastor of political judgzacnt at the highest level. On the

-

cn2 hand, thore would need to ba concrate ecvidence of Soviet interest

in zemerally improved relations wiih the US and of Soviet willingnocs

6

take, on ihe basis of nutual concessions, the s;iacific steps necessary
to eflect this inmprovement, On ths other hand, the situa*ion shoulc =a

% os Yo incicato that discussion of the trade issue wduld ke a lozical
end Sruitfel, perhaps necessary, means of add.ing significant momentin

<o the forward mcvement that had bean go ‘aen undsr way,'

5. Ia addition to a general improvement in the political

“mosphers, tae US could expett to securs through a relaxation of itc

-
—

-

srada controls, 2 ralaxation of restrictions the Soviet Union itsclf

.
. —

maintcins over the movement of goods, persons and ideas, We would have, °

-

Zn this comnaction, twa broad reguiremants: (2) the establishzent of

iy Pl a4

VAT
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el commoreo aad zenmerally. Specific matiors that wo could insist upal
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vo oot esseusial legal roguirements; botter indusurdel properiy and

s 2 <3

il ad - - samin® A S - - - -
conditions thot would minirdze casiacise To Trcée and comzarce suaimLlg

Sor rociprocsl axchange of persozs aad information, both in the suppass

Toon our éif2zront econemic systems, wnd (b) izprovements in cpporiviiies

oligations on terms necessay

copy=inat provoctien; improved opportunities for US commercial missiaus,

i - LY 3 - - - - - J .‘-‘ﬂ" -y &
Lnitivs and ropreseutation in the USSR; broadened cultural exchange;
3racter oppostunities for reciproczl exchanges in the area of public

e —————

fatoraation; rocduciion of impodiments to tourica; groater froedem of

e s e
of Coznsulates in major cities.

8. A change in our trade policy that would be masaningful I

nogcsictions with the USSR would at some stage require the abandommens

o was spocisi discriminatory elements in our control system, Apart Srom

selzdug restrictions on exports, it would eventually be gscessary to

- e s e

climinate resiriciions on commercizl credits, to grant most-favoréd-aition

Sarifd treatment, to remove restrictions on the importation of ceriain
Scvics products, We would, of course, retain the meas to deny, as i
ustomary with 211 states, items of direct military sigunificance or

undee COCQY embarpo.

movemeas of US representatives in the USSR; and reciprocal establiskzad

-

" A Eme g s —
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20 cifces ithese changes in our policy, new legislation would bas

moqeized, This would need to ba in the form of a mew ¥Egst-test Trads ¢

-l e e e
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4C%F Zranling vhe President the ac’:.::‘.::is‘::rative aathordisy required o
S Yrade 2o on eflectdive political instrument Zor .dea.’.‘;.::g with the USSR,

7. Should it develop to cur advantaoge to consider new toasfs
arrongoR

arrangcemente with the Zast, there are Two zoutes to talkka:s one involving

&£ posEpe phaccd relzxation of our contivl systén for spacific acticus

snimerated in #5 above--a method which may te applicable to the satellites,

andeyn
a

But net the USSR. Tho other is one covering all aspscts of ouxr mutnal

niorestes including #O zbove. The forxmer has the advantags of quickzess:

ad danter That of cémple:enass and thereby possible maxdmization ol US

Yivsodnday pawen, The USSR s uniilkaldy $o zraat the adventsges wo zedl
e o

vithout thuc remevel of present discriminatory US legislstion.
(2) In the step-by-siep approach, the United States would
£fex» o the separate satellite countries, a.slpolitical.circ'.:::.-
Stanges moy cictate, a prior approval of items from - Bshopping
iisth, such as has been ofiersd in the past by the Rumanians,
Tiis would be atiractive to the bloc count:y_bacaué’e we could
arovida certainty, and guarantes 2 more relaxed set of eriteriz
in permitiing shipments than in the past. '0Oa their part, the
bloc ccuniry would be recuested to est::.blish' or provide for auny
ene or combination of the desired policies mentioned in #5 abova,
Wizhin a Sramework of political guidance this approach would ke
izstituted by representations by the S.acratax'y of Commerce o loc

