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trade’s place in American Cold War strategy or the reciprocal impact that economic

globalization and the Cold War had on each other.

I argue that American Cold War trade policy was an “economic containment”
exercise. The United States’ “Commercial Cold War” was conceptualized by
strategists as a struggle between two rival, yet interdependent networks—one liberal
and capitalist, and led by the United States; the other communist and led at the outset

by the Soviet Union. The United States used trade both positively and negatively to



achieve a variety of ends. Its overarching goal was to use trade to develop its network

at the expense of the Soviet Union’s.

This strategy assumed centralized, flexible control over trade policy in order to
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trade policy control. But the diffusion of power throughout the U.S. government and
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East-West trade than to expand it, and more assertive American initiatives were often
stymied. However, despite the limits on unilateral action, the multilateral trade
architectures that were established during the Cold War proved adequate to their

purposes and remain in renovated form in the 215 Century.
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Chapter 1: Introduction

Overview

Trade policy was the central component of American Cold War economic
containment. It was employed in positive (constructive, trade-encouraging) and
negative (destructive, trade-inhibiting) ways against the Soviet Union, the Eastern
European communist regimes, and other countries. Yet, no holistic account of trade’s
place in American Cold War strategy has emerged to date. This dissertation addresses
this gap. While American economic containment took different forms in different
eras, it generally involved constructive efforts to consolidate, enrich, and expand the
membership of the political “West” while diminishing through destructive initiatives
the unity, economic and military potential, and external influence of the communist
“East.”

To execute these objectives, successive American presidential administrations
aspired to centralized yet flexible control over U.S. East-West trade policy. While
advocating freer markets in principle, American Cold War presidents’ primary
ambition was to control East-West markets—both the contents and mechanisms of
exchange. However, the diffusion of power throughout the American government and
across the Western alliance network—characterized by divisions within the executive
branch, between the executive-legislative branches, between the domestic public and
the federal government, and between the U.S. and its foreign allies—made such

centralized, flexible control elusive. The quality and attractive power of the
1



international trade institutions established after World War II proved adequate for
effecting the outcome American policymakers desired: the consolidation,
enrichment, and enlargement of the liberal trading system at the expense of Soviet
influence in Europe and elsewhere. The national and multilateral institutions set in
this era became entrenched, causing them to remain—although somewhat

reoriented—toward new missions in the 215 Century.

The Cold War’s onset galvanized American political leaders and society against
communism. The presence of the Red Army and popularity of communist parties in
Europe at a time of economic and political fragility there provoked American fears
that the continent could come under Soviet control, leaving North America isolated
and requiring the United States to commit itself to a more autarkic, militarized state
form.! Fear of such an outcome mobilized American officials into renewed
engagement in European affairs. The United States intervened with economic and
security assistance and guarantees to help the liberal Western European democracies
resist communism, whether in domestic popular form or through political, military, or
economic domination by the Soviet Union. This conceptualization of a world forming
into “communist” and “free” camps organized (at least at first) around Soviet and

American poles laid the groundwork for a Cold War regionalism often shorthanded as

' See: Melvyn P. Leffler, 4 Preponderance of Power: National Security, the Truman
Administration, and the Cold War (Stanford, CA: Stanford University Press, 1992);
Aaron L. Friedberg, In the Shadow of the Garrison State: America’s Anti-Statism and
Its Cold War Grand Strategy (Princeton, NJ: Princeton University Press, 2000).
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“East” versus “West.” But this was a revision to the original American postwar
vision.

America’s initial postwar priorities were laid out in 1941 by President
Franklin Roosevelt and Winston Churchill in the Atlantic Charter, which identified
universal values and called for interdependence, open market access, popular
sovereignty, and an end to territorial aggression and war. These aims would come to
be promoted through multilateral institutions with global membership. Collective
security was pursued through the United Nations, and economic liberalization
through the Bretton Woods organizations: the International Monetary Fund, the
International Bank for Reconstruction and Development, and the International Trade
Organization (which survived in the form of the General Agreement on Tariffs and
Trade). The United States committed to this project in the belief that it would help the
world’s governments suppress conflict and create an environment of stable exchange
rates, targeted economic development, and increasingly freer trade, reinforcing the
peace through mutual prosperity.

Indeed, U.S. policymakers saw trade as a vital component of Cold War
strategy. Some were committed free-traders. The leading evangelist of this view,
Secretary of State Cordell Hull, saw trade as vital to future American and world
security. Hull explained that when that conflict began, “I saw that you could not
separate the idea of commerce from the idea of war and peace...[and] that wars were
often largely caused by economic rivalry conducted unfairly.” By 1916, this
understanding became a conviction that free trade and peace were connected, and so

were trade discrimination and war. “I reasoned,” Hull wrote in his memoires, “that, if



we could get a freer flow of trade—freer in the sense of fewer discriminations and
obstructions—so that one country would not be deadly jealous of another and that the
living standards of all countries might rise, thereby eliminating the economic
dissatisfaction that breeds war, we might have a reasonable chance for a lasting
peace.”? Economic integration, including through global trade expansion, was critical
in Hull’s mind for ensuring international and American security.

But Hull’s ideals about trade’s peacemaking qualities were not uniformly
accepted by other American policymakers, who did not agree about what role trade
ought to play in American Cold War strategy. Some viewed World War Il as a
cautionary tale warning against trading with prospective adversaries, as the U.S. had
with Japan and Germany before the war. These policymakers favored economic
isolation. While the Truman Administration saw American economic aid and
technical assistance as important for boosting productivity on the continent, East-
West trade skeptics in the executive branch and Congress worried such support would
ultimately redound to Moscow’s benefit. They believed that historical patterns of
East-West European trade (whereby Western Europeans traded technology for
Eastern European raw materials) and dollar deficits that made procuring from the East
cheaper than importing from North America, meant such exchange would resume
organically. These concerns were widely held and adulterated Hullian trade idealism

in American policymaking.

2 Douglas A. Irwin, Petros C. Mavroidis, and Alan O. Sykes, The Genesis of the
GATT (New York, NY: Cambridge University Press, 2008), 9.
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Rather than purely tacking one way or the other, American trade
policymaking from the Cold War’s beginning embraced both of these approaches—
economic integration and economic isolation—simultaneously. The U.S. government
positioned in a balancing role, seeking to reconcile both approaches through managed
East-West trade and market control. There was broad American agreement that trade
could be an impactful foreign relations tool. American policymakers in the executive
branch and the Congress believed that trade conveyed certain benefits to the U.S.’s
trade partners (although they disagreed about whether these benefits were truly
reciprocal or even good for America), that it created linkages among trading states,
and that it affected state planning in communist countries. But they differed about
how trade could be best leveraged as a Cold War tool, as well as whether, and under
what conditions, it was wise to trade with the communist adversary.

America’s Commercial Cold War was consequently neither purely about
restricting trade with communist regimes nor about forging and growing an
international trading system. Rather, it was multiparty negotiation about how best to
use and optimally balance trade policy in all theaters (including related issues like
export financing) to contain communism’s expansion and Soviet influence around the
world without eroding Western economic health. Over the next few years, the U.S.
would deploy a wide array of trade policy tactics to cut off Soviet Bloc regimes from
trading in certain “strategic commodities,” to invite some Soviet Bloc regimes into
wider trade relations with the U.S. and the West, and to safeguard the flow of

commerce within the Western network and to neutral outsiders.



The core institutions of American Cold War trade policy were largely set in a
historical moment when trading with communists had no major constituency, and
confidence in the federal government’s ability to engineer positive economic
outcomes was high. It was an era of East-West crises that dovetailed with significant
public and congressional support of protectionism. American economic power was
predominant—in 1948, the United States was responsible for almost half the world’s
industrial output and 41 percent of its goods and services—yet, trading with
communist regimes was financially unimportant to American firms.*> Following the
successful war effort, the public trusted government technocrats as economic
stewards to head off economic depression and promote stability through national
prosperity through macroeconomic planning and continued single-industry
regulation.*

This mix of fear, uniform disinterest in trading with communists, an
established position as the global production leader, and confidence in government
management, rendered the U.S. political environment conducive to thinking that
American Cold War trade policy could be executed flexibly and fine-tuned in
furtherance of U.S. Cold War goals without incurring significant political or
economic risk or technical complications. It likewise led to thinking that commercial
ties could be withheld or dangled to entice communist regimes into political

concessions or to enmesh them in the emerging liberal trading order, picking away at

3 Data from Thomas W. Zeiler, “Managing Protectionism: American Trade Policy in
the Early Cold War,” Diplomatic History 22, no. 3 (Summer 1998): 344.
4 Louis Galambos and Joseph Pratt, The Rise of the Corporate Commonwealth:
United States Business and Public Policy in the 20th Century (New York, NY: Basic
Books, 1988), 127-54.
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communist unity. Market control, then—whether for individual goods or for general
trade between or among nations—was to become an important tool in America’s Cold

War.

The Historiography of America’s Cold War in Trade

A major purpose of this dissertation is to illustrate the interrelationship between the
Cold War and the development of the world trading system. To many in the United
States, trade was an important Cold War tool, and global trade was an important area
of contest because of the Cold War. The United States advocated for global trading
norms based on trade liberalism. It led the construction of a prospectively global
liberal trading system—an economic network built around leading Western industrial
states capable of selectively integrating Cold War neutrals and even Warsaw Pact
countries to build out that network. And it worried that the Soviet Union, as a state-
trader, would use non-market tactics and economic statecraft to counter American
designs, warping global trading norms in the process. The United States’ commercial
Cold War was, in part, a competition with the Soviet Union to draw countries into
their respective economic networks through trade.

In this way, the United States’ use of trade policy to achieve Cold War ends
resembles its use of foreign development assistance, an area that scholars have

plumbed.® Although the two topics in some cases overlapped, this dissertation will

> In a recent work, David C. Engerman provides a useful, up-to-date survey of major
historiographic trends in the development subfield that readers may wish to consult.
In it, he highlights the importance of the Soviet-American Cold War rivalry to the
explosion of development projects beginning in the mid-1950s. See: David C.
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make only incidental mention of foreign assistance where it is germane to do s0.°
Thematically, though, I apply their insights about the way international economic
diplomacy evolved because of the Cold War. I argue here that American
policymakers saw trade as a way to connect and integrate states outside the industrial,
political West—and even Soviet Bloc regimes—to that Western core through formal
mechanisms and informal exchange. American economic ideology played a role in
this process but was often subordinated to political expediency.

The United States’ use of trade policy to wage the Cold War had several
dimensions, and the scholarly literature about it has accordingly become fragmented.
This literature’s fragmentation has also evolved out of a scholarly debate whether the
United States and Western strategic embargoes against the Soviet Bloc were
“economic warfare” or something else. In his 1968 book, Western Economic Warfare,
Gunnar Adler-Karlsson analyzed the United States and Western European strategic
embargo on the Soviet Union and Eastern Europe and the factors that motivated it.
Adler-Karlsson called this initiative an “economic warfare” campaign and concluded
that Western European governments mostly went along with it because of American
coercive diplomacy. He claimed the United States threatened to withhold first
Marshall Aid, then military foreign assistance from its Western European partners

unless they joined in the American-inspired effort. The Europeans acquiesced, he

Engerman, The Price of Aid: The Economic Cold War in India (Cambridge, MA:
Harvard University Press, 2018), 4-13.
® An example of the trade-foreign assistance overlap covered in this dissertation is the
case of American grain sales to Soviet Bloc countries, which were executed under the
P.L. 480 Food for Peace foreign assistance program but licensed for export by the
U.S. Commerce Department, shipped through private traders, and often counted in
U.S. export statistics.
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wrote, because that assistance was quantitatively and psychologically more valuable
to them than their Soviet Bloc trade. Accordingly, Western European governments
upheld a tighter sanctions regime than they preferred until 1953, reaching a peak from
1952-1953. American aid waned thereafter, and Western European fidelity to it
softened, and the embargo began gradually shrinking as American leverage shrunk.’

Adler-Karlsson’s work set the tone for subsequent scholarship in two ways.
First, he delimited his project narrowly, focusing primarily on Western European-
American diplomacy within the multilateral export control forum known by several
names but colloquially as “COCOM?” (short for the “Coordinating Committee,””) and
parallel bilateral American diplomacy regarding its partial embargo on European
communist regimes. It was essentially a case study about Western export control
coordination: he explicitly “did not intend to give a full treatment of the Western
economic policy acts against the communist nations,” and carved all other aspects of
East-West trade out of his book, in order to hone in on what he believed to be
American coercive diplomacy toward its allies.®

Second, he employed the provocative phrase “economic warfare”—notably in
the title—inspiring a future wave of debate about the propriety of the term in this

context and even what “economic warfare” actually is. The political scientist Michael

7 Gunnar Adler-Karlsson, Western Economic Warfare, 1947-1967: A Case Study in
Foreign Economic Policy (Stockholm, Sweden: Almqvist & Wiksell, 1968), 45-48.
8 Adler-Karlsson, 3—4. It must be noted that Adler-Karlsson recognized that his case
study’s narrowness was a “limitation” in light of what he described as “world-wide”
effort to restrict trade with the Soviet Bloc. He explained that his choice was due to
“not only...practical (reasons) of difficulties with languages and access to material
for other areas, but more important is the fact that the embargo policy mainly affected
the trade of the USA and Western Europe with Eastern Europe.”

9



Mastanduno defined it as “the waging of hostilities against an adversary by economic
rather than military instruments...to weaken the economy or economic potential of a
target state by denying it the benefits of international economic exchange.” He placed
it on a spectrum as a more extreme form of a strategic embargo attacking the
economic foundations of an adversary’s power, not just its military potential.’ Other
scholars criticized this approach because of the blurry line that often exists between
the “economic” and “military” spheres of economy—technologies like computers and
machine tools, for example, have obvious dual uses. These scholars generally re-
defined economic warfare by its intent: an attempt to undermine the target’s
economy to erode their military power, with a strategic embargo being a tactic for
doing so. They noted that this conceptualization had limitations—pinning down
motive in democracies is complicated, especially for a non-parliamentary country like
the United States. They also argued for decentralizing the importance of terminology
debates in their considerations of the Western strategic embargo on the Soviet Bloc in
order to focus historically on what happened.!® These scholars and others typically

sidestep the economic warfare debate now, as will I.!!

? Michael Mastanduno, Economic Containment: CoCom and the Politics of East-West
Trade (Ithaca, NY: Cornell University Press, 1992), 40-52.
19 The two most prominent are Alan P. Dobson, US Economic Statecraft for Survival,
1933-1991: Of Sanctions, Embargoes and Economic Warfare (New York, NY:
Routledge, 2002), 6-8; Tor Egil Forland, Cold Economic Warfare: COCOM and the
Forging of Strategic Export Controls, 1948-1954 (St. Louis, MO: Republic of Letters
Publishing BV, 2010), 8-10.
' For example, Ian Jackson discards the framing and instead employs the terms
“economic containment” or “economic defence,” the latter of which was the term
used by American officials during the period of his study (1948-1963). More recently,
Tyler Esno sidestepped the economic warfare terminology debate’s existence and
presented his own definition of the term. lan Jackson, The Economic Cold War:
America, Britain, and East-West Trade, 1948-63 (New York, NY: Palgrave, 2001),
10



But the economic warfare debate had two important legacies. First, it defined
Cold War trade policy as a historiographical topic by what was effectively a subset of
East-West trade.!? This subset pertained to restrictions on trade, or what I term here
“destructive” trade policies. This typically made sense within the context of the works
cited: for example, Adler-Karlsson, Mastanduno, and Ferland were specifically
writing about COCOM diplomacy, which was established for the narrow purpose of
coordinating Western national strategic embargo policies. It is a matter of fact that in
the American context, this “economic defense” policy was administratively distinct
from the main body of trade policy and often considered without reference to it. The
problem, however, is that defining American Cold War trade policy in general, or
even more specifically toward the Soviet Bloc, by a subset of activities created the
false impression that American and Western trade policy outside this subfield was
unrelated to the Cold War.

But scholars interested in the multilateral trading system known as the
General Agreement on Tariffs and Trade (also known as the GATT) have illustrated
that the Cold War was vital to its establishment as well, raising important questions

about how distinct these two trade policy realms were. Historian Thomas Zeiler has

6—7; Tyler Esno, “Reagan’s Economic War on the Soviet Union,” Diplomatic History
42, no. 2 (April 2018): 282.
12 The term “East-West trade” can refer to all trade between communist and non-
communist countries. For the purposes of this project, I use “East-West trade” to refer
to all commerce between the U.S. and its Cold War allies (especially in North
America, Western Europe, and Japan) on one hand with communist regimes on the
other. This is how American officials used the term in official documents. To further
specify, this project is primarily concerned with trade involving the “Soviet Bloc,”
which I define as the Soviet Union and Eastern European countries minus
Yugoslavia. Other communist countries will be discussed as subsidiary concerns for
the U.S.
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shown that the Cold War’s emergence helped the Truman Administration win
congressional support for the trade concessions necessary to secure British
commitment to the International Trade Organization Charter, which became the basis
for the GATT when the Charter ultimately failed.!? Francine McKenzie has revealed
how Cold War politics informed debates about allowing Eastern European communist
regimes to accede to the GATT, including the central role played by GATT Executive
Secretary Eric Wyndham-White in trying to keep the GATT outside of Cold War
politics.!* Other scholars have chronicled the technical and political challenges
associated with bringing Eastern European countries into the GATT.!> The GATT’s
fundamental purpose was to foster new, deeper, constructive trade relations among its
contracting parties through the elimination of trade barriers between its members.
This was essentially the opposite purpose of COCOM. Yet the fact that some states
eventually became both COCOM targets and GATT contracting parties has attracted
surprisingly little scholarly notice.

I challenge this historiographical distinction. Here, I argue that the various
American policies designed to deny and encourage East-West trade were not

unrelated Cold War initiatives. Rather, they were two sides of the same strategic coin.

13 Zeiler, “Managing Protectionism: American Trade Policy in the Early Cold War”;
Thomas W. Zeiler, Free Trade, Free World: The Advent of GATT (Chapel Hill, NC:
University of North Carolina Press, 1999).
14 Francine McKenzie, “GATT and the Cold War: Accession Debates, Institutional
Development, and the Western Alliance, 1947-1959,” Journal of Cold War Studies
10, no. 3 (Summer 2008): 78—109.
15 Leah A. Haus, Globalizing the GATT: The Soviet Union’s Successor States,
Eastern Europe, and the International Trading System (Washington, DC: The
Brookings Institution, 1992); M.M. Kostecki, East-West Trade and the GATT System
(New York, NY: St. Martin’s Press, 1979).
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Throughout the Cold War, the United States variously relied on both “constructive”
and “destructive” trade policies in support of its efforts to contain the Soviet Union
and communism throughout the Cold War. Constructively, successive American
administrations relied on the GATT to help consolidate the West and enmesh Eastern
European regimes in Western liberal trade networks. The United States also used
bilateral trade deals—primarily grain sales—as a way to build ties with Soviet Bloc
regimes for various reasons at different times. But destructive tools like national and
extraterritorial trade controls and even full-scale embargo campaigns were also relied
on to manage the degree of access afforded communist regimes to American and
Western commerce—a fact that demonstrates the interrelationship between the two
halves of American thinking regarding the United States’ use of trade as a Cold War
tool.

A second consequence of the COCOM literature’s evolution was that it came
to focus on debates among COCOM members (and within the United States, in its
case) about what should be embargoed for export to the Soviet Bloc. The COCOM
and American national strategic embargoes were based on long lists of items that
were to be controlled (that is, regulated) for export to targeted countries—principally
communist ones, but not limited to them in the American case. The United States
always maintained a broader control list than both COCOM and the other COCOM
participating countries. American diplomats often lobbied to expand the COCOM
embargo to better match the American standard, with varying degrees of success.
Scholars have naturally homed in on these debates and interpret the COCOM and

American strategic embargoes as more restrictive or liberal at any given point in time

13



based on the length of these lists, with some qualification.!¢ This tendency created the
unfortunate impression that Western and American East-West trade policy operated
on a forward-reverse, restrictive-liberal spectrum determined almost entirely by the
contents of export control lists, with American policy depicted as a weak and
diminishing campaign of economic warfare against the Soviet Bloc.

This spectrum paradigm is inadequate for understanding the totality of
American Cold War trade policy because 1) it focuses on what was controlled under
the COCOM and American strategic embargoes to the general exclusion of sow
American policymakers wanted these controls to be effected, and 2) it omits all trade
policy unrelated to East-West export controls. This overemphasis on control list
debates has caused important dimensions of American policy to drop out of the
historical record and prevented a fuller picture of the relationship between American
policy and wider global economic trends to emerge. For example, all existing works
on the American and COCOM strategic embargoes totally omit mention of Canada
because the Canadian government purposely export controlled the same list of items
as the United States. But Canadian-American export control enforcement issues were
politically fraught at times and highlight the increasing difficulty of controlling
transnational markets at a time when the global exchange was becoming ever more

integrated and complex. The question of what product was being export controlled at

16 Tor Egil Ferland is one scholar who effectively critiqued this quantitative approach
to determining whether the COCOM strategic embargo was more restrictive or liberal
at any given time. Forland argued that COCOM control list revisions sometimes also
included an exceptions process and entailed definitional revisions that changed the
scope of controls on specific items, which limits the utility of such analyses based on
counting. Forland, Cold Economic Warfare, 14—17.
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any given point in time is important and indicative, but not adequate for developing a
full understanding the scope of American ambitions and the challenges the United

States encountered in pursuing them.

Global Trade, National Security, and the Control of Markets

I argue here that the United States use of trade to wage the Cold War was global and
entailed more than just negative measures against Soviet Bloc regimes. Borrowing—
and reinterpreting—a term used by lan Jackson, I describe the United States’ Cold
War use of trade policy as primarily an “economic containment” exercise, which
operated as an auxiliary of American Cold War containment writ-large.!” I argue that
we can talk about an American “Commercial Cold War” conceptualized by American
strategists as a struggle between two rival, yet interconnected networks—one liberal
and capitalist, and led by the United States; the other communist and led at the outset
by the Soviet Union. These networks were economically interdependent and became
increasingly multipolar over time in line with postwar recovery and economic
globalization.

The American game was to use trade policy to variously contain and degrade
the communist economic and political network on one hand while building up and

bolstering its own on the other. Destructively, the United States pursued initiatives to

17 Jackson uses “economic containment” and “economic defence” synonymously in
his work and specifically in reference to the COCOM strategic embargo. This is a
much tighter definition than mine, and it is a confusing one insofar as it defines
“economic containment” by the use of a tactic (export controls) rather than by its
objective (confinement of communism and Soviet influence). My conceptualization is
explained above. Jackson, The Economic Cold War, 6-7.
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deny American and Western commerce with the Soviet Bloc to economically isolate
it and undermine Moscow’s ability build up its military and industrial power.
Constructively, the U.S. also sought to achieve some degree of East-West economic
integration with specific communist countries—which in trade meant the reduction of
commercial and financial barriers in order to permit greater two-way trade—to
enmesh those regimes in the liberal trading system, politically tilt them westward,
incentivize them to abandon confrontation, and diffuse liberal ideas across borders.
Meanwhile, the U.S. continued to tend to the international environment by promoting
the GATT’s refinement and expansion to attract and integrate Cold War neutrals into
this liberal trading regime. The U.S. pursued these constructive and destructive trade
initiatives simultaneously.

Chart 1.1: Examples of U.S. Commercial Cold War Trade Actions
(Source: Partly Borrows from David A. Baldwin’s Economic Statecrafi)'®

Constructive Destructive

* Bilateral Grain Sales

. . * U.S. Positive List Expansion
* U.S. Positive List Decontrol

. « Tariff Discriminati
Unilateral |, Most Favored Nation Status aritl Discrimination
Designation * Export Credit Restrictions

* Export Credit Access

* Opposition to GATT

* Support for GATT Candidate Candidate Accession
Accession
* Advocacy for Multilateral
Multilateral | « Advocacy for Multilateral Embargo List Expansion
Embargo List Decontrol (COCOM)
(COCOM)

* Multilateral Export Credit
Restriction Agreement

18 This is not intended to serve as a comprehensive accounting and draws mostly from
examples within this dissertation to help guide the reader. Chart also partially
borrows from: David A. Baldwin, Economic Statecraft (Princeton, NJ: Princeton
University Press, 1985), 41-42.
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Different American administrations applied different strategies of economic
containment at different times.!® But the common, overarching premise of each was
that access to markets—be it at the product, national, or multilateral level—had to be
judiciously extended or withheld, and most certainly controlled, in order to serve
American national security. The United States did not entirely trust spontaneous
market activity to deliver national security. Nearly every American Cold War
administration sought to establish greater control over the United States’ East-West
trade policy. This meant not only the ability to define what could pass beyond
American borders but also included efforts to follow American product around the
world for the duration of its lifecycle, and even, in certain cases, efforts to control
foreign companies where American capital and technology was involved. In the
1950s and 1960s in particular, the United States—the standard-bearer of global
capitalism—admired to some degree the Soviet Union’s ability to engage in state-
trading. This was one reason why American commercial engagement with communist
regimes tended to take the form of fixed-term grain agreements brokered through
bilateral diplomacy, rather than an encouragement of spontaneous market exchange.

A recurrent theme in American policy was what might be called the “Hard
Choice” theory—the idea that not all trade was equal, and communist regimes, as
planned economies, could be manipulated in ways that would delay their military and

industrial development or force them into political concessions. Trade denial was one

19T draw here on John Lewis Gaddis’ observation that various “strategies of
containment” were pursued by different presidents throughout the Cold War. See:
John Lewis Gaddis, Strategies of Containment: A Critical Appraisal of American
National Security Policy During the Cold War, 2nd ed. (New York, NY: Oxford
University Press, 2005).
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part of this approach, and it took two forms. The first was an elaborate and highly
tailored attempt to delineate a list of goods, resources, and technologies deemed to be
“strategic” that were ineligible for export to communist regimes. American officials
believed these efforts to deny exports either prevented those regimes from acquiring
such items and technologies or forced them to make difficult choices about diverting
resources from other purposes, including military spending, in order to get them.
Critically, the United States was not usually able to monopolize the marketplace for
many of these exports. It thus attempted to effect this control by other means: by
pressing its allies to parallel American export control lists, by attempting to regulate
the use and re-export of American strategic exports were to be used beyond American
borders, by building multilateral agreement for mechanisms to prevent illegal
transshipment and diversion of strategic goods, and by claiming extraterritorial
control over some foreign firms. In some cases, the United States invested significant
political capital attempting to define the limits of the Cold War regional market in
strategic goods and control trade activities within it.

The other part of this approach was a belief that American trade concessions
could play a constructive role in Cold War diplomacy and usefully channel scarce
communist financial resources away from military spending and into their civilian
economies. These constructive trade approaches included both bilateral commercial
deals between United States and communist regimes to American support for
communist regime accession into the multilateral GATT in order to co-opt those
countries into the liberal trading network. In such cases, supportive American

policymakers thought such commercial engagement would promote schisms between
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Eastern European regimes and Moscow, encourage political and economic reforms,
and generate leverage in diplomatic negotiations. United States East-West trade
policy, thus, had both negative and positive elements and was intended to achieve a
calculated balance of promoting the economic isolation or integration of different
communist regimes in response to global events in order to reduce the danger to the
West and the United States.

