
74 

February 12, 1979 

THE UNITED STATES TRADE IMBALANCE 
THE EXPORT SIDE 

INTRODUCTION 

The U.S. merchandise t r a d e  d e f i c i t  has  d e t e r i o r a t e d  r a p i d l y  
from a $9 b i l l i o n  s u r p l u s  i n  1975 t o  a d e f i c i t  of  $34.19 b i l l i o n  
i n  1978. W i t h  t h e  conclusion of t h e  M u l t i l a t e r a l  Trade Negotia- 
t i o n s  a n t i c i p a t e d  t h i s  s p r i n g  and t h e  submission o f  i t s  t r a d e  l i b -  
e r a l i z a t i o n  package t o  t h e  U.S. Congress f o r  r a t i f i c a t i o n ,  it seems 
appropr i a t e  t o  examine t h e  adequacy of c u r r e n t  American t r a d e  p o l i -  
cies with r e s p e c t  t o  t h e i r  impact on t h e  t r a d e  balance.  This  paper 
focuses on t h e  expor t  s i d e  of t h e  t r a d e  account,  reviewing l e g i s -  
l a t i o n  and po l i cy  a c t i o n s  which appear t o  hamper achievement of 
t h e  goa ls  set  f o r t h  i n  P res iden t  Carter 's  September 2 6 ,  1978 
announcement of a new expor t  po l icy .  The n e c e s s i t y  of formulat ing 
a concise and c o n s i s t e n t  expor t  po l icy  becomes clear while  t h e  d i f -  
f i c u l t y  i n  performing such a t a s k ,  which o f t e n  r e q u i r e s  dec i s ions  
based on unpopular, monetar i ly  i n t a n g i b l e  ga ins ,  remains. 

AN OVERVIEW 

Discussion of  t h e  U.S. balance of  t r a d e  d e f i c i t  has increased  
s i n c e  t h e  o i l  boycot t  and OPEC p r i c e  increases of 1973-1974. Y e t ,  
d e s p i t e  t h e  a t t e n t i o n  which has  been given t o  the  matter, t h e  U.S. 
t r a d e  balance p o s i t i o n  cont inues t o , d e t e r i o r a t e .  Using t h e  Depart- 
ment o f  Commerce f i g u r e s  f o r  t h e  merchandise t r a d e  balance,  s.imply 
t h e  d i f f e r e n c e  i n  va lue  between commodity expor t s  and imports (ex- 
c luding  f o r e i g n  a i d  and m i l i t a r y  sa les ) ,  an alarming s h i f t  occurred 
from a $9 b i l l i o n  s u r p l u s  i n  1975 t o  a $31 b i l l i o n  n e t  expor t  d e f i -  
c i t  i n  1977. The l a t e s t  f i g u r e s  r e l e a s e d  f o r  1978 r e v e a l  a $28.45 
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b i l l i o n  t r a d e  d e f i c i t .  
is a g a i n  o f  s t a g g e r i n g  

Thus,  t h e  U . S .  year-end 1978 t r a d e  imbalance  
p r o p o r t i o n s .  

The U . S .  t r a d e  d e f i c i t  i n  1971, amounting t o  $2.7 b i l l i o n ,  
marked t h e  f i r s t  t i m e  s i n c e  1888 t h a t  t h e  n a t i o n ' s  i m p o r t s  exceeded 
i t s  e x p o r t s . 1  I n  t h e  a f t e r m a t h  o f  World War 11, w i t h  t h e  U.S'. 
f o s t e r i n g  Marsha l l  P l an  a i d  and o t h e r  r e c o n s t r u c t i v e  measures;  a 
U . S .  t r a d e  d e f i c i t  c o u l d  have been looked  upon as a n o t h e r  means 
t o  assist American a l l i e s  i n  f u r t h e r i n g  t h e i r  economic r e c o v e r y .  
Today, however, w l t h  t h e  growth o f  worldwide economic i n t e r d e p e n -  
dency ,  t h e  tenuous  p o s i t i o n  o f  t h e  d o l l a r  i n  t h e  i n t e r n a t i o n a l  money 
marke t s ,  t h e  q u e s t i o n a b l e  t e c h n o l o g i c a l  s u p e r i o r i t y  o f  t h e  U . S . ,  
t h e  a n t i c i p a t e d  U . S .  c o n s t r a i n t s  aimed a t  c u r b i n g  domes t i c  i n f l a -  
t i o n  and no f o r e s e e a b l e  improvement i n  t h e  t r a d e  b a l a n c e ,  t h e  
d e f i c i t  i s  i n c r e a s i n g l y  a c c e p t e d  as an economic t r e n d  d i s a d v a n t a -  
geous f o r  t h e  Uni ted  S t a t e s .  A t t e n t i o n  o f  t h e  P r e s i d e n t  and t h e  
Congress  ' toward a d d r e s s i n g  t h i s  "problem" seems war ran ted .  

The i n i t i a l  r e sponse  t o  t h e  q u e s t i o n  o f  why t h e  U . S .  is  
runn ing  such  a l a r g e  t r a d e  d e f i c i t  i n v a r i a b l y  stresses t h e  growing 
expense  o f  f o r e i g n  o i l  i m p o r t s ,  t h e  l a r g e s t  s i n g l e  component of 
America's impor t s .  The cos t  o f  o i l  purchased  by t h e  Uni ted  S t a t e s  
rose from $7.6 b i l l i o n  i n  1974 t o  $41.5 b i l l i o n  i n  1977, a c c o u n t i n g  
f o r  t h i r t y  p e r c e n t  o f  a l l  i m p o r t s ,  and d e c r e a s e d  o n l y  s l i g h t l y  t o  
$39.5 b i l l i o n  i n  -1978.2 Assuming t h a t  o i l  p r i c e s  remain c o n s t a n t  
i n  rea l  d o l l a r  t e r m s ,  t h a t  OPEC o i l  s u p p l i e s  c o n t i n u e  t o  meet de- 
mands, and a l l o w i n g  f o r  c o n s e r v a t i o n  measures and i n c r e a s e d  e x p l o r a -  
t i o n ,  t h e  Exxon company estimates t h a t  from t h e  e a r l y  1 9 8 0 ' s  o i l  
and gas  i m p o r t s  by t h e  U . S .  w i l l  be s u p p l y i n g  approx ima te ly  one- 
q u a r t e r  o f  U . S .  ene rgy  r equ i r emen t s .3  According t o  a C I A  r e p o r t ,  
i n  1978 t h e  U . S .  impor ted  4 7  p e r c e n t  o f  i t s  ene rgy  needs .  The 
Exxon Company s t u d y  p r o j e c t s  a s l i g h t  i n c r e a s e  i n  t h e  impor t  pe r -  
c e n t a g e  i n t o  1980 w i t h  t h e  l e v e l  remain ing  h i g h  through t h e  1 9 8 0 ' s .  

Comparisons are o f t e n  made w i t h  t h e  ene rgy  r e q u i r e m e n t s  o f  
Japan  and Germany,. c i t i n g  t h a t  w h i l e  t h e y ,  too ,  are dependent  on 
f o r e i g n  o i l  i m p o r t s ,  t h e y  m a i n t a i n  a b a l a n c e  o f  t r a d e  s u r p l u s .  
J a p a n ,  f o r  i n s t a n c e ,  had an o v e r a l l  t r a d e  s u r p l u s  o f  $17.3 b i l l i o n  

1. Congressional Quarterly,  Congress and the  Nation, Vol. I V  (1973-19761, p .  128. 

2 . .  U.S. Congress, Senate,  Committee on Banking, Housing and Urban A f f a i r s ,  
Subcommittee on Internat iona l  Finance, Hearings on Export P o l i c y ,  Part 2 ,  95th 
Congress, 2nd s e s s i o n ,  February 23 ,  1978, p .  70. 

.3. Exxon Background S e r v i c e ,  World Energy Outlook, April  1978, p .  4 2 .  
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i n  1977, w i t h  a $ 8 . 1  b i l l i o n  t r a d e  s u r p l u s  vis-a-vis t h e  U . S .  
J apan  h a s  v i r t u a l l y  no d o m e s t i c  o i l  s u p p l i e s  and impor t ed  o i l  which 
accoun ted  f o r  74  p e r c e n t  o f  i t s  ene rgy  s u p p l y  i n  1977. 
p e c t e d  t h a t  J apan  w i l l  be i m p o r t i n g  6 1  p e r c e n t  o f  h e r  o i l  re- 
q u i r e m e n t s  i n  1990. T h e r e f o r e ,  t h e  o b s e r v a t i o n  o f  J a p a n ' s  suc -  
c e s s f u l  t r a d e  b a l a n c e  i n  l i g h t  o f  heavy o i l  i m p o r t s  s h o u l d  l e a d  
one  t o  look a t  o t h e r  f a c e t s  o f  t h e  U.S. t r a d e  f o r  ways t o  ameliorate 
the 'U .S .  t r a d e  d e f i c i t  s i t u a t i o n .  