Ambazsadors that “shopping listc! worlé be examined and that 2

Q“ﬂaﬁm

-
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e g 1
neZotiasicn on agprovals would bs en‘i:c:".‘.:.‘.‘.‘::;d if the bloc cowntcy

were willinz o offor scme of the desired items in 49,
2ac advantage of this coproach is 4hat we can bagin promsily
T8 oflir the opening of trade a3z ssonm oo vhe political climate
seems SIOpLtLous in any one of tha satcllites; and thers is no
.:‘.oed for Irush legislation. A disadvantage is that our total
sifer is unlmowa to the bloc partner and ‘.'.haré nay be great
+
cauticn cn its part as 0: (1) whether we will stick by ouwr
argain for very long; (2) whether other countrics will obtain
&ifercatially favorable treatmont under separato negotiations;
and (3), whether the items in #5 would over bs offerad. 4 furihe
disadvantage 1s that the competitive z2bility to obtain sinila>
izeme in trade with Western Surope weakens ocur ability to insist
on. something beyond commercial returns for relaxed criteria ia
1icensing of specific itenms, 7% . A
(o) The other approach is through a full-scale negotiation
¢ a dilateoral trade agreement, such as has been negotiated by
The Western Eumpaaﬁ countries. Thnis isg a.n usbrella arrangemens
walch s3ill provides for substantizl power to control but also
scducss the necessity i‘c;. surveillance over a large arsa of
&gcono=ic anl commercial and tourist ra_:.tiozis.

z _ %
s=ong the points €0 be iaciudad in a bilateral agreacsent .

(1) A list of goods which would ..or*e“"v Sa

sy an

-

S R T LT I R
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axpertabtle fro= the United Siates up to quota amounts

in dollar terms, .
(2) Provision for lizitstion of U, S. exports -

ghould t..a Soviets atiemnt to buy mere of a2 given ilen

then provided in the quota znd thus "unbalance! the trade;

or chould the Soviets take zn unbalanced package of goods

(3.5., if they were taldng only tha plants and industrial

trade in consumer goods or agriculiural or other items as
fixzd by quotas.)

(3) A list of goods we Will be willing to purcha se
i conmaresal ;zC.‘.es caa ta negotiataed, including offers
o secanological advances made by bloc counf;;'iés and
especially the export of gold, either as a commpdity or
a means of balancing the accounts. ' .

(4) A settlement of lend lease and othar outstanding

dobts by the Soviets. Such a sett}le:ﬁant might\involve both

‘monctaxy and other cuid pro cuo, '.‘.nciuding the furnishing

-

to the US of equipment, materials, and tachnology.
(3) Handling of normal coxmercial credits,. Such -

p:.-ov:.s:.o'xs nay eithsr be for s..o.. tern (i.e, six months

g o 4 '
or locs) credits or, if conditions wewrant, the administraii
could undertake to recc:.mr.d revisica ir the Johnson Act to
paszit longer term credits.
AT v
.
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(8) Soviet extension tc U.S. axtists and aushors off

eZlcesive copy=ight proteciion, wiltad rec_proc*’ U.S. commds-
G
et e o

U.S, Zurontorg, Such righis, to ta of any practical valuw

R T k e el - o T -
nast e subgstantially dnercagod over those which the Soviets

currensly doclave ave svailadle Loy forei i inventors.

(8) Establishment of zpproprists ‘.‘:ec":n"iquas for
coumoreizl arvitration as currently practiced by westera
cotziies,

(9) An anti-dumpinz corecment relating to prico flocrs
and paxiicipation in invernotional commedily agreemenics.

(10) Authorization o= U,S. z2nd/or dloc naticns o zct

szles and service representatives of U.S,. firns in the

P

and for a greater Iresedem of access to bloos markets than

LT

o
[¢]
(4]

is currently available to U.S. merchants, .

(11) Establishment of U.S. coasulates in the bloc
countries concerned in order to c2 arxy out limited trads
promoiion activiiies.