However, such dynamic and multidirectional policymaking presumed a
degree of centralized control over American commerce that was consistent with
neither market economy nor the power diffusion within the American system of
government and the Western alliance. The institutional foundations of American Cold
War East-West trade policy were installed in the early postwar period—the major
strategies, formative legislation, administrative architecture, and multilateral
institutions were all established between 1944-1954, much of it against the backdrop
of Cold War crises. The consequent major theme was East-West trade skepticism.
Public opposition to trading with communists was likewise forged alongside this
campaign, when a Cold War ethos developed that saw national security as vital and
trading with communist regimes as a luxury at best and a treasonous giveaway at
worst. American trade policy in those years was organized around integrating the
West and neutral countries into a liberal trading bloc and isolating communist
countries. Although the United States engaged in some commerce with Soviet Bloc
countries in those years, the American public and Congress criticized East-West
trade. Likewise, the American business community generally had little interest in

communist markets. Aside from diplomatic disputes with allies over which goods
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ought to be proscribed for export to communist regimes, the difficulties of continually
recalibrating American East-West trade policy mostly hidden from sight.

This began to change in the mid-1950s, when U.S. strategists began seeing
American commerce as a useful Cold War tool, a peaceful corollary to U.S. military
interventions that could fragment communist unity and encourage liberal reforms
within communist states. However, a variety of tensions acting on the American Cold
War trade policy process defeated major constructive presidential initiatives in those
years—including the Johnson Administration’s East-West Trade bill proposal and the
Nixon Administration’s U.S.-Soviet Trade Agreement. Meanwhile, technical
problems with the destructive elements—such as licensing uncertainty, delays, and
extraterritorial regulation of foreign subsidiaries—persisted. And some new issues
simply defied resolution, like the problem of regulating the technical data of the
blossoming information technologies sector.

By the dawn of the 1980s, however, with détente in tatters and the Soviet
Union intervening in Afghanistan and Poland, the United States pivoted to an
aggressive campaign against the Soviet economy. This campaign reached a crescendo
in 1982, when the Reagan Administration pursued a campaign intended to sabotage
Moscow’s ability to earn hard currency and develop a new natural gas network in
Western Europe. But Western European resistance proved insurmountable, and
American means too limited. Thereafter, trade policy was diminished as a Cold War
tool until the confrontation’s end, when the United States turned to trade once again

to reinforce the growing peace between the two sides.
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There were four basic tensions within the United States’ Cold War trade
policy enterprise. First, presidential administrations could not easily recalibrate their
Cold War trade strategies from the early Cold War default mode because of
congressional and popular political pressures. It proved far easier for officials to
argue that commerce with adversaries ought to be limited to safeguard national
security than to argue that it be resumed or expanded, which appeared to many in the
public, the Congress, and even the Department of Defense as swapping patriotism for
greed. Second, trade policy adjustments could not always be implemented flexibly
because of interdepartmental discord, insufficient human resources, fear of political
blowback, and other factors. The task of trying to adjudicate which proposed exports
were, or were not, in the national security interest on a case-by-case basis in an
increasingly dynamic global economy, especially in rapidly evolving sectors like
computers and telecommunications, presented technical export control challenges that
the government in some cases never resolved. Licensing delays and regulatory
uncertainty came to plague some export sectors. Third, the United States’ allies
typically resisted the United States’ more expansive vision for controlling commerce,
especially when it involved extraterritorial claims on their firms and citizens. This
undermined American efforts to target and seal off communist access to markets from
the benefits of Western trade. This was not necessarily a problem since any degree of
cost imposed on communist regimes would have represented some degree of policy
success. However—fourth—the discrepancy between U.S. commercial restrictions

and those of its allies eventually led to complaints from the business community that

21



American policy was simply transferring market share to increasingly vigorous
foreign competitors without enhancing national security.

While mostly counterbalanced, these tensions enabled a ratchet effect that
made it easier to increase restrictions than to open markets. The diffusion of power
across this matrix, and the dynamism of international economic exchange, rendered
centralized, flexible control of American East-West trade policy an illusion. But
America’s Commercial Cold War proved broadly influential in shaping both postwar
economic globalization and the United States’ ambitious approach to economic
statecraft. The national and multilateral trade policy infrastructure laid during the
Cold War became entrenched. The multilateral trade institutions—the GATT
especially, but COCOM too—proved effective for enlarging, enriching, and
consolidating the Western commercial network. Both organizations had second lives
in the post-Cold War era at the World Trade Organization and the Wassenaar
Arrangement, respectively. Meanwhile, the American destructive trade programs—
export controls and financial sanctions—were reoriented toward new missions. They
remain among the United States’ primary national security and foreign policy tools in
the 21% Century.

Ultimately, this dissertation is an argument against the existing scholarly
siloing of Cold War trade literature. These divisions are artificial. There is ample
documentary evidence that American policymakers considered all aspects of trade
policy when crafting their Cold War strategies for various countries and the Soviet
Bloc as a whole. Yet, much of the existing literature on trade policy during the Cold

War—especially that pertaining to COCOM and the GATT—is focused on tactical
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debates among Western countries with little reference to what Cold War purpose

these tactics were meant to serve. My use of the American economic containment
concept is intended to provide a framework into which these earlier works can be
brought together and their importance better understood.

A final note: because I employ “economic containment” as an analytical
frame here, this project considers 1989 the Cold War’s termination point. In May of
that year, during a commencement address at Texas A&M University, President
George H. W. Bush announced his intention to move beyond American containment
of the Soviet Union and a pivot to a new approach to the world. America, Bush
explained, “now has as its goal much more than simply containing Soviet
expansionism. We seek the integration of the Soviet Union into the community of
nations...Ultimately, our objective is to welcome the Soviet Union back into the
world order.”?° It was a call that acknowledged how decisively the United States had
succeeded in consolidating the rest of the world into the community bound by the
institutions whose creation the United States had spearheaded. Over the course of that
year, communism in Eastern Europe began crumbling, memorably culminating with
the Berlin Wall’s demise that November. These major events, and the Soviet Union’s
unwillingness to intervene in them, transformed the security situation in Europe and
East-West relations. With the Soviet Union shorn of its Eastern European empire and

globally retreating, the Cold War in Europe was over.

20 George Bush, Remarks at the Texas A&M University Commencement Ceremony
in College Station Online by Gerhard Peters and John T. Woolley, The American
Presidency Project https://www.presidency.ucsb.edu/node/263519
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Economic globalization accelerated after these events. The European East-
West divide disintegrated as post-communist Eastern European states sought
membership in the European Union even before the Soviet Union’s collapse. In 1994,
the GATT and COCOM multilateral trade institutions were renovated. The World
Trade Organization was launched in that year to expand the GATT’s mission beyond
trade in goods alone and to provide formal mechanisms for resolving disputes
between parties. And COCOM disbanded and was replaced by an organization known
as the Wassenaar Arrangement, which was established as an export control
coordination forum serving a global counter-proliferation mission. The post-Soviet
Bloc governments of Russia, Czech Republic, Hungary, Poland, and the Slovak
Republic were original members of the Wassenaar Arrangement, and post-communist
states would join later. These new multilateral organizations were conceived for
international missions understood to universally concern the world’s states. In this,

they reflected the achievement of the vision President Bush sketched out in 1989.
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Chapter 2: Antecedents, 1917-1947

American East-West trade policy evolved out of historic tensions in Soviet-American
relations, changing perspectives of the United States’ role in the world and of the
American state in the economy, and in political pressures acting on American and
international trade policy formation at the end of World War II. The confluence of
these factors led American policymakers in the Congress and executive branch to
choose certain policy paths that were in some ways contradictory. Foremost was the
simultaneous pursuit of global interdependence and national security regionalism. In
the trade policy realm, these tensions were expressed as the concurrent effort to build
a liberal world trading order that did not include communist regimes, and a European
reconstruction program that was intentionally regional and discriminatory against
communist regimes. While American East-West trade policy was novel in its design,
it grew out of Interwar era experiences. Its deep roots help illustrate why this policy

proved so difficult to change in later decades.

Interwar: American Coordinated Capitalism and the Communist Challenge

In establishing itself as a leading world power by the end of World War 11, the Soviet
Union completed a journey that began with it as an international pariah. The 1917
Bolshevik coup had been regarded by Imperial Russia’s former allies as a betrayal,

and it had numerous negative consequences. In the first place, it simplified the

25



Central Powers’ war by closing the Eastern Front campaign and, through the Treaty
of Brest-Litovsk, awarding Germany one-third of Imperial Russia’s old agricultural
population and land, most of its industrial areas, and nearly all of its coal mines in
return for an end to hostilities between the two sides.?! This was a major blow to
France and Britain. The Bolsheviks had initially hoped to play for time in negotiating
a truce with Germany, but they had no choice but to come to terms on unfavorable
grounds in the face of the advancing, technologically superior German Army. Their
wartime experience in any case persuaded the Bolshevik leadership that they were
alone, surrounded by hostile, capitalist powers, and that their survival likely depended
on their technological and industrial development. Second, it intensified the payments
crisis that would plague Europe after the war. The French and Germans had lent
money liberally to Imperial Russia, among others, to finance its war effort; the
takeover by the Bolsheviks, who objected to the war and had no interest in
repayment, effectively meant the default of these loans.?? On a smaller scale, but
nevertheless relevant to future events, Bolshevik confiscations of European and
American assets in the course of the Civil War established the new regime as hostile

to key tenets of capitalism, including property rights and contract sanctity.?

21 Niall Ferguson, The War of the World: Twentieth-Century Conflict and the Descent
of the West (New York, NY: Penguin Books, 2006), 144.
22 Larry Neal, A Concise History of International Finance: From Babylon to
Bernanke (Cambridge, UK: Cambridge University Press, 2015), 238-41.
23 However, this did not necessarily deter Western companies from seeking to do
business in the Soviet Union again. As Kendall Bailes noted, General Electric, for
one, was eager to get back into the Soviet market in spite of the fact that its property
had been confiscated by the Bolsheviks. Kendall E. Bailes, “The American
Connection: Ideology and the Transfer of American Technology to the Soviet Union,
1919-1941,” Contemporary Studies in Society and History 23, no. 3 (1981): 434.
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Until the armistice, the major response of the remaining Allies and the United
States was a containment effort designed to keep Bolshevism from catching on in
war-ravaged Europe. The leaders feared that the difficult economic and political
conditions throughout Central Europe, and especially in Germany, might facilitate
communist contagion after the war. Economic measures lead the response, including
a blockade and embargo of Russia that lasted until 1920 led by France, Britain, the
United States, which, in turn, pressed other countries to participate. The Allied plan
was to use economic isolation of the new regime—including both trade and foreign
assistance—to prevent it from consolidating power and, thus, indirectly enable the
White forces to recapture control of the country.?*

The United States was an early adopter, instituting an embargo even before
the Treaty of Brest-Litovsk in March 1918. Britain joined this effort, pressured other
Allies and neutrals to do the same, and deployed the Royal Navy to blockade
Bolshevik ports. The British and French navies also tried to interdict any ships
seeking to trade with the Bolsheviks. But the blockade had been legally sanctioned as
a war measure—the justification being that the Treaty of Brest-Litovsk signaled
Soviet support of the German war effort. This effort lost its legal basis and was
concluded when the war ended, and the blockade ceased in early 1920. Western
hostility to the Bolsheviks further softened when the Soviet Union launched the New
Economic Program in 1921, which allowed some economic freedoms to return. The

New Economic Program persuaded Westerners that positive political and economic

24 Peter van Ham, Western Doctrines on East-West Trade: Theory, History and Policy
(New York, NY: St. Martin’s Press, 1992), 110-18.
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reform was afoot in Russia. Thereafter, while the United States, Britain, and France
shared serious concerns about communism’s spread, the Western countries were
unable to forge a common replacement policy.?®

Table 2.1: Value of Foreign Trade in Russia (in millions of rubles)
(Source: Reproduced from Peter van Ham, Western Doctrines on East-West Trade)*®

Year Exports ‘ Imports Total
1909-13 (average) 6,513.90 4994.1 11,508
1913 6,596.40 6,022.50 12,618.90
1918 35.5 460.8 496.3
1919 0.4 14 14.4
1920 6.1 125.7 131.8

Differences between the British and Americans in Soviet trade policy were
stark and would remain so throughout the Cold War era. A trade-dependent country,
Britain signed a trade agreement with the Soviet Union in 1921; days later, the
President of the All-Russian Executive Committee, Mikhail Kalinin, wrote an open
letter to Congress and President Warren Harding probing the possibility of the formal
“reestablishment of business relations” with the United States.?” But Secretary of
State Charles Evans Hughes rejected the offer. “If fundamental changes (in Soviet
business norms) are contemplated, involving due regard for protection of persons and
property and the establishment of conditions essential to the maintenance of

commerce, this Government will be glad to have convincing evidence of the

25 van Ham, 110-18. This point will be elaborated on in subsequent chapters.
26 Reproduced from van Ham, 116.
27 Soviet Representative in Estonia to Congress of the United States and United States
President Harding, March 21, 1921, Foreign Relations of the United States, 1921,
Volume II, (Washington: Government Printing Office, 1936), Document 723.
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consummation of such changes,” Hughes wrote. “(A)nd until this evidence is
supplied this Government is unable to perceive that there is any proper basis for
considering trade relations.”?8

American commercial policy toward the Soviet Union thus became one of
passive resistance. The United States government would not recognize the Soviet
regime until 1933, but it did not ban private American dealings with the Soviet
regime, leaving the door open for enterprising American firms to enter the Soviet
market on their own, without legal or financial government support for their
operations there. Believing their country beset by hostile powers, and seeing Western
technology as vital to their survival after their encounter with the German Army,
Soviet leaders encouraged American and Western firms to trade with them.?

Despite its poor reputation as a business partner from its confiscations and as
a credit risk for war loan non-repayment, the Soviet Union was able to lure some
American and European firms into the Soviet market. While German imports
predominated owing to the German government’s willingness to issue long-term
credits to the regime, American imports, sometimes financed with private credit, grew
to greater importance to the Soviet economy during the New Economic Policy era
and early years of the First Five-Year Plan than they had during the late Imperial era,
reaching $114 million—25 percent of all Soviet imports—in 1930. Soviet leaders

desired American technology and methods, especially in machinery and processes in

28 Secretary of State to the Consul at Reval, March 25, 1921, Foreign Relations of the
United States, 1921, Volume II, (Washington: Government Printing Office, 1936),
Document 725.
29 Bailes, “The American Connection: Ideology and the Transfer of American
Technology to the Soviet Union, 1919-1941,” 426.
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mining, metallurgy, machine-building, agriculture, and energy. They also admired
Fordist and Taylorist labor methods that they hoped to replicate. The primary method
by which they sought to acquire American technology in these years was technical
aid agreements, under which the Soviets would hire American specialists as
consultants and purchase licensing rights for American technology and industrial
processes. Illicit copying of American technology was another major technology
transfer mechanism, as was technical journal acquisition. They also sometimes
obtained American technology re-exported through Germany.*° These would remain
important Soviet methods for acquiring Western technology throughout the Cold War
and the Soviet Union’s lifetime.

The Great Depression interrupted this relationship in ways both economic and
political. The economic factor had to do with payments: the Soviet Union had
incurred a sizeable debt from its credit-financed import activities that it struggled to
service given global trade dislocations. The Depression inspired an international
protectionist wave intensified by American passage of the Smoot-Hawley Tariff in
1930, a measure that had been intended as an additional aid to farmers still suffering
from the effects of the early-decade rural depression caused by a collapse in foreign
wartime demand.?! The Great Depression’s combined deflationary impacts caused
world imports to plummet from $3 billion in 1929 to less than $950 million in

February 1933, and American trade likewise suffered a 47 percent export and 34

30 Bailes, 432-33, 424; James K. Libbey, American-Russian Economic Relations: A
Survey of Issues and References (Claremont, CA: Regine Books, 1989), 48.
31 Edward S. Kaplan, American Trade Policy, 1923-1995 (Westport, CT: Greenwood
Press, 1996), 21, 33-36.
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percent import decrease in those years.>? While tariff increases did not cause the
Great Depression, they fractured and reorganized global trade patterns, giving rise to
trading blocs oriented around powerful trading nations like Britain, Germany, and
Japan.** The Soviets had hoped to use agricultural exports to pay down their debts, a
prospect that became more difficult with the failure of collectivization to increase
production, and the rise in Western protectionism, which put downward pressure on
commodity export prices. The Soviets responded by suddenly reducing Western
machinery imports in the second half of 1931 and American technical assistance
agreements at around the same time.>*

The political consequence was that Soviet leaders became disenchanted with
the American industrial model, which was rattled by the Great Depression, and the
development of their own alternative model. Economic independence had been an
important propaganda theme of the First Five-Year Plan, and investments in technical
education had produced a large cohort of specialists to work in a well-supported
national research and development system. Indigenous capacity had been built and
became a source of pride. As early 1932, Soviet leaders like Nikolai Bukharin began
noting a “slackening of technical progress in the West,” and by decade’s end,

confident Soviet leaders, like the Italian Fascists and German Nazis, were publicly

32 Alfred E. Eckes, Jr. and Thomas W. Zeiler, Globalization and the American
Century (New York, NY: Cambridge University Press, 2003), 82—-83.
33 Irwin, Mavroidis, and Sykes, The Genesis of the GATT, 5-8.
34 Bailes, “The American Connection: Ideology and the Transfer of American
Technology to the Soviet Union, 1919-1941,” 442-44; Oscar Sanchez-Sibony, Red
Globalization: The Political Economy of the Soviet Cold War from Stalin to
Khrushchev (Cambridge, UK: Cambridge University Press, 2014), 50-51.
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boasting of their illiberal economic model’s superiority.**> Soviet disenchantment with
the West extended to cooperative technology transfer mechanisms; the Soviet Union
largely shifted away from cooperative technology transfer by 1931, focusing more on
intellectual property piracy and foreign trade journal acquisition—methods that
would hinder Soviet innovation in later years.*¢

Many Americans had similarly become disillusioned with their own system.
The Great Depression threw American confidence about the virtues of its system of
political economy into question, and it would not be restored until victory in World
War II. As Ira Katznelson argued, this crisis, and the apparent failure of the American
and Western European governments to adequately respond to it at a time when newer,
authoritarian alternatives seemed capable of doing so, made many Americans,
including elite opinion-makers, wonder openly whether other political modes might

be better-suited to the challenges of the age.>” Authoritarian systems—Italian fascism,

35 Bailes, “The American Connection: Ideology and the Transfer of American
Technology to the Soviet Union, 1919-1941,” 442-44.
36 Bailes, “The American Connection: Ideology and the Transfer of American
Technology to the Soviet Union, 1919-1941,” 445.
37NB: Different scholars have sometimes used different terminology to refer to an
essentially similar global political dynamic. Ira Katznelson refers to the United States
and Western European countries as “liberal democracies” and employed the term
“authoritarian” when generalizing about alternatives to them—Italian Fascism,
German Nazism, Soviet Communism, and Japanese Imperialism. He alternatively
used the term “constitutional democracies” in reference to the former group to
juxtapose against the latter’s claims of being alternative democratic modes. Stephen
Kotkin ascribes “liberal capitalism” to the Western countries, “illiberal capitalism” to
the Fascist and Nazi regimes, and “illiberal anticapitalism” to the Soviet Union. He
also uses “authoritarian” in Katznelson’s manner. Melvyn Leftler, by contrast,
describes American foreign and national security policies as a defense of “democratic
capitalism.” In this study, I prefer to characterize the political “West” as “democratic
capitalist” in order to emphasize their political pluralism and market economic
features, and I sometimes use “authoritarian” to generalize about alternative political
economic modes in order to draw attention to their command-based political and
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German Nazism, and Soviet communism under Stalin—challenged and, in some
cases, taunted the capitalist democracies, touting the supposed superiority of their
respective systems. Their claims to superiority rested on their ability to take quick
action and to unify their respective citizenry in pursuit of national objectives. They
had clear, militarized approaches to ensuring their national security, undertaking
military buildups that served both to mobilize and militarize their politics. In the
Soviet case, many American elites similarly saw aspects of Stalin’s industrialization
as an inspired and instructive model. 3 By contrast, the United States’ depression
experience was wrenching in economic and psychological terms. Its signature feature
was an unemployment crisis, which reached a peak in the United States of nearly 23
percent in 1932.%° This contrasted unfavorably with the Soviet Union, where
unemployment was unknown, and which was achieving major industrial feats.

Many Westerners viewed the Soviet Union in particular as a heroic
modernization experiment, and some 5,000 Western visitors are estimated to have
traveled to see Soviet industrialization firsthand, where they were given a highly
curated demonstration of its implementation. Many returned with favorable views. As

David C. Engerman has argued, the Soviet model did not just appeal to political

economic features. See: Ira Katznelson, Fear Itself: The New Deal and the Origins of
Our Time (New York, NY: Liveright Publishing Corporation, 2013); Stephen Kotkin,
“Modern Times: The Soviet Union and the Interwar Conjecture,” Kritika 2, no. 1
(Winter 2001): 111-64; Melvyn P. Leffler, Safeguarding Democratic Capitalism:
U.S. Foreign Policy and National Security, 1920-2015 (Princeton, NJ: Princeton
University Press, 2017).
38 Katznelson, Fear Itself: The New Deal and the Origins of Our Time, 51-57, 109—
19.
39 Susan B. Carter et al., eds., Historical Statistics of the United States: Millennial
Edition (Online Version), Online Version (New York, NY: Cambridge University
Press, 2006), Table BA470-477.
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radicals; rather, it also drew in modernization enthusiasts with diverse backgrounds
who came by their admiration of Soviet planning from a variety of starting points.
They were some of the United States’ leading intellectual lights of the era, and their
admiration for aspects of the Stalinist system influenced their arguments in political
debates about how the United States itself might adapt to the economic and cultural
challenges of the age.*°

Viewed in this light, President Franklin Roosevelt’s “New Deal” policies can
be understood to be intended, as Katznelson argued, to counter the authoritarian
regimes’ challenge and show that “economic purposes in the public interest could be
galvanized within a constitutional democracy under great stress, thus rejecting the
claim by the dictatorships that democratic legislatures could not confront the toughest
problems of the day.”*! In its response to the Great Depression, the Roosevelt
administration did not embrace central planning to resolve the United States’
economic problems. Rather, it tried to distinguish its policies from those foreign
models.*

Working with Congress, the Roosevelt Administration instead produced a
series of measures intended to ameliorate American capitalism’s vicissitudes that
drew inspiration from the planned economies and came to be hallmarks of the New
Deal: the short-lived National Recovery Act, which resembled corporatist state-

industry collaboration; the Agricultural Adjustment Act, which enabled the federal

40 David C. Engerman, Modernization from the Other Shore: American Intellectuals
and the Romance of Russian Development (Cambridge, MA: Harvard University
Press, 2003), 4-7, 153-66.
41 Katznelson, Fear Itself: The New Deal and the Origins of Our Time, 233.
42 Katznelson, 236.
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government to use state incentives to manipulate agricultural prices and supply; the
Reciprocal Trade Agreements Act, which empowered the executive branch to pursue
new trade deals and roll back protectionism; the Banking Act to stabilize the banking
sector and insure depositors against bank runs; and various safety nets intended to
financially backstop workers and stake them with a greater say in management
decisions (the National Labor Relations Act). These differed from authoritarian
approaches in form and substance, but they also reflected modest agreement with
them regarding the belief that the state needed to proactively intervene in the
marketplace to engineer outcomes the market had failed to deliver on its own, and
that the state should take steps to knit the welfare of different social groups together

for the national benefit.*?

Postwar: Constructing a New World Economy

World War II affirmed the Roosevelt administration’s political economic approach,
with the United States emerging as an economic behemoth with peerless productive
capacity. As with the New Deal, the war persuaded American elites across society
that government planning could work to ensure American security. A variety of new
government departments and agencies would sprout up in coming years to apply that
lesson to the postwar security mission. In some cases, legislation like the National

Security Acts created expansive new bureaucratic organizations with new missions.*

43 Katznelson, 162.
4 Morton Keller, America’s Three Regimes: A New Political History (New York,
NY: Oxford University Press, 2007), 219-21.
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In other cases, existing wartime measures simply spilled over to peacetime, as will be
seen.

The success of the American war effort, in conjunction with the United States’
allies, also resulted in the demise of many of the United States’ rivals, as the Italian
Fascist-German Nazi-Imperial Japanese Axis was militarily crushed. This outcome
was the product of an awkward alliance between the liberal, democratic capitalist
United States and Britain and the illiberal, communist Soviet Union, which bore the
brunt of the war’s human cost. The incompatibility of these countries’ systems shaped
peacebuilding—a vast and diverse task complicated by ideological, political, and
economic differences. Here, the Roosevelt administration was torn. It had articulated
principles for ordering the postwar world informed by Interwar “lessons” and its New
Deal experience in the 1941 Anglo-American Atlantic Charter, but it also sought to
downplay ideological divisions among the Allied Powers to keep the heterogeneous
alliance together during the war. President Roosevelt’s strategy of playing for time
enabled victory in war, but it did not resolve the question about what to do about the
peace.®

A document intended to stake out a contrast between Anglo-American and
Nazi principles, the Atlantic Charter married Wilsonian calls to foreswear “territorial
aggrandizement,” ensure popular sovereignty, establish a just peace, and form a
“permanent system of general security” committed to maintaining the peace among

states, with globalized Rooseveltian New Deal themes like international cooperation

45 Robert Dallek, Franklin D. Roosevelt and American Foreign Policy, 1932-1945
(New York, NY: Oxford University Press, 1979), 281-85.
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to establish economic security and a peace that would “afford assurance that all the
men in all lands may live out their lives in freedom from want and fear”—an
internationalization of two of his “Four Freedoms.” The Atlantic Charter also called
for allowing all countries, be they war victors or the defeated, “access, on equal
terms, to the trade and to the raw materials of the world which are needed for their
economic prosperity”’—with exceptions permitted “with due respect for their existing
obligations.”*¢ The trade language was a compromise: Roosevelt and his aides had
wanted a sweeping call for international trade liberalization and the end of “all those
artificial restrictions and controls...which had created such tragic havoc to the world
economy during the past generation.” Churchill, by contrast, desired an insubstantial
trade statement to protect Britain’s preferential Commonwealth trade regime. Hoping
to avoid creating an unnecessary rift with the British, Roosevelt authorized a
compromise.*’ It would not be the last time the Americans and British would clash
over trade or that Roosevelt would allow pragmatism to supersede idealism regarding
the Atlantic Charter.