I t  i s  ex- 

Upon closer i n s p e c t i o n  o f  t h e  components o f  t h e  U.S. n e g a t i v e  
t r a d e  balance, one f i n d s  an un impress ive  U.S. e x p o r t  growth r a t e  
d u r i n g  t h e  p a s t  s e v e r a l  y e a r s .  
government o f f i c i a l s  t h a t  t h e  r e c e n t  f a i l u r e  o f  U . S .  e x p o r t s  t o  
expand,  r a t h e r  t h a n  t h e 4 i n c r e a s e  i n  p e t r o l e u m  i m p o r t s ,  h a s  been a 
major f a c t o r  r e s p o n s i b l e  f o r  t h e  t r a d e  d e f i c i t .  
grew o n l y  5.2 p e r c e n t  i n  c o n t r a s t  t o  an 18 p e r c e n t  growth i n  non- 
o i l  i m p o r t s .  4 

I t  h a s  been p o s i t e d  by s e v e r a l  

I n  1977 e x p o r t s  

The U . S .  b a l a n c e  o f  trade,  viewed on  a b i l a t e r a l  b a s i s  f o r  t h e  

With t h e  non-OPEC deve lo -  
y e a r  1978, shows t h e  f o l l o w i n g :  t h e  U.S. t r a d e  d e f i c i t  w i t h  t h e  
OPEC n a t i o n s  narrowed, t o  $14.05 b i l l i o n .  
p i n g  n a t i o n s ,  t h e  U.S. t r a d e  d e f i c i t  d e c r e a s e d  t o  $ 4 . 3 3  b i l l i o n .  
The b a l a n c e  w i t h  Japan  weakened f u r t h e r  as t h e  d e f i c i t  on t h e  U . S .  
s i d e  r o s e  from $ 8 . 1  b i l l i o n  t o  $11.57 b i l l i o n .  
v i s - a - v i s  Canada changed s i g n i f i c a n t l y  as t h e  d e f i c i t  grew t o  $5.16 
b i l l i o n .  Moreover,  t h e  t r a d e  s 'u rp lus  w i t h  t h e  Western European 
c o u n t r i e s  f e l l  from $ 6 . 2  b i l l i o n  t o  $3.45 b i l l i o n . 5  

The U.S. p o s i t i o n  

Var ious  f a c t o r s  i n v o l v e d  i n  t h e  d e t e r i o r a t i n g  e x p o r t  a b i l i t i e s  
of t h e  U.S. and t h e  growing b a l a n c e  o f  payments problems are examined 
below. 

I M P O R T A N C E  O F  E X P O R T S  

Even though America's major t r a d i n g  p a r t n e r s  have n o t  k e p t  
pace  w i t h  t h e  r e c e n t  U . S .  economic growth,  t h u s  s t a g n a t i n g  f o r e i g n  
demand f o r  U . S .  e x p o r t s ,  t h e  absence  of a d e f i n i t i v e  U.S. " e x p o r t  
promotion po l i cy" .  c o n t r i b u t e s  f u r t h e r  t o  t h e  n e g a t i v e  t r a d e  b a l a n c e .  
America h a s  n e v e r  viewed e x p o r t a t i o n  a s  an  economic n e c e s s i t y .  
With e x p o r t s  a c c o u n t i n g  f o r  approx ima te ly  7 p e r c e n t  o f  U . S .  
compared t o  1 4  and 22 p e r c e n t  of J a p a n ' s  GNP and Germany's GNP 
r e s p e c t i v e l y ,  t h e r e  h a s  been an obv ious  d i f f e r e n c e  i n  t h e  amount o f  