(12) Extension of MFN ireatment to the blce country
gndae “"‘.‘J“O‘DZ".‘..‘:“.‘BG circumstances, and provided that real
reciprocity is involvad. ¢

(13) Relaxation of resirictions by bloc countries oves

cial travelers znd tcusists To the U.S. as wall zs U.S.

" sravelers and tourists in the blce,
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hment of the US Commoreial Corporation, which was sev
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9. The negotiation of 2 bilateral zgreement wou.".d signifizanily

seduce cwrrent problems in licensing coentrols, Appraisals of th

items and the effect of denizl

.
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rategic and other significance of
P vl ebel

weuld svill e reguired, but they would be done prior to negetiation

agres=znt and te reflected in The cuotas. T’aus', the tixz raquired
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U. S. ECONOMIC DEFENSE PQOLICY ;’,/’

(NSC 5704/1; NSC Actions Nos. 1677, 1780. NSC 5704/3 adopted

by NSC Action No. 1780; approved by the President on September
16, 1557; and referred to the Secretaries of State and Com-
merce for coordination through existing interdepartmental
mecnanisms, with a first progress report to be submitted to

the NSC, through the CFEP, in three months, and subsequent pro=-
gress reports to be submitted at least every six months.

NSC 5704/3 supersedes NSC S704/l. SECRET)

GENERAL POLICY

1. The continued threats* to the security of the Free World posed by
the Sino-Soviet bloc warrant the applicetion against the bloe of such '
econamic defense measures by the United States and by the Free World as
will retaerd the growth of the war potential of the bloec and reduce its unity.
Our attitude and program must be one which will not increase the possibility
of war, but rather one which will keep open paths which might lead to a
sounder basis for peace. During this period, the courses we take should be
based upon the assumption that interference in the trade between the Free
World and the Sino-Soviet bloc should take place only where a clear ad-
vantage to the Free World would accrue from such interference. They should
also be based upon the assumption that the maintenance of personal,
cultural, and commercial contacts between the Free World and the Eurcpean
Soviet bJ.oc may have positive advantages during this period of tension and
watchfulness.

2. The economic defense program should be framed and administered with
full recognition of the fact that the economic defense system of the Free
World is part of the larger system of military and political alliances and,
like them, depends upon the cooperative efforts of the free nations. The
United States should participate in Free-World collective arrsngements in
the field of trade controls. Accordingly, in determining the economic '
defense measures which the United States should adopt and those to be urged
on other nations, the impact upon the existing system of economic defense
as a whole, and upon the Free-World military and political alliances, should
be taken into account. Similerly, in multilateral military and political
discussions, consideration should be given to the impact of their courses of
action upon and support to be derived from the economic defense program.
Political conditions generally, and economic conditions in some .individual
countries, may make substantial intensification of multilateral controls with
respect to the Sino-Soviet bloc impractical for the foreseeable future, in the
absence of a marked worsening of international tensions.

3+ The United States should maintain such unilateral controls as will
have & significant effect on the growth of the war potential of the Sino-Soviet
bloc or will effectively support other U. S. peclicies or fulfill U. S. legi-
slative requirements.

* The nature and duration of the threat are described in NSC 5707/8, June 3,
1957, (TS) and JIC 636/L4, August 24, 1956 (SECRET).
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i, The proolems posed for our alliss by trade controls should be given
agpropriate weight in determining ths conirols which the United States should
advozate that the Free World exsrcise in its economic relations with the
Sino=Soviset bloc. Extensions or reducticns of the multilateral controls should
te proposed or supported, whenever justified by new technology, new intelligence
or a’tered evaluation of the szgnifican:e of particular imports to the Sino=-
Sovist bloc.

5. The Controls should be so applied as to support U, . policy witk
respect to encouraging and assisting bloc satellites to achieve and maintain
national self-determination and independences,

6. The United States should aveid, and seek to have other friendly
countries avoid, becoming excessively dependent on the Sino-Soviet bloc
as 2z market or as a source of supply.