Anglo-American differences, however, paled next to Soviet-American ones.
President Roosevelt was loath to alienate Soviet leader Joseph Stalin, and while he
had pressed British Prime Minister Winston Churchill to commit to certain political

principles for the postwar world, he made no similar effort with Stalin. In negotiating

46 Dallek, 281-85. The text of the agreement available at: “The Atlantic Charter,” an
electronic publication of the Avalon; William C. Fray and Lisa A. Spar, Co-Directors.
The Avalon Project at the Yale Law School: Documents in Law, History and
Diplomacy. New Haven, CT: The Avalon Project. Accessed: December 12, 2018.
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postwar plans with his allies, Roosevelt’s similarly sought to downplay the Atlantic
Charter principles for the sake of alliance comity, publicly calling it an informal,
aspirational document and articulating an alternate, interim solution—the
incompletely-developed “Four Policemen” strategy. This plan called for the United
States, the Soviet Union, Britain, and China to keep the peace and facilitate
decolonization after the war on a regional basis from bases at key strategic points on
an indefinite, transitionary basis—perhaps lasting decades—until a viable multilateral
order could operate.*®

But President Roosevelt failed to persuade many in his administration of the
idea or attempt to ensure any policy continuity by convincing his successor, Harry
Truman, of his views on the subject in spite of his own failing health.*® The idea died
with him. Thereafter, political differences between the United States and Britain on
one side and the Soviets on the other became more prominent diplomatic factors. But
the Atlantic Charter’s principles survived, informing the construction of the postwar
order’s pillars, including the United Nations and the Bretton Woods institutions,
which had concurrently been under development with Roosevelt’s wartime
diplomacy.

Allied political economic differences, and the pursuit of economic solutions,
played an important role in encouraging the East-West rift, prevailing even over the

best intentions of American planners. An admirer of the Soviet Union, Assistant

8 Frank Costigliola, Roosevelt’s Lost Alliances: How Personal Politics Helped Start
the Cold War (Princeton, NJ: Princeton University Press, 2012), 169-70, 201-2, 227—
29. The “Four Policemen” strategy was also variously formulated as the “Three
Policemen” strategy, without China.
4 Costigliola, 316.
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Treasury Secretary Harry Dexter White, who served as the lead American delegate to
the Bretton Woods conference, made accommodations in his plans to allow Soviet
participation in the Bretton Woods system, by suggesting that International Monetary
Fund membership should not be limited to market economies.>® Yet, Soviet leaders
were skeptical of the Bretton Woods agreement from the outset. They had not
anticipated American activism toward building a new global economic order, which
they regarded as an unwelcome development. This was not a universal view; several
key Soviet leaders saw Bretton Woods participation as advantageous for securing to
Western trade and loans, as well as for gaining access to American technology that
they judged important for recovery. However, they did not prevail. Other Soviet
leaders worried that joining this new multilateral order would require conforming the
Soviet political economic system to liberal norms, including ending the state
monopoly on foreign trade, at precisely the moment it appeared vindicated by its
wartime triumph, won out.>! The Soviet Union opted out of participating in the
Bretton Woods institutions altogether, separating themselves from the Western allies
in trade, monetary, and economic reconstruction matters.

.... The question of whether—and how far, and under what conditions—Western trade
with the Soviet Union, its satellites, and other communist regimes ought to be

30 Benn Steil, The Battle of Bretton Woods: John Maynard Keynes, Harry Dexter
White, and the Making of a New World Order (Princeton, NJ: Princeton University
Press, 2013), 127, 152. White’s Soviet sympathies were alleged to have led to
clandestine service to the Soviet Union, although the details of this relationship are
not entirely clear. His views and activities are covered in Steil, 35-39, 41-46.
3! For internal Soviet policy debate: Vladislav M. Zubok, A4 Failed Empire: The
Soviet Union in the Cold War from Stalin to Gorbachev (Chapel Hill, NC: University
of North Carolina Press, 2009), 51-52; for Soviet technical challenges in participating
in Bretton Woods system and war's vindication of Soviet system: Sanchez-Sibony,
Red Globalization: The Political Economy of the Soviet Cold War from Stalin to
Khrushchev, 65-66.
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permitted became central to American East-West trade policy debates henceforth.
This was particularly true beginning in the 1960s, when American leaders began to
speculate that trading with communist regimes might produce political benefits
ranging from reduced friction between the United States and communist regimes to
the encouragement of liberalizing reforms to communist governance and the possible
weakening of communist unity. There would be great resistance to this view from
powerful quarters, most consistently the Department of Defense and political
conservatives, who thought communist gains from trade would undermine national
security even as Western European countries positively embraced such exchange.
These objections were particularly powerful during the Korean and Vietnam Wars,
when American soldiers were fighting communist forces. This transatlantic divide
would produce diplomatic friction within the alliance going forward and tension
among American policymakers trying to reconcile competing strategies and agendas.

Trade Liberalism and the Control of Markets After World War 11

American ambitions for creating a truly free trading system based on economic
interdependence faced challenges from allies and at home that required tough
compromises to secure a basic deal. The United States accepted, and even embraced,
some national government interference in international trade to this end. As Thomas
Zeiler has shown, foreign and domestic protectionism in Europe, elsewhere, and at
home, caused American policymakers to settle for the creation of an international
regime of “embedded trade liberalism”—that is, a system that achieved tariff
reductions and market access gains, but whose members conditioned their
participation in the multilateral trade regime on the inclusion of protectionist features
to mitigate their own domestic political risks. This meant import quotas and the right
to interfere with trade for national security, payments, and other reasons.>? Politics

being the art of the possible, American diplomats made immediate concessions to get

52 Zeiler, “Managing Protectionism: American Trade Policy in the Early Cold War,”
338-43.
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a workable multilateral trade deal that they refined over the long run instead of
insisting on purity and getting nothing.

In the United States, free trade was targeted by protectionists for several
reasons, including that it would allegedly undermine national security. The claim here
was that foreign imports would erode the health of the defense industrial base and
undermine domestic food security, while exported goods would help potential
adversaries develop their industrial power. Taking this argument to the extreme, at
least one member of Congress, suggested that trading with Axis governments
facilitated Pearl Harbor and World War II possible.>* These arguments reflected
assumptions—not shared by State Department officials—that self-reliance was the
key to American national security.

National security both undermined and supported the U.S. global trade push.
The idea that a “lesson” of World War II was that trading with prospective
adversaries undermined a state’s national security resonated throughout the Cold War
in American political discourse.>* It was an argument that the United States” allies—
who were more dependent on foreign trade—Ilargely rejected. Nevertheless, it
informed the creation of an American policy consensus around the belief that some
trade did bolster adversary’s military power, and accordingly, supported the creation
of a permanent system of national security-focused export controls. At the same time,
the national security card played both ways and soon would become the Truman

Administration’s strongest card in its effort to win public approval of a liberal trading

33 Zeiler, 346-47.
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system. With support from some industry leaders and political commentators, it
argued that trade liberalization and integration with Western Europe would inoculate
the region against communism and avert the imposed isolation of the United States.>
Debates about the relationship between international trade and national security
would be central to American trade policy formation throughout the Cold War.>®
Another exception to the United States’ trade liberalization agenda—this one
mostly unilaterally exercised between 1945 and 1947—was the U.S.’s efforts to
manage world economic recovery without destabilizing its own domestic economy.
Wartime destruction and poor harvests created unusual foreign demand for American
product, and the scale and pace of this increase worried Truman Administration
officials and congressional leaders alike. Before the war, American exports had
reached an all-time high of roughly $5.2 billion in 1929. In 1946, American exports
were $9.8 billion, nearly double the 1929 high. By the summer of 1947, when
Congress was considering extending federal export control powers, the Commerce

Department was projecting exports to increase to $14.5 billion—almost triple the
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Interwar peak.’” Truman Administration officials and congressional leaders worried
that such unusually strong foreign demand would lead to domestic shortages and
inflation at home, complicating domestic economic reconversion and creating
economic turbulence. Yet they also prioritized supporting foreign reconstruction and
so pursued a tailored process intended to support both objectives.

There were two statutory bases for this effort. The first was the Export Control
Act of 1940, which was substantially expanded during its 1942 renewal to empower
the president to “prohibit or curtail exportation of any articles, technical data,
materials, or supplies, except under those rules and regulations as he should
prescribe,” instead of just munitions, munitions manufacturing equipment, and related

goods [emphasis added].>®

This was paired with authorities provided in the Second
War Powers Act, which tasked the president with forcing domestic producers to
designate a percentage of their production for export, to direct exports to certain
designated destinations, and to order emergency shipments to foreign destinations in
the service of foreign policy goals. These authorities, to restrict trade in the first case
and to mandate exports and to steer them to targeted destinations in the second, were

consolidated in the Department of Commerce’s Office of International Trade (OIT) in

1945 and 1947, respectively. They were then extended through the passage of the

7 U.S. Congress, Senate, Committee on the Judiciary, Second Decontrol Act of 1947
Extending Powers to Control Exports and Certain Powers Under Title 111, Second
War Powers Act: A Report, 80" Cong., 1% sess., 1947, S. Report 340, 6.
38 An Act to Expedite the Strengthening of the National Defense, Public Law 703,
Section 6, Statutes at Large 54 (1940): 714. An Act to Further Expedite the
Prosecution of the War by Authorizing the Control of the Exportation of Certain
Commodities, Public Law 638, Statutes at Large 56 (1942): 463.
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First and Second Decontrol Acts in 1947.>° After the war, these measures allowed the
United States to control domestic supply and prices and—in the words of one
Commerce Department official—the “channeling” of American exports to pursue
targeted economic reconstruction projects.®°

The Office of International Trade’s primary tool for administering this
program was an export and import licensing system. In the war’s immediate
aftermath, this system was initially applied to preventing domestic shortages and
stabilizing prices at a time when wartime devastation, crop failures, and high
domestic employment and income levels were plaguing much of Europe. Controls
were based on domestic and foreign market analyses and adjudicated through an
interagency panel called the Export Policy Committee, composed of representative
from a variety of Commerce Department, State Department, and Agriculture
Department sub-offices. The Export Policy Committee met once or twice per week
and occasionally consulted industry groups and other government agencies, to
augment their understanding of foreign and domestic market conditions and military
requirements. Drawing on these analyses, OIT assigned export controls based on
three factors: what a proposed export was, how much of it there was (a national

quota system was in place), and where it was going.5!

39 U.S. Congress, Senate, Committee on the Judiciary, Second Decontrol Act of 1947
Extending Powers to Control Exports and Certain Powers Under Title 111, Second
War Powers Act: A Report, 80" Cong., 1% sess., 1947, S. Report 340, 1-9.
0 Concerning the Export Control Program with Reference to the President’s
Message to Congress dated March 19, 1947, U.S. Senate, Export Control Act, 80"
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In applying for a license, a prospective exporter would first need to check
whether the proposed export was featured on the Commerce Department’s “Positive
List”—a catalogue of all commodities (a term-of-art for tangible exports) for which
an export license was required. Technically, every American export was subject to
Commerce Department licensing, but most qualified for an easy exception. If a
proposed export were on the Positive List (this was about 20 percent of American
exports), the exporter would need to submit an application for a “validated license” to
OIT; otherwise, the transaction could proceed license-free under a “general license”
provided it was not sent to a “Group-E” destination, which carried a mandatory
license requirement. By the end of 1947, this list only included Spain and its
possessions. Exports to American territories or Canada, and personal-use exports to
American military members abroad were totally exempted from control.®?

The “channeling” aspect of this program, known as “export prioritization,”
was an even more ambitious effort by OIT to ensure that American private sector
exports in tight supply sectors would go to specific destinations first, either to restore
foreign production of commodities needed in the United States or, more nebulously,
“where the Secretary of State certifies that the prompt export of a material is essential
to the success of American foreign policy.” A standing authorization also existed for
steering nitrogenous fertilizers to support food production in depleted areas. Under
Secretary of State Dean Acheson explained to Congress that these powers had been

useful in the case of the Athens-Salonika railway, where American commodities had

2 U.S. Department of Commerce, First Quarterly Report Under the Second
Decontrol Act of 1947, (Washington, DC: U.S. Government Printing Office, 1947), 4-
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been prioritized for the construction of three bridges and a tunnel necessary to
complete the project, which he described as vital to Greek recovery. This program
was not large and was shrinking—by the fall of 1947, the export prioritization
mission was limited to support for fertilizer and tinplate for canning.®* But OIT
viewed it as of growing importance, and it reported to the president and Congress that
this mission would grow if the European reconstruction mission did.%*

In the fall of 1947, OIT reported to the president and Congress that it was
trying to wrap up its wartime export control program, but this mission proved difficult
to quit in practice. It touted the fact that it had reduced the number of items on the
Positive List from 798 in September 1945 to 352 by October 1947; in 1944, every
American export had been controlled by the United States government on a list
containing over 3,000 commodities and commodity classes.5> However, as one 1947
Congressional report observed, this apparently significant control list reduction
masked the fact that controlled exports were not declining as a percentage of total

American exports—they were roughly 26 percent of total American exports in
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1946—a percentage expected to remain the same the following year.®® The
Commerce Department did not report that its postwar short supply control mission
was essentially completed until 1950; it then resumed later that same year with the
Korean War’s outbreak.®” And when Congress considered the Export Control Act’s
reauthorization in 1947, Thomas Blaisdell, the OIT director, argued that Congress
should not impose constraints on OIT’s operations given the “rapidly shifting
situation.” The Positive List, he explained, “is changed, and is being changed,
constantly. We are dropping some items, occasionally one being added. I am glad to
say that we drop them faster than we put them back; so our feeling has been as an
administrative matter that it is a practical impossibility.”8

These were the roots from which the American Cold War trade apparatus
sprung. A full reconversion of the American wartime economy to a peacetime footing
never happened. Seeking to avoid a recurrence of global war, the Roosevelt and

Truman Administrations positioned the United States to play a leading role in the

reconstitution and reordering of the global economy along generally liberal lines. The
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U.S. had singular economic resources to bring to the task. But faced with severe
economic dislocation abroad, shortage fears at home, and uncertainty everywhere, the
United States had to balance competing demands on both fronts. This meant securing
a liberalizing trading order rather than a purely liberal one. It meant using wartime
controls to centrally allocate American goods on a global scale. It meant preserving
the policy flexibility to take whatever actions might be necessary to solve current
practical problems in an uncertain political and economic climate. It especially meant
wariness of market spontaneity. Meanwhile, the Soviet Union, which had always
maintained an unusual and transactional relationship with the West, drifted outside

the system on an adversarial course.
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Chapter 3: Formation, 1947-1954

On September 1, 1948, the Baltimore Sun ran an editorial responding to the release of
a United Nations Economic Commission for Europe survey indicating the importance
of reviving East-West trade in Europe in World War II’s wake. Noting that the
“revival of this trade is at the core of the Marshall Plan,” the piece flagged the
importance of such exchange as vital to American and world security. “The relation
between east and west Europe is like the relation between the chambers in the human
heart,” it suggested. “Blood must pass among the chambers if the organism is to live.
So the manufactured goods of western Europe must go east, and the raw material of
eastern Europe must go west if Europe is to live.” However, the piece noted,
“strategic politics—i.e., fear—has obstructed the flow.” The Soviet Union, it noted,
was planning to “squeeze the West” by limiting food, construction, and energy
resources. The West, meanwhile, was placing restrictions on capital and
manufactured goods exports to prevent Soviet economic recovery. The Sun was
critical of all of these measures, and it argued that “the obstructions thrown up by
both sides in answer to these fears are self-defeating.” Both sides, it argued, were
realizing that their efforts to curtail European East-West trade required embracing
flawed alternatives: the Soviets were unable to adequately supply their Eastern
European satellites with machinery and were uninterested in importing their satellites’

raw materials, while Western Europe could not adequately finance North American
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grain imports by exporting manufactured goods into the United States and Canada
given domestic competitiveness.

Something, the Sun argued, would have to give. “Clearly the economic facts
of life are beginning to press against the artificial trade barriers at the iron curtain,”
the piece argued. And while the Sun saw Soviet-style agricultural reforms in Eastern
European satellites as a threat to Western European suppliers, and Soviet Bloc
industrialization as potentially leading to a military challenge to the broader West, the
newspaper argued that everything was imperiled by the continued trade disruption.
“The Maginot Line mentality is always a danger, not a help,” it concluded. “The
West’s defense against Soviet expansionism cannot come from economic sanctions
which starve the West’s own economies. No one wants to export tanks or B-29’s [sic]
to the East, of course, but the old East-West commerce of history must be revived as
far as possible.”®’

But how should the United States, as the preeminent guarantor of Western
economic and military security, balance those competing concerns? What role should
Western European allies play in that effort, and how hard should American diplomats
push them into cooperating with United States policy? And, in the absence of a
domestic political consensus on the matter, what kind of policy accord could be
struck between a Democratic president and a Republican Congress that did not
entirely share first principles about what American foreign economic policy ought to

be? Not only did these questions lack obvious answers, they posed interlocking

9 “New Testimony That The Two Halves of Europe Must Trade,” Baltimore Sun,
September 1, 1948, 10.
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problems. The Cold War’s nature as a standoff without direct conflict between the
American and Soviet primary antagonists meant that policy formation would have to
take place in a gray zone of peace with intense strategic rivalry. Policy disputes
proved difficult to adjudicate because of competing interests between the U.S. and its
allies and political differences between and within the executive and legislative
branches of the United States government. The Sun’s call for striking a balance that
promoted economic recovery without compromising national security was not as
clear as it seemed; the diffusion of power throughout the American government and
between the United States and its allies meant that no single perception of that

balance would ever exist among stake-holding actors.

From 1947 through 1952, the United States under President Truman confronted the
challenges of the postwar world—reconstruction requirements amid foreign dollar
deficits, risks of economic nationalism, and communist expansion—in part through
the application of constructive and destructive trade policies. Constructively, it
organized a multilateral trading system around the principle of Most Favored Nation
tariff treatment for adherents, and it launched the Marshall Plan to move needed
goods and resources to Western European countries, encouraging them to coordinate
their economic policies in a regional context. These initiatives supported the
extension of American product abroad and the circulation of commerce among the
involved countries. Destructively, the United States also promoted efforts to wall off
communist countries from participation in these projects. The U.S. sought to both

promote and delimit the extent of its foreign commercial networks—that is, it
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attempted to control where legal and illegal markets might take American exports. It
did this by consolidating the GATT multilateral trading system. It did this by helping
Western European governments import American goods and technical assistance
under the Marshall Plan. It did this by restricting the export of trade that it deemed
“strategic” to untrusted destinations. And it also did this through its efforts to control
the movement of American product beyond American borders. In this way, the
Truman Administration produced an elaborate policy intended to ensure Western
economic and technological superiority over the Soviet Bloc, one designed to build
up the West without also aiding the East.

To balance trade and security in Europe, the Truman Administration
developed a peacetime export control system that effectively created a semi-closed
market in strategic goods that would eventually be formalized into a permanent
system of national and multilateral institutions. Competing agendas shaped the basic
form and structure of these systems. The State Department, the Commerce
Department, Congress, and Western European governments all played important roles
in establishing the systems’ parameters. For its part, the American business
community did not attempt to impede the Truman Administration’s efforts, which
theoretically circumscribed their freedom to trade. Generally disinterested in trading
with communist regimes, and finding more lucrative opportunities elsewhere, they
acquiesced in its construction.

In this early phase, American Cold War trade policy was heavily oriented
toward the destructive elements. Against the backdrop of East-West political crises,

as well public, congressional, and some executive branch hostility to trading with
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communist regimes, most domestic debate was focused on how wide an embargo the
United States ought to apply toward the Soviet Bloc, and how aggressively it ought to
coerce its allies to conform to it. New economic statecraft tools were created to
execute this campaign, as well as to ensure that trade in “strategic” commodities was
sufficiently walled off that legal and illegal market forces would not undermine the
strategic embargo’s integrity.

The constructive trade elements—the General Agreement on Tariffs and
Trade and the Marshall Plan—were meant to deal with the Soviet threat only
indirectly, by unifying the Western countries, facilitating their economic recovery,
and (in the case of the GATT) creating a framework that later administrations would
use to attract developing and communist countries to the Western economic order.
After the Truman Administration, different presidential administrations would try to
use trade policy in different ways to wage the Cold War; however, the East-West
trade political norms about and policy architecture established in this era would
constrain the ability of subsequent administrations to wield trade as a Cold War

weapon as freely as they hoped.

Constructive Elements: Economic Integration Through Trade Encouragement

Part of American Cold War strategy was to facilitate an expansion of trade between
and among allied and developing countries to strengthen their economies and forge
bonds among them. The Truman Administration, particularly the State Department,
advanced this agenda in the hopes that the restoration and encouragement of trade

would promote peace and prosperity, undermine political radicalism, and encourage
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European self-sufficiency, thereby allowing the United States to reduce its foreign
assistance commitments on the continent. In time, expanded trade would also be seen
as an attractive force for drawing more countries, including Soviet satellites, into the
Western orbit.

Through 1947 and 1948, the effort to launch the International Trade
Organization (ITO) and, after its failure, its tariff-negotiation auxiliary, the General
Agreement on Tariffs and Trade (also known as the GATT), became the major forum
for expanding trade access among the affiliate countries. Around the same time, the
European Recovery Program was separately announced to serve as an adrenaline shot
to the GATT’s Western European industrial core to boost productivity there and
lower legal and financial commercial barriers across the Atlantic and among the
recipient countries.’”® Formally, these programs were distinct, but both were intended
to promote economic interdependence, undermine economic nationalism, improve
economic conditions in the participating countries, and bind them together in a

network of expanded commerce.

The General Agreement on Tariffs and Trade: Creating a Scalable, Liberal

Trading Network

In line with the Hullian ideal that free trade would promote mutually beneficial peace
and prosperity, the United States’ encouragement of the Bretton Woods project was
based on a universalist belief that global economic interdependence would encourage

constructive, symbiotic relationships among countries and reduce the likelihood of

0 Zeiler, Free Trade, Free World: The Advent of GATT, 137.
54



future wars. The Bretton Woods Conference, which took place for much of July 1944,
was meant to develop plans drawn from the presumed “lessons” of the Interwar years.
Those lessons centered on the dangers of economic nationalism. The forces of
fascism—economic nationalism’s extreme political expression—had not yet been
crushed when the conference convened, and conference delegations were eager to
reduce the likelihood of its return.”! During the Interwar period, economic
nationalism notably took the form of rounds of trade protectionism. The Bretton
Woods reaction to this threat was the promotion of global economic openness. The
Bretton Woods system was to resemble a three-legged stool: there would be a
monetary leg (which became the International Monetary Fund), a development leg
(which became the International Bank for Reconstruction and Development, or World
Bank), and a trade leg known as the International Trade Organization. By turn of
events, the ITO would fail to launch, but its mission would live on in the General
Agreement on Tariffs and Trade (GATT). The Bretton Woods system’s collective
purpose was to promote economic interdependence and prosperity among its
participants, encouraging cooperative solutions and peaceful, constructive relations
around the globe.

But the Cold War’s onset reoriented American trade priorities toward
cementing the economic health of the political West and its technological and
economic lead over the Soviet Bloc. There were costs to this. National security

considerations inspired the United States to compromise on free trade principles by
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granting concessions to partners in order to ensure the trading order’s construction.
But the national security case for trade also created a more favorable domestic
political environment for popular acceptance of the General Agreement on Tariffs
and Trade once the International Trade Organization Charter failed. The urgent need
to hold together the ITO-GATT project caused the United States to somewhat
compromise trade idealism for pragmatism, with the U.S. scaling down its free trade
ambitions and conceding more (by some accounting) than it received in trade benefits
in return. “Free trade,” the historian Thomas Zeiler consequently noted, “was never
an alternative in American policy.”’? In exchange, the United States secured a
workable, scalable (in membership and agenda) trading system that enabled,
expanded, and reinforced Western European recovery.

The American road to the GATT was a contentious one even after the Soviet
withdrawal from participation in the spring of 1946, with foreign and domestic
dissent buffeting American State Department planners’ visions. In fact, during the
International Trade Organization Charter debates of 1947-1948, the United States’
most consistent antagonist proved to be its close ally, Britain. The key point-at-issue
was Britain’s desire to maintain its imperial preference scheme, which it regarded as
too important to its economy’s health and stability to jettison. This was inconsistent
with American designs for the multilateral trading system, which were based on the
principle of non-discrimination since (as historian Francine McKenzie noted) the
British imperial preference system was the largest discriminatory tariff system in the

world. The dispute between the two allies prevented agreement on the central issue of

2 Zeiler, Free Trade, Free World: The Advent of GATT, 4.
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Most Favored Nation status (whereby trading partners would agree not to apply tariff
discrimination against each other) by allowing Britain to maintain an independent,
preferential trading bloc within the system that privileged commerce within the
British Commonwealth countries at the expense of external trade.”

The two sides had been in disagreement on how “free” trade ought to be since
the Atlantic Charter was negotiated in 1941; they remained so by 1947. The situation
was in no way helped by a 1947 British financial crisis. Following President
Truman’s cancellation of Lend-Lease aid in 1945—a move that threatened Britain’s
ability to import crucial resources like food, fuel, and raw materials—American
Under Secretary of State for Economic Affairs Will Clayton had attempted to
condition a replacement loan to Britain on Britain’s agreement to end its imperial
preference system—a request his subordinates later walked back. British officials
balked at this effort and argued that imperial preference would only be discussed
alongside American tariff reduction proposals, and they expected the United States to
make steep cuts in return for concessions.”

Britain was also persuaded of the vital necessity of retaining imperial
preference following its disastrous 1947 attempt to end its wartime controls on
sterling convertibility. Rather than inspiring a wave of currency liberalization in
Europe, Britain’s trade partners began exploiting the restoration of sterling

convertibility by applying import restrictions on British goods even as their own
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exports into Britain increased. This attempt at opening itself up to global trade
backfired for Britain, which unlike some of its trade partners was obliged to settle in
dollars on demand, contributing to a serious drain on its scarce dollar reserves.”>
While Britain’s reserves had fallen by $580 million in the second half of 1946; in the
first half of 1947, $1.8 billion more left.”® Britain suspended convertibility and
continued to dig into its defense of imperial preference during the trade talks.

At the same time, the Truman Administration was facing new domestic
resistance to its efforts to conclude a workable trade agreement. Domestically, the
new Republican-led 80" Congress was hostile to trade liberalization, which it
attacked from every conceivable angle, including national security and protection of
American industry. Republicans like Senator Kenneth Wherry and House Ways and
Means Committee Chairman Harold Knutson tried to delay American participation in
GATT negotiations until the prospective benefits of trade liberalization for the United
States economy could be studied further. It took administration outreach to Senators
Arthur Vandenberg and Eugene Millikin, the Republican chairs of the Foreign
Relations and Finance Committees, respectively, to secure congressional approval of
Truman Administration participation in the Geneva Conference, which was a pivotal
international meeting that produced the GATT text in October 1947. Vandenberg and
Millikin, both internationalist in orientation, along with Republican Senator Robert
Taft, who was not, proposed a deal whereby Congress would take no tariff action for

a year provided the administration secure carve-outs in international trade deals that
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authorized the United States to withdraw any given concession should the Tariff
Commission deemed it to have injured an American industry. Truman endorsed the
proposal with an Executive Order that allowed American firms to seek shelter from
foreign competition if the Tariff Commission determined them to have suffered trade-
related losses. Although politically necessary to push the talks forward, this was a
major deviation from the State Department’s free trade principles and an obviously
problematic domestic concession for its trade diplomacy.”’