GNP as 

I 

~~~ 

4 .  
Nightmare," National Journal, Ju ly  2 9 ,  1978, p .  1201. 

Robert Samuelson, "The Move to Push U.S. Exports Becomes a Bureaucratic 

5. 1978 f igures  obtained from the Department of Commerce. 
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emphasis placed on expor t  promotion by the var ious  governments. 
While no t  advocat ing t h a t  t h e  U . S .  government adopt t h e  exac t  p o l i -  
cies of var ious  fo re ign  governments, t h e  c h a r t  below r e v e a l s  
what ga ins  t h e  U . S .  might expect  i n  q u a n t i t i e s  of expor t s  i f  gov- 
ernment suppor t  of some type w a s  increased.6 

EXPORTS FOR 1977 PERCENTAGE OF EXPORTS SUPPORTED 
U.S. $ BILLIONS BY THE GOVERNMENT 

Japan 81 
B r i t a i n  57 
France 65 
Germany 119 
U . S .  1s 0 
Canada 43 

42 
34 
30 
12 
7 
6 

Acknowledging what t h e  above f i g u r e s  i l l u s t r a t e ,  P res iden t  Carter 
i n  h i s  1977 I n t e r n a t i o n a l  Economic Report s ta ted t h a t  i n  1975 
America's major t r a d i n g  p a r t n e r s  spent  an average of SO percent  more 
than  t h e  U.S. f o r  t h e  promotion of  manufactured expor t s .  

Examination o f  t h e  fol lowing selected s t a t i s t i c a l  data r e v e a l s  
the importance of expor t s  t o  t h e  domestic economy. One ou t  of every 
t h r e e  acres of  c u l t i v a t e d  farmland i n  America is  used f o r  expor t s .  
I n  1977, t h e  U . S .  exported 45 percent  of i ts  wheat product ion,  60  . 

percent  of i t s  soybeans, and 5 7  percent  of i t s  milled r ice.  E s t i -  
m a t e s  for  FY 1978 show f a r m  expor t s  i nc reas ing  by t e n  percent  above 
t h e  1977 l e v e l s  with t h e  g r e a t e s t  rise i n  expor t s  t o  the  USSR, 
Taiwan, and t h e  developing c o u n t r i e s  of Southeast  and E a s t  Asia.7 
According t o  C. Fred Bergsten,  A s s i s t a n t  Sec re t a ry  of t h e  Treasury 
f o r . I n t e r n a t i o n a 1  A f f a i r s ,  one o u t  of  three dol lars  of  U . S .  corpora te  
p r o f i t  is  gained through t h e  overseas a c t i v i t i e s  of American f i r m s '  
from expor t s  or  direct bus iness  investment abroad. One o u t  of every 
t e n  jobs i n  America is  r e l a t e d  t o  expor t  commodities, and i n  manu- 
f a c t u r i n g  t h e  percentage i s  g r e a t e r ,  one o u t  of s i x .  The Bureau 
of  Labor Stat is t ics  estimates t h a t  f o r  every one b i l l i o n  dollars of  
real  U . S .  expor t s ,  30 ,000  new jobs are c rea t ed .  

The Comerce Department repor ted  t h a t  U.S. expor t  growth has  
averaged 7 percen t  annual ly  s i n c e  1974, w h i l e  imports have s imul ta -  
neously averaged an annual growth rate of  13.5 percent .  A more 

6.  Export-Import Bank statistics c i t e d  i n  Business Week, September 25, 1978, 
p. 62. 

7 .  U . S .  Department of Agriculture, World Economic Conditions in Relation to 
Agricultural Trade, December 1978, p. 8 .  
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p e s s i m i s t i c  p i c t u r e  a p p e a r s  i n  a r e c e n t  r e p o r t  by t h e  N a t i o n a l  
A s s o c i a t i o n  o f  Manufac tu re r s .  T h i s  report  r e v e a l e d  no real  e x p o r t  
growth i n  1977, a y e a r  w i t h  r e l a t i v e l y  h i g h  domes t i c  growth ,  and 
i n  which i m p o r t s  grew by 1 2  p e r c e n t . 8  F u r t h e r ,  t h e  U . S .  s h a r e  o f  
f r e e  wor ld  e x p o r t s  d e c l i n e d  from 1 8 . 2  p e r c e n t  i n  1960 t o  11.8 pe r -  
c e n t  i n  1977. With approx ima te ly  200 f i r m s  a c c o u n t i n g  f o r  s even ty -  
f i v e  t o  e i g h t y  p e r c e n t  o f  t o t a l  U.S. exports ,  a comprehensive ex-, 
p o r t  promotion p o l i c y  i s  needed t o  c a p i t a l i z e  upon t h e  f u l l  p o t e n t i a l  
o f  p r i v a t e  i n d u s t r y .  

TABLE 1 -- U . S .  EXPORTS OF MAJOR COMMODITIES, 1974-77 

( B i l l i o n s  o f  Dollars,  f . a . s .  t r a n s a c t i o n  v a l u e )  

Commodity . 1974 1 9 7 5  1976 1977 

Exports ,  t o t a l 1  ............... $97.9 $107.1 $114.8 $120.1  
0 

N o n a g r i c u l t u r a l  p r o d u c t s  ...... 76.2 85.5 91.7 95.9 

T r a n s p o r t  equipment ,  t o t a l . . . .  1 2 . 7  15.0 1 6 . 2  16.2 

Tota l  o f  which manufac tured  
goods ........................ 63.5 71.0 77.2 80.5 

Chemicals ,  t o t a l  .............. 8.8 8.7 1 0 . 0  10 .8  

O t h e r  n o n a g r i c u l t u r a l  pro-  
d u c t s ,  t o t a l  ................. 30.4 32.7 33.5 35.6 

A g r i c u l t u r a l  p r o d u c t s ,  t o t a l . .  22.3 2 2 . 1  23.3 2 4 . 2  

1. Totals  e x c l u d e  -- commodities i n c l u d e  -- g r a n t - a i d  sh ipmen t s .  

Department of  Commerce f i g u r e s  t a k e n  from Hear ings  on  Expor t  P o l i c y -  
P a r t  2 .  

U.S. E X P O R T  P O L I C Y  

The U . S .  post-war e f f o r t s  as p a r t i c i p a n t s  on a n  i n t e r n a t i o n a l  
l e v e l  t o  e s t a b l i s h  a commercial p o l i c y  a d v o c a t i n g  t r a d e  l i b e r a l i -  
z a t i o n  began w i t h  t h e  s i g n i n g  i n  1947 o f  t h e  Genera l  Agreement on 
T a r r i f f s  and Trade ( G A T T ) .  An i n t e r n a t i o n a l  commercial p o l i c y  set  

8 .  U.S. Congress, House, Committee on Banking, Finance, and Urban Af fa ir s ,  
Subcommittee on International Trade , Investment, and Monetary Policy , Trade 
Policy and Protectionism, 95th Congress, 2nd s e s s i o n ,  July 2 5 ,  26 ,  August 1 ,  
1978, p. 29. 
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f o r t h  under GATT gu ide l ines  inc ludes  a system o f  custom v a l u a t i o n s ,  
an uncondi t iona l  most-favored n a t i o n  c l a u s e ,  q u a n t i t a t i v e  restric- 
t i o n s  on the  use of t a r i f f s ,  and p r i n c i p l e s  f o r  s e t t l e m e n t  of t r a d e  
d i s p u t e s ,  arranged through i n t e g r a t e d  b i l a t e ra l  agreements. 

Pr ior  t o  t h e  Mul t i la te . ra1  Trade Negot ia t ions c u r r e n t l y  t a k i n g  
p l ace  i n  Geneva, s i x  rounds of  trade n e g o t i a t i o n s  were concluded 
under t h e  auspices  of GATT. S u b s t a n t i a l  ga ins  were made i n  t h e  
1967 Kennedy Round o f  agreements toward reducing t a r i f f  l e v e l s  re- 
s u l t i n g  i n  c u r r e n t  average t a r i f f s  of  9 percent  i n  t h e  U.S., 1 4  
percent  i n  Canada, 11 percent  i n  Japan, and 9 pe rcen t  i n  t h e  
European Comunity.9 T a r i f f s ,  however, are only t h e  m o s t  v i s i b l e  
type  of r e s t r i c t i v e  measure a f f e c t i n g  expor t s .  Inc reas ing  use by 
t h e  m e m b e r  p a r t n e r s  of GATT of n o n t a r i f f  barriers t o  trade ( N T B ' s )  
such as subsidies, c o n t e r v a i l i n g  d u t i e s ,  custom r e g u l a t i o n s ,  and 
p r e f e r e n t i a l  government purchasing, has generated a f e e l i n g  sthat 
p r o t e c t i o n  is becoming a p r e v a i l i n g  a t t i t u d e  i n  i n t e r n a t i o n a l  trade 
po l i cy  cons idera t ions .  

T R A D E  A C T  OF 1974 

The Trade A c t  of  1974 (PL 93-916) au thor ized  t h e  P res iden t  t o  
e n t e r  i n t o  n e g o t i a t i o n s  aimed a t  f u r t h e r  reducing t a r i f f  and NTB 
r e s t r i c t i o n s  over  a f ive-year  per iod and also increased  h i s  author-  
i t y  t o  e l i m i n a t e  and reduce var ious  t a r i f f  r e s t r a i n t s .  Under t h i s  
a u t h o r i t y  the U.S. is  c u r r e n t l y  engaged i n  t h e  m o s t  comprehensive 
t a l k s  t o  date, a t tempt ing  t o  achieve l i b e r a l i z a t i o n  of  t r a d e  p o l i c i e s .  

T h i s  A c t ,  neve r the l e s s ,  complicates e f f o r t s  toward trade li- 
b e r a l i z a t i o n  by l e g a l i z i n g  t h e  use of s i g n i f i c a n t  c o n t r o l s  i n  t h e  
fol lowing s i t u a t i o n s .  The P res iden t  i s  granted a u t h o r i t y  t o  impose 
c o r r e c t i v e  measures, such as import subsidies and quotas ,  f o r  a 
150 day per iod  i n  a t i m e  of  extreme U.S. balance of payments de f i -  
c i t .  Furthermore, h e  may resort t o  r e t a l i a t o r y  a c t i o n s  a g a i n s t  
unreasonable use of r e s t r i c t i v e  measures by fo re ign  governments 
t a r g e t e d  a t  U.S. goods. 

T h e  most c o n t r o v e r s i a l  s e c t i o n  of the  Trade A c t  d e a l s  w i t h  
the  ex tens ion  of p r e s i d e n t i a l  a u t h o r i t y  t o  o f f e r  any country m o s t -  
favored-nation trade s t a t u s .  T h i s  broad op t ion  i s  l i m i t e d  by t h e  
Jackson-Vanik amendment t o  c o u n t r i e s  w i th  non-market economies who 
do no t  engage i n  r e s t r i c t i v e  emigrat ion p o l i c i e s .  

9 .  Raymond Ahearn and George Holliday, "Trade Negotiations: The Tokyo Round," 
Congressional Research Service, Library of Congress, November 14, 1978, p.  3 .  
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A d d i t i o n a l l y ,  t h e  c r i te r ia  e s t a b l i s h i n g  e l i g i b i l i t y  f o r  i n -  