7. So long z2s it is considered to ba in the U, S. interest, there
should continue to be applied against Communist China* more severs controls
thzn are applied against the remainder of the Soviet bloc. AT such time as
it is judged to be in the U. 5. intarest to do so, the controls towsrd
Communist China should be revised.

8. In recognition of the continuing threat of Communist China to the
Fres World which may be mors fully accepted by some individual countries
thar by moltilatera® bodies, the United States should continue, whersvsr
cleariy feasible and desirable from a foreign poliey standpoint, to
enzcorage individual Free=World counfiriss to maintain unilateral trade
controls toward Commmnist China at a mors restrictive level than the
maltilateral controls,

COURSES OF ACTION

9, OSeek to maintain a multilateral security trade control structure
and control measures developed thereunder, making appropriate and timely
adjustments in those measures to reflsct changes in the vulnerabilities within
the Sino-Soviet bloc as a whole and withir its members, or to improve coopsr=-
ation and-increase effectiveness; and continue our efforts for better under-
standing and support of the multilateral control objectives, criteria and
procedures essential to an effective economic defense program.

10, Seek to maintain and, as necessary, extend the bilateral
arrangsments with Free-World countries (non-CG countries) to obizin support
Ior multilaterally agreed controls.

11, Maintain toward the BEuropean Soviet bloc U, S, export controls over
mult;;ateralgy agreed items and over such other materials, egquipment,
tsonnology and services as can be so nnlﬁaterally controlled by ths Unitsd States
35 ©0 acnleve a worinwhile adverse impast on ths war potential of tias European
Sovisv bloc, or can effectively serva othar U, S, policy objestives judged by
he Us S, control authoritiss to warrant ths use of unilateral coasrols; and

# Communist Chins zs used throughout this paper includss North Korea,
TX~A~2 I e T
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t4ke all aspprepriate measures as will effectively enforce these controls and
prevent their frustratiom.

12. Approve, as a general rule, for shipment from the United States to
the European Scviet bloc, commodities not controlled under paragraph 1l above,
and, where apprcpriate, remove the requirement of specific licensea for such
shipments to the entire European Soviet bloe.

13. Make sppropriate and timely unilateral adjustments and seek appro-
priate multilateral adjustment in the scope and severity of controls main-
tained toward szlected Eurcpean satellites of the USSR, as feasible, to en-
courage and support progress toward nationdl self-determination and inde-

pendence.

14. Enhance the n&ility of evaluated intelligence pertaining to econcmic
defense programs.

15, Seek the adoption of effective measures to enforce thes agresed scope
and severity of the multilateral controls and increase the scope and effec-
tiveness of multilateral exchanges and cooperation in the enforcement field.

16. Seek a close assoctation with NATO and other security alliances and,
where feasible, obtain their consideration and advice on appropriate econcmic
security problems.

17. Seek agreement to utilize the multilateral control structure for
studies and exchanges of views regarding all Sino-Soviet trade practices
which appear to be inimical to the Free World.

18. Encourage Free-World countries to resist Sino-Soviet economic pene-
tration and to avoid excessive dependence on trade with the Sino-Soviet bloc;
foster the development of necessary markets and sources of supply within the
Free World.

19. Administer current U. S. programs, such as economic development, mil-
itary and other governmental procurement, defense support, stockpiling disposal
of surplus goods and properties, and similar activities, in such a way as to
take into appropriate account the objectives of the economic defense program.

20. Maintain the current level of U. S. unilateral export, import and
financial controls applied against Communist China* and take all appropriate
actions effectively to enforce these controls toward Communist China and to
prevent their frustraticn.

21. Seek bilaterally to encourage individual Free-World countries, wher-
aver clearly feasible and desirable from a foreign policy standpoint, to main-
tain unilateral controls toward Communist China at a more restrictive level
than the multilateral comtrols,

# U, S. econumic defense policy with respect to North Vietnam is contained
in paragraph 88 of NSC 6012, which reads as follows:

""88. Apply as necessary to achieve U. S. objectives, restrictioms
on U. S. exports and shipping and on foreign assets similar to those
already in effeet for Communist China and North Korea."