National and international security concerns were prominent in driving this
strategic shift. By 1947, growing East-West tensions persuaded the Truman
Administration to cave on Britain’s imperial preference demands and accept
qualifications to the International Trade Organization Charter that were inconsistent
with the State Department’s advocacy of free trade principles for the sake of national
security. By that time, Britain’s economic problems were already affecting the United
States’ international security calculations. The most obvious example was the Truman
Administration’s call to assume British foreign assistance commitments in Greece
and Turkey under what would become known as the “Truman Doctrine” at a time
when Eastern European countries were having, in Truman’s words, “totalitarian
regimes forced on them against their will.”’® A weak Britain, and, more broadly, a
weak Europe, raised the specter of still more American commitments abroad. These

concerns led President Truman and senior State Department officials like Under
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Secretary of State Robert Lovett to mitigate the purer free trade views of Assistant
Secretary of State William Clayton, whose trade diplomacy with Britain prioritized
pressing London to abandon imperial preference during the Geneva talks.”
Determined to salvage the GATT talks and avoid an unnecessary rift with Britain, the
United States opted to concede Britain’s retention of its imperial preferences system
and withdraw some of its offered concessions. This meant that the GATT “free trade”
project would include officially sanctioned tariff discrimination.®” The GATT text
would also come to include endorsements of other departures from trade liberalism
like quotas, subsidies, and state-trading in order to ensure the project’s development
and to keep Western and developing countries affiliated going forward.®! When the
ITO Charter ultimately went unratified, the supplementary framework—the General
Agreement on Tariffs and Trade, which included these provisions—became the new
basis for multilateral trade cooperation.

While not initially intended as such, the GATT became an important Cold
War institution in two ways. It created a scalable, interdependent framework for
negotiating lower tariffs and better market access among its contracting parties—an

important break with the recent past that bound them together in a mutually beneficial
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prosperity project. And it proved capable of attracting and rapidly absorbing neutral
and communist countries, drawing otherwise disinterested parties into what was
effectively a “Western” alliance. As will be seen, American presidents would at times
see it as an important alternative forum for connecting Eastern European regimes to
the West when national legal and domestic political impediments foreclosed the
possibility of new bilateral ties between the U.S. and those regimes. GATT
membership increased rapidly: having begun with twenty-three members in 1947, it
had, by 1962, grown to seventy members accounting for 80 percent of all world
trade.®? The GATT’s creation was, moreover, a political victory for Truman’s State
Department, having been achieved against a backdrop of domestic skepticism,
particularly in Congress. American concessions were the necessary price to get the

organization off the ground.

The Marshall Plan: Stimulating Trade in Europe

The other major American constructive trade initiative in the early postwar era was
the European Recovery Program (ERP, or the “Marshall Plan”). Whereas the GATT
was intended to improve the international trade circuitry by reducing national trade
barriers, the Marshall Plan was intended to help fill those circuits with commerce in
the group’s Western European industrial base. The Marshall Plan’s goal was to
stabilize Western European economic recovery and strengthen the political West

relative to the Soviet Bloc. But Western Europe’s recovery depended on imports from
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the U.S. and the Soviet Bloc, which created a dilemma for the United States about
how both goals could be reconciled. The Marshall Plan experience crystalized in
American minds the need for a two-pronged approach to Western European recovery:
constructive encouragement of Western European imports from both the United
States and Soviet Bloc as well as improvised implementation of trade destructive
measures intended to wall off certain American “strategic” exports to Western Europe
from finding their way to the East, which will be explored in detail in a subsequent
section.

The Marshall Plan was consequently a regional initiative intended to
strengthen a prospectively global initiative. Regionalism, in this context, implied an
alternative to purely global economic recovery programming, but it also meant a
substitute for purely national paths to recovery, which American officials thought
would be less efficient than a broader, coordinated program involving the sharing of
national resources, technical expertise, and a German reconciliation that would allow
other European states to draw on Germany’s industrial power.®*> The American
commitment to revive Germany through the ERP was an important component of its
plan to stitch Germany into a broader transatlantic community, and it keyed Western
European governments to later intensify the regional integration project on their own,

beginning with France’s 1950 Schuman Plan.34
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American policymakers saw the United States’ fortunes as linked to Western
Europe’s postwar economic recovery, and transatlantic trade was an important
component of it. Both Western European and American officials worried that a
continued deterioration of transatlantic commercial links might lead to a renewed
crisis, economic nationalism, and political radicalism in Europe. Europe’s postwar
financial problems were the major culprit. By 1946, Western Europe hard currency
poverty and dependence on American imports led to a $4.2 billion payments deficit
that appeared to be intensifying.®> American policymakers feared that continued
shortages and payment problems there would likely lead Western European
governments to employ controlled, discriminatory trade policies as those countries
sought to secure needed resources with their limited means. Meanwhile, domestic
public rancor there would give succor to local communist parties, perhaps even
leading to power seizures in countries like France. American officials worried that the
United States might then become isolated. As Melvyn Leffler noted, the U.S. was
animated by fears that “regimented trade abroad would eventually jeopardize
economic and political freedom at home,” and that Western European communist
regimes would drift into closer ties with the Soviet Union. The Soviet Union, in turn,
would be able to draw freely on Western European industrial assets to rebuild its
economy and military. These twinned effects would result in the extension of Soviet
influence into Western Europe, forcing the United States into a garrison state posture

and forcing it to “alter its priorities, regiment its trade, boost defense expenditures,
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and clamp down on potential fifth columnists” in order to keep foreign threats at
bay.® The economic problems in Europe, therefore, were understood to be existential
ones for the United States—problems with the potential to shape the nation’s future
character.

Indeed, domestic insecurity did lead some Western European countries to
make demands that were inconsistent with the principles of equal economic access
denial of all forms of “aggrandizement” laid out in the Atlantic Charter. France, for
example, was keen to ensure that Germany would pay reparations for its aggression
and that it would in some way be hobbled, especially in the Ruhr and Saar regions to
hinder its ability to threaten French security again. Exploitation of German economic
resources was even written into the 1946 “Monnet Plan,” which called for cheap
deliveries of German coal, a provision that allowed France to forcibly steal market
share from German firms.®” Fear of German resurgence proved to be a powerful glue
on the continent. Even France and the Soviet Union were of like mind on the
“German Question” in the early postwar period. Franco-Soviet efforts to force
Germany to bear the brunt of reconstruction were persistent and began before the
Allied victory: in 1944, the newly liberated French government signed a treaty with
the Soviet Union in support of French control of the Ruhr after the war’s end.®® While

French President Charles de Gaulle was skeptical of Soviet intentions, he worried
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about Germany more. This agreement was ultimately important in shaping the
postwar strategy of the French tripartite government that followed, which positioned
itself as a link between its Anglophonic allies and the Soviets as insurance against the
former’s support of German reconstruction.’

The American alternative solution to these designs was a massive financial
infusion to enable Western European governments (Britain, France, and the western
zones of Germany, in particular) to fund imports within a regional development
strategy intended to boost productivity throughout the continent and in conjunction
with one another. Under the European Recovery Program, $13 billion in American
foreign assistance was made available to Western Europe, enabling participating
governments to import food, fuel, feed, fertilizers, vehicles, machines, and other
needed goods that could not have been obtained before from the United States.”®
Resale of these goods in-country created “counterpart fund” pools to further empower
those governments to invest in productivity.®! In addition to its goods exports, the
United States sought to promote trade barrier reductions and improve productivity
through the deployment of technical advisers and business sector mentors, and
American liaisons advised recipient governments on deploying the funds. Under the

technical assistance program, European industry leaders came to the United States to
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learn American techniques for producing machine tools, iron, steel, and other
intermediate goods central to improving industrial efficiency.”?

Cost concerns drove the Truman Administration to prioritize Western
European economic independence as an ERP objective. Perhaps surprisingly, East-
West trade was encouraged under the ERP to conserve American dollars even in spite
of Soviet antipathy toward the program. Truman Administration planners strived to
create what Allan Dulles called a “defensive bulwark against the advance of
communism’: a prosperous and unified Western Europe capable of deterring
indigenous radical movements and the Soviet Union. Contrary to Soviet propaganda
(Soviet Politburo member Andrei Zhdanov reportedly claimed that the ERP’s purpose
was “the economic enslavement of the European countries”), there was little
American appetite for long-run sponsorship in the region; rather, the United States
sought to make Western Europe less dependent on the United States, enabling the
latter to taper off its foreign assistance and manpower commitments over time.”® With
strong congressional concern about the domestic inflationary impacts of a plan

intended to help Europe draw heavily on American product, with the idea that
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encouraging intra-European trade would bring about its self-sufficiency faster than a
bilateral scheme was widely embraced.”

European self-sufficiency was also encouraged through the ERP’s technical
assistance program, under which the U.S. exported expertise and technology to
improve European management and operations. As Michael Hogan has argued, the
comparatively small amount of aid devoted to technical assistance (the United States
had only applied $30 million to the task by mid-1951) was more impactful than its
meager cost suggested because it entailed the export of management and production
techniques as well as cultural norms and attitudes that the U.S. hoped would influence
European industry for the foreseeable future. Under the program, the Economic
Cooperation Administration brought 145 teams of European industry leaders to the
United States to learn industrial production and organization management techniques,
and it also deployed 372 American technical specialists abroad to mentor European
counterparts.”® It was an unusual program of technology transfer, with American
industry leaders playing a direct role in helping resuscitate and improve their foreign
competitors’ performance—a fact that would be noted by some members of Congress
and industry leaders by the 1960s, when American commercial predominance was

challenged in some sectors.
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American commitments to rebuilding Europe into a vibrant and independent
economic unit established a philosophical and technical policy dilemma with long-run
implications. The United States was now committed to improving Western European
productivity through physical and technology exports and through acceptance of
intra-European East-West trade. However, historical trade patterns between Europe’s
two halves were based on exchange of Eastern European natural resources for
Western technology. Postwar conditions made the revival of such exchange even
more desirable for both sides, with Western Europe desiring cheap food and fuels and
the Soviet Union seeking to improve its productivity through technology imports. The
interrelationship between Eastern and Western European economic fortunes was
universally understood, and any division between them would be artificial. For their
part, Soviet leaders had thought that East-West economic exchange was so obviously
mutually beneficial across Europe that it could not long be denied. As Oscar Sanchez-
Sibony noted, Soviet foreign minister Vyacheslav Molotov’s early assessments of the
postwar economic environment assumed that “any economic revival in Europe, and
America’s continued economic prosperity, would require Soviet raw materials as well
as its market, ever hungry for Western products and technology.”® Yet, some
American policymakers, especially in the Congress, feared that Western Europe
would become a conveyor belt of Western technology into the Soviet Bloc, allowing
the Soviets to erase the United States’ technological lead. As we will see, these

concerns would test the Marshall Plan’s “regionalism.”
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All told, the Marshall Plan was a bold and effective constructive trade plan
intended to stimulate trade that happened to set up a serious trade policy dilemma. On
one hand, it endorsed Western European independence and reliance on both capital
goods and technology exports from the United States and natural resource imports
from the Soviet Bloc. Western Europe had been, and would be, enmeshed in wider
networks of intercontinental exchange. On the other, the Marshall Plan was also a
regional, Cold War program intended to strengthen the West relative to the East, and
these international trade dynamics—capital goods and technology going eastward,
and natural resources going westward—suggested that American foreign assistance
might ultimately support Soviet Bloc recovery too. The Marshall Plan was thus set up
a dilemma for American policymakers: permit such exchange to flow freely or
develop some mechanism for controlling at least some American exports, permitting
them to go to Western Europe but not on to the Soviet Bloc. As will be seen, the
United States would choose the latter in a series of policy improvisations.

In the Truman Era, the United States pursued constructive trade relations with
Western Europe and other non-communist countries for a variety of mutually
reinforcing reasons. Building on an intellectual foundation laid by Cordell Hull, State
Department planners saw restored global trade as capable of promoting peace and
prosperity among trading partners, and they pursued the ITO-GATT project to create
a framework to that end. At the same time, the U.S. also created the European
Recovery Program to revive economic activity in participating Western European
countries with an eye to encouraging trade among them—an outcome that could

simultaneously reinforce the GATT by jumpstarting economic activity among major.
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State Department planners believed greater trade—including East-West trade—was
central to the success of their global and regional economic agendas. But they neither
could nor desired to allow such exchange to operate entirely freely. Accordingly,
American policymakers in the executive branch and Congress paired their
constructive trade program with a set of policies intended to interrupt some East-West
commercial exchange, sharpening the regional nature of the Eastern and Western
markets and foreclosing (or at least attempting to foreclose) the establishment of

some commercial networks between the two sides.

Destructive Elements: Economic Isolation Through Trade Denial and Control

Despite the U.S.’s leading role in promoting it, American enthusiasm for the
construction of a vibrant, Western commercial network was qualified by fears about
inadvertently helping Soviet military and economic recovery. The Truman
Administration worried that American efforts to satisfy robust Western European
demand for imports would lead to domestic inflation and shortages, and it feared that
some goods provided under the European Recovery Program, especially certain
capital goods, would be transferred to the Soviet Bloc. American policymakers in the
executive branch and in Congress believed that Soviet acquisitions through licit and
illicit market exchange would ultimately support a Soviet military buildup, reducing
American and Western security. But they did not entirely agree about where the
boundary between appropriate and inappropriate trade lay, nor did they always agree
with their European allies, especially Britain, on this question. American policy for

balancing these risks developed from multiple institutional bases and evolved into an
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effort to create a distinctly regional, semi-closed market for trade in strategic goods

within its broader regional commercial network.

The American Strategic Embargo: Delimiting Trade in Europe

Unlike the State Department, which was leading diplomacy to expand trade, the
Commerce Department had come around to a different and more skeptical view of the
role of trade in the emerging East-West confrontation. This was the beginning of a
general pattern that would hold across subsequent administrations whereby the State
Department tended to favor fewer limits on East-West trade, the Defense Department
generally opposed East-West trade, and the Commerce Department typically
preferred something in-between. In December 1947, Commerce Secretary and former
American ambassador to the Soviet Union Averell Harriman secured National
Security Council approval of a report produced by his department arguing that Soviet
Union and Eastern European satellite rejection of Marshall Plan participation signaled
the hostility of those countries to the European recovery project itself. “This
opposition to European recovery,” it argued, “constitutes a threat to world peace and,
in turn, to US security.” It recommended that the United States indefinitely stop all
shipments to Soviet Bloc countries of short supply commodities or anything that
might contribute to “Soviet military potential.”

Still hoping to avoid an outright diplomatic break with the Soviet Union, the
report argued that this could be done surreptitiously. The State Department would
simply need to declare the entire European continent a “recovery zone.” This would

enable the Commerce Department to establish a blanket requirement that all
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American exports to Europe be made subject to a licensing requirement. Prospective
exporters would have to apply for Commerce Department export licenses, allowing
OIT officials to quietly deny exports to the Soviet Bloc on a case-by-case basis
without obviously discriminating against Soviet Bloc countries.”” The plan effectively
established a hidden embargo by the United States on the Soviet Union for a defined
subset of exports, cutting it off from access to American commerce.”® Once enacted,
this would mark beginning of the American Cold War export control program.

It was an elastic mandate. As a conceptual matter, “Soviet military potential”
could mean any number of things—as the political scientist David A. Baldwin
observed: “The ‘strategic quality of a good is a function of the situation; it is not
intrinsic to itself...(t)here is no reason whatever to believe, a priori, that wheat,
plastic combs, or buttons will contribute less ‘significantly to Communist military
potential” than tanks, jets, and jeeps.” As long as a denied good could not be made
more efficiently by the target country at home, than the “sending country” (the one
applying the restriction) will have imposed some degree of economic hardship on the

target, harming target’s military potential by reducing its resources.”
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Harriman wanted the Commerce Department empowered to determine what
exports destined for any part of Europe were consistent with American national
security. This meant analyzing every proposed export to any part of Europe to
determine whether it was likely end up in a Soviet Bloc country and capable of aiding
“Soviet military potential.” The Commerce Department would make those
judgements based on an assessment of what the proposed export was, its proposed
destination, its proposed end-use, and the prospective transshipment or diversion risk,
measured in part by who the transaction’s participants were. This entailed defining
what exports were strategic on a transaction-by-transaction basis in real time by
estimating what the exported American product would do and where it would go once
beyond the United States’ borders over its lifecycle. This desire to micromanage
export activity reflected a discomfort with the unpredictability of markets. It also
assumed a degree of policy consensus within the United States government and
between the United States and its allies about the Cold War trade policy that did not
turn out to exist.

The Commerce Department maintained the secrecy of its work for the sake of
preventing an outright break with the Soviet Union through both its licensing policy
and its explanations of its activities. The Commerce Department announced its new
program in its next quarterly report to President Truman and Congress by blandly
noting that a new policy would take effect on March 1, 1948, whereby all exports to
Europe would be controlled going forward. This region would be designated
“Country Group R,” and every export there would require an individual license. The

Soviet Union was listed among the affected countries, along with continental Europe
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and the British Isles. American fiscal prudence was the ostensible rationale for the
shift; the Commerce Department explained that it sought “to conserve dollar
resources by limiting United States exports of commodities to Europe to those
necessary to recovery, and to assure the distribution of such exports by country of
destination and by end-use in a matter most conducive to speedy recovery” in order to
“further world economic and political stability.” Conceding that this would be
“undoubtedly far reaching in its potential effects upon the pattern of American
foreign trade,” the Commerce Department argued that the United States had been
generous so far with assistance, but the new steps were necessary to ensure that
American financial assistance was being spent on acquiring the most important
commodities for hastening recovery. The new control program, the Commerce
Department explained, would help Europe help itself while respecting the not-
limitless means of the American taxpayer.'

The Truman Administration’s new export policy represented something new:
a peacetime attempt to use export controls for national security purposes. But it was
made possible by the fact that it was not, as an administrative matter, revolutionary.
Rather, it was evolutionary. The Commerce Department was already using its
licensing authorities to regulate export volume out of the country to prevent domestic
shortages, and it was also using prioritization for discriminatory purposes to ensure
that scarce American resources were shipped to foreign destinations that it considered

more essential to expediting recovery. From there, the shift to ensuring that American
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exports fed recovery in Western Europe but not in the regions under Soviet control
did not appear quite so radical a step as an administrative matter, although allies
would eventually perceive the extraterritorial implications of it to be quite radical.
The initial, apparent modesty of this shift allowed the United States to effect the new
policy covertly and ensured plausible deniability in the event of Soviet allegations of
favoritism or hostility. The new “’R’ Procedure,” shifted the United States’ export
control philosophy from one emphasizing domestic considerations to foreign ones—a
fact indicated by its orientation around the “recovery zone” concept.

However, the new export control policy also set the stage for future political
problems. First, this was a unilateral policy that only applied to the licensing of
American exports abroad, so European firms remained free to export to communist
countries. In later years, American exporters and members of Congress would suggest
that gaps between American and allied export control standards simply meant that
United States policy was transferring market share to rival firms in friendly countries
without effectively denying Soviet Bloc access to Western commodities.!?! Second, it
was also unclear what powers the Commerce Department had to prevent American
exports that entered into commerce in Europe from being re-exported to the Soviet

Bloc. If American product embargoed for the Soviet Bloc were legally shipped to

101 To reiterate, the notion of a particular control being “thwarted” is used here with
the understanding that the American concern was to ensure certain goods did not
reach the Soviet Bloc. David Baldwin objected to this mode of analysis in general,
arguing instead that a target state would be harmed if their effort to procure the
strategic good entailed greater costs for them than if no such effort by the sender had
been taken. I make no quarrel with Baldwin’s view. However, this was not how
American officials conceptualized their mission, and I have chosen to focus here
instead on what the United States was trying to do and why. Consequently, I sidestep
this dispute here. See: Baldwin, Economic Statecraft, 222.
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Western Europe then on to the Soviet Union in a separate transaction, they argued,
the American embargo would be undercut. Indeed, in its Third Quarterly Report on
export controls, the Commerce Department alleged that it was struggling just to
execute its core mission of controlling direct exports from the United States. With
more exporters looking to trade due to what it called a “widespread ‘decontrol’
psychology” that called for a quick end to wartime economic controls, and with its
own budget and staff shrinking, the Commerce Department admitted that it had
struggled to properly ensure compliance with its regulations.!?> Regulating trade
beyond American borders would entail a whole new set of obligations.

March 1948 was a pivotal month in the formation of American Cold War
export control policy. First, the Commerce Department began its new system of
export controls on all trade with Europe on March 1. In its next quarterly report to
President Truman and the Congress, the Commerce Department publicly explained its
new “R Procedure” for scrutinizing exports to Europe in evasive terms to avoid
arousing congressional or foreign interest. The new policy, the Commerce
Department wrote, “results primarily from the desire of this government to further
world economic and political stability by promoting the recovery of the European
economy.” It specifically sought “to conserve dollar resources by limiting United
States exports of commodities to Europe to those necessary to recovery, and to assure
the distribution of such exports by country of destination and by end-use in a matter

most conducive to speedy recovery.” Conceding that this would be “undoubtedly far

192 U.S. Department of Commerce, Export Control & Allocation Powers: Third
Quarterly Report to the President, the Senate, and the House of Representatives,
(Washington, D.C.: U.S. Government Printing Office, 1948), 1, 16.
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reaching in its potential effects upon the pattern of American foreign trade,” the
Commerce Department argued that the United States had been generous so far with
assistance, but new steps were necessary to ensure that American financial assistance
was being spent on acquiring the most important commodities for hastening recovery.
The new control program, the Commerce Department explained, would help Europe
help itself while respecting the limited means of the American taxpayer.'® Thus, its
new Cold War export control program came cloaked in the language of fiscal
prudence.

On March 9, Commerce Secretary Harriman and Assistant Secretary David
Bruce circulated a confidential memorandum to Navy Secretary James Forrestal and
Secretary of State George Marshall on a related subject—the effect of intra-European
East-West trade on U.S. exports. The new U.S. export control policy pertained to
direct exports from the United States to recipient countries in Europe. But they
identified a problem: those exports left American control once they entered into the
importing country’s commerce, freeing them to be relayed through a second
transaction (re-exported) to communist countries. This dynamic undermined U.S.
export controls, and there was neither a current American effort nor future prospects
for unilaterally stopping it, the report said. This was not a theoretical concern: the
report also noted that other countries, including Britain, had executed trade
agreements with the Soviet Union, allowing them to export goods that the United

States was refusing, essentially creating a legal framework for engaging in such trade.

103 U.S. Department of Commerce, Second Quarterly Report under the Second
Decontrol Act of 1947, (Washington, D.C.: U.S. Government Printing Office, 1948),
10-11.
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And on a different but related, note, the report observed that Commerce Department
had no authorities for controlling unclassified technical data exports or technical
services being performed by Americans abroad.!** There were, in short, gaps in the
system that were a function of normal market activity. Any American plan for
grappling with these challenges was going to require a wider-ranging program with
diplomatic cooperation, extraterritorial action, or a combination of both. It would also
require greater state capacity for administering the program.

Meanwhile, the State, Commerce, and Defense Departments committed to an
investigation of how a “peacetime economic warfare organization” might be
structured and function. An initial meeting between the State and Commerce
Departments on March 16 produced agreement that “the objective of the U.S. was to
inflict the greatest economic injury to the USSR and its satellites and, at the same
time, to minimize the damage to the U.S. and the Western Powers resulting from (a)
probable Soviet retaliation, and (b) inability of the East to continue exports of certain
supplies to the West.” This language was aggressive, but the policy agreement was
more pragmatic. A full embargo on the Soviet Bloc appears to have been rejected at
this meeting in favor of permitting “selective trade [between Eastern and Western
Europe] to continue in order that the West, particularly the ERP nations, continue to
obtain supplies, such as timber, coal and grains, from the East, especially during the

current year.” OIT director Thomas Blaisdell suggested that in deciding which

194 Memorandum Prepared in the Department of Commerce, March 9, 1948, Foreign
Relations of the United States, 1948, Volume 1V, Eastern Europe, the Soviet Union,
eds. Rogers P. Churchill, William Slany, and Herbert Fine, (Washington:
Government Printing Office, 1974), Document 336.

78



exports ought to be sealed off from the Soviet Bloc, “it might be well to consider
commodities as a spectrum, the upper part of which would include atomic materials,
implements of war, etc., which would be embargoed to the Soviet sphere and the
lower half would include commodities which would be made freely available within
normal volume limitation.” In between would be commodities that “could be used in
various manners and which might be employed as a weapon to obtain vital supplies
from the East.”!%

Tellingly, the State and Commerce Department officials, who understood the
conceptual and technical difficulties of this project, shared a fear of rash interference
in executive branch planning through “an emotional approach by Congress or the
National Military Establishment fanned by certain articles appearing in the press.”
Recently, a stream of news stories regarding Western commercial deals with the
Soviet Union had ignited American concerns about what the authors considered Cold
War profiteering. State and Commerce Department officials consequently hoped to
retain the initiative in shaping this policy, and concluded that a new survey analyzing
the impact of various options—a full American embargo of the Soviet Union and its
satellites, a full Western embargo of the same, and a selective embargo by the United

States permitting some trade with Eastern Europe.!° These political dynamics—

195 Dobson, US Economic Statecraft for Survival, 89-91. Memorandum of
Conversation, by the Acting Adviser to the Division of Occupied Areas Economic
Affairs (Koch), March 16, 1948, Foreign Relations of the United States, 1948,
Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill, William
Slany, and Herbert Fine, (Washington: Government Printing Office, 1974),
Document 337.
196 Memorandum of Conversation, by the Acting Adviser to the Division of Occupied
Areas Economic Affairs (Koch), March 16, 1948, Foreign Relations of the United
States, 1948, Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill,
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rivalry and disagreements among departments and branches of government—would
remain features of American export control policy, and congressional and military
hostility to trading with the Soviet Bloc would prove powerful influences on its
formation.

Congressional concern about communism was strong, and executive branch
leaders would learn and re-learn over the Cold War’s course that congressional
opposition to East-West trade could disable their policy plans if not managed well.
International crises tended to increase the stridency of congressional perceptions of
the communist threat as well, which frequently targeted presidents and their
administrations. In the wake of the February 1948 Czechoslovakian coup, for
example, Styles Bridges, then the Republican chairman of the Joint Committee on
Foreign Economic Committee, passionately criticized Roosevelt-Truman
Administration foreign policy since the Tehran Conference as one of meek
capitulation to Soviet expansionism. “Headstrong and egocentric leaders,” he said,
had failed to stand up to the Soviets or level with the public about the nature of
communism’s threat—a threat he described vividly. “We must recognize communism
for what it is—a vast international conspiracy with tentacles in every country in the
world, our own included,” he said. “[W]e in America, despite all our seeming wealth
and apparent security, are living in peril of our very existence. The community of free
and independent nations contracts with every new acquisition of territory by the

Communists.”