d u s t r i e s  t o  claim compensa t ion  from f o r e i g n  i m p o r t  c o m p e t i t i o n  
i n j u r y  w e r e  r e l a x e d ,  which c o u l d  i n c r e a s e  t h e  p r o t e c t i o n  a f f o r d e d  
d o m e s t i c  i n d u s t r i e s .  U . S .  l o a n s ,  c r e d i t s ,  and i n s u r a n c e  g u a r a n t e e s  
t o  Communist n a t i o n s  were l i m i t e d ,  w i t h o u t  new c o n g r e s s i o n a l  
a p p r o v a l ,  t o  $300 m i l l i o n .  

E X P O R T  A D M I N I S T R A T I O N  A C T  

The Expor t  A d m i n i s t r a t i o n  Amendments o f  1 9 7 7  (PL 95-52) r e p l a c e d  
t h e  Amendments o f  1 9 6 9 ,  which had been d e s i g n e d  t o  f u r t h e r  E a s t -  
West t r a d e .  T h i s  l a w  s ta tes  t h a t  i n  a d m i n i s t e r i n g  e x p o r t  c o n t r o l s  
t h e  P r e s i d e n t  s h o u l d  n o t  b a s e  d e c i s i o n s  s o l e l y  on t h e  Communist-- 
non-Communist s t a t u s  o f  a c o u n t r y ,  b u t  must c o n s i d e r  t h e  c o u n t r y ' s  
h i s t o r y  o f  f r i e n d s h i p  toward t h e  U . S . ,  i t s  t r 'ade r e l a t i o n s ,  and 
i t s  impor t ance  t o  U.S. n a t i o n a l  s e c u r i t y .  Expor t  c o n t r o l s  f o r  
n a t i o n a l  s e c u r i t y  r e a s o n s  are banned from p r e s i d e n t i a l  u s e  on U . S .  
p r o d u c t s  which are a v a i l a b l e  e l s e w h e r e  i n  comparable  q u a n t i t i e s  
and q u a l i t i e s ,  u n l e s s  he  can  a s s u r e  t h e  absence  o f  such  c o n t r o l s  
would be haza rdous  t o  U . S .  s e c u r i t y .  

, 

T i t l e  I1 o f  t h e s e  Amendments d e a l s  w i t h  t h e  c o n t r o v e r s i a l  
f o r e i g n  b o y c o t t  r e g u l a t i o n s .  While t h e  p r o v i s i o n s  are complex and 
u n c l e a r ,  it may be g e n e r a l l y  s t a t e d  t h a t  American f i r m s  may n o t  com- 
p l y  w i t h ,  o r  i n  any way s u p p o r t  a b o y c o t t  f o s t e r e d  or  imposed by a 
f o r e i g n  c o u n t r y  a g a i n s t  a n a t i o n  which is  f r i e n d l y  t o  t h e  U . S .  
Much d i s c u s s i o n  h a s  su r rounded  t h i s  p r o v i s i o n ,  as r e l a t e d  t o  U . S .  
t r a d e  i n  t h e  Middle E a s t ,  i n  view o f  t h e  A r a b  b o y c o t t  o f  Israel. 
I t  i s  d i f f i c u l t  t o  measure t h e  cost  o f  r e s t r i c t i n g  U . S .  e x p o r t  
growth i n  t h e  Middle E a s t  where a market  newly g l u t t e d  w i t h  p e t r o -  
d o l l a r s  i s  a n x i o u s l y  l o o k i n g  f o r  ways t o  absorb t h e  growing w e a l t h .  

These amendments i l l u s t r a t e  t h e  d i f f i c u l t y  i n  implement ing  
e x p o r t  c o n t r o l s  based  e x c l u s i v e l y  on  economic o r  on n a t i o n a l  s e c u r i t y  
c o n s i d e r a t i o n s .  C a r e f u l  and ba lanced  judgement r e g a r d i n g  b o t h  of  
t h e s e  c o n s i d e r a t i o n s  i s  v i t a l  i n  o r d e r  t o  y i e l d  p o s i t i v e  t r a d e  
e f f e c t s  on b o t h  a s h o r t - t e r m  and long- te rm b a s i s .  

T H E  E X P O R T - I M P O R T  B A N K  

The E x p o r t - I m p w t  Bank o f  t h e  Uni ted  S t a t e s ,  o r i g i n a l l y  es- 
t a b l i s h e d  i n  1934 by a n  e x e c u t i v e  o r d e r  w a s  d e s i g n a t e d  a n  indepen-  
d e n t  government agency i n  1945. The Bank assists t h e  e x p a n s i o n  o f  
U . S .  e x p o r t s  by f i n a n c i n g  t h e  p u r c h a s e s  o f  U . S .  goods by f o r e i g n  
governments .  
f o r  p o l i t i c a l  c o n s i d e r a t i o n s .  S i n c e  1 9 7 4  t h e  Bank h a s  been p r o h i b i t e d  

The Bank h a s  n o t  been immune from r e s t r i c t i o n s  imposed 
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from f inanc ing  any trade w i t h  non-market economic c o u n t r i e s  which 
p r a c t i c e  r e s t r i c t i v e  emigrat ion policies. PL 95-143 r e q u i r e s  t ha t  
a n a t i o n ' s  human r i g h t s  p o l i c y  be considered before any t r ansac -  
t i o n  w i t h  t h a t  n a t i o n  is  approved by the Bank. Most r e c e n t l y  the 
Bank's approval of f inanc ing  trade w i t h  any communist country has  
been made subject t o  a p r e s i d e n t i a l  de te rmina t ion  t h a t  such a t r a n s -  
a c t i o n  is i n  the  n a t i o n a l  i n t e r e s t .  The Bank is c u r r e n t l y  open 
fo r  trade w i t h  Poland, Yugoslavia, Hungary and Romania. Additionally, .  
the  Bank is  prohibited from making c o n t r a c t s  or e x p e n d i t i r e s  for  
expor t s  of nuc lea r  equipment, f u e l ,  o r  technology t o  any country 
n o t  deemed e l ig ib le  for  such receipt under the  provis ions  of the  
Trea ty  on t h e  Non-Prol i ferat ion of Nuclear Weapons. While t h e  i m -  
p o s i t i o n  of such po l i t i ca l  cons ide ra t ions  upon t h e  Export-Import 
Bank's f i nanc ing  procedures could be construed as c o n s i s t e n t  w i t h  
the Adminis t ra t ion ' s  fo re ign  po l i cy  o b j e c t i v e s ,  they  neve r the l e s s  
serve t o  Gomplicate the  ope ra t ion  of an i n s t i t u t i o n  established 
for  economic purposes t o  promote t h e  expansion of U.S.  expor t s .  

. U . S .  T A X  S T R U C T U R E  

T h e  United States t a x  s t r u c t u r e  regard ing  both corporate and 
personal  t a x e s  of those involved w i t h  expor t a t ion  has evoked c r i t i -  
c i s m .  DISC,  D o m e s t i c  I n t e r n a t i o n a l  Sale Corporat ions,  o r i g i n a t e d  
i n  1 9 7 1  and t h e i r  o p e r a t i o n a l  r e g u l a t i o n s  have been subsequently 
amended i n  1974 and 1976 .  T h e  D I S C  program, which is the only  ex- 
port t a x  i n c e n t i v e ,  has  undergone r educ t ions  i n  i t s  deferment p lan  
and is now the  target  of a three-year phase-out p lan  by the Admini- 
s t r a t i o n .  D I S C  qrovides t h a t  co rpora t ions  w i t h  95 percent  of their  
assets related t o  expor t s  and a minimum of 19 percent  of their  gross 
income der ived  from expor t  sales o r  lease t r a n s a c t i o n s  may defer a 
propor t ion  of y e a r l y  co rpora t e  ea rn ings  from t a x a t i o n  for  a speci- 
f ied  number of years. The Adminis t ra t ion does n o t  w i s h  a repeat 
of t h e  FY 1977  $1 b i l l i o n  revenue loss from DISC,  and is  t h e r e f o r e  
advocating i ts  te rmina t ion .  D I S C ,  as the  only  t a x  incen t ive  i n  
force, acts t o  counter  t he  VAT, the  va lue  added t a x  program used 
i n  t h e  European Community, and is  t h u s  viewed as a u s e f u l  program 
by many e x p o r t e r s  i n  t h e  bus iness  community. 

PL 95-615 amended t h e  provis ions  set f o r t h  i n  t he  Tax R e f o r m  
A c t  of 1976 regard ing  t a x a t i o n  of  U.S.  c i t i z e n s  l e g a l l y  r e s i d i n g  
abroad. For these c i t i z e n s  there is  no longer  a f l a t  exc lus ion  
from t a x a t i o n ,  i n s t e a d  exc lus ions  are granted for  excess  cost of  
l i v i n g  i t e m s  inc luding  housing, educa t ion ,  and t r a n s p o r t a t i o n  t o  
t h e  U . S .  fo r  home v i s i t s .  These deduct ions are based on excess  
cost of l i v i n g  expendi tures  over! t h e  cost of one person w i t h  a GS-14 
income l e v e l  of  approximately $ 3 4 , 4 4 2  t a k i n g  i n t o  cons ide ra t ion  t h e  
cost of l i v i n g  i n  t h e  most expensive U . S .  c i t y .  
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The d e c l i n e  i n  t h e  v a l u e  of t h e  do l l a r  abroad combined w i t h .  
fewer t a x  exempt ions  f o r  U . S .  o v e r s e a s  workers  have decreased t h e  
a t t r a c t i v e n e s s  o f  employing U . S .  t e c h n i c a l  and manage r i a l  p e r s o n n e l  
i n  U . S .  f o r e i g n  s u b s i d i a r i , e s  as w e l l  as f o r e i g n  companies.  The 
U . S .  t a x  s t r u c t u r e  r e g a r d i n g  American worke r s  o v e r s e a s  unduly  
bu rdens  t h e  c o m p e t i t i v e n e s s  of American b u s i n e s s e s  abroad. None 
o f  t h e  major i n d u s t r i a l  n a t i o n s  w i t h  which w e  compete r e q u i r e s  any 
t a x  on fo re ign -ea rned  income a f te r  t h e  f i r s t  s ix-months.  With t h e  
c u r r e n t  t a x  s t r u c t u r e ,  t h e  U . S .  may be p r i c i n g  American w o r k e r s  o u t  
of f o r e i g n  m a r k e t s ,  as i t  is  becoming cheape r  t o  h i r e  n a t i o n a l s  
w i t h i n  a f o r e i g n  c o u n t r y  even  i f  t h e y  are less e f f i c i e n t  worke r s .  

T H E  F O R E I G N  CORRUPT P R A C T I C E S  A C T  OF 1 9 7 7  

The F o r e i g n  C o r r u p t  Practices A c t  o f  1977 w a s  an a t t e m p t  t o  
h a l t  t h e  u s e  of b r i b e r y  t o  f u r t h e r  American b u s i n e s s  v e n t u r e s  abroad. 