Surt IX-A-3 TOPSBERAT—
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Liberalization of Multilateral Controls

The best interests of the United States will be served by liberalizing the
mnltilateral security controls on trade with the Sino-Soviet bloc; thereby fa-
cilitating accord with our allies and agreement on the maintenance of an effec-
tive multilateral security trade control system. Such system should continue
ccntrols on munitions and atomic energy items and on other items having a clear
military application or involving advanced technology of strategy significance
n>t available to the Sino-Soviet bloc. (NSC Action No. 1865-b, approved
¥arch 3, 1958)

Trade by Foreign Subsidiaries of U. S. Corporations with Communist China

It may be desirable in the national interest to make exceptions for
frizndly foreign countries with respect to trade with Ccmmunist Chira by for=-
ign subsidiaries of U, S. corporations abroad (paragraph 20, NSC 5704/3).
Such exceptions should normally be limited to situations (a) which are impor-
tant to the economy of the friendly foreign country, and (b) in which am in~
digencus company (not U. S.-controlled) is unable to £ill the order. The NSC
undarstands, however, that the licenses issued will be kept to a minimum.
(NSC Action No. 2042-c, approved February 3, 1959)

e

Implementation of Econcmic Defense Policy

Existing policy on the subject (NSC 5704/3) should be continued without
change at this time; but the implementation of this policy should be kept un=-
der continuing scrutiny by all interested departments and agencies to ensure
that it serves the purposes of retarding the growth of the war potential of
t=e Sino-Soviet bloc and reducing its unity. (NSC Action No. 2304-b,
approved October 5, 1960)%*

% 1In taking this action the Council also noted that, with respect to para-
graph 11 of NSC 5704/3, U, S. export controls over such materials, equip-
ment, technology and services as can be unilaterally controlled by the
United States may be imposed not only to achieve a worthwhile adverse
impact on the war potential of the European Soviet Bloc, but also to
serve other U. S. policy objectives, especially with regard to technology
and services, (NSC Action No. 2304-b)
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Exccutive Crder 10945

ADMINISTRATION OF THE EXPORT
CONTZOL ACT CF 1949

By virtue of the cuthority vested in
me by the Export Control Act of 1949,
as amended, and as President of the
United States, it Is ordered as follows:

Szerron 1. The power, authority, and
diseretion conferred upon the President
by the provisions of tlje Export Control
Act of 1049 (63 Stat. ), as amendad (50
U.S.C. App. 2021-2032) , are hereby dele-
gated to the Secretary of Commerce,
with power of successive redelegation.

Ske. 2. There is hereby established the
Export Control Review Board (hercin-
after weferrcd to as the Board). The
Toard shall be compaosed o the Sceretary
of Commeree, who shall be the Chair-
man of the Doard, the Scerelary of
State, and the Sccretary of Defense.
¥o zlternate TDoard members shall ke
designated, but the acting head of any
dopartment may serve in leu of the

head of the department concerned, The
Board may invite the heads of Gov-
ermmment agencies, other than the de-
partments represented by the Board
members, to participate in the activitics
of the DRoard when matters of inlerest
w such wiencles are under conslderation.

Bre, w. The Eceretary of Commerce
may from Ume tn time refer to the
Board such particular cxport lecnso
matters, (nvelving guestlons of natlonal
seeurily or atlier major polley lssucs, as
lie shall seleet. The Sceretary of Com-
meree shall also refer to the Board any
other such export license matter, upon
the request of any other member of the
Tloard or of the head of nny other Gov-
ernment depariment or agcucy havinm
an hterest in such matter. The Board
shall consider the matters so referred
to it, piving duc consideration to the
foreign policy of the United States, the
national security, and the domestic
ecornomy, and shall make reccommenda-
tions thercon to the Secretary of
Commerce.