William Slany, and Herbert Fine, (Washington: Government Printing Office, 1974),
Document 337.
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In this political environment, trading with communist countries took on a
sinister air and moved congressional members to press the Truman Administration
with additional proposals for shutting down U.S.-Soviet Bloc trade. Senator Bridges,
for one, advocated to the Truman Administration that “[a]ny exchange of patents and
scientific information which benefits Communist aggression should be stopped.” He
also issued a sweeping recommendation that the administration “[p]rohibit trading
which benefits communist countries. As we seek to bolster freedom our wealth must
not be poured into potential war machines of hostile nations.”!%” This call from a
powerful member of Congress, freighted as it was with ideological assumptions about
the nature of trade benefits and security, reflected both the urgency of East-West trade
criticism and the growing pressure on the Truman Administration for dramatic action.

Such concerns naturally threatened the Marshall Plan too. A few days later,
the Washington Post reported that congressional concerns about trading with the
Soviet Bloc were threatening to kill the European Recovery Program in Congress.
According to the Post, a recent American export of aircraft engines to the Soviet
Union had incurred congressional wrath, especially in the House of Representatives,
where Republican Representative Karl Mundt was preparing an amendment to a bill
that would cancel American foreign assistance to any European recipient country that
permitted shipments to the Soviet Union or its satellites “that might be of value in
event of war.” According to the report, both Republican Senator and Foreign

Relations Committee Chairman Arthur Vandenberg and the State Department were

197U.S. Congress, Senate, American Foreign Policy and Communism, 80" Cong., 1%
sess., Congressional Record 94 (March 24, 1948), S 3376-3378.
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wary of Mundt’s amendment and had “publicly stated that restoration of prewar
Soviet trade with western Europe is a ‘basic assumption’ for success of the Marshall
Plan.” The report also explained that while both Vandenberg and the State
Department had “stated publicly that ERP for the present at least contemplates no aid
to Eastern Europe, they believe there should be no obstacle placed in the way of
restoring East-West trade [emphasis added].”!%® This suggested a State Department
endorsement of wide-open trade between the two halves of Europe.

This was not exactly Secretary of State Marshall’s position, and his more
subtle position became the basis for U.S. East-West trade policy. His full views had
been laid out in a memorandum that he submitted to the National Security Council on
March 26, 1948, which was subsequently approved and became the basis for Truman
Administration policy going forward. From his perspective, a unilateral American
embargo of the Soviet Bloc was unlikely to be effective since Western European
countries were much more important suppliers to those countries. Intra-European
East-West trade was vital to the success of the European Recovery Program, as
Eastern European countries were understood to be important suppliers of grain,
timber, and coal to Western Europe. With ERP country-Soviet Bloc trade estimated at
$1.5 billion in 1947 and growing, he argued that “curtailment of this trade would
mean increased demand on the United States, both in terms of money and in terms of

physical supplies, much of which could not be supplied without the institution of

198 United Press, “Fight on Trade with Soviet is Feared as Danger to ERP,”
Washington Post, March 29, 1948.
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drastic domestic controls.”'%® Moreover, he stated, the Soviet Union was also a
“strategic materials” supplier to the United States, so a draconian, unilateral shut-off
of U.S. exports risked disruptions to American supply of key resources.!!°

Secretary of State Marshall’s proposed solution was multipart. First, the
United States should engage in “selective control under which certain key
commodities are denied export licenses from the United States to the Soviet Bloc”
[emphasis added]. He defined those “key commodities” as those “which would affect
production in key segments” of Soviet Bloc economies. Second, he proposed that
diplomatic outreach to “principal alternate sources in Western Europe and Canada” to
win their adoption of parallel controls, in effect, creating a multilateral, selective
embargo. The persuasive aspect of this recommendation was important, for it let
allies define the scope of their participation in the American plan; he did not suggest
coercion. Finally, in order to ensure that this effort could be undertaken without
disrupting Soviet exports to the United States, he recommended that Soviet-American
trade proceed on a “strictly quid pro quo basis with respect to the significant items of
trade between the two countries”—essentially through barter arrangements. American

policy debates and diplomacy would thereafter focus on defining how limited a

199 Memorandum by the Secretary of State, March 26, 1948, Foreign Relations of the
United States, 1948, Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P.
Churchill, William Slany, and Herbert Fine, (Washington: Government Printing
Office, 1974), Document 338. Forland, Cold Economic Warfare, 36-38; Jackson, The
Economic Cold War, 19-22.
110 Memorandum by the Secretary of State, March 26, 1948, Foreign Relations of the
United States, 1948, Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P.
Churchill, William Slany, and Herbert Fine, (Washington: Government Printing
Office, 1974), Document 338. Forland, Cold Economic Warfare, 36-38; Jackson, The
Economic Cold War, 19-22.
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strategic embargo the United States and, eventually, its Canadian partners and foreign
assistance recipients, should apply.!!!

Beyond settling administration policy, Secretary Marshall’s memorandum
made two key contributions. First, he made a concise case that economic recovery
and security were interrelated. This reflected a State Department view at that time that
Western Europe’s greatest vulnerability was political unrest. As John Hickerson, the
State Department European Affairs Director put it: “The problem at present is less
one of defense against overt foreign aggression than against internal fifth-column
aggression supported by the threat of external force.”!!'? To this end, Marshall thought
the United States should be able to live with mutually beneficial trade between the
two European halves as long as recovery succeeded and bred political stability in the
Western half. Trading with communists, this implied, was not a// bad. Second,
Secretary Marshall raised the issue of coordinating American embargo policy with
other Western countries, which stood as an alternative to the proposed Mundt
Amendment’s coercive approach and laid groundwork for establishing controls over
re-export and transshipment of American product in those countries. Truman
Administration acceptance of Marshall’s paper marked agreement that trade could be

effectively controlled in such a way that European economic and security problems

"' Memorandum by the Secretary of State, March 26, 1948, Foreign Relations of the
United States, 1948, Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P.
Churchill, William Slany, and Herbert Fine, (Washington: Government Printing
Office, 1974), Document 338. Forland, Cold Economic Warfare, 36-38; Jackson, The
Economic Cold War, 19-22.
127 effler, A Preponderance of Power: National Security, the Truman
Administration, and the Cold War, 205.

84



could be balanced without intensifying the growing East-West confrontation to a
destructive point.

Against that backdrop, the Czechoslovakia crisis of February 1948 was a
major test of whether this proposed American constructive-destructive trade policy
tandem could work. Having been admitted as a democracy, the surprise coup that saw
the installation of a communist regime in Prague meant that the GATT liberal trading
arrangement now had a communist member. This entitled Czechoslovakia to non-
discriminatory tariff treatment at a time when the United States was planning to begin
discriminating against communist regimes on at least a partial basis with export
controls. Members of Congress insisted that Czechoslovakia receive no GATT
concessions, and the coup sparked new domestic concerns about foreign
communism.!!3

The Truman Administration response to the Czechoslovakian coup within the
GATT had two aspects and unfolded over several years. First, the U.S. banned certain
exports to Czechoslovakia in 1949, arguing that they were intended for Soviet Bloc
war production, including atomic weapons manufacture. The Czechoslovakian regime
protested these export controls as illegal trade discrimination inconsistent with the
United States’ GATT commitments, but the U.S. disagreed, arguing that the GATT
Article XXI national security exception covered the American action. America’s

allies in the GATT endorsed the U.S. position on the matter.''* Then, in 1951,

113 Zeiler, Free Trade, Free World: The Advent of GATT, 137-38.
114 Zeiler, 171; McKenzie, “GATT and the Cold War: Accession Debates,
Institutional Development, and the Western Alliance, 1947-1959,” 90. For GATT
Article XXI, see: General Agreement on Tariffs and Trade, 1947, (accessed October,
19, 2019). https://www.wto.org/english/docs_e/legal e/gatt47 01 e.htm
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Congress passed a bill terminating commercial concessions to all Soviet Bloc
countries. The Truman Administration acted on the legislative mandate in the GATT,
cutting off all such privileges with Czechoslovakia. Although the latter protested, the
U.S. measures were permissible under GATT Article XXV, which permitted the U.S.
withdrawal of benefits provided that two-thirds of voting member delegations
endorsed the move. The Czechoslovakian regime responded in kind. Although no
U.S. allies in the GATT followed the American lead, several of them raised tariffs
and other barriers to trade with Czechoslovakia in solidarity with the United States.!!”
The 1948 Czechoslovakia coup case showed how constructive and destructive
trade policies could coexist. National security trade controls, as a subset of total trade,
were protected within the GATT by an exception that permitted members to take such
steps in a select set of circumstances. And GATT deference to national law allowed
Congress to target foreign states without totally alienating them from the Western
commercial network. All this could happen without rocking the GATT boat too much
because of the GATT’s inherent flexibility. The case also highlighted the American
commitment to both the prospect of a global liberal trading system and Cold War
regionalism. As Francine McKenzie has observed, the U.S. could have unilaterally
imposed its measures without seeking GATT sanction for them.!!® But the U.S.

sought multilateral legitimacy of its actions in the event. It was an important

15 Kostecki, East-West Trade and the GATT System, 23-24; McKenzie, “GATT and
the Cold War: Accession Debates, Institutional Development, and the Western
Alliance, 1947-1959,” 90-92.
116 McKenzie, “GATT and the Cold War: Accession Debates, Institutional
Development, and the Western Alliance, 1947-1959,” 90-91. For GATT Article
XXV, see: General Agreement on Tariffs and Trade, 1947, (accessed October, 19,
2019). https://www.wto.org/english/docs_e/legal e/gatt47 01 e.htm
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precedent that illustrated that the U.S. did not have to choose between its GATT and
Cold War commitments and that the GATT could be an important, alternative foreign
policy resource in American Cold War diplomacy.

But the Czechoslovakian coup also turned American domestic politics sharply
against East-West trade in ways that began interfering with Truman Administration
plans. East-West trade skeptics in Congress began contesting the trade component of
the Truman Administration’s Europe planning. It was the beginning of a rivalry
between the two government branches that would span the Cold War. During passage
of the 1948 Foreign Assistance Act, Karl Mundt, now a U.S. Senator, attached an
amendment to the bill limiting the trade-facilitating European Recovery Program with
a demand to wall off some American exports from aiding communist regime
reconstruction. The amendment directed the Marshall Plan administrator not to
license exports to ERP recipient countries that would help producers in those
countries build goods that the United States would not itself sell to the Soviet Bloc. It
was a backdoor attempt to reinforce American monopoly control of the markets for
certain types of strategic goods by preventing foreign rival producers from
emerging.'!’

This congressional activism limited American business prospects in the Soviet
Bloc in ways that appeared to doubly advantage their Western European competitors.
As Patrick McMahon (a National Association of Manufacturers trade policy expert

engaged on the issue) explained in a memorandum on the subject, the Marshall Plan

"7 U.S. Congress, House of Representatives, Conference Report: Foreign Assistance
Act of 1948 (S. 2202), 80" Cong., 2" sess., 1948, Report #1655, 19-20.
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and the new export control policy toward the Soviet Bloc were fundamentally in
conflict. Under the United States’ new export control program he noted, the
Commerce Department was banning all exports that would “directly or indirectly
increase the Soviet war potential’—especially capital goods, steel, petroleum, and
other industrial goods. Cut off from these American export sectors, Soviet Bloc
governments were turning to Western European suppliers through bilateral
commercial deals where they sought to trade food and raw materials for capital
equipment and machinery. “The paradox,” the McMahon wrote, “is that our
government, with one hand, is prohibiting American manufacturers from accepting
orders for capital equipment from the Soviet bloc; with the other hand, it is
subsidizing their western European competitors to take these same orders.” The U.S.
government consequently faced a dilemma, he continued. It could either object to
Western European capital goods exports and risk tanking its own European Recovery
Plan, or it could allow such trade, in which case, “we will be subsidizing Soviet

rearmament.”!!3

18 Noel Sargent to Joseph Coleman, April 19, 1948, Box 2, “Exports to Russia, 100”
National Association of Manufacturers (Acc. # 1411), Hagley Museum and Library,
Wilmington, DE 19807
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Chart 3.1: Machinery Exports from Select Western European Countries to the
Soviet Union and Satellites During the European Recovery Program Years (in
current $US millions)

(Source: Adler-Karlsson, Western Economic Warfare, 1947-1967: A Case Study in
Foreign Economic Policy, 302-3)!°
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NAM did not attribute this discordant policy to the Truman Administration in
full; rather, it also believed public pressure had frightened many American firms out
of trading with communist regimes. This mattered from a competitiveness standpoint
because NAM foresaw that strong Soviet Bloc demand for capital goods imports
signaled the likelihood that the Soviet Union would become “one of the world’s best
markets for capital equipment for the next twenty-five to fifty years.” But NAM did
not believe American exporters were in any position to realize this potential. The
uneven treatment being accorded to American and Western European exporters was

one limiting reason why; another was strong public antipathy to trading with

9 Data drawn from: Adler-Karlsson, Western Economic Warfare, 1947-1967: A
Case Study in Foreign Economic Policy, 302-3. 1938 data has been included for
perspective; however German data has been omitted for consistency. Switzerland and
Sweden, which were not part of the European Recovery Program, have been included
as major Western European exporters who were broadly believed to be benefitting

from non-adherence to eventual Western strategic embargo on Soviet Bloc.
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communist regimes. Cognizant of the reputational risk of being seen as trading with
communist adversaries, the same NAM expert noted that “many American
manufacturers, of their own volition, rejected contracts for such goods from the
Soviets” even before the Commerce Department began restricting East-West trade.
Motivated by public sentiment, Congress was intensifying this dynamic by pressuring
the Truman Administration into applying East-West trade restrictions and passing the
Mundt amendment. For American exporters, the East-West trade future did not look
bright.

From the National Association of Manufacturers’ perspective, the only way
American firms could participate in this market, practically or politically, was
through a multilateral export policy agreement with the ERP countries, and perhaps
with Canada and others as well. NAM had advocated to the State and Commerce
Departments the wisdom of such an approach by mid-April 1948.12° A major
objective of this approach would be to provide political cover to American firms
choosing to pursue opportunities in the Soviet Bloc. McMahon himself advised that
NAM press the government to publicize whatever policy it finally embraced, along
with explanations for its decisions “so that American manufacturers who accept
Soviet orders permitted by our government are not subject to criticism of acting

contrary to the national interest.”!?!

120 Noel Sargent to Joseph Coleman, April 19, 1948, Box 2, “Exports to Russia, 100,”
National Association of Manufacturers (Acc. # 1411), Hagley Museum and Library,
Wilmington, DE 19807
121 Patrick McMahon to Noel Sargent, April 21, 1948, Box 2, “Exports to Russia,
100,” National Association of Manufacturers (Acc. # 1411), Hagley Museum and
Library, Wilmington, DE 19807
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The suggestion that the federal government should be transparent about its
export control policy for exporters’ sake was an important one. Under the “R
Procedure,” exporters hoping to ship product not identified as in short supply in the
United States to Europe were required to apply for export licenses from the
Commerce Department’s OIT, which then ruled on the transaction’s fitness. In
practice, a proposed export was consistent with the national security if the federal
government said it was. However, even though the Commerce Department’s
intentions of limiting East-West trade for strategic reasons were not truly secret, the
lack of an explicit national security mandate or public East-West trade policy left
exporters without political cover for making those shipments, leaving them open to
charges of profiteering at the expense of national security.

This was not just a problem for OIT’s national security mission. The opacity
of OIT’s licensing policies also hindered would-be political allies in coming to its
defense. Favoritism in allocating licenses against short-supply quotas was one
problem.!?? Its defenders were similarly unable to clearly, publicly discuss the OIT’s
unsanctioned national security precautions. When Republican Rep. Paul Shafer
testified before the House Rules Committee in 1947 in support of his bill to revise

and extend the Commerce Department’s export control legal authorities, he was

122 To cite one example, during a 1947 House Rules Committee hearing, Rep. John
Chenoweth signaled his concern about whether export licenses on short-supply goods
were being allocated fairly by OIT among American exporters: “I have a
communication from the Rocky Mountain Bean Growers’ Association saying that the
administration of these controls is something arbitrary and discriminatory. I for one
cannot vote to continue a setup like that. We must call a halt to some of this
bureaucratic nonsense.” U.S. Congress, House of Representatives, Committee on
Rules, Export Controls: H.R. 3049, 80" Cong. 1% sess., 1947, unpublished hearing
dated June 26, 1947, 2.
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immediately challenged about the department’s recent approval of a 50,000-car
export shipment to Yugoslavia. He did not answer directly. “I say there is more
behind these export controls than meets the eye,” he replied. Challenged again about
further exports to communist countries, which was a concern Shafer shared, he said
again, “There are a lot of things happening that I cannot understand. There is more to
this than meets the eye.” But were the controls working? Shafer could not say. “I
cannot argue that these controls are being properly and effectively operated. I do not
attempt to do that,” he allowed.!?

Remaining steady in asserting the need for export controls to ensure the
nation’s economic health and security, but unable to defend OIT’s specific actions,
Shafer had to concede that executive branch departments had not been forthcoming
with him. Asked about why the Truman Administration was permitting the export of
oil to the Soviet Union, he explained, “Everything is top secret in the State
Department. It is said that if we stop oil shipments to Russia, Russia will go down
into Timbucktoo and take the oil she wants. They have got agreements with Russia
that Russia will not do these things if we are nice to her. That is the testimony,
bluntly, that we get.”!?* The executive branch’s preference for secrecy was met with

industry calls for greater transparency and produced public confusion and resentment

123 U.S. Congress, House of Representatives, Committee on Rules, Export Controls:
H.R. 3049, 80" Cong. 1% sess., 1947, unpublished hearing dated June 26, 1947, 1-3,
7-8.
124 U.S. Congress, House of Representatives, Committee on Rules, Export Controls:
H.R. 3049, 80" Cong. 1% sess., 1947, unpublished hearing dated June 26, 1947, 1-3,
7-8.
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about what American export control policy actually was, including from supporters of
the mission on Capitol Hill.

That policy was, in fact, still under construction. The major East-West trade
policy dilemmas confronting the Truman Administration were laid out in a study on
the subject to Commerce Secretary Harriman by an interagency group chaired by the
Commerce Department called the Ad Hoc Subcommittee. The study’s purpose was to
help the department created a more structured, intentional export control system. The
Ad Hoc Subcommittee’s report began by identifying what it saw as the three major
goals of American East-West trade policy—and it acknowledged that they were not
totally compatible. The first goal was to help Western European countries secure
“necessary imports” from Eastern Europe. The Ad Hoc Subcommittee projected that
Western European ERP countries would require $5-$6 billion in grain, timber, coal,
and potash exports from Eastern Europe over the program’s four-year lifecycle. The
loss of those resources would shift the financial and supply burden to the United
States, which the subcommittee foresaw as leading to more domestic shortages and
unpopular economic controls. Thus, a full East-West trade embargo was infeasible.!?

The second goal was to “delay further increase in the war potential of Eastern
European economies.” This meant preventing the Soviet Bloc countries—they were
conceived of as a single economic unit—from undertaking a military buildup. The

report did not call for an American-led campaign to starve a hostile Soviet Bloc of

125 Report by the Ad Hoc Subcommittee of the Advisory Committee of the Secretary
of Commerce, May 4, 1948, Foreign Relations of the United States, 1948, Volume
IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill, William Slany, and
Herbert Fine, (Washington: Government Printing Office, 1974), Document 343.
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trade benefits. Rather, it advocated a more modest project of slowing Soviet Bloc
economic development, particularly in sectors capable of supporting a military
buildup. It did not explicitly state what these sectors were, although great attention
was paid to denying industrial goods. No clear distinction was made between military
and civilian economic sectors, indicating its appreciation of the blurry boundaries
between the two.!26

The final goal was to ensure continued American imports of vital Eastern
European natural resources. Manganese and chrome in particular were seen as vital to
American steel production. While the report noted that alternative sources were being
sought, 4d Hoc Subcommittee members projected that a sudden loss of Soviet supply
risked serious shortages to private stocks within a year. American economic
dependence on the Soviet Bloc in these sectors thus rendered a full embargo
undesirable.!?’

To synthesize these objectives, the report suggested that these three objectives
needed to be carefully balanced. The Commerce Department’s “virtual [total]
embargo on exports to Eastern Europe” since the March 1 export control program

launched had to end because it risked a Soviet Bloc counter-embargo against the U.S.

and ERP countries. The Ad Hoc Subcommittee’s major recommendation was for a

126 Report by the Ad Hoc Subcommittee of the Advisory Committee of the Secretary
of Commerce, May 4, 1948, Foreign Relations of the United States, 1948, Volume
IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill, William Slany, and
Herbert Fine, (Washington: Government Printing Office, 1974), Document 343.
127 Report by the Ad Hoc Subcommittee of the Advisory Committee of the Secretary
of Commerce, May 4, 1948, Foreign Relations of the United States, 1948, Volume
IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill, William Slany, and
Herbert Fine, (Washington: Government Printing Office, 1974), Document 343.
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highly tailored system of strategic export controls governed by the principle that
American regulators should prevent “a net transfer, directly or indirectly, of war
potential from this country and Western Europe to Eastern Europe.” Like Secretary of
State Marshall, it said that East-West trade should proceed on a “quid pro quo basis”
to make sure that American exports were specifically matched by Soviet Bloc exports
to the United States of manganese and chrome. And it delineated five-tiered
framework for assessing the strategic importance of prospective exports and
regulating them accordingly.!?8

But there was more: the report also concluded that auxiliary measures would
be needed in order to ensure that the proposed policy was not thwarted. The Ad Hoc
Subcommittee understood market dynamism, and its report recognized that the
United States could neither ensure the fate of American exports beyond U.S. borders
nor monopolize the global marketplace for all goods that it deemed strategic. It
consequently included in its report a suggestion to study a variety of secondary
control initiatives like re-export controls to ensure that Soviet Bloc countries did not
simply “buy through third parties the commodities that they cannot obtain direct”
from the United States, new inspection powers to provide checks on “all licensed
exports and parcel post shipments to Eastern Europe” and all ships destined for
Eastern European ports, and the installation by Western European governments of

parallel export control standards to the proposed American ones. Each of these

128 Report by the Ad Hoc Subcommittee of the Advisory Committee of the Secretary
of Commerce, May 4, 1948, Foreign Relations of the United States, 1948, Volume
IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill, William Slany, and
Herbert Fine, (Washington: Government Printing Office, 1974), Document 343.
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proposals implied extraterritorial control or surveillance to further American
objectives.

The Ad Hoc Subcommittee report and the Mundt Amendment show that both
the executive and legislative branches of the U.S. government were concluding by
1948 that international markets—not just exports from the United States but also
secondary transactions and foreign alternative supply sources—needed to be
controlled to prevent the Soviet Union from developing into a more formidable
adversary. These were ambitious proposals, especially for peacetime. They relied on
the United States’ inordinate economic power, and they were reinforced by a strong
public belief that trading with the potentially hostile Soviet Union was unwise.

The American diplomatic campaign to draft the United States’ European allies
into this project began in 1948 with a joint State Department and ECA cable to
Averell Harriman, who was now the Special Representative in Europe, known as
“TOREP 816.” This telegram directed him to open negotiations with the Western
European governments to align their control programs with the United States’
strategic embargo.!?® Harriman’s instructions in TOREP 816 provided strategic and
tactical advice for reaching agreement with Western European partner governments
and serve as a useful benchmark for American East-West trade philosophy. Its
premise was clear: “Security is best served by maintaining and increasing the
strength of the west relative to the east;” thus, the United States was seeking a

dynamic policy that could be calibrated and re-calibrated to ensure and extend the

129 Forland, Cold Economic Warfare, 31-34, 42-44.
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West’s economic and military power lead over the Soviet Bloc’s [original
emphasis].!*°

Paul Hoffman, the ECA administrator and the cable’s author, provided
Harriman with a different framework than the 4d Hoc Subcommittee had
recommended, one simplified into just two classes. Class 1A contained munitions,
aircraft, and equipment and materials primarily used to make munitions, or that could
be used to improve Soviet Bloc war potential. Its major product categories included
specialized machine tools, petroleum-related equipment, chemicals and chemical
equipment, precision scientific and electronic equipment, and some nonferrous metal
types. Harriman was instructed to try to get all ERP countries to embargo this whole
list. Class 1B contained a list of other items “of great importance to war potential of
Soviet orbit” to be controlled quantitatively (that is, through quotas). The quota limits
would represent a danger threshold beyond which Western exports of Class 1B items
to the Soviet Bloc would improve Soviet “war potential” and reduce Western
security. The Class 1A and 1B lists would be the subset of East-West trade that the
United States considered “strategic” and subject to unique restrictions.!3!

Recognizing that Western European governments would prefer to avoid

participating in this project and that their requirements would in any case differ,

130 The Secretary of State to the Embassy in France (TOREP 816), August 27, 1948,
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Hoffman recommended that Harriman negotiate with each country bilaterally rather
than through the Organization for European Economic Cooperation (OEEC)—the
association of European countries participating in the Marshall Plan.'*? This would
prevent those countries from banding together to resist American diplomatic pressure
and maximize American leverage to win their export control commitments.

Still, Harriman was given pragmatic guidance overall, as well as some latitude
to freelance if doing so would produce a tighter strategic embargo. He was told that
any agreement reached would be kept secret—ideally, it would not even be written
down to avoid public leaking and the United Nations’ treaty and agreements
publication requirements. This would also give the European counterpart
governments political cover to participate. Prior commitments to ship to Soviet Bloc
countries were also to be respected out of deference to the Western Europeans. But
Harriman was also advised to try to win Western European agreement to shift some
items from the Class 1B list that were relatively unimportant to their economies to the
Class 1A list. Hoffman said this “will be most helpful in Washington situation,” a
reference to American domestic political pressure for a broad embargo. Additionally,
Harriman was to secure agreement for “regular consultation” with ERP countries to

continually re-evaluate East-West political relations and commercial deals.!
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Foreign Relations of the United States, 1948, Volume 1V, Eastern Europe, the Soviet
Union, eds. Rogers P. Churchill, William Slany, and Herbert Fine, (Washington:
Government Printing Office, 1974), Document 359.
133 Forland, 42-44; for Class 1A categories: Michael Mastanduno, Economic
Containment: CoCom and the Politics of East-West Trade (Ithaca, NY: Cornell
University Press, 1992), 69—70. For TOREP 816 text: The Secretary of State to the
Embassy in France (TOREP 816), August 27, 1948, Foreign Relations of the United
States, 1948, Volume IV, Eastern Europe, the Soviet Union, eds. Rogers P. Churchill,
98



Beyond the control list coordination effort, Hoffman also told Harriman to
focus on improving the export control enforcement mechanisms. He wrote that the
“US [is] interested in problems of leakage of strategic items through third countries,
transshipment or diversion at free ports, listing of false destinations and similar
devices.” Additionally, he cited the value of coordinating enforcement of agreed upon
export controls, as well as “cooperation in enforcing US export controls.”!3*
American officials understood, as the 4d Hoc Subcommittee had suggested, that the
United States would have to effect some degree of extraterritorial enforcement power

in order for its national and multilateral export control plans to work. Ideally, this

power would be exercised by Western European governments within their borders on

William Slany, and Herbert Fine, (Washington: Government Printing Office, 1974),
Document 359. Of note: TOREP 816 provided a working conceptualization of the
“Soviet Bloc” without defining it as such by providing targeting guidelines. The core
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Czechoslovakia, Hungary, Romania, Bulgaria, and Albania. Yugoslavia was to be
subjected to a similar policy, but greater flexibility toward it would be permissible
based on “day-to-day watching,” and the cable recommended against ERP countries
making long-term commercial deals with it, which would limit that flexibility.
Finland was to receive the same treatment as the Soviet Bloc countries for Class 1A
exports, but it would receive more lenient treatment on Class 1B exports. It stated that
“considerable latitude desirable in allowing normal civilian trade,” and reparations
shipments to the Soviet Union were to receive the same treatment as any other direct
exports.
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behalf of the United States to prevent American controlled exports from being
redirected to Soviet Bloc countries. With the 4d Hoc Subcommittee report and
TOREP 816, the United States was putting the construction of a partially closed
transatlantic marketplace for export-controlled product at the forefront of its Cold

War economic containment program.