Hoyever,  a m b i g u i t i e s  i n  t h e  l a w  have r e s u l t e d  i n  an  a t t i t u d e  of  
u n c e r t a i n t y  on t h e  p a r t  of many American f i r m s ,  t h u s  a c t i n g  as a 

. d i s i n c e n t i v e  f o r  e x p o r t  expans ion .  The A c t  f o rb ids  t h e  g r a n t i n g  of 
payments o r  g i f t s  by American c o r p o r a t e  o f f i c i a l s  t o  f o r e i g n  o f f i -  
c i a l s  o r  p o l i t i c a l  p a r t y  members w i t h  t h e  impl i ed  m o t i v a t i o n  b e i n g  
t o  o b t a i n  or r e t a i n  b u s i n e s s .  S t i f f  p e n a l t i e s  f o r  v i o l a t i o n  of t h e  
A c t  i n c l u d e  a $ 1  m i l l i o n  f i n e  on a c o r p o r a t i o n  or $ 1 0 , 0 0 0  on an  
i n d i v i d u a l .  The A c t  f a i l s  t o  d e f i n e  c l e a r l y  t h e  scope  of a c t i o n s  
done " c o r r u p t l y "  and w h e t h e r  o r  n o t  American f i r m s  are  l i a b l e  f o r  
t h e  a c t i o n s  of t h e i r  f o r e i g n  s u b s i d i a r i e s  and local a g e n t s  used as  
i n t e r m e d i a r i e s  i n  n e g o t i a t i n g  b u s i n e s s  dea ls .  T h i s  lack of c l a r i t y  
c a u s e s  some American b u s i n e s s e s  to  be r e l u c t a n t  t o  c o n s i d e r  open ing  
new f o r e i g n  v e n t u r e s .  

H I G H  TECHNOLOGY E X P O R T S  

High t echno logy  e x p o r t s ,  i n c l u d i n g  computers ,  e n g i n e s ,  elec- 
t r o n i c s ,  a i r c r a f t ,  d r u g s ,  and p e t r o c h e m i c a l s  i s  an area o f  growing 
impor tance  f o r  t h e  expans ion  of U.S. t rade,  and w i l l  become i n -  
c r e a s i n g l y  s i g n i f i c a n t  i f  t h e  U . S .  w i s h e s  t o  expand trade w i t h  t h e  
S o v i e t  Union and China.  These goods,  i f  viewed i n  i s o l a t i o n  fo r  
the p a s t  f e w  y e a r s ,  have p rov ided  a s u r p l u s  on t h e  o v e r a l l  t r a d e  
b a l a n c e ,  w i t h  t h e  e x c e p t i o n  of t h e  U . S .  b i l a t e r a l  b a l a n c e  w i t h  
Japan .  The a e r o s p a c e  i n d u s t r  ove r  t h e  p a s t  e i g h t  y e a r s  h a s  pro-  
v ided  $52 b i l l i o n  i n  e x p o r t s .  yo The m a j o r i t y  of these t e c h n i c a l -  
i n t e n s i v e  commodit ies  r e q u i r e  an  i n d i v i d u a l  v a l i d a t e d  l i c e n s e  f r o m  
t h e  Department of Commerce. N o t  o n l y  h a s  t h e  l i c e n s i n g  p r o c e s s  be- 
come an  e x e r c i s e  i n  b u r e a u c r a t i c  t i m e  d e l a y s ,  o f t e n  c a u s i n g  t h e  loss 
o f  a c o n t r a c t  f o r  f a i l u r e  t o  meet d e a d l i n e s ,  b u t  these p r o d u c t s  
have r e c e n t l y  become t h e  c e n t e r  of c o n t r o v e r s y  between t h e  v a r i o u s  
government a g e n c i e s  cha rged  w i t h  a p p r o v a l  of t h e i r  sa le .  

10. Robert Hotz, "Carter's E x p o r t  Muddle," Aviation Week and Space Technology, 
August 7, 1978, p.  9. 
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I n  1978 t h e  Departments of  Commerce and State w e r e  a t  odds 
over the sale of t r u c k s  by t h e  Oshkosh Truck Company of Wisconsin 
t o  Libya. The Commerce Department had approved t h e  sale which 
cons i s t ed  of  approximately 4 0 0  t r u c k s  a t  a p r i c e  of  $70 m i l l i o n  
wi th  t h e  p o s s i b i l i t y  of providing an a d d i t i o n a l  100 t r u c k s  over  a 
three-year  per iod.  The State  Department re fused  t o  approve t h e  
sale on the .grounds  t h a t  Libya, a suppor te r  o f  i n t e r n a t i o n a l  
terrorist groups such as t h e  P a l e s t i n e  L ibe ra t ion  Organizat ion,  
might use t h e  heavy t r u c k s  t o  t r a n s p o r t  Soviet tanks .  I n  such 
cases d i s p u t e s  are u l t i m a t e l y  s e t t l e d  i n  t h e  White House. Upon 
r e c e i p t  o f  an "assurance" by t h e  Libyan government t h a t  t h e  t rucks  
woQld n o t  be used f o r  m i l i t a r y  purposes P res iden t  Carter, a t  t h e  
end of November, announced t h a t  t h e  sale would go through. I t  is  
worth mentioning h e r e  t h a t  i n  March 1973 t h e  United States,  under 
t h e  auspices  o f  t h e  Chase Manhattan Bank, extended a $86.5 m i l l i o n  
loan  t o  t h e  Sov ie t  U n i o n t o  he lp  f inance  t h e  cons t ruc t ion  of t h e  
Kama River Truck complex, one of t h e  world's  l a r g e s t .  I t  is  
cu r ious  t h a t  no o b j e c t i o n s  were then r a i s e d  by t h e  U.S.  government, 
f o r  t h e  support  gfven t o  t h i s  t r u c k  indus t ry ,occurred  du r ing  t h e  
Vietnam War when t r a n s p o r t a t i o n  equipment w a s  undoubtedly suppl ied  
from t h e  Soviets t o  t h e  North Vietnamese. Furthermore, i n  t h e  
Libyan i n c i d e n t ,  such indec i s ion  on t h e  p a r t  of t h e  agencies  in-  
volved creates immeasurable u n c e r t a i n t y  i n  t h e  minds of business- 
men as t o  whether o r  no t  their  deals w i l l  indeed be approved. 
T i m e  f a c t o r s  are cr i t ical  i n  n e g o t i a t i n g  c o n t r a c t s  i n  a competi t ive 

8 market and de lays  due t o  indec i s ion  can r e s u l t  i n  i nadve r t en t  con- 
t rac t  losses. 

Another i n c i d e n t  exposing waf f l ing  wi th in  the Adminis t ra t ion 
involved an expor t  deal w i t h  t h e  Sovie t  Union w i t h  r e s p e c t  t o  o i l  
technology. .During t h e  d i s s i d e n t  t r i a l s  of Anatoly Shcharansky 
and Alexander Ginzburg i n  t he  summer of 1978, Pres iden t  Carter, 
a t tempt ing  t o  use economic r e s t r a i n t s  t o  r e l a y  American discon- 
t e n t ,  p laced a l l  expor t s  of o i l  technology t o  t h e  USSR under U . S .  
government c o n t r o l .  A deal w a s  then underway between Dresser 
. I n d u s t r i e s  of Dallas and the USSR involv ing  metal b i t s  for d r i l l i n g  
a t  t he  cost of $144 mil l ion .  The  sale w a s  o r i g i n a l l y  held up a t  
t h e  S ta te  Department on human r i g h t s  cons ide ra t ions .  
State Department and Commerce Department f i n a l l y  agreed t o  approve 
t h e  t r a n s a c t i o n ,  Senator  Henry Jackson (D-Wash.) and t h e  E n e r g y .  
Department r a i s e d , o b j e c t i o n s .  The d i s p u t e  again w a s  settled i n  
t h e  White House wi th  a September 6, 1978 announcement by the  Presi- 
dent  t h a t  th'e deal had been approved. L a t e r  i n  the f a l l  Sec re t a ry  
of t h e  Treasury Blumenthal and Sec re t a ry  of Commerce Kreps approved 
twenty-two l i c e n s e s  f o r  energy p r o j e c t s .  

t h e  U.S.  from a $270 m i l l i o n  deal.  Ear ly  i n  1978, t h e  Export-Import 

A f t e r  t h e  

Human r i g h t s  cons ide ra t ions  i n  another  case may have excluded 
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Bank w a s  asked by the Allis-Chalmers Corporation to finance their 
purchase of $270 million worth of power turbines and generating 
equipment for use in a newly-planned hydroelectric plant to be 
built on the border of Argentina and Paraguay. According to con- 
gressional action the Bank, being forced to consider human rights 
violations in each transaction, consulted with the State Department, 
which'objected on the grounds of Argentina's human rights viola- 
tions. Although no final decision has been made, the Allis- 
Chalmers Corporation has stated they might be forced to turn else- 
where for the needed supplies. Not only might the U . S .  lose this 
deal, but the time delays and uncertainty regarding the application 
of human rights considerations will likely discourage American 
business in this region. 

.' A S P E C I F I C  A P P L I C A T I O N  OF E C O N O M I C  S A N C T I O N S  

Economic sanctions, when judiciously applied, can be used 
successfully to further American fo.reign policy'objectives abroad. 
One such application, however, raising questions concerning the 
tangible benefits accrued from the policy and implications for the 
future U . S .  trade balance, involves the territory of Namibia. 

In 1966, the United States supported a United Nations Reso- 
lution which revoked South Africa's mandate to rule the territory 
of Namibia. This resolution was upheld in 1971 by the Interna- 
tional Court of Justice. In an attempt to expedite establishment 
of a stringent timetable for Namibian self-dependence by South 
Africa, the U . S .  ,government announced in May 1970 that future U.S.  
private investments in the territory would be officially discouraged. 
Further, the Overseas Private Investment Corporation would no longer 
guarantee U.S.  investements in Namibia against future expropria- 
tion. The Export-Import Bank was also prohibited from financing 
credits for trade in South West Africa. American adherence to 
the UN Security Council Resolution 310 of February 1972, which 
required "all states whose nationals and corporations are operat- 
ing in Namibia to use all available means to ensure that such 
nationals and corporations conform in their policies of hiring 
Namibian workers to the basic provisions of Universal Declaration 