Szz. 4. The President may at any
Umie (2) prescribe rules and regulations
applicable to the power, authority, and
disereuon referred to in section 1 of this
order, and (b) communicate to the Sce-
retary of Commerce such specific dirce-
tives applicable thercto as the President
shall determine. The Seeretary of Com-
merce shall from time to time rowors to
the President upan the administration
of the Export Control Act of 1949, as
amended, and, as he may deem ncoos-

sary, may reicr to the President recom-"

mengdations made by the Board under
sectiont 3 of this order, Neither the
provisions of this section nor these of
section 3 shall be construed as limiting
the provisions of scetion 1 of this order.

=¢. 5 (a) All provisions relatinz ta

export conirel that are contained 1n the
following and are now effective ave
hereby superseded:
s ié ) Proclamation No. 2413° of July 2,
~ (2) Executive Order No. 8300 * of Sep-
tember 15, 1941

(3) Exccutive Order No. 8382"* of De-
cember 17, 1041

(4) Exccutlve Order No. 9361 * of July
15, 1043

(5) Excoutive Order No. 9agp!
tember 25, 1043 50l sm
(6) Exccutive Order No, 9630 ¢ -+
tember 27, 1043 et

(7} Exccutive Order No, '
uary 3, 1048 010" o Jun.

{h) Ezecept to the extent that they
are inconsistent with this order, al) ¢..-
standing delegations, rules, regulatics,
orders, licenses, or other forms of o4,
ministrative netion made, issueg -,
othierwise tuken under, oF conlinyed .
forco by, the Export Control Acy .r
1949, as amended, shall remain in &
force and cifeet until amended, mnec:e
or terminated by proper authori:-

Joun I, Koz~

THE WiuIite IHUvse,
alay 24, 1901
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C.

BRIEF DESCRIPTIONS OF THE
IAWS AND EXPORT CONTROL FUNCTIONS OF FEDERAL AGENCIES

Export Control Act of 1949 (63 Stat. 7)

This act declares the policy of the U.S. to use export controls to:
1. protect the domestic economy from excessive drain of scarce materials;

2. further our foreign policy and te aid in fulfilling its international
responsibilities;

3. exercise necessary vigilance over exports from the standpoint of their
significance to the national security of the U.S.;

L, forrmleste and epply such controls to the maximum extent possible in
cooperation with our allies, and to formulate a unified trading policy
in their dealings with the Communist-dominated nations;

5. utilize its economic resources and sdvantages in trade with Communist-
dominated nations to further the national security and foreign policy
objectives of the U.S.

"The President mey delegate the power, suthority, and discretion conferred
upon him by this act, to such departments, sgencies, or officials of the
Government as he may deem appropriate." This delegetion has been made to
the Secretary of Commerce.

Mutual Security Act of 1954 (Sec, 41k4; 68 Stat. 848)

This act suthorizes the President to control both export end import treffic
in arms, smmunition, implements of war, and related technical data, by any
party other than a U.S. Government agency. The President has authority to
designate what articles shall be made subject to this control, and to
require those who have any dealings with regulated articles to register
and comply with control regulations.

Authority conferred on the President has been delegated to the Seeretary
of State, with a directive requiring the Secretary to confer with other
interested sgencies in enforcement of the meesure.

Mutual Defense Assistance Control Act of 1951 (65 Stat. 64k4)

This measure, known as the Battle Act, is by law administered by the
Department of State. It requires countries which are recipients of
Americen aid to support cur policies regarding export of both militery
and nomnilitary materials to nations hostile toward the United States,
including, specifically, the U.S.S.R., and all countries under its
dominaticn.
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Under the terms of the act, two lists are maintained by State; one, the
A list, consists of arms and implements of war, including atomic energy
materials; the other, the B list, consists of nonmilitary items which
nevertheless have strategic significance and might affect the security
of the U.S.

Aid received from the U.S. by any country must automatically be terminated
if it is found that such country is exporting any A list items to nations
deemed to be threastening the security of the U,S.; end aid shall be
similarly terminated for any exportation of a B list item to proseribed
recipienis unless the President determines that unusual circumnstances
require an exception.

tate administers this act, assigned by law to the official responsible
for U.S. Toreign aid, who is the Assistant Secretary of State for Economic
Affeirs. The ect requires its administrator to confer with other interested
egencies. This requirement is served by the Economic Defense Advisory
Committee (EDAC) in State. The full membership of EDAC includes repre=-
sentatives of 11 zgencies; most of its functions are performed by an
Executive Committee composed of top staff from State, Cormerce, Defense,
and Treasury, AEC and CIA. The Executive Committee carries out its
assignments through two Working Groups, one concerned with policies
affecting international export controls, and the other responsible for
applications and enforcement.