Congressional Initiative and the Internationalization of the American Strategic

Embargo

Against the backdrop of escalating Cold War tensions, Congress passed a
replacement Export Control Act in 1949 that provided a single, peacetime foundation
for the United States’ national, civilian export control program. The Export Control
Act of 1949 marked an important turning point in American economic containment
policy and remained its primary statutory base for the next twenty years. It completed
the U.S. export control system’s transition from a wartime to a peacetime program.
While the new law gave the executive branch formal authorization to begin using
trade restrictions to wage the Cold War, Congress asserted its oversight over the
program by giving it a mere two-year term. Congress would resist all future calls to
place the program on a permanent, open-ended basis. The act was chartered to
continue controlling the export of short-supply commodities and the channeling
initiative; it also formally added national security as an export control concern—
finally formally abandoning the pretense of American mission secrecy.

At this juncture, both Congress and the Truman Administration were targeting

Soviet Bloc military and civilian economic capacity. In its report on the bill, the
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Senate Committee on Banking and Currency endorsed Commerce Secretary Charles
Sawyer’s testimony to the committee about the need to control exports of “industrial
materials which may have direct or indirect military significance.” Sawyer linked this
commercial mission to American national security, saying that, “[i]n light of the
growing concern of democratic nations over the policies of the Eastern European
nations, it is quite clear that our national security requires the exercise of such
controls to complement export controls over arms, ammunition, and implements of
war which are administered by the Munitions Control Board and the State
Department.”!33

The new Export Control Act also gave the executive branch new powers to
enforce its regulations. The Commerce Department had identified enforcement as a
key gap in its export control program. Testifying before a Senate subcommittee,
David Bruce, the Assistant Commerce Secretary overseeing the export control
program, was asked by Republican Senator Edward Thye how his agency would stop
a controlled commodity from being fraudulently packaged and exported as though it
were not controlled. Bruce replied, “You do not, Senator. It is a wide open possibility
for fraud [sic].” Homer Ferguson, another Republican senator on the committee,
pressed the issue further, asking if he “wanted to ship 5,000 radios to Russia, to take
any country, and I shipped 2500 radios and 2500 pieces of radar, the chances are I

would not be caught, would 1?” [sic] Bruce answered, “Without strengthening of the

135 U.S. Congress, Senate, Committee on Banking and Currency, Export Control Act
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inspection service of the Customs officials, I would think the chances of at least some
of them escaping would be good.”!3¢

Congress responded by granting the executive branch investigative authorities
to take sworn statements, inspect company records, and subpoena information in
order to ensure compliance with U.S. export control law. It also authorized the
executive branch to broaden the export control mission from the licensing of exports
to potentially include “the financing, transportation, and other servicing of
exports.”!37 These facilitative aspects of trade would prove important in COCOM
export control debates as well as American efforts to tighten its economic sanctions
on foreign targets.

There followed a series of events that shifted the East-West trade debate for
the duration of the Truman Administration. The first was the North Korean invasion
of South Korea in June 1950, which ignited a shooting war between democratic and
communist forces and led to United Nations (including American) military
engagement. The prospect that Western commerce might support communist forces
fighting against American troops empowered East-West trade skeptics in Congress to

expand their demands for allied support of American policy. The resulting legislative

flurry was the second development.

136 U.S. Congress, Senate, Committee on Expenditures in Executive Departments,
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Act of 1949, Pub. L. 81-11, 63 Stat. 7, February 9, 1949.
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In the fall 1950, Senator Kenneth Wherry, the Republican minority leader in
the 81% Congress, introduced a rider to an appropriations bill that was at odds with
Truman Administration strategy. Its premise was simple: as long as “the Armed
Forces of the United States are actively engaged in hostilities while carrying out any
decision of the United Nations” (which was to say, the Korean War), no foreign
assistance—including ERP funds—would be permitted to flow to countries that
exported “any article or commodity...usable by, or may be used in the manufacture of
any article or commodity which may be useful” to the militaries of the Soviet Union
or its “satellites,” which it defined as including communist China and Korea.'*8 In
defending the amendment on the Senate floor, Wherry spoke of a “crying need by
those who have thought this question out that something should be done about the
continuation of the shipment of galvanized iron that is made into barbed wire, and of
raw materials that are going into the hands of the enemy.” Citing a statement by then-
Conservative opposition leader Winston Churchill criticizing Britain’s export of $2
million in machine tools to the Soviet Union in 1949, Wherry explained that “[t]hose
tools process other tools, the very tools that make the tanks and make the wire and
make the military equipment that is being used by the enemy in Korea this

afternoon.”!3?

138 U.S. Congress, Senate, Chapter XI—Foreign Aid: Funds Appropriated to the
President—Mutual Defense Assistance, 81 Cong., 2" sess., Congressional Record
96 (September 14, 1950), S 14794.
139'U.S. Congress, Senate, Chapter XI—Foreign Aid: Funds Appropriated to the
President—Mutual Defense Assistance, 81 Cong., 2" sess., Congressional Record
96 (September 14, 1950), S 14796.
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Some senators foresaw problems with Wherry’s amendment. Democratic
Senator Absalom Robertson was concerned about its scope. He recounted that
Commerce Secretary Sawyer had recently been asked what exports with “strategic
value” had been sent to the Soviet Union. “He replied that modern warfare has
become so all-embracing as to the economic strength of the Nation that it is virtually
impossible to breakdown [sic] any shipments of anything useful to the civilian life of
the country and say it is not strategic in the event of a military encounter.”
Consequently, Robertson said, Western European ERP aid recipients almost certainly
could not avoid exporting “strategic goods” to the Soviet Bloc and would
consequently have to face aid cut-offs. “I defy the Senator to take the 2,000 items or
more in our foreign commerce and pick out items other than bananas, and a few
similar products, that would not fall into that category,” he said. “Practically all of our
imports from other countries are useful to us, and all the exports I can think of would
likewise be useful in sustaining the economy of a nation at war. We cannot draw that
type of distinction.”!4?

Nor was Wherry’s amendment fully embraced by his Republican peers. For
example, while Senator Henry Cabot Lodge agreed with the amendment’s premise,
saying “we must not repeat the experience we had in World War II, when we sent

scrap iron to Japan only to have it come back to us in the form of bullets,” he did not

140U.S. Congress, Senate, Chapter XI—Foreign Aid: Funds Appropriated to the
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share Wherry’s conception of the problem.!*! Lodge sought to soften Wherry’s
amendment by introducing executive discretion to allow for a more balanced policy
that would account for the Truman Administration’s concerns about preserving
Soviet-Western European exchange. Lodge challenged Wherry’s assumptions about
the strategic quality of Western trade with the Soviet Bloc. “The statement is being
made here all the time that American machine tools were used to make the tanks that
are killing our boys in Korea,” he said. “I should like to see one bit of practical proof
that such a thing is true. I should like to point out that for us to send some machine
tools behind the iron curtain [sic] and receive back some strategic materials that have
far greater value is not such a terribly stupid thing to do.” However, although Lodge
did not think Wherry’s amendment would achieve its intended result of promoting
American security—indeed, he thought it would harm it—he was unwilling to derail
the amendment, which was approved.'#?

The Wherry amendment was short-lived. A few days later, the House of
Representatives voted for an alternative amendment, sponsored by Democratic
Representative Clarence Cannon, that would give the National Security Council the
ability to designate, without restriction, which Western European exports were
“contrary to the security interests of the United States.” This alternative was

prompted by President Truman, who used letters to Congress to warn that “[the
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Wherry Amendment] is of such grave importance, and is fraught with such danger to
the United States and to world peace, that I feel I must make a special request to the
Congress to eliminate it in completing action on this bill.”!4? The major difference
between the Wherry Amendment and the Cannon alternative was that the latter gave
the executive branch discretion to exempt countries targeted for foreign assistance
cutoffs if, on balance, the executive branch thought the punishment would reduce
American national security by destabilizing key allies. In granting the President and
senior cabinet advisers oversight of licensing it presumed that the national security
implications of a given transaction could not be defined objectively in terms of itself.
Rather, a kind of “net benefit” calculation had to be made accounting for the Soviet
Bloc’s gain, the exporting country’s gain, and the importance of continuing foreign
assistance to it. This was more in line with Truman Administration thinking. The
replacement amendment passed.!#*

Executive-legislative tensions persisted into 1951 when, in May, a Wherry
ally managed to get a new coercive amendment attached to the Third Supplemental
Appropriations bill. Republican Senator James Kem’s amendment directed the
Defense Secretary to develop a list of munitions, anything that could be used by the
Soviets to manufacture munitions, and anything embargoed to the Soviet Bloc for
national security reasons. The United States would then condition future foreign

assistance on the certification by recipient countries that they had not shipped
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anything on that list to the Soviet Bloc since the provision’s entry into force, which
was to be a mere fifteen days after the bill’s signing. The Defense Department’s
eventual list accordingly would come to include the entire American Positive List and
more—enumerating roughly 1,700 items that Western European governments were
not to export to the Soviet Bloc. But there was a loophole: the National Security
Council (NSC) was empowered to issue national security waivers to continue foreign
assistance, and the NSC deftly dodged the congressional mandate by issuing a
general, interim exception that absolved all countries of their responsibilities under
the amendment until U.S. government could first conduct a baseline survey of
European East-West trade patterns.'#’

Western European sovereignty was a major point-at-issue in this evolving tug-
of-war between the executive and legislative branches over export control policy.
Even as the Truman Administration pushed trade interdependence in Western Europe
(as well as through GATT), it still understood that those countries were obligated to
view their own recovery in national terms, and the administration was prepared to
tolerate some deviation between American and Western European national export
control policies if the net result supported economic recovery in those countries.
Somewhat paradoxically, it was Wherry and Kem—both Marshall Plan opponents—

who were advocating a more integrated transatlantic community with respect to trade
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policy than the Truman Administration preferred. They thought the West should
ideally have one common export control standard, drafted by the United States, with
its goal of walling off from the Soviet Bloc a larger subset of exports than Western
European governments wanted and the Truman Administration thought prudent. In
the event, the Kem amendment too would be short-lived, as executive-legislative
debate on the issue continued its drive toward a more sustainably balanced policy.
The Mutual Defense Assistance Control Act would prove to be that stable
compromise. Also called the “Battle Act,” after its author, Democratic Representative
Laurie Battle, the Mutual Defense Assistance Control Act of 1951 would prove more
durable that its predecessors. Battle had served as chairman of the House Special
Subcommittee on Control of Exports to the Soviet Bloc of the Committee on Foreign
Affairs, which had studied the national security implications of East-West trade at
length. The Battle Subcommittee’s final report found that the United States had
“developed very effective export controls of shipments to Russia and her satellite
countries of items which have been determined to be of strategic importance.” But, it
also concluded that the executive branch had been slow in reaching control decisions,
leaving partially undefined what was, and was not, “strategic” trade, and that
“progress in obtaining effective cooperation from other nations leaves a lot to be
desired” because no single official had been charged with winning allied cooperation
on an joint export control program. The Subcommittee judged this a problem because

it regarded Western European export controls as too weak.!4¢
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Subcommittee, Control of Exports to Soviet Bloc, 82™ Cong., 1% sess., 1951, 15.
108



The resulting legislation tried to close these gaps. The Battle Act assigned a
senior executive branch official to oversee the American efforts in order to gain allied
support for a strategic embargo around a formalized, published list of commodities,
and it mandated that “no military, economic, of financial assistance shall be supplied
to any nation unless it applies an embargo on such shipments” to the Soviet Bloc. It
was broader than the Kem Amendment it replaced in that it was not conditioned on
the existence of war. It was open-ended. But it was narrower in that it empowered the
president to waive the mandatory aid cut-off if it would “clearly be detrimental to the
security of the United States”—a subjective standard to be sure.!*” Consequently, it
was more favorable to the executive branch, which could use the aid cut-offs as

diplomatic leverage without necessarily having to suspend assistance.

COCOM and the Construction of the Western Multilateral Strategic Embargo

American export control diplomacy with its British and French allies began in
October 1948. The context was the Soviet Berlin Blockade, the second major

international crisis that shifted the East-West trade debate, which also provided added

%7 Mutual Defense Control Assistance Act, Pub. L. 82-212, 65 Stat. 644, October 26,
1951. The Battle Act Administrator, initially Averell Harriman, subdivided the Battle
Act Controls Lists under Title I of the act into a “Category A” (“arms, ammunition,
and implements of war and atomic energy materials”) and a “Category B”
(“petroleum, transportation materials of strategic value, and those items of primary
strategic significance used in the production of arms, ammunition, and implements of
war”). Under Title I, the Battle Act Administrator was to commence negotiations on
plans to control “other items” the Administrator saw fit to control to Soviet Bloc
destinations. See: The Acting Secretary of State to the Embassy in France, December
5, 1951, Foreign Relations of the United States, 1951, Volume I, National Security
Affairs, Foreign Economic Policy, eds. Neal H. Petersen, Harriet D. Schwar, Carl N.
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leverage for the United States as Western Europe’s security guarantor. The American
message, advocated through the Economic Cooperation Administration missions to
the various recipient countries, was that Western governments receiving ERP
assistance should embargo all items on the American 1A and 1B lists. Only Britain
received copies of both control lists at first—a reflection of American belief that
Britain was the lynchpin in its Western European strategy—capable of carrying its
water to the continent if it agreed with American plans.!*® Britain’s response was
divided—the Ministry of Defence and Foreign Office agreed with the principal of an
embargo. However, having seen the U.S.’s preferred control lists, the British cabinet
departments uniformly thought them too broad.!*” The French government, which
particularly aspired to develop its meager Soviet Bloc trade, not only worried that
meeting the American control standards would scuttle that possibility, they thought it
would positively disadvantage French firms as rivals in neutral countries like
Switzerland that would simply take those Soviet Bloc orders. Concerns about the
dynamic market implications of the embargo would play an important role in the
creation of COCOM and its internal politics.!>°

In January 1949, British government posed an alternative to the American
1A/1B embargo lists. Viewing the American proposal as too broad, the British

government produced its own embargo list proposal, which was based on—but
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shorter than—the American 1A list exclusively. It then submitted the new British list
to the French government, which recommended further deletions. The compromise,
which contained 125 of the 163 items on the U.S. 1A list, became known as the
“Anglo-French list.” However, the European counterproposal was incomplete
because the French government refused to join any coordinated embargo program
unless all OEEC countries agreed to participate. In this way, the French government
hoped to prevent French firms from being undercut by rivals in non-participating
European countries. American officials supported British efforts to try to forge a
European consensus for a multilateral strategic embargo program, but they were
unhappy that the British were shopping alternative, shorter control list proposals.
Meanwhile, while diplomatic negotiations continued, the British government set up
its own national strategic embargo based on the Anglo-French list, which signaled
supported of the American initiative while strengthening its own bargaining
position.'3!

Gradually, more European governments began agreeing to institute their own
strategic embargoes. The Dutch and Belgians agreed first to adopt the original British
list with reservations, then they later agreed to adopt the shorter Anglo-French lists,
although they were non-committal about when their programs would commence. The
French likewise finally agreed to institute their own strategic embargo in August
1949. The pace was too slow for Commerce Secretary Sawyer, who griped to

Secretary of State Dean Acheson on this score and because talks were limited to the
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American 1A list, which eliminated the possibility of 1B list coordination. Sawyer
also endorsed the idea of a transatlantic conference on transshipment enforcement,
which he viewed as a vital problem not adequately addressed, and he critiqued the
State Department for being “too willing to let the British handle for us important and
delicate negotiations with these countries.” While the British no doubt enjoyed
brokering agreements between the United States and the continent, he wrote, they
could “scarcely be expected to always press the U.S. point of view with full vigor.”!>
Sawyer’s letter seems to have annoyed Acheson, whose reply—sent more
than a month later—noted that Ambassador Harriman, not the British, was leading the
American diplomatic campaign, but that “British leadership in this field is of the
utmost importance and has had a constructive effect by reinforcing and supporting
our own bilateral discussions.”!*3 Yet, the British government, hurting from sudden
export losses stemming from its unilateral export control program, turned to the

United States in the hopes that American pressure might goad Western European

governments to advance policy coordination.'** The French government resisted the
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inclusion of the United States in any multilateral talks on the strategic embargo,
apparently fearful the Americans would push the Europeans into adopting its full 1A
list. At this point, European debate centered on reaching agreement on a smaller,
revised version of the Anglo-French list.!>® The British, however, rallied support for
American participation and, following a Dutch refusal to participate unless the United
States joined (or, ideally, led the meeting), the French backed down. !>

In order to reach a final export control coordination agreement, compromises
were taking shape that became central to COCOM’s formation and politics going
forward. The United States wanted a broad embargo with broad Western European
adherence to it. This was not necessarily a multilateral program—the U.S. priority
was to persuade those countries to endorse as much of the American proposal as they
could bear. The two major European government concerns at this point were a desire
to keep any eventual multilateral export control program confined to a shorter list and
to ensure broad participation out of concern that outsiders would simultaneously steal
exports from their firms while undercutting the embargo. This drove the Western
European governments together, both to increase their negotiating leverage and to
deal with the undercutting risk. These governments were less worried about East-
West trade given their urgent need for economic recovery. If the United States wanted
Western European support, it needed to make concessions. If it wanted greater

participation, it would have to gravitate toward a smaller control list. If it wanted a
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larger control list, it would be likely to lose European partners. These tradeoffs would
remain central to American COCOM diplomacy throughout the Cold War.

Shared optimism about the project’s prospects was evident during an
Ambassador’s meeting in London in October 1949. Following the meeting, Assistant
Secretary of State George Walbridge Perkins cabled Secretary of State Acheson
reports that the existing, partial, and fragmented Western strategic embargo was
nevertheless working so far. “Inability of satellites to get industrial items from the
west to degree wanted has required Soviets to attempt provision. Soviets have in
many cases fallen down on deliveries with resultant increase economic strain between
Moscow and satellites,” he wrote. Perkins reported widespread enthusiasm for
pressing the Western advantage given the existing conditions, saying that, “Satellite
economies are still suffering from war devastation, shortages, and forceful
reorientations directed from Moscow. Their dependence on imported capital
equipment and industrial materials is so great that, when related to Communist
promises to the people of economic benefits from Communist rule, there is broad
field for effective action provided countries of west can concert.” The timing was also
right in his view, because the European countries were more willing to go along with
American policy than they might be in future years when domestic pressure might
build to find foreign markets for European goods. He advised that the United States
begin work on a broad-spectrum, longer-term policy for dealing with European
economic requirements, including Europe’s need to export heavy industrial products
and import raw materials, saying that, “If cold war is protracted, west Europe should

endeavor reach condition where it is not dependent on east for certain vital imports

114



but in fact east becomes increasingly dependent on west.”!*7 It was a case for a partial
economic delinking of the two European halves.

Over a pair of meetings in November 1949 and January 1950, the multilateral
forum colloquially known as COCOM finally took shape. It was an unusual
organization in many respects. COCOM was a two-tiered organization, with a high-
level, policy forum called the “Consultative Group” (or “CG”) attended to by
minister-level officials and a lower, working-level group called the “Coordinating
Committee” (or “COCOM,” which was typically used as a short-hand term for the
whole enterprise) where specific export control standards were negotiated.!>® It was
informal to avoid the United Nations’ mandatory international treaty and registration
requirements and to ensure the secrecy that many “participating countries” (the term-
of-art for members) sought. France and Italy were particularly adamant about
maintaining the group’s secrecy given their prominent and influential communist
parties.'* This meant that decisions made by the group were non-binding—they were
more of a handshake agreement by participating countries to implement the group’s
decisions through their national regulations. Without any enforcement mechanisms,

agreements required consensus, which empowered dissenting countries, no matter

157 The Assistant Secretary of State for European Affairs (Perkins) to the Secretary of
State, October 25, 1949, Foreign Relations of the United States, 1949, Volume V,
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(Washington: Government Printing Office, 1975), Document 80.
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always met in Paris. I have chosen to use “COCOM” here as it was the most common
version of the group’s name.
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their size. However, because COCOM did not exist in a vacuum, external factors
could and did influence discussion. '

COCOM export controls, established in November 1949 and finalized in
January 1950, were based on a series of three control lists known as the “International
Lists.” The International Lists were supposed to be adopted in full by participating
countries in their national regulations, although members were free to go beyond
COCOM standards if they so chose. According to an account circulated by the State
Department to American embassies in Eastern Europe and Moscow, these lists were
negotiated among the parties based on the American and Anglo-French control lists.
It was a complicated, technical exercise because the Americans and Europeans had
not relied on the same technical definitions. The American list was often, but not
always, more inclusive. Consensus drove the International Lists’ formation: if all
delegations agreed that an item should be embargoed, it was named to International
List I (or “IL1”). If they agreed that an item was strategic but could not agree to
embargo it, it was placed on International List II (IL2) for quantitative control—that
is, a COCOM-wide quota was set, and exports of that item by every country were
counted against it. If no agreement could be reached on an item under study, it was

filed to International List III for further consideration. Following reconsideration, IL3

160 Adler-Karlsson, Western Economic Warfare, 1947-1967: A Case Study in Foreign
Economic Policy, 51-52; Mastanduno, Economic Containment, 79-82. Adler-
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different parties and in different contexts by variety of names, including the “Paris
Group” (it met in Paris), the “CG” (Consultative Group), “COCOM,” and “CG-
COCOM.” I refer to it as COCOM since that was the most-used and longest-used
name for the group; over time, the others mostly fell out of fashion.

116



items would either be recategorized to one of the other International Lists or
redefined. By the end of the January meeting, there were 144 items on International

List I, six items on International List II, and 27 on International List III.!6!

Chart 3.2: Evolution and Interaction of U.S. and Multilateral Control Lists
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COCOM delegates also began discussing ways to ensure that legal and illegal
market activity might be controlled to prevent the thwarting of COCOM’s strategic
embargo. One aspect of this issue was the matter of securing the “transit trade.” In the
course of exporting, a given shipment might pass through one or more intermediate
countries en route to its final destination. In some cases, shipments might be
disembarked and reloaded or warehoused while awaiting their next conveyor.

COCOM delegates saw risk here that a shipment traveling by indirect means was at

161 The Secretary of State to Certain Diplomatic Offices, April 26, 1950, Foreign
Relations of the United States, 1950, Volume 1V, Central and Eastern Europe, the
Soviet Union, eds. William Slany, Charles S. Sampson, and Rogers P. Churchill,
(Washington: Government Printing Office, 1980), Document 44. Mastanduno,
Economic Containment, 79-82.
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risk of being illegally transshipped to a different destination, which could result in an
embargoed export arriving in the Soviet Bloc. They thus realized that plans and
policies would need to be developed for shipments passing through: 1) other
COCOM countries, 2) shipments stopping in free ports (designated international way
stations operating within countries but operating under specially designated rules to
facilitate commerce), and 3) certain neutral countries outside the COCOM network
but otherwise economically enmeshed with them, principally Sweden and
Switzerland.!®? The challenge for the United States was a jurisdictional one: to
ensure its exports were not going astray from their intended destinations. To achieve
this, American diplomats needed to persuade their COCOM counterparts to police
American law on their soil. As will be seen, this type of extraterritorial control
sometimes prove politically contentious.

American policy toward the construction of a Western strategic embargo on
the Soviet Bloc was not solely about control list debates. The development of systems
for policing the legitimate movement of goods within the West was vital for the
whole multilateral export control project to work. The technical challenges in
reaching an agreement here proved significant and took several additional years to
resolve. COCOM took up the transit issue in April 1950, when customs officials from
the participating countries concluded that the arrangement’s solution to the problem

ought to charge exporting governments—not transit countries—with responsibility

162 The Secretary of State to Certain Diplomatic Offices, April 26, 1950, Foreign
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for ensuring that COCOM-embargoed goods did not reach the Soviet Bloc. No
agreement was reached on what steps the transit country should take to prevent
diversion.When, for example, American representatives suggested that transit country
customs authorities could vet bills of lading (paperwork accompanying a shipment
accounting for its contents) on incoming ships, the British, Dutch, and Belgians
objected that they did not routinely inspect those documents and lacked the customs
resources to do so for every shipment they received.!6?

In March 1951, the United States proposed and won acceptance for what
became known as the “Import Certificate/Delivery Verification” (IC/DV) system for
monitoring the transit trade. Under the IC/DV system, export license applications for
controlled commodities were required to include an import certificate from the
importing country’s government indicating that it knew a controlled shipment was
coming its way. After the shipment arrived, the importing country was then required
to notify the exporting government with a delivery verification notice that the
shipment had arrived and not been diverted.'®* Debate was continuing over further
steps for securing the transit trade when the Truman Administration drew to a close in
January 1953.

At the same time, the American position was not just about erecting walls to

seal off certain markets for commercial goods from the outside world. The Truman

163 COCOM Document No. 38: Report on Control on Transit Trade; April 24, 1950;
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Administration was already beginning to think about the possible benefits of
developing some constructive commercial links to countries peripheral to the Soviet
Bloc. The United States delegation noted that its own national export policy allowed
some embargoed exports to pass through to countries subject to Soviet influence
under certain circumstances, and they recommended that COCOM form a common
policy on this matter as well to ensure that all members were apprised of, and agreed
to, such extraordinary exports. Yugoslavia and Finland were the primary targets of
this policy, and American thinking on these cases foreshadowed its future tailored
approach to the various Soviet Bloc regimes.!'®

By early 1950, the United States was cautiously encouraging East-West trade
links with Yugoslavia. In light of the Stalin-Tito rift of the previous year, Yugoslavia
was being economically isolated by the rest of the Soviet Bloc. American State
Department officials saw this isolation as both a diplomatic opportunity to encourage
a rival to Moscow and an economic godsend. Cavendish Cannon, then American
Ambassador in Belgrade, reported back to Washington that, “USSR and satellites
have taken steps which inevitably force Yugoslavia divert major volume trade to
West thereby unexpectedly furthering important ERP aim...Result is more Yugoslav
ores, timber and agricultural products available to meet increasing Western European

commitments.”!%® Within the year, the World Bank—then headed by former United
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States Assistant Secretary of War John McCloy—had extended a $2.7 million loan to
Yugoslavia to procure equipment to build up its timber industry, allowing Yugoslavia
access to Bretton Woods resources to make purchases from, and export timber
products back to, Western European markets. It was an early test case of whether
strategic benefits might follow from enmeshing independent-minded communist
regimes in Western commercial relationships.