of Human Rights" added another policy for Gerican businesses in 
Namibia to factor into their operations. 

The chart below was provided in 1976 by the Commerce Depart- 
ment as an estimate of the existing mineral wealth in Namibia. 
It is the acquisition and development of these minerals that 
American investors are being discouraged from seeking. 
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Copper reserves are estimated at two million metric 
tons with annual output totaling about 32,000 metric 
tons. 

Lead reserves are estimated to be relatively small. 
Annual production is around 60,400 metric tons. 

Diamond reserves total about five percent of the 
total world reserves of diamonds. Annual production 
is approximately 1.5 million carats of gem diamonds 
and 80,000 carats of industrial diamonds. 

production is estimated at 1.5 million troy ounces 
annually. 

annualsoutput reaching 40,000 metric tons. 

Silver reserves are 15 million troy ounces, and 

Zinc reserves are about 300,000 metric tons with 

There are no'statistics on the production of 
uranium, but it is estimated that Namibia has about 
five percent of the total world reserves of that mineral.* 

* Resources in Namibia: Implications for U.S. Policy, hearings 
before the Subcommittee on International Resources, Food, and Energy 
of the Committee on International Relations, House of Representatives, 
June 10, 1976. 

It has. been reported that between 1974 and 1976 five U.S. oil 
corporations which possessed exploration rights withdrew their opera- 
tions from the Namibian coast. The political uncertainties were 
mentioned as a factor prompting these actions. More significantly, 
it has been estimated that Namibia will be exporting approximately 

' $24 billion in uranium by the late 1980's. With U.S. corporations 
not actively participating in the development of this uranium, the 
British have entered the market and have invested large amounts in 
the Rossing Uranium Mine, expected to become the world's largest. 
The British company has rapidly been reimbursed for sales of techni- 
cal equipment as part of a $175 million investment. The question 
to be raised in this context is whether or not the U.S. might be 
inflicting unnecessary economic sanctions against its own businesses 
who specialize in mineral extraction equipment. 

While a quantitative assessment of potential American benefits 
derived from the ultimate political settlement in Namibia, as well 
as potential economic losses from America's self-exclusion from the 
mineral market is not available, once again the policies of the U.S. 
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toward Namibia exhibit the types of considerations which must often 
be addressed in formulating a politically and economically sound 
policy, an admittedly arduous task. 

E N V I R O N M E N T A L  C O N S I D E R A T I O N S  

The growing concern over the necessity of implementing stricter 
environmental standards within the U.S. has widened in scope to in- 
clude the environmental effects of U.S. exports abroad. Many of the 
U . S .  regulatory agencies, such as the Food and Drug Administration 
and the Consumer Product Safety Commission, have authority to ban 
exports of hazardous materials. The possibility of requiring the 
Export-Import Bank to file Environmental Impact Statements on each 
proposed transaction has been discussed. 

On January 4, 1979, President Carter issued Executive Order 
12114, entitled "Environmental Effects Abroad of Major Federal 
Actions." 
taking actions "having significant effects on the environment out- 
side the geographical borders of the United States" must be able 
to implement the requirements set forth in the Order. Exempted . 

from this Order are actions taken by the President, arms transfers 
and intelligence activities, the export licensing process, and 
emergency disaster reli.ef. Agencies financing exports, such as the 
Export-Import Bank, will be required to comply with the procedures. 
While this Order is not expected to severely curtail the Bank's 
financing of most commodity exports, project financing may be in- 
volved. For example, will the financing of an industrial plant in 
one country which might pollute a river flowing into a third coun- 
try be prohibited? 

Within eight mpnths of this order every Federal Agency 

Although there has not been sufficient time for an assessment 
of the implications of this Executive Order, it can be assumed that 
additional time delays resulting from paperwork will occur and 
costly environmental impact statements, if required, could weaken 
the price competitiveness of some exporters. It will first be 
necessary to define what "significant effects" with respect to the 
environment include. While the U.S. may be attempting to raise 
the conciousness of foreigners to the environmental consequences of 
their actions, the U.S. must also draw a line somewhere between 
social responsibility and excessive bureaucratic interference. 

Three additional statutes relevant to exportation must be in- 
cluded in this review. First, the United States antitrust laws 
make the U.S. the only nation which prohibits firms from jointly 
bidding on overseas operations, thus extending national antitrust 
laws on an extra-territorial basis. Even while the Webb-Pomerene 
Act, in existence since 1918, exempts the formation of Export Trade 
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Associations from the Sherman Antitrust Act provided that such 
associations do not weaken competition within the U.S., the out- 
dated wording of the Act discourages formation of such associations. 

Secondly, most nations have some type of "buy-domestic" pre- 
ference policy, whether invisible or visible. .The Buy American Act 
of 1933 illustrates such a preference. The Department of Defense 
now gives 50 percent preference to domestic products. Legislative 
efforts to extend preference purchasing through restrictions attached 
to federal grants awarded states and government agencies recently 
failed, but are expected .to resurface. Such a restriction automa- 
tically limits U.S. participation in the world trading market for 
commodity items. 

Thirdly, it is important to recognize that in the second session 
of the 95th Congress, HR 11711, which would have provided an exten- 
sion of the waiving of countervailing duties by the President in. 
conjunction with the Treasury Department, failed to pass. This 
specific action has caused the European Economic Community to re- 
fuse to complete the Multilateral Trade Negotiations. Unless action 
on this measure is taken by Congress, the U.S. will be required to 
impose countervailing duties on many export products from the EEC. 
Of special concern to the Community are their agricultural products 
which involve approximately $360 million in exports to the U . S .  
Should' these countervailing duties be imposed the consequence may 
be more than stalled agreements, perhaps trade wars. 

Finally, attention should be given to President Carter's Sep- 
tember 26, 1978 announcement of a new policy to promote U.S. export 
growth. In this statement the President committed himself to: 

1. Seeking congressional approval to raise to $4.1 billion 
(a $500 million increase) the lending authority to the 
Export-Import Bank in FY 1980. 

2.  Ordering all heads of governmental agencies and de- 
partments, as well as independent regulEtory agencies, 
"to takeinto account and weigh as a factor, the possible 
adverse effects on our trade balance of their major 
administrative and regulatory actions that have signi- 
ficant export consequences." 

3. Directing the Small Business Administration to 
allocate $100 million of current authorizations for loans 
to small exporters and requiring the Office of Management 
and Budget to allocate $20 million in annual resources 
for export development programs conducted by the Depart- 
ments of State and Commerce. 
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4 .  S t r e n g t h e n i n g  a g r i c u l t u r a l  e x p o r t s  by  a d d i n g  $ 1  b i l l i o n  
i n  FY 1978 f o r  s h o r t  t e r m  e x p o r t  c r e d i t s .  

5. R e v i t a l i z i n g  e f f o r t s  d i r e c t e d  toward t h e  M u l t i l a t e r a l  
Trade N e g o t i a t i o n s  i n  l i n k i n g  a g r i c u l t u r a l  p r o d u c t s  w i t h  
i n d u s t r i a l  goods.  

6.  Working t o  r e s o l v e  t h e  t a x  problems o f  Americans 
working abroad .  

The P r e s i d e n t ' s  p o l i c y  s t a t e m e n t  i n c l u d e d  a r e f e r e n c e  t o  D I S C  as 
a " c o s t l y  and i n e f f i c i e n t  i n c e n t i v e  f o r  e x p o r t s "  which s h o u l d  be  
immediately r e v i s e d ,  fo l lowed  by i t s  u l t i m a t e  e x p i r a t i o n .  Speaking  
a b o u t  t h e  U.S. a n t i t r u s t  l a w s  t h e  P r e s i d e n t  s t a t e d  t h a t  i n  some i n -  
s t a n c e s  j o i n t  v e n t u r e s  by i n d u s t r i e s  would b e  advantageous  t o  expor-  
t a t i o n  and t h a t  h e  would i n s t r u c t  t h e  J u s t i c e  Department t o  c l a r i f y  