International Control of Strategic ITtems

The Consultative Group; a voluntary international orgenization set up in
Januery 1950, coordinates the export controls of the 15 countries comprising
the principal industrial powers of the free world. (Consultative Group
membership parallels the membership of NATO, exeluding Iceland end with

the addition of Japen.) The basic objective of the Consultative Group is
to deny 211 strategic items to countries in the Sino-Soviet bloec. Through
mutual agreement; this Group maintains a list of strategic items referred
to as the Cocom list. No item on the list can be exported to any country
in the Sino~-Soviet bloc except through unanimous agreement of all members
of the Group. The Cocom list is currently reviewed annually. The Consulta-
tive Group also maintains what is known as & watch list of items which are
not subject to control but which are of sufficient significence to merit
scrutiny in cases involving unusually large shipments.

The Consultative Group operates through the Coordinating Committee (Cocom),
which maintains the list and administers the restrictions. Representation
to Cocom is provided by State, and other departments participate through
thelr representatives on the EDAC.



Atomic Enerry Act of 1954k (68 Stat. 921)

This act, vwhich vests control over all items and materiels relating to
atomic energy in the Atomic Energy Cormission, empowers the AEC to control
such items and meterials by licensing, including licensing of exports and
imports, on the broad discretionary basis of determining in cach case
whether issuance of a license will constitute an unreasonsble risk to the
cormmon defense and security, or to the health and safety of the public.

AZC is also given plenary power to establish advisory boards as it may
desire to consult, in policy and administrative matters, including adminis-
tration of its controls over exportation of materials and facilities.

Trading with the Enemy Act of 1917 (40 Stat. 411)

This sct conferred on the President virtually unlimited power to regulate,
"through any agency that he may designate, or otherwise," all transactions
in foreign exchange or with any foreign country or foreign netional, during
periods when the country is at war or during which the President has de=-
clared a state of national emergency. Regulatory pover under this section
is vested in the Secretary of the Treasury, and the reguisite finding of

a2 national emergency has remained in force since December 16 » 1950,

Treasury has two sets of regulations which have some relation to export
control: (1) Foreign Assets Control Regulations, and (2) Transaction
Control Regulations.

The Feoreign Assets Control Regulations, in effect since 1950, emount to &
total economic embargo of Communist China and Noxrth Korea by prohibiting
except by license all financial or commerciel transections with those
countries or their nationals by persons subject to Jurisdiction of the U.S.
However, control of exports from the U.S. to these arsas is actually exer=-
cised by the Department of Commerce, since the Treasury Forelgn Assets
Control Regulations contain a general license permitting any export
directly to those areas which is licensed by Commerce. Since inception

of these Regulations the only licensed exports from the U.S. to Communist
China and North Korea have been publications, human remains for burial, and
personal effects of nationals of those countries returning teo their homeland.

In 1953, at request of EDAC, Treasury issued its Transection Control Regu-
lations as a part of the U.S. effort to strengthen international controls
of strategic commodities. These regulations prohiblt, unless licensed, any
person within the U.S. from purchasing or selling, or arranging for purchase
or sale to Soviet-bloc countries of internationally controlled strategic
commodities located outside the U.S. The prohibition prevents domestic
American corporations from engaging in such transections through their
forelgn subsidiaries and affiligtes,

Miscellzneous Special Acts - U.S. Shipping Act of 1961 (40 Stat. 901);
llarcotic Drugs Import and Export Act (35 Stat. 615); Marihuana Tax Act of
1937 (6BA Stat. 560); Gold Reserve Act (48 Stat. 337); Natural Gas Act
(52 Stat. 822); Tobacco Seed and Plant Exportation Act (54 Stat. 231).
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