Finland likewise received World Bank timber industry assistance totaling $2.3
million.!¢” A non-Soviet Bloc country, but one wary of antagonizing its more
powerful neighbor to the East, Finland’s security was precariously balanced between
its Eastern and Western relations. The State Department favored some limited,
cautious commercial engagement with Finland to help tilt it westward so long as its
government maintained political independence and the support did not antagonize
Moscow. This was a difficult balance, and the United States was reluctant to embrace
Finland too readily given the risk of Soviet pressure on it.'®® In both cases, the United

States endorsed cautious, contingent initiatives for expanding Yugoslavian and
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Finnish access to Western commerce as opportunities permitted to complicate the
Soviet relations with those countries.

As it came together under President Truman, the United States> COCOM
agenda prioritized winning agreement on a wide control list and sturdy mechanisms
for ensuring that the Western strategic embargo did not leak. The Truman
Administration’s COCOM diplomacy was intended to draft allies into partnership in
constructing an integrated, semi-closed market for strategic goods. In idealized form,
the United States could send critical supplies to its allies without worrying about
those supplies carrying on to the Soviet Bloc to aid in its recovery. It was an
inorganic market working against historical trade patterns on the continent, and it
derived from a degree of American market skepticism. This project assumed that
costs associated with delimiting free trade were worthwhile for the security benefits
they would accrue.

But there was a blind spot in all this. Just as Soviet Bloc isolation was turning
Yugoslavia to the West, a Western embargo risked turning Soviet satellites toward
other sources, including Moscow. Poland was one example. While initially relying on
Poland to supply coal for Western European reconstruction, the U.S. began
sabotaging U.S.-Poland trade relations through extensive delayed approval and denial
of export licenses for Poland. The effort did appear to American officials to be
stalling the growth of some Polish industries by 1950, as intended. But at least one
senior official observed that the delays “stimulated [Polish government] efforts

toward indigenous production and Eastern European integration, which are included
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in the long-range plans of the Communists.”'®” Through a combination of the
Western strategic embargo, Soviet demands for COMECON economic integration,
and the emergence of the United States and West Germany as leading suppliers of
coal throughout Western Europe, Poland turned eastward. Whereas a third of its trade
was conducted with other Soviet Bloc economies in 1948, that number would grow to
two-thirds just four years later.!”®

Meanwhile, a counterproposal to multilateralism was emerging within the
Truman Administration. Unhappy with American progress in COCOM, which left
some United States 1B items under unilateral control, Commerce Secretary Charles
Sawyer made a push for a wholesale revision to American East-West trade
diplomacy. In a paper to the National Security Council that became known as NSC
69, he argued that the U.S’s “inability to persuade the nations of Western Europe to
adopt a standard of control as strict as that applied by the United States” was
undermining American national security and competitiveness. The asymmetry
between American and Western European control standards, he argued, enabled
Soviet Bloc countries to obtain commodities banned by the United States from
Western Europe, which benefitted European firms at the expense of their American
counterparts.

From Secretary Sawyer’s perspective, the danger from the Soviet Bloc had

increased. The United States had leverage over its allies in the forms of economic and
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military foreign assistance programs (from the Economic Cooperation Administration
and the Military Defense Assistance Program, respectively) and its commercial
exports. Sawyer advocated pressuring Western European governments, including
through the “delay of U.S. exports of a strategic item” to those countries if they
refused to control such, or related, items. The U.S., he advised, should pressure the
Western Europeans on this point “regardless of the trade losses which might be
incurred” to them; in fact, the point was to “lessen the economic dependence of
Western Europe on Eastern Europe.” Sawyer’s intention was clear: believing
multilateralism to have fallen short, he thought the United States needed to begin
coercing allies, if necessary, to apply the full American embargo.!”! Secretary of State
Acheson challenged NSC 69 when it came up for consideration, and it was not
formally approved as administration policy.!”? But the idea continued to have its
champions in Congress, as reflected in succession of coercive legislative amendments

that followed in 1951.
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Congressional pressure, partly enabled and partly resisted by the Truman
Administration, alienated and confused the U.S.’s allies who felt they were facing
shifting standards. By his account, British Ambassador Roger Makins told Harold
Linder—the American Deputy Assistant Secretary of State leading the United States
delegation in the American-British-French “Tripartite Talks” on East-West trade
policy—that congressional legislation, which was not congruous with Truman
Administration diplomacy, had rendered East-West trade “one of the most difficult
problems outstanding between our two countries,” both on principle and because
American policy was developing from multiple bases. Makins complained that
“Ministers were inclined to feel that no sooner had they agreed to an arrangement
than Congressional pressure built up and they were asked to take yet another stage in
the direction of the interruption of trade with the Soviet bloc.” This problem derived,
in his view from a first-principles disagreement between the U.S. and Britain. “This
was natural enough in the case of two countries one of which lived by foreign trade
and one of which could dispense with it,” he told Linder.!”* The Truman
Administration wanted to bridge that gap, and Linder reportedly to Makins a few days
later that the “object of the Administration was to find a secure basis on which they
could resist further pressure from the Congress for the extension of prohibitions on

trade with the Soviet Bloc.”!7* The comment mixed empathy and a warning about
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allowing too wide a gap between American and European export control standards to
open up.

Congressional activism in the Truman era essentially put American export
control diplomacy on two conflicting tracks, one coercive and one cooperative.!” The
congressional Battle Act paradigm, whose principles were also reflected in
Commerce Secretary Sawyer’s NSC 69, was coercive even if softened with executive
exception-granting authority. It was also based on the belief that a broader strategic
embargo on the Soviet Bloc was desirable and achievable. The COCOM paradigm,
by contrast, was based on mutual agreement, and it was consequently tolerant of a
smaller strategic embargo that allowed more East-West exchange in the interest of
maintaining Western European recovery and alliance comity. The contest between the
two was captured in a memorandum prepared by a British Foreign Officer who
suggested to a more senior official that the Battle Act represented a unilateralism that
could, if not managed correctly through diplomacy, undermine COCOM’s operations.
The Battle Act should not be allowed to drive an expansion of the COCOM
International Lists, he advised. “It must be for each country to decide how far it can
go to meet American requirements in respect of items which are not on the Paris
[COCOM] Lists.”176

That compromise was finalized in January 1952, when the United States

delegation reached agreement with its COCOM peers at the Consultative Group level
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on proposals intended to bring the COCOM’s rules into some degree of harmony with
the U.S.’s Battle Act commitments. It was a qualified victory for the U.S., which won
agreement to extend the COCOM International Lists at the cost of concessions on a
number of other issues. The United States delegation proposed two measures that
would have required participating countries to pre-notify COCOM before exporting
IL2 goods, as well as a third measure to halt shipments of goods on the United States’
Battle Act Category B—including interrupting “prior commitments” that were
already under contract to ship. The first two proposals were weakened, while the third
was rejected. At the same time, the participating countries reached agreement on an
“exceptions” process whereby countries could petition to be exempted from COCOM
rules on a transaction-by-transaction basis.!”” This paralleled the various national
interest exceptions within the GATT, which were similarly necessary to reach a
broader agreement, as well as similarly diluting of the arrangement’s founding
principles.

The United States had greater success in persuading COCOM to launch a
distinct forum for coordinating an export control program against the People’s
Republic of China in 1952. The United States had been targeting China with different
economic statecraft measures since the communist takeover in 1949. Although still
considered by American officials to be part of the Soviet Bloc in 1952, China was
viewed differently than European communist regimes because it was engaged in a
shooting war against American military forces in Korea. The American track record

in winning multilateral support for economic statecraft campaigns against China was
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mixed. The United States tried to extended its campaign against China over time. It
managed to pass a May 1951 United Nations embargo on “arms, ammunition, and
implements of war, atomic energy materials, petroleum, transportation materials of
strategic value, and items useful in the production of arms, ammunition, and
implements of war” in support of the United Nations Korean campaign.'’® By the
summer of 1952, however, the UN embargo was faltering as the war settled into a
draw. The U.S. tried, and failed, to secure a United Nations total embargo of China.
But it succeeded in winning agreement to establish the China Committee
(CHINCOM) of COCOM to coordinate a separate strategic embargo program—a
notable milestone in the organization’s development.!”

Even where allies agreed to support the U.S. on China policy, however, the
Americans struggled to coordinate enforcement of the multilateral embargoes that it
helped broker. The United Nations embargo did not stop the passage of ships to
China, which often routed through Hong Kong. Britain was a major offender because
of its imperial connection to Hong Kong. In 1951, for example, Britain claimed to the
United States that American export licensing to Hong Kong was so reducing the flow
of exports there that it threatened to “result shortly in shutdown of industrial plant at
Hong Kong, Communist exploitation of the mass of unemployed and spreading
dislocation in the internal economy”—a trend that could lead to the loss of Hong

Kong to China.!®
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Other countries simply would not go as far as the United States hoped. In
1951, the United States proposed a United Nations naval blockade to curb the
involvement of cargo ships from allied and other non-communist countries in
shipping to China. The State Department advocated a United Nations-wide agreement
to deny bunkering (refueling), port and repair services, and free port benefits to ships
and aircraft bound for China, but the effort failed. Some countries unilaterally did
take additional steps to curb China carrying trade, such as the Danish, Greek,
Honduras, Norwegian, Liberian, and Panamanian governments, which to varying
degrees limited the ability of ships to move goods to China. By contrast, Britain
refused and even allowed British flagged ships to carry embargoed strategic goods to
China.'8! As historian Shu Guang Zhang observed, Britain simply “had a much higher
economic stake than did the United States in China,” and its “economic selfishness
clearly obstructed the effectiveness of the international embargo against China.”!8?

The United States, he concluded, could not move Britain from this position and ended

up with a weaker embargo program than it preferred. It was a familiar story.

The Eisenhower Administration and the “Long Haul”’

Dwight Eisenhower’s presidential inauguration ushered in a new American approach
to Cold War trade policy. During the Truman era’s final four years, American
policy—as initiated by both the executive branch and the Congress—had grown out

of a sense of danger and emphasized restricting East-West trade as widely as possible,
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with the two branches and various departments differing mostly by degree and
mechanism. But in 1953, American policy began tilting in a different direction
because of change in the White House and a series of important political shifts.
President Eisenhower had a different, and more optimistic view of trade’s Cold War
utility, and his administration reset American East-West trade policy on a more
sustainable basis for the Cold War going forward.

Scholars have identified several reasons why the political environment
became conducive to a softened American East-West trade line in 1953. First, the
death of Stalin created an opening for both sides to cool Cold War tensions. Second,
the Korean armistice similarly reduced the sense of danger facing Western European
governments from the Soviet Union, changing intra-European trade patterns (whereby
the Soviet Bloc became more important as a consumer than as a supplier to Western
Europe). Third, the conclusion of the European Recovery Program reduced American
diplomatic leverage in Europe.'®® Winston Churchill’s return as British prime
minister in 1951 also contributed to the shift. Churchill brought a strong desire to
liberalize the COCOM export control lists. A former Board of Trade president,
Churchill believed East-West trade would dissolve faith in Marxist-Leninism” by

simultaneously revealing the commercial benefits that could be had from trading with
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the West and undermining the fear of the West that he considered the Soviet Bloc’s
glue.'®* He accordingly would occasionally refer to trade as “friendly infiltration” of
the Soviet Bloc.!*®> As with the Atlee government’s approach to the GATT
negotiations, Churchill was willing to push his own government and the United States
toward a more open East-West trade posture.

For his part, President Eisenhower largely saw East-West trade philosophy
Churchill’s way. He was not an embargo hardliner—Ilike Churchill, he saw trade as
good for the European economies and as capable of unleashing “centrifugal forces”
that would splinter the Soviet Bloc—another alien notion under his immediate
predecessor that later presidents would take up.!3¢ He foresaw that trade could help
soften the economic bonds between Moscow and its satellites and decrease Eastern
European deference to Moscow.!®” Eisenhower’s personal interest in East-West trade
policy was more active than Truman’s, and he saw it as an important component of
what he understood to be a long-term Cold War confrontation. As historian Tor Egil
Forland noted, Eisenhower in fact had to be restrained by advisers from making East-

West trade a campaign issue and raising it in his inaugural address.!%® Likewise, as
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will be seen, he also wanted to reduce trade-related tension with the U.S.’s allies and
promoting their incorporation into the global economy.'®’

The Eisenhower Administration’s fundamental East-West trade premises were
laid out in July 1953 in National Security Council Report 152/2, which was a
statement of the Eisenhower Administration’s overall “economic defense” policy.
With NSC 152/2, the Eisenhower Administration partially reset American East-West
trade policy on the basis of two assumptions. The first was the realization that “[o]ver
the long term, trade controls, though withholding a contribution to the over-all Soviet
bloc economy, cannot seriously impair that economy,” even if it might make some
short-term difference to its war-making abilities [emphasis added]. The Eisenhower
Administration’s assumption that “we are faced with a long period of tension short of
war” meant the United States needed to refocus its Cold War policy on a longer time
scale than it had under the Truman Administration. The second, derivative point was
that the U.S. consequently had allowed export controls to become an unnecessary

irritant in intra-Western relations that needed correction.!*® These realizations led to a

1¥9'NB: Eisenhower’s vision about the importance of integrating allies into the global
economy was not limited to Europe. As William McClenahan and William Becker
note, Eisenhower confronted a greater challenge in promoting Japan’s integration into
the global economy, which he pursued both to keep Japan connected to the West
while permitting the U.S. to reduce its foreign aid program for that country. See:
William M. McClenahan, Jr. and William H. Becker, Eisenhower and the Cold War
Economy (Baltimore, MD: Johns Hopkins University Press, 2011), 205-16.
190 Report to the National Security Council by the Executive Secretary of the National
Security Council (Lay), July 31, 1953, Foreign Relations of the United States, 1952-
1954, Volume I, Part II, General Economic and Political Matters, eds. David M.
Baehler, Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa,
Lisle A. Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.:
Government Printing Office, 1983), Document 49.
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new American East-West trade approach that expanded the its scope even as it
produced a reduction in the COCOM International Lists.

The new NSC 152/2 policy adjusted American priorities in several ways.
First, it stated that a “gradual and moderate relaxation” of the American “virtual
embargo” on trade with the Soviet Bloc could be undertaken, if diplomatic conditions
permitted. The goal here was to structure East-West trade relationships in ways that
created asymmetries of dependence and value between the two sides, producing
“maximum net security advantage for the free world.” Second, new emphasis would
be given to expanding trade. Regarding American allies, this meant lowering trade
barriers among non-communist countries and reducing Western dependence on
Soviet Bloc suppliers; with respect to the Bloc, it meant attempting to “decrease,
through skillful flexibility in applying controls, [its] political and economic unity” by
offering trade concessions for political ones.!”! As the historian Tor Egil Ferland
noted, it was Eisenhower himself who inserted the passage on using trade concessions
to splinter the Soviet Bloc.!*? Finally, it called for creating better mechanisms for
controlling the movement of strategic goods around the world, creating more and

better tools for sealing communist regimes off from such international exchange.!?

191 Report to the National Security Council by the Executive Secretary of the National
Security Council (Lay), July 31, 1953, Foreign Relations of the United States, 1952-
1954, Volume I, Part II, General Economic and Political Matters, eds. David M.
Baehler, Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa,
Lisle A. Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.:
Government Printing Office, 1983), Document 49.
192 Forland, Cold Economic Warfare, 274-75.
193 Report to the National Security Council by the Executive Secretary of the National
Security Council (Lay), July 31, 1953, Foreign Relations of the United States, 1952-
1954, Volume I, Part II, General Economic and Political Matters, eds. David M.
Baehler, Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa,
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Thus, NSC 152/2 teed up a trade-off that the Eisenhower Administration
would ultimately make with its Western European COCOM partners in 1954:
reductions in the COCOM International Lists in exchange for the institution of a
variety of “ancillary” controls for policing the movement of American exports
beyond U.S. borders and to prevent the COCOM export control system from leaking.
NSC 152/2 specifically called for new administrative and enforcement measures to
exert greater control over transshipment and transit trade, free ports, transportation
facilities, and trade finance, and it also recommended blacklisting powers and better
coordination with allied export control authorities. Under the new policy, the United
States would retreat from unilateralism and aggressive control list diplomacy in order
to win agreement on new commitments by Western European partners to police
American exports on their soil, even extending controls into new areas of
international exchange.'* Thus, while NSC 152/2 opened the door for the amount of
controlled trade to be reduced under this arrangement, the report also called for new
control mechanisms to be introduced for securing the remaining controlled items. It is
therefore somewhat misleading to emphasize NSC 152/2’s control list mandate in

isolation as some scholars have done.!??

Lisle A. Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.:
Government Printing Office, 1983), Document 49.
194 Report to the National Security Council by the Executive Secretary of the National
Security Council (Lay), July 31, 1953, Foreign Relations of the United States, 1952-
1954, Volume I, Part II, General Economic and Political Matters, eds. David M.
Baehler, Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa,
Lisle A. Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.:
Government Printing Office, 1983), Document 49.
195 Here, I break from scholars like Tor Egil Ferland, Alan Dobson, and Ian Jackson
whose analyses of NSC 152/2 center the recommendations for control list revisions.
These scholars sometimes differ about the importance of NSC 152/2. Forland calls
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As a strategic matter, President Eisenhower believed trade concessions were a
potent diplomatic chip that could be bartered with Soviet Bloc regimes for political
concessions. This was new, and it differed from an absolute belief in liberalizing
East-West trade. When, during deliberations on NSC 152/2, Mutual Security Agency
director Walter Delany advocated for more precise control language that would have
shrunk the general scope of American export controls, Eisenhower disagreed,
preferring broader control language to retain administrative flexibility.!*® His greater
concern was to adjust the United States’ trade policy toolkit to ensure that both denial
and extension of access to American commerce could be selectively employed in
dealings with Soviet satellites—an approach known as “tactical linkage.”!®” “The
President said that in some cases we might not be hurting the Soviet Bloc by cutting
off trade between the West and the satellites, because such a policy might compel the

satellites to beg Russia to give them what we would not,” the official meeting account

the new policy “very much a new /ook.” Dobson, by contrast, calls it “a significant
change of direction.” But these scholars tend not to develop the importance of
improving Western export control enforcement (although though Ferland does note
the importance the document ascribed to it). See: Jackson, The Economic Cold War,
121-23; Ferland, Cold Economic Warfare, 274—77; Dobson, US Economic Statecraft
for Survival, 124-26.

196 Memorandum of Discussion at the 157 Meeting of the National Security Council,
July 31, 1953, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 48.

97 Political Scientist Michael Mastanduno defines and compares the differences
between “tactical linkage” (the use of the extension or restriction of trade to
encourage a target state to good behavior and discourage bad behavior) and
“structural linkage” (the unconditional expansion of trade with a target state in the
hopes of influencing its behavior and allocation of resources). See: Mastanduno,
Economic Containment, 52-57.
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read. “The President remarked that the present paper implied that trade was a weapon
only as an afterthought, whereas he felt this idea should be stated positively. The
purpose of our trade should be to split the Soviet world [emphasis added].”!*®

With respect to COCOM, the Eisenhower Administration’s top priority was to
win agreement on an enhanced transit control scheme. In preliminary bilateral
meetings with their British counterparts in advance of Consultative Group meetings
(COCOM’s high-level policy-making body), American officials emphasized that the
U.S.’s priority was to achieve a “shift in emphasis...away from the pre-occupation

with commodity listings to the development and enforcement of more effective

controls.”! The American interest in stronger transshipment controls was a response

198 Memorandum of Discussion at the 157 Meeting of the National Security Council,
July 31, 1953, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 48.
199 Chief of Operations Mission in the United Kingdom (Gordon) to the Department
of State, November 10, 1953, Foreign Relations of the United States, 1952-1954,
Volume I, Part II, General Economic and Political Matters, eds. David M. Bachler,
Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A.
Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government
Printing Office, 1983), Document 61. The United States and Britain traditionally held
policy-focused bilateral meetings before each Consultative Group meeting to discuss
key issues in advance of the session. For the official description of the TAC scheme,
see: Annex A to COCOM Document No. 1643: Record of Discussions on
Enforcement Procedures; June 24, 1954; Records of the International Trade
Administration, Bureau of Foreign Commerce, Office of Export Control, Policy
Planning Division, RG 489; Issuances of the Coordinating Committee (COCOM)
Subcommittee on Export Control, 1950-1956, COCOM Documents: 1616-1799; Box
9; National Archives and Records Administration, College Park, MD (NACP). Of
note, while the TAC scheme’s terms were intended to apply to all embargoed
(International List I) items, an exceptions provision was included whereby
participating countries could negotiate exceptions for certain commodity types. I have
used the term “source country”—this is a COCOM term-of-art meant to apply to
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to a noted loophole in the existing COCOM IC/DV scheme, which included no actual
safeguards ensuring against diversion of shipments in-transit. This was especially a
problem in free ports, where transiting goods could be lodged without clearing
national customs. The existing system consequently could alert participating
governments to the fact that a shipment had been diverted, but not prevent it.2%

An example of the existing system’s limitations occurred from October 1951
to mid-February 1952, when 4,386 tons of lead were transshipped through Rotterdam,
a Dutch free port, to Poland by a single Polish shipping line. This was a significant
event—Ilead was an International List II commodity subject to quantitative controls.
The COCOM global lead quota was only 4,000 tons in 1952.2°! The case pointed out
multiple problems for COCOM participating countries to resolve. First was the
question of what should be subject to transshipment controls—only the International
List I embargoed items or anything on any of the COCOM lists? Second, the Dutch,
whose country was a major transit trade hub, rejected the notion that transit countries
should bear sole responsibility for the policing transshipment, which they felt

absolved exporting countries of any responsibility and possibly violated GATT rules.

participating countries and any outside country that agreed to participate in this
program.
200 Fgrland, Cold Economic Warfare, 227.
201 Coordinating Committee Record of Discussion on Transshipment Licensing and
Other Export Control Matters (COCOM Document #908); September 8, 1952;
Records of the International Trade Administration, Bureau of Foreign Commerce,
Office of Export Control, Policy Planning Division, RG 489, Records of the
Coordinating Committee (COCOM) Subcommittee on Export Control, 1949-1959;
Box 3; NACP.
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They consequently made COCOM acceptance of some kind of financial transaction
controls a condition of their acceptance of transshipment controls.?’?

The United States specifically embraced a Dutch and German transit control
proposal during COCOM discussions in Paris on April 2, 1953, known as the “transit
authorization certificate” (TAC) scheme. Under this system, transiting shipments
could only proceed from participating countries (including COCOM members and
non-members pledging to participate) to Soviet Bloc destinations if they bore a transit
authorization certificate from the source country. While this plan had an obvious
gap—Soviet Bloc countries could still receive COCOM-controlled goods from
COCOM member states via non-member third countries—the Dutch-German
proposal provided some measure of transit security that did not then exist.?%3

Although an imperfect solution, the Eisenhower Administration latched onto
the TAC scheme and pushed it as a diplomatically acceptable solution that would
help establish a greater degree of control over legitimate trade and would increase the
likelihood of keeping American exports within the Western market. While the United
States preferred a more elaborate transshipment licensing system, it had by July 1953

decided to settle for what it considered to be a less-rigorous TAC scheme on the

grounds that “the U.S. believe this scheme is as far as continental participating

202 Fgrland, Cold Economic Warfare, 226-29.
203 Telegram from U.S. Embassy Paris to Secretary of State (POLTO 1925); April 2,
1953; Records of the International Trade Administration, Bureau of Foreign
Commerce, Office of Export Control, Policy Planning Division, RG 489, Records of
the Coordinating Committee (COCOM) Subcommittee on Export Control, 1949-
1959; Box 2; NACP.
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countries are prepared to go at this time” and that the “introduction of the principle of
physical transit controls is more important now than operational refinements.”?%4

The U.S.’s primary partner and rival in COCOM for securing these additional
controls was Britain’s Churchill government. Like President Eisenhower, Prime
Minister Churchill had great personal interest in reducing the scope of the COCOM
strategic embargo, but he and his government sought greater reductions to the
International Lists than the American side did. Churchill’s primary objective was to
force the United States into deeper cuts.??> Britain’s initial “short list” control
proposal was presented to the American embassy on March 1. It landed poorly with
the Americans—so much so that President Eisenhower took up his concerns directly
in a letter to Prime Minister Churchill. “I can assure you that the United States is
prepared to go a significant distance toward the contraction and simplification of

those controls—objectives we both share,” Eisenhower wrote. “However, we do not

believe we should go so great a distance and so suddenly as the United Kingdom

204 The assessment that the United States considered itself to be “settling” for the
TAC scheme is drawn from a telegram drafted by the U.S. Special Representative in
Europe’s office that contained proposed talking points for separate approaches to the
British and Dutch COCOM delegations regarding a disagreement over the TAC
scheme’s proposed scope. The above quotes were intended for engagement with the
British delegation, whose views on the question were more in-line with American
preferences. Telegram from the Office of the Special Representative in Europe to
Washington (not further specified)(POLTO A-52); July 22, 1953; Records of the
International Trade Administration, Bureau of Foreign Commerce, Office of Export
Control, Policy Planning Division, RG 489, Records of the Coordinating Committee
(COCOM) Subcommittee on Export Control, 1949-1959; Box 2; NACP.
205 The Cabinet ministers agreed to advocate for a “short list” replacement strategy
for the existing International Lists (without a firm list in hand), “not so much in the
expectation that this would prove generally acceptable but as a means of inducing the
Americans to agree to the greatest possible restriction of the existing list.” The
National Archives of the UK (TNA): CC(53), 17 November 1953, CAB 128/26,
http://filestore.nationalarchives.gov.uk/pdfs/large/cab-128-26.pdf
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proposals suggest. To do so would be, I think, to go beyond what is immediately safe
or in the common interests of the free world.” He advocated that raw materials and
equipment remain controlled, and that the second and third International Lists remain
intact.2%® Although a trade liberalizer by instinct and, like Churchill, a believer that
expanded East-West trade networks could be a potent Cold War tool, Eisenhower was
more risk-averse than Churchill when it came to delineating the actual boundaries of
permissible trade with communist countries and was also unwilling to offer Soviet
Bloc countries free concessions.

During the tripartite London Meetings with British and French officials in
advance of an April Consultative Group meeting, American diplomats led by Foreign
Operations Administration Director Harold Stassen managed to persuade the British
against introducing their “short list” proposal. Instead, they won agreement for an
item-by-item COCOM technical review.?°” During a National Security Council
discussion of the meeting’s results, Stassen credited Prime Minister Churchill and
British Foreign Secretary Anthony Eden (who was more inclined toward
accommodation with the United States than Board of Trade President Peter

Thorneycroft) with intervening to take the proposal off the table. Stassen reminded

206 President Eisenhower to Prime Minister Churchill, March 19, 1954, Foreign
Relations of the United States, 1952-1954, , Volume I, Part II, General Economic and
Political Matters, eds. David M. Baehler, Herbert A. Fine, Ralph R. Goodwin, N.
Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F. Sanford, Jr., and Ilana M.
Stern, (Washington, D.C.: Government Printing Office, 1983), Document 87.
207 The Ambassador in the United Kingdom (Aldrich) to the Department of State
(4263 Excon), March 31, 1954, Foreign Relations of the United States, 1952-1954,
Volume I, Part II, General Economic and Political Matters, eds. David M. Bachler,
Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A.
Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government
Printing Office, 1983), Document 93.