t h e  a c c e p t a b l e  uses  o f  t h i s  p r a c t i c e .  

U . S .  A N D  C I V I L I A N  A N D  G O V E R N M E N T  A R M S  E X P O R T S  

Expanding t h e  scope  o f  t h e  U . S .  t r a d e  b a l a n c e ,  examined b r i e f l y ,  
t o  i n c l u d e  t h e  sale  o f  d e f e n s e  a r t i c l e s  and services abroad  and 
t a k i n g  a g l impse  a t  f o r e i g n  a i d ,  one f i n d s  an  area which h a s  s i g n i -  
f i c a n t  impact  on t h e  U.S. c u r r e n t  accoun t  b a l a n c e .  

The A r m s  Expor t  C o n t r o l  A c t  o f  1976 ( P L  95-329) g u i d e s  t h e  
a u t h o r i z a t i o n  o f  weapon sales by t h e  U.S. government a n d , c i v i l i a n  
c o n t r a c t o r s .  Chap te r  3 o f  t h i s  A c t ,  e n t i t l e d  M i l i t a r y  Expor t  Con- 
t r o l s ,  s p e c i f i c a l l y  res t r ic ts  t h e  use  o f  Export-Import  Bank funds  
f o r  f i n a n c i n g  o f  lesser developed  c o u n t r i e s '  m i l i t a r y  pu rchases  
and sets c e i l i n g s  on  sales o f  a r m s  t o  A f r i c a n  n a t i o n s  and underde- 
ve loped  c o u n t r i e s .  More g e n e r a l l y ,  t h i s  p r o v i s i o n  a u t h o r i z e s  t h e  
P r e s i d e n t  t o  c o n t r o l  t h e  impor t  and e x p o r t  o f  a r t i c l e s  h e  d e s i g n a t e s  
as " d e f e n s i v e "  i n  n a t u r e ,  which are s u b s e q u e n t l y  p l a c e d  on  a U.S. 
Muni t ions  L i s t .  A l l  i t e m s  a p p e a r i n g  on t h i s  l i s t  r e q u i r e  an  i n d i -  
v i d u a l  e x p o r t  l i c e n s e  and are  s u b j e c t  t o  a c o n t r a c t  l i m i t  of under  
$25 m i l l i o n  f o r  d e f e n s e  a r t i c l e s  and services o f  $7 m i l l i o n  f o r  any 
major d e f e n s e  equipment;  exempt from t h e s e  monetary r e s t r i c t i o n s  are 
member c o u n t r i e s  of NATO, J a p a n ,  N e w  Zealand,  and A u s t r a l i a .  Every 
U . S .  c i t i z e n  i n v o l v e d  w i t h  e i t h e r  t h e  manufac tu re ,  i m p o r t ,  o r  ex- 
p o r t  o f  d e f e n s e  i t e m s  is r e q u i r e d  t o  r e g i s t e r  w i t h  t h e  a p p r o p r i a t e  
government agency and submi t  a r e q u e s t  f o r  an  e x p o r t  l i c e n s e  f o r  
each  t r a n s a c t i o n  w i t h i n  t h e  j u r i s d i c t i o n  o f  t h e  above g u i d e l i n e s .  

On May 1 9 ,  1977, P r e s i d e n t  Carter r e i t e r a t e d  h i s  d e s i r e  t o  c u r b  
t h e  worldwide sa le  o f  armaments. With r e s p e c t  t o  e x p o r t s  he  s ta ted  
t h a t  t h e  U . S .  would n o t  d e v e l o p  any weapons f o r  t h e  sole purpose  
o f  e x p o r t  n o r  would t h e  U . S .  be  t h e  f i r s t  n a t i o n  t o  i n t r o d u c e  new 



-. . .. ~ ... .... 

16  

. .. . . . .. . . . . 

advanced equipment i n t o  a r eg iona l  area. 
o b j e c t i v e  t h e  Adminis t ra t ion set a c e i l i n g  f o r  F Y  1978 of $8.515 
b i l l i o n  on t h e  sale of  weapons and services abroad, t h e  aforemen- . 
t i oned  exemptions s t i l l  v a l i d .  The f i g u r e s  released f o r  a c t u a l  
FY 1978 sales t o  a l l  n a t i o n s  t o t a l e d  $13.6 b i l l i o n  as compared t o  
$11.4 b i l l i o n  f o r  FY 1977. The  announced c e i l i n g  f o r  FY 1979 is  
$8.434 b i l l i o n  f o r  sales t o  a l l  na t ions  excluding America's c l o s e s t  
al l ies.  P res iden t  Carter has s t a t e d  t h a t  t he  c e i l i n g  f o r  1980 w i l l  
be determined by " t h e  degree o f  cooperat ion w e  r ece ive  i n  t h e  
coming year  from other  n a t i o n s ,  p a r t i c u l a r l y  i n  t h e  area of spec i -  
f i c  achievements and evidence of  concre te  progress  of a r e a  t r a n s -  
f e r s  r e s t r a i n t . "  

Cons is ten t  wi th  t h i s  

The Carter Adminis t ra t ion has  created another  overseer  of 
c i v i l i a n  a i rcraf t  sales i n  the Of f i ce  of  C i v i l  Rights i n  t he  State  
Department. This  o f f i c e  has  been given ve to  power over  c i v i l i a n  
a i rcraf t  sales i f  t h e  r e c i p i e n t  na t ion  involved does no t  m e e t  t h e  
c i v i l  r i g h t s  s tandards  of  the P res iden t .  To f u r t h e r  complicate 
t h e  process ing  of a r m s  expor t  l i c e n s e s ,  an in te ragency  A r m s  Export 
Control  Board has  been established under Lucy Benson, t h e  Under 
Sec re t a ry  of State f o r  S e c u r i t y  A s s i s t a n c e .  T h i s  Board has d iv ided  
i ts  a u t h o r i t y  among t e n  agencies  w i t h  f i v e  working groups added f o r  
a d d i t i o n a l  . research  func t ions .  

An example of  t h e  f r u s t r a t i n g  n a t u r e  of t h e  recently-imposed 
c o n t r o l s  is  seen i n  t h e  sale of C-130's by Lockheed's Georgia 
Company. A f t e r  s e l l i n g  over  1500 of t h e s e  p lanes  t o  over  45 coun- 
t r i e s , ' t h e  C-130 has  been c lass i f ied under t he  A r m s  Export Control 
A c t  of 1976 as " s i g n i f i c a n t  combat equipment," t hus  p l ac ing  it on 
t h e  U.S. Munitions L i s t .  More important ly ,  t he  sale of t h i s  equip- 
ment is  now subject t o  t h e  monetary l i m i t s  on c o n t r a c t s  t o  each 
na t ion ,  l i m i t i n g  t h e  sale  t o  probably one or t w o  C-130's t o  a na- 
t i o n  p e r - y e a r ,  as t h e  cost o f  each plane runs around $8 m i l l i o n  wi th  
t h e  maintenance costs i n  addi t ion.12 

A n  even more poignant incons is tency  l ies i n  t h e  Adminis t ra t ion ' s  
h a l t  of Swedish Saab Viggen f i g h t e r s  t o  I n d i a  because they con ta in  
some U.S. l i c e n s e d  components. According t o  the  Sec re t a ry  of S ta te ,  
t h i s  sale w a s  p roh ib i t ed  so as not  t o  in t roduce  new weapons i n t o  t h e  
uns t ab le  India-Pakis tan region.  However, the engine ; involved  i s  
c u r r e n t l y  i n  widespread commercial use. Curiously,  t h i s  sale w a s  
stopped a f t e r -  t h e  Adminis t ra t ion pushed s t r o n g l y  f o r  the  sale of 
F-15 and F-16 f i g h t e r s  t o  the  A r a b  and Israeli  governments, c e r t a i n l y  

. a less stable area .  

12. Katherine Johnson, "U.S. Policies Hamper Exports of C-130," Aviation Week 
and Space Technology, November 13,  1978, p .  57 .  
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The r e c e n t  d e c i s i o n  announced by I r a n  t o  c a n c e l  an  e s t i m a t e d  
$ 7  b i l l i o n  o f  a $11.56 b i l l i o n  weapons o r d e r  p r e v i o u s l y  p l a c e d  w i t h  
t h e  U . S .  h a s  s e r i o u s  i m p l i c a t i o n s  f o r  any immediate  hopes o f  a l l e v i a -  
t i n g  t h e  U . S .  t r a d e  imbalance .  The Pentagon,  i n  a t t e m p t i n g  t o  down- 
p l a y  t h e  economic losses i n v o l v e d ,  h a s  announced t h a t  c o n s t r u c t i o n  
on weapons t o  d a t e  h a s  been f i n a n c e d  by monthly I r a n i a n  payments.  
N e v e r t h e l e s s ,  t h e  Uni ted  S t a t e s  h a s  l o s t  a major  weapons buye r  due 
t o  t h e  f a i l u r e  o f  t h e  Car te r  A d m i n i s t r a t i o n  t o  f o r m u l a t e  a s u c c i n t  
and a p p r o p r i a t e  U . S .  p o l i c y  v i s  a v i s  I r a n .  Once a g a i n ,  t h e  econo- 
m i c  r a m i f i c a t i o n s  o f  p o l i t i c a l  f o r e i g n  p o l i c y  i n d e c i s i v e n e s s  must 
b e  d e a l t  w i t h .  

r e s t r i c t i o n  o f  such  sales by t h e  U.S. poses  a d i f f i c u l t  q u e s t i o n  
r e g a r d i n g  t h e  f e a s i b i l i t y  o f  s u c h  a c t i o n s .  Is it i n  t h e  n a t i o n a l  
i n t e r e s t  o f  t h e  U.S. t o  r e f u s e  t o  s u p p l y  arms t o  c o u n t r i e s  when 
t h e y  are  r e a d i l y  a v a i l a b l e  from o t h e r  s o u r c e s ?  Fur the rmore ,  c a n  
t h e  U.S. " a f f o r d "  t o  p r o h i b i t  t h e s e  sales  a t  a t i m e  when e f f o r t s  
are b e i n g  made t o  s t r e n g t h e n  t h e  economic p o s i t i o n  o f  t h e  U . S .  
t h rough  improvement o f  t h e  d o l l a r ' s  p o s i t i o n  on  t h e  i n t e r n a t i o n a l  
c a p i t a l  marke t?  The F rench ,  B r i t i s h ,  and t h e  S o v i e t  Union are n o t  
l i k e l y '  t o  a g r e e  t o  h a l t  sales o f  weapons, e s p e c i a l l y  as t h e  S o v i e t  
Union needs  t h e  h a r d  c u r r e n c y  and t h e  European n a t i o n s  need t h e  
sales t o  m a i n t a i n  a d e f e n s e  p r o d u c t i o n  b a s e  which i s  economica l ly  
v i a b l e .  The U . S .  p o l i c y  of arms s a l e s  r e d u c t i o n s  i n  L a t i n  American 
c o u n t r i e s  which r e s u l t e d  i n  $ 2  b i l l i o n  i n  sales by t h e  B r i t i s h  and 
French ,  and Pe ru  t u r n i n g  t o  t h e  USSR f o r  equipment  s h o u l d  be an 
a d e q u a t e  example of t h e  consequences  f o l l o w i n g  a U . S .  wi thdrawa l  
from t h e  arms marke t .  13  

Expor t  c o n t r o l s  o n  arms sales and t h e  p o s s i b l e  u n i l a t e r a l  

C O N C L U S I O N S  A N D  I M P L I C A T I O N S  

The l e g i s l a t i v e  and p o l i c y  a c t i o n s  su rveyed  above do  n o t  pro-  
v i d e  a comple te  i n v e n t o r y  of e x i s t i n g  U . S .  e x p o r t  c o n t r o l  p o l i c i e s .  
Fo r  example,  t h e  U.S. c u r r e n t l y  embargoes t r a d e  w i t h  Cuba, Vietnam, 
Cambodia, Nor th  Korea, Rhodes ia ,  and Uganda. However, from t h e  
summary a n a l y s i s  p r e s e n t e d  s e v e r a l  c o n c l u s i o n s  can  be s t a t ed .  

t h e  U.S. merchandise  t r a d e  b a l a n c e  i s  c o n t i n u i n g  t o  d e t e r i o r a t e  
w i t h  no e v i d e n c e  t h a t  c o n d i t i o n s  w i l l  change f o r  t h e  b e t t e r  under  
c u r r e n t  U.S. r e g u l a t i o n s  and p o l i c i e s .  The r e c e n t  p o l i c y  s ta te -  
ment by  t h e  P r e s i d e n t  o f f e r s  hope f o r  improvement,  b u t  even  i f  i m -  
p lemented h i s  a c t i o n s  mere ly  r e p r e s e n t  s t o p g a p  measures  w i t h  l i m i t e d  
temporary  b e n e f i t s .  Moreover,  some e l e m e n t s  o f  h i s ' p o l i c y  s t a t e m e n t  
are so g e n e r a l l y  s t a t e d  t h a t  it is d i f f i c u l t  t o  d e t e r m i n e  what 
t h e i r  rea l  impact  might  be .  

The f i r s t  and m o s t  o b v i o u s  p o i n t  which must be  a c c e p t e d  i s  t h a t  

Second ly ,  it is  clear  t h a t  t h e r e  are t o o  many s e p a r a t e  p i e c e s  
o f  l e g i s l a t i o n  and t o o  many governmenta l  a g e n c i e s ,  commissions,  and 
t h e  l i k e  w i t h  d i v e r s e  r e g u l a t o r y  powers a f f e c t i n g  U . S .  e x p o r t s .  

1 3 .  For a detailed examination of U.S. a m  sales i n  a specific region, see 
Heritage Backgrounder No. 36,  "Limiting Arms Sales and the Iranian AWACS Pro- 
posal, '' September 20 , 1977. 
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I The s p l i n t e r e d  monitoring of expor t  c o n t r o l s  i s  demonstrated by the  1 Secre t a ry  of Agr i cu l tu re  having r e s p o n s i b i l i t y  for  expor t s  of agri-  \ 

c u l t u r a l  commodities, t h e  Department of  State watching the exporta- I 

t i o n  of s t r a t e g i c  and w a r  material, t h e  Nuclear Regulatory Commission I 

surveying nuc lea r  energy material expor t s ,  and t h e  Federal Power 
Commission r e g u l a t i n g  n a t u r a l  gas and electrical energy expor t s .  
This  h igh ly  fragmented s i t u a t i o n  r e s u l t s  i n  an uncoordinated a r r a y  
of  requirements which c o l l e c t i v e l y  creates.a major.barrier t o  ex- 
p o r t  t r a d e .  A November 1977 survey conducted by t h e  Indus t ry  and 
Trade Commission o f  t h e  Department of Commerce s u b s t a n t i a t e d  t h i s  
by s o l i c i t i n g  opin ions  f r o m  a random sample of nation-wide indus- 
tries, concerning t h e  impediments they encounter i n  t h e i r  expor t  
a c t i v i t i e s .  A t o t a l  of  1596 impediments were mentioned, and of 
those  40  percent  were l i s t ed  as induced by t h e  U.S. government. 
Included i n  t h i s  l i s t  of  government-induced impediments w e r e  the 
following: de l ays  due t o  bu reauc ra t i c  procedures,  boycot t  of U.S. 
goods, l a c k  of  U.S. government f inanc ing  and i n c e n t i v e s ,  t h e  U.S. 
tax s t r u c t u r e ,  and s p e c i f i c  expor t  procedures.  1 4  

I 

Q 

The d i s p e r s i o n  of r egu la to ry  a u t h o r i t y  among t h e  many agencies  
of t h e  government and the impediments r e s u l t i n g  therefrom works in- 
oppos i t i on  t o  t h e  achievement of  what Warren Chr is topher ,  Deputy 
Sec re t a ry  of State,  pronounced as the U.S. p o l i c y  towards expor t s .  
I n  a November 13, 1978 speech Chris topher  s ta ted 

For t h e  v a s t  ma jo r i ty  of ou r  expor t s ,  w e  have only  
Qne basic fo re ign  po l i cy ,  t o  encourage and assist them. 
For expor t s ,  there are no other competing fo re ign  po l i cy  
i n t e r e s t s  t h a t  must be taken i n t o  account ,  and our  e f for t s  
can be concent ra ted  on a s s i s t i n g  U.S. e x p o r t e r s  i n  s e l l i n g  
abroad and on working t o  reduce fo re ign  trade barriers. 

When t h e  c u r r e n t  s t a t u s  of U.S. expor t s  is reviewed i n  the  con- 
t e x t  of cond i t ions  described above an important ph i losophica l  ques- 
t i o n  can be raised. D o  t h e  many execut ive  and l e g i s l a t i v e  a c t i o n s  
which adverse ly  impinge upon U.S. expor t s  r e f l e c t  a t r e n d  toward 
an e r a  of "new pro tec t ion ism" and i f  so what are the impl i ca t ions  
f o r  t h e  f u t u r e  t r a d e  balance of t he  U.S.? 

A s tudy  w r i t t e n  by s o m e  members of the Secretariat of GATT 
has  def ined  pro tec t ion ism as a "pol ioy of i n c r e a s i n g  t h e  l e v e l  of 
p r o t e c t i o n  r e l y i n g  heav i ly  on q u a n t i t a t i v e  r e s t r i c t i o n s ,  and o f t e n  
c r e a t i n g  a d d i t i o n a l  u n c e r t a i n t y  by imposing and adminis te r ing  t h e s e  
o b s t a c l e s  t o  trade i n  a non-uniform, d i sc r imina to ry  manner." 
Furthermore, t h e  s tudy  s ta ted t h a t  "every po l i cy  i n t e r f e r e n c e  w i t h  
t h e  economic process  which l i m i t s  i t s  e f f i c i e n c y  creates a ves ted  
i n t e r e s t ,  and a precedent i n v i t i n g  o t h e r  i n t e r e s t s  t o  organize  and 
e x e r t  t h e i r  c o l l e c t i v e  power t o  a s imilar  purpose. "15 

14. Hearings on Export Policy, P a r t  6 ,  p.  253. See footnote 2 above. 

15. Richard Blackhurst, Nicolas Marian, Jan Tumlir, Trade Liberalization, Protec- 
tionism and Interdependence, GATT, Geneva, November 1977. 
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Melvyn K r a u s s , . i n  a r e c e n t  book, The New P r o t e c t i o n i s m :  The 
Welfare  S ta te  and I n t e r n a t i o n a l  T rade ,  t h e o r i z e s  t h a t  t h e  i n c r e a s e  
i n  p r o t e c t i o n i s t  p o l i c i e s  aimed a t  p r o v i d i n g  economic s e c u r i t y  and 
i n c r e a s e d  social  consumption,  w i l l  i n  t i m e  s t r a n g l e  t h e  welfare 
economy, p r e v e n t i n g  i t  from making n e c e s s a r y  a d j u s t m e n t s  t o  t h e  
changing  envi ronment .  According t o  Krauss  t h e  end  r e s u l t s  of such  
a p o l i c y  w i l l  be economic s t a g n a t i o n . 1 6  I n  e s s e n c e ,  GATT and 
Krauss  are r e f e r r i n g  t o  t h e  age o l d  debate between f r e e  traders and 
p r o t e c t i o n i s t s ,  or t h e  c o n f l i c t  between t h e  p roponen t s  of p u b l i c  
i n t e r e s t s  and t h e  p roponen t s  of v e s t e d  i n t e r e s t s .  

I d e a l l y ,  as t h e  Uni ted  States  a d j u s t s  t o  an emerging econo- 
m i c a l l y  i n t e r d e p e n d e n t  wor ld  o r d e r ,  i t s  t r a d e  p o l i c i e s  s h o u l d  i n -  
c r e a s i n g l y  i n c o r p o r a t e  t h e  phi losophy o f  A d a m  Smi th  as pronounced 
i n  The Wealth of N a t i o n s ,  which w a s  l a t e r  espoused  by David Ricardo 
i n  h i s  t h e o r y  of compara t ive  advantage .  Adherence to  t h e  p r i n c i p l e  

'of  compara t ive  advan tage  would e n a b l e  t h e  domestic economy of t h e  
Uni ted  S ta tes  t o  r e a p  t h e  f u l l  b e n e f i t s  of i n t e r n a t i o n a l  t rade.  
R e a l i s t i c a l l y ,  however, economic p o l i c i e s  must f r o m  t i m e  t o  t i m e  
be fo rmula t ed  t o  f u r t h e r ' U . S .  p o l i t i c a l  f o r e i g n  p o l i c y  o b j e c t i v e s ,  
t h e r e f o r e  p r e c l u d i n g  a t o t a l  ac ross - the -boa rd  f r e e  t rade p o l i c y .  
I t  i s  c r i t i c a l  f o r  t h e  Uni ted  States t o  f u l l y  unde r s t and  t h a t  
. f o r e i g n  trade i s  more t h a n  an  i n t e g r a l  component of U . S .  f o r e i g n  
p o l i c y ,  it is an  economic n e c e s s i t y .  The  n a t i o n  can  no l o n g e r  r e l y  
on i t s  own a b i l i t y  t o  s u p p l y  a l l  t h e  des i r ed  soc ia l  consumption 
i t e m s ,  n o r  a s u f f i c i e n t  q u a n t i t y  of r a w  mater ia l s  r e q u i r e d  t o  
s u p p o r t  a f u n c t i o n i n g  economic i n f r a s t r u c t u r e .  The c h a l l e n g e ,  
therefore,  c o n f r o n t i n g  t h e  e x e c u t i v e  and l e g i s l a t i v e  dec i s ionmaker s  
is t o  c o n s t r u c t  w i t h i n  t h e  framework of sound f o r e i g n  p o l i c y  ob- 
j e c t i v e s  a comprehensive and c o n s i s t e n t  e x p o r t  p o l i c y  t o  gu ide  t h e  
i n t e r n a t i o n a l  commercial a c t i v i t i e s  of t h e  Uni ted  S ta tes .  

Susan P .  Woodard 
P o l i c y  Ana lys t  

16.  Melvyn B .  KTauss, The New Protect ionism: The Welfare State and Internat ional  
Trade (New York: New York Univers i ty  Press ,  19781, pp. 105-114. 