140



the group of the domestic political pressures buffeting the Churchill government on
the subject. Likewise, President Eisenhower reportedly admonished the other NSC
members that “we had better make up our minds to be pretty generous and go as far
as possible with British requests for relaxation of controls on some items” during
those review sessions in deference to the British concession.?%

Throughout the spring of 1954, the United States made progress toward a final
agreement on the International List revisions, transshipment controls, and financial
transaction controls. But diplomatic barriers remained. The Eisenhower
Administration won agreement at the April Consultative Group meeting for a list
review process that it believed would produce more orderly negotiations and results
more in-line with the American prioritization of security than British desires for more
commercial opportunities in Soviet Bloc countries. The United States also won
agreement on a memorandum outlining principles for a transshipment agreement to
guide discussions at the next Consultative Group meeting that summer.?%

By June 1954, however, disagreements over the COCOM control list revision,

transshipment controls, and financial transaction controls had reverted to a tangled

208 Memorandum of Discussion at the 1915 Meeting of the National Security Council,
April 1, 1954, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 94.
209 The United States Special Representative in Europe (Hughes) to the Department of
State (POLTO 1670); April 16, 1954; Foreign Relations of the United States, 1952-
1954, Volume I, Part II, General Economic and Political Matters, eds. David M.
Baehler, Herbert A. Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa,
Lisle A. Rose, William F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.:
Government Printing Office, 1983), Document 96.

141



stalemate. As the Economic Defense Advisory Committee (or “EDAC,” a unit of the
newly constituted Foreign Operations Administration charged with making American
export control policy) explained in a paper to the National Security Council, the
British government dug in and refused to adopt transaction controls unless agreement
was reached on a smaller International List I and if other countries also committed to
implementing transshipment controls. Regarding transshipment controls, every
COCOM country but France agreed to implement the TAC scheme; the French
government, however, was holding out until a plan of its design (known as the “R
Plan”) was included as a supplemental scheme to the TAC and existing IC/DV
system. The “R Plan” had first been mooted by the French the previous year; it was
controversial then, and the British and other delegations remained opposed to it in

1954.21° This deadlock threatened to undermine the possibility of a wider agreement.

219 paper Approved by the Executive Committee of the Economic Defense Advisory
Committee for Transmission to the National Security Council; June 30, 1954;
Foreign Relations of the United States, 1952-1954, Volume I, Part II, General
Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine, Ralph R.
Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F. Sanford, Jr.,
and Ilana M. Stern, (Washington, D.C.: Government Printing Office, 1983),
Document 117. The “R Plan” (as distinct from the U.S. Commerce Department’s “R
Procedure”) was to apply to trade only between COCOM participating countries and
would require the exporting country to “stamp a distinguishing mark™ on both the
export’s license and “whatever movement papers actually accompany the papers
through Customs,” indicating as well the approved final destination. The transit and
importing country would rely on this marking system to ensure against diversion to
the Soviet Bloc. See: Telegram from U.S. Embassy Paris to Secretary of State
(POLTO 1117); January 9, 1953; Records of the International Trade Administration,
Bureau of Foreign Commerce Office of Export Control, Policy Planning Division,
RG 489, Records of the Coordinating Committee (COCOM) Subcommittee on
Export Control, 1949-1959; Box 3; NACP. Objections to the “R Plan” from Britain,
The Netherlands, Belgium, and others were tied to its reliance on commercial
documentation (notably shipping manifests) for enforcement, rather than official state
documents. The Dutch delegation, in particular, explained that customs agents did not
typically examine such documents, so significant implementation challenges were
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The National Security Council met on July 1, 1954, to chart a diplomatic
course toward resolving these outstanding issues. President Eisenhower noted that his
views on East-West trade made him an outlier with his own cabinet. He reportedly
opened the meeting by saying that he “might just as well sit back and listen to what
the members of the Council had to say on these problems of East-West trade because,
as the members of the Council well knew, he thought they were all wrong on the
subject.” Commerce Secretary Sinclair Weeks opened discussion by stating his view
that the United States should concede nothing further to the British regarding the
eighty disputed International List items on which the Americans and British could not
agree. Defense Secretary Charles Erwin Wilson, a former General Motors president,
agreed with Weeks, suggesting that “to give in to the British now would simply be
another important Communist victory. For, after all, the Communist nations will buy
from the West only those articles which will develop their war potential.” Treasury
Secretary George Humphrey also concurred, spurring President Eisenhower to reply
that “to his way of thinking, barring trade was just about as silly as censorship.” This
was hyperbole—FEisenhower would say later in the discussion that he would “fight

the British to the death to keep electronic equipment on the embargo list.”?!!

entailed. On Dutch objection, see: Telegram from U.S. Embassy Paris to Secretary of
State (POLTO 1346); January 31, 1953; Records of the International Trade
Administration, Bureau of Foreign Commerce Office of Export Control, Policy
Planning Division, RG 489, Records of the Coordinating Committee (COCOM)
Subcommittee on Export Control, 1949-1959; Box 3; NACP.
211 Memorandum of Discussion at the 205" Meeting of the National Security Council;
July 1, 1954; Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters; eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern; (Washington, D.C.: Government Printing Office,
1983); Document 118.
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But presciently, Eisenhower admonished the group to respect the limits of
American influence on the export control issue. “[ W]e might as well face the fact that
we will not be able very long to hold the dike against the flood of nations who wish to
extend their trade with Communist nations. The British and French were ultimately
going to trade with the Soviet bloc,” he said. Yet, Eisenhower was unable to persuade
the other Council members to share his view, and against the backdrop of unresolved
conflict in Indochina (the siege of Dien Bien Phu had taken place the previous May),
members agreed delay a resolution of the International List dispute by seeking a
moratorium of up to six months for exports of the eighty disputed items.?!? It was a
conclusion that seemed to suggest the impossibility of a resolution, at least in the
short-term.

Nevertheless, that resolution would come in time for the July 1954
Consultative Group meeting. With the United States and British governments still in
disagreement, Foreign Operations Administration Director Stassen and Board of
Trade President Thorneycroft met once more in an attempt to reach agreement in
advance of the Consultative Group meeting planned for July 20. The meeting was a
success: the American ambassador in London’s readout from the meeting indicated

that agreement was reached on all outstanding International List items, and the United

212 Memorandum of Discussion at the 205" Meeting of the National Security Council;
July 1, 1954; Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters; eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern; (Washington, D.C.: Government Printing Office,
1983); Document 118. Ferland, Cold Economic Warfare, 313—14.

144



States gained British support for transshipment and transaction controls.?!* During the
Consultative Group Meeting on July 22, 1954, the U.S.-UK agreement was officially
generalized into a COCOM agreement. The International Lists would be pared back
to 176 embargoed items (International List I), 24 quantitatively controlled items
(International List II), and 55 watch list items (International List III), while three
additional items would remain embargoed while judgment on how best to control
them was deferred.?!*

In exchange for these cuts, the United States delegation secured COCOM
agreement on implementing the TAC scheme and on installing transaction controls
that would ban COCOM participating countries from authorizing currency to enable
the purchase and sale of International List goods to proscribed communist

destinations.?!> “Controls of strategic trade to the European Soviet bloc can now be

213 The Ambassador in the United Kingdom (Aldrich) to the Department of State, July
16, 1954, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 124.
214 Memorandum of Discussion at the 207" Meeting of the National Security Council,
July 22, 1954, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 127.
215 Memorandum of Discussion at the 207" Meeting of the National Security Council,
July 22, 1954, Foreign Relations of the United States, 1952-1954, Volume I, Part II,
General Economic and Political Matters, eds. David M. Baehler, Herbert A. Fine,
Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William F.
Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 127. The description of financial transaction controls drawn from:
Telegram from U.S. Embassy Paris to Secretary of State (POLTO 1920); April 2,
1953; Records of the International Trade Administration, Bureau of Foreign
Commerce, Office of Export Control, Policy Planning Division, RG 489, Records of
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considered to be basically adjusted for ‘long haul’ ahead,” declared American Special
Representative in Europe John Chambers Hughes in his readout of the meeting.
While the United States did not get all that it wanted out of the agreement, he wrote,
the accord was an important political success where the “overall control objectives of
U.S. were substantially met,” and the “voluntary informal multilateral control
system” was “maintained and perhaps even strengthened” in the face of domestic
pressures in many countries to greatly expand East-West trade. This, he noted, was a
significant achievement: “Previous refusals of U.S. to adjust position in CG/COCOM
to conform with what other PCs considered realities of situation had gradually built
up reservoir of ill will which lately had been in state of almost continuous overflow.”
Now, Hughes wrote, “opportunity does exist when COCOM reconvenes [to] restore
U.S. prestige and regain U.S. leadership of organization by carefully evaluating future
proposals and avoiding [the] former tendency [to] take ‘firm’ positions which U.S.
knew would eventually have to be modified.”?!® This was exactly what NSC 152/2
had sought. The American Battle Act Lists were amended to conform to the
International Lists as well, closing the controversial gap between them that had been
the source of such acrimony before the deal.?!” The Western export control system

was now set. In exchange for a smaller control list, the U.S. won agreement on basic

the Coordinating Committee (COCOM) Subcommittee on Export Control, 1949-
1959, Box 2, NACP.
216 The United States Special Representative in Europe (Hughes) to the Department of
State, July 22, 1954, Foreign Relations of the United States, 1952-1954, Volume 1,
Part II, General Economic and Political Matters, eds. David M. Baehler, Herbert A.
Fine, Ralph R. Goodwin, N. Stephen Kane, Ronald D. Landa, Lisle A. Rose, William
F. Sanford, Jr., and Ilana M. Stern, (Washington, D.C.: Government Printing Office,
1983), Document 126.
217 Dobson, US Economic Statecraft for Survival, 133.
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mechanisms for policing U.S. law abroad—a deal that acknowledged American
diplomatic limits and secured new tools for multiplying enforcement of American law

abroad.

By 1954, the European Recovery Program was concluded, and the major tools of
economic statecraft with which the United States would seek to wage its Commercial
Cold War in the coming years were in place. On the constructive side, the United
States had played a leading role in launching the General Agreement on Tariffs and
Trade that would serve to promote a general trade expansion and serve as an
attractive club that Soviet satellites would aspire to join. It also used Marshall Plan
foreign assistance to hasten Western European recovery to stimulate economic
recovery and trade. Destructively, the United States had adapted its wartime national
export control system to serve a peacetime national security mission. It also secured
agreement from other Western countries to join it in this effort, and it reached
agreement with those partners on a suite of ancillary controls to help ensure that the
Western strategic embargo would be optimally, if imperfectly, enforced. These
foundations of American Cold War trade policy were developed in an ad hoc manner
from multiple political bases in response to a variety of perceived challenges. They
reflected American fears—not shared to the same degree by American allies—that
Soviet Bloc acquisition of Western strategic goods through licit and illicit market
exchange would undermine Western and American security.

American policymakers between 1947-1954 did not produce a trade policy

compromise between its liberal internationalist and realist-protectionist factions;
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rather, they produced two sets of policy architectures that proved compatible. One set
embraced the idea that cooperative trade liberalization would produce peace and
prosperity among states and focused on constructing progressively freer trade among
them. The other set doubted those assumptions, at least in part, and set about ensuring
that adversarial countries would be denied the benefits of trade in sectors where they
were perceived to most need it to equalize their standing with the United States and
its allies. These two frames were able to coexist because neither was absolute: the
GATT permitted national security and other exemptions to free trade in deference to
domestic economics and politics, and American export control policy—to some
extent expressed through COCOM—accepted that some East-West trade would have
to be sustained for the same reasons.

With the conclusion of the 1954 COCOM agreement, the United States settled
for a time into a less confrontational posture based on the twin premises that the Cold
War would be a long-run affair and that strong allied relations were important for
waging it. While these choices were to some degree forced on the United States by
the growing strength of its allies as European recovery consolidated, the same
dynamics—Western Europe’s increasing commercial power—also made GATT
membership more attractive, boosting that organization’s future prospects. Yet, the
apparent policy settlement masked the likelihood that political disputes about the
wisdom of commercial dealings with communist regimes would persist. Where they
did, they shaped future debates about the precise boundaries between appropriate and

inappropriate trade. Yet the system’s design would prove rather resistant to change.
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Chapter 4: Evolution, 1954-1969

A random sampling of recent newspaper headlines about Communist
foreign economic relations presents a dramatic picture:
SOVIET CAR ENTERS ETHIOPIAN MARKET
IRAQ POINT-4 WORKERS DISPLACED BY RUSSIANS
SOVIET BLOC WINS A LATIN AUDIENCE
MOROCCANS PONDER PEIPING ARMS DEAL
CANADIANS ALARMED AT GAINS IN BRITAIN BY SOVIET LUMBER
NEPAL: SOVIET AID PACT SIGNED
WEST URGED TO RESIST LONG-RANGE OFFENSIVE
These illustrations leave little doubt about Soviet intentions or
about the vigor with which it is pushing its “economic offensive.” The
West must take seriously Nikita Khrushchev'’s statement: “We declare

war on you in the peaceful field of trade. '3

So began Robert Loring Allen’s 1960 book, entitled Soviet Economic Warfare, which
was one scholar’s warning about a growing communist campaign to use economic
influence to swamp Western capitalism. Published in a presidential election year,

Allen’s book described a global Soviet Bloc commercial offensive intended to use

218 Robert Loring Allen, Soviet Economic Warfare (Washington, DC: Public Affairs

Press, 1960), 1.
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trade to erode liberal trading norms and extend the Soviet commercial network
beyond the communist world. He urged Americans to recognize this campaign as the
primary threat to American security. Robert Loring Allen was not a fringe figure. A
trained economist who had worked as a Central Intelligence Agency analyst
specializing in Soviet Bloc economies, he was at that time leading a prolific team of
experts in an in-depth study of Soviet economic policy in the University of Virginia’s
Foreign Affairs Department.?!® In the book, and in testimony to Congress, Allen
argued that increasing Soviet foreign trade activism was not innocuous; rather, it was
part of a longer-term Cold War economic offensive that could, in time, lead to
America’s isolation. “A nation can win a war without ever firing a shot,” he explained
on the book’s first page. “This is exactly what the Soviet Union proposes to do. Its
oft-repeated position is as follows: first, neutralize as many countries as possible, but
only as a prelude to the second step of taking them over, either politically or
economically. Third, the hard core of capitalism, seeing the success of the Soviet state
and Communism, will gradually melt away and move over to the ‘socialist’ camp.”
Then, in a scenario resembling American Marshall Planners’ nightmares, he
described the Soviet endgame: “The last stronghold, the United States, will them be
reduced to an isolated ‘fortress America’ which cannot survive in a world dominated

by Communism. This is not just a dream,” he wrote. “It is a blueprint. Khrushchev

219U.S. Congress, House of Representatives, “Communist Economic Warfare:
Consultation with Dr. Robert Loring Allen, April 6, 1960” Committee on Un-
American Activities, Washington, DC: Government Printing Office, 1960, 86
Cong., 2" sess., 5-6.
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put it succinctly: ‘Our supreme aim is to make socialism, as practiced by the Soviet
Union, the economic system of the whole world.””?2°

Allen thought the Soviet Union’s power to wage this commercial offensive
derived from its status as a state-trading economic system, Allen explained. State
control of Soviet foreign trade meant the Soviet Union and its Eastern European
partners possessed asymmetrical bargaining power over their private trade partners.
Freed from normal commercial constraints, these countries could seamlessly integrate
their trade with Moscow’s Cold War diplomatic, propaganda, and psychological
warfare initiatives.??! He cited Egypt as a key case study. In testimony to Congress,
he explained that the Soviet Union had used state power to engineer trade deals that
made little economic sense in order to build political ties with its new leader,
President Gamal Abdel Nasser, who was a pivotal figure in the region and within the
Non-Aligned Movement of Cold War neutrals seeking independence from the East-
West confrontation. It had, for example, purchased Egyptian cotton even though it
was already a major cotton producer, then sold it to Western European countries

through Eastern European satellites, sometimes for less than the Eastern European

220 Allen, Soviet Economic Warfare, 1.
221 Allen, 28. NB: As his book title implies, Allen describes the Soviet Union as
engaged in “economic warfare.” His definition of the term differs significantly from
alternatives used by other scholars I have referenced. Allen’s definition defines
“economic warfare” as “purposeful”—that is, intentional, rather than incidental—and
“relative”—meaning, state policy must be geared toward increasing these elements
relative to a target state or states, rather than just a general attempt to increase
economic, military, or political power in general. He also notes that states may
attempt to achieve these objectives suddenly or over a long timescale. While useful in
some respects, this definition remains problematic. For example, commercially
competitive states with market economies might use state policy to give their firms an
advantage over those from the other countries (industrial policy, for example), yet
few would regard this as “economic warfare.”
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countries paid to acquire the cotton.??? In effect, he claimed, Moscow was using
subsidized trade to create commercial ties that were economically unprofitable but
politically lucrative, building bridges into Western and “neutral” Cold War countries.
This was a view that would gain currency in Washington in the coming years,
especially under the future administration of John F. Kennedy.

But despite his alarmism, Allen did not propose radical countermeasures by
the United States. Rather, he told Congress that the United States’ greatest weapon
for countering the Soviet influence campaign was the superiority of the West’s own
commitment to generally liberal, rules-based trade. He argued that a healthy,
attractive liberal trading system was a major Western asset that the U.S. should seek
to improve so “that the Kremlin cannot make any headway with its gimmicks and
gadgets and with its offers of premium prices and things of that sort,” he explained.
“What we want are free international markets. Then when the Soviet Union does
business, they have to behave like any other country. There is no advantage in side
deals with really free international markets and relatively free flow of goods and
services.” This was not a trade barrier-free world, and Allen allowed that trade
barriers of one sort of another would always exist. But he believed the liberal trading
order was a vital asset and warned against corrupting it by attempting to similarly
micromanage trade. “It sometimes worries me that we tend to think in terms of

planning and state operations in order to combat planning and state operations,” he

222 U.S. Congress. House of Representatives. “Communist Economic Warfare:
Consultation with Dr. Robert Loring Allen, April 6, 1960” Committee on Un-
American Activities, Washington, DC: Government Printing Office, 1960, 86
Cong., 2" sess., 7-8.
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said. “I do not think that is the answer. I am convinced we have a better system. We
ought to make the most effective use of that system. We should improve that
system...But certainly we should not attempt to emulate the Soviet Union.”??3

American policymakers did not doubt Allen’s assessment of the Soviet
commercial threat during the years 1954-1969, but they did not entirely take his
advice. On one hand, they did buy into his view that the United States and the West
would have to compete for Third World wallets as well as their hearts and minds. A
new, ambitious round of GATT trade talks known as the Kennedy Round was
launched in the mid-1960s to correct growing protectionism in Western Europe and
better integrate less-developed countries into the liberal trading project. These
initiatives were meant to ensure GATT’s sustainability and more effectively export
the prosperity it generated to smaller, less developed countries within the group. On
the other hand, determined to fight fire with fire, the United States also pursued

strategies intended to splinter the Soviet Bloc network by using trade to stall

Moscow’s military development and tilt Eastern European countries westward.

Between 1954 until 1969, the world economy became more globalized and
interconnected than ever before. As the historian Mira Wilkins explained, innovations
in sectors like transportation and communications closed distances between countries.

International trade and investment surged in line with these new opportunities,

223 U.S. Congress. House of Representatives. “Communist Economic Warfare:
Consultation with Dr. Robert Loring Allen, April 6, 1960” Committee on Un-
American Activities, Washington, DC: Government Printing Office, 1960, 86
Cong., 2" sess., 22-23.
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inspiring business enthusiasm for developing new foreign markets. In the United
States, these trends were supported by a shift in American foreign assistance
priorities: with Western European recovery completed, American policymakers now
focused their attention and aid on less developed countries in order to gain their trust
and help them thrive in the new international economic order. This new engagement
paired bilateral economic agreements and multilateral supports like World Bank
assistance and GATT membership to spur investment in developing countries and
insure private investors against foreign economic and political risk.??*

Under these conditions, American firms exported more and increasingly
invested abroad, expanding their operations beyond American borders. Global
economic exchange likewise flourished, reflecting, in part, the success of American
economic statecraft. World gross domestic product nearly doubled from 1950 to
1964. Non-communist country merchandise exports averaged six percent annual

growth from 1948 to 1960; from 1960 to 1973, that rate increased to eight percent

224 Mira Wilkins, The Maturing of Multinational Enterprise: American Business
Abroad from 1914 to 1970 (Cambridge, MA: Harvard University Press, 1974), 327—
34. Wilkins specifically cites federal guaranty programs initiated under the European
Recovery Program that were redirected to developing and undeveloped countries in
the Mutual Security Act of 1959, the Cooley Amendment to the Agricultural Trade
and Development Act of 1954 (more commonly known as PL 480), which allowed
some of the foreign currency gained by the United States through surplus agricultural
commodity sales to be loaned to American foreign investors by the United States’
Agency for International Development, the creation of the United States” Overseas
Private Investment Corporation, and the Hickenlooper Amendment to the Foreign
Assistance Act, which mandated an end to foreign assistance for any recipient
country that engaged in expropriations of American property. The multilateral
assistance she cites includes the continued participation of the World Bank and its
newly created (in 1956) International Finance Corporation, which encourages private-
sector development in developing countries, and Inter-American Development Bank,
which provides loans to Latin American and Caribbean governments.
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annually. The predominant producers leading this international commercial surge
were the United States and several of its key Western allies: Canada, France, West
Germany, Italy, and Britain. A full 64 percent of world exports in 1960 came from
North American and the West, but exports were growing globally.??* These results
suggested that American constructive economic policies undertaken after the war had
succeeded.

Table 4.1: Growth of American Exports and Outward Foreign Investment,

1950-1970 ($US billions)

(Sources: Historical Statistics of the United States: Millennial Edition; Mira Wilkins,
The Maturing of Multinational Enterprise. See table heading footnotes.)

Destination Exports?26 Foreign Investment??’
Country or
Region 1950 1960 1970 1950 1960 1970
Europe 3.31 7.4 14.82 1.73 6.69 24.52
Canada 2.04 3.81 9.1 3.58 11.18 22.79
Latin America 2.86 3.87 6.53 4.59 8.32 14.76
Asia 1.54 4.19 10.01 1.00 2.48 5.56
Africa 0.38 0.79 1.58 0.29 1.07 3.48
Oceania 0.15 0.51 1.19 0.26 1.01 3.49
Total 10.28 20.57 43.23 11.79 31.82 78.18

For the United States, growing foreign commercial competition was an
important by-product of this prosperity. But American policymakers saw warning

signs. European integration had taken a protectionist turn that threatened the “global”

225 Robert Fitzgerald, The Rise of the Global Company: Multinationals and the
Making of the Modern World (Cambridge, UK: Cambridge University Press, 2015),
267-68.
226 Carter et al., Historical Statistics of the United States: Millennial Edition (Online
Version), Table Ee533-550.
227 Wilkins, The Maturing of Multinational Enterprise: American Business Abroad
from 1914 to 1970, 330.
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character of the still-young GATT.??® Some analysts, like Robert Loring Allen,
thought Soviet state-trading might also undermine the global marketplace by
corrupting prices and norms, eroding fidelity to the global trading system’s rules
while advancing Soviet power. These threats, especially the former, eventually
caused worry in the domestic economy and spurred a protectionist revival.??’

Meanwhile, American foreign direct investment abroad was expanding into
new, less developed areas around the world with government support. This cause the
American balance-of-payments position to begin eroding. During the 1960s, the U.S.
government would contemplate aggressive measures to counter this problem.??° And
the expansion of multinational enterprise abroad also created the prospect (more
theoretical than real) that such firms could circumvent American export controls and
other regulations by redirecting business to foreign subsidiaries.?*! As a Cold War
matter, the United States could no longer wholesale ignore the impact of its trade
controls on American commercial competitiveness. In sum, the United States was
losing its power to control the international economy whose institutions it had

championed.

228 For a good summary of this development, see: Francine McKenzie, “The GATT-
EEC Collision: The Challenge of Regional Trade Blocs to the General Agreement on
Tariffs and Trade, 1950-1967,” The International History Review 32, no. 2 (June
2010): 229-52.
229 Mira Wilkins, The Maturing of Multinational Enterprise: American Business
Abroad from 1914 to 1970 (Cambridge, MA: Harvard University Press, 1974), 336—
37.
230 Wilkins, 328-36.
231 Kenneth A. Rodman, Sanctions Beyond Borders: Multinational Corporations and
U.S. Economic Statecraft (New York, NY: Rowman & Littlefield Publishers, Inc.,
2001), 56-58.
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An American export expansion was increasingly seen as a way to grapple with
all these economic and national security challenges. “Economic containment” in the
Cold War’s first era had meant building up allies through trade and aid while starving
communist adversaries of the technologies and resources necessary to undertake an
arms buildup. In this new era, it would also come to mean a new campaign to expand
the GATT’s membership and trade volume, as well as the targeted extension of
constructive trade concessions to Eastern European communist regimes in order to
soften Soviet Bloc unity. Just as Western Europe was becoming more independent
from the United States, successive American administrations saw Eastern Europe as
outgrowing Moscow’s control. American policymakers believed new constructive
trade deals with Soviet Bloc countries would allow the U.S. to capitalize on this
development, cooling East-West tensions, encouraging national pathways in Eastern
Europe, and diffusing Western ideas behind the Iron Curtain. This is not to say that
destructive trade policies were de-emphasized; in fact, the United States was in some
cases more ambitious about its trade denial efforts than before. Rather,
administrations from both parties began taking a more comprehensive and global
view of economic containment in this era. They increasingly believed that destructive
and constructive trade relations could be used together to contain and degrade the
Soviet network, and they pursued new measures to do just that.

But these American administrations encountered stiff resistance. Settled law
and negative public perceptions of East-West trade (reinforced by war and successive
diplomatic crises) undermined more ambitious bids to encourage bilateral trade. The

recent COCOM settlement briefly came under attack at home from Congress and the
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military establishment. At the same time, executive branch efforts to affirm tougher
embargo lines in places like China and Cuba were attacked from abroad by unhappy
allies. Meanwhile, changes in the global economy complicated export control and
sanctions enforcement, as old notions of what constituted “American” firms and
product blurred. The technical challenges associated with sealing off proscribed
exports from targeted countries multiplied as firms and supply chains
internationalized. And some American industries began amplifying their concerns
about the competitive advantages enjoyed by foreign competitors who were not
encumbered by American export controls and sanctions regulations. They were
increasingly willing to brave public hostility to East-West trade by publicizing their
commercial struggles as Americans awakened to the rising commercial power of
Western Europe and Japan. It was a mess of competing pressures that rendered
designing and executing national East-West trade policy more difficult than ever.
Successive American administrations of both parties broadened the United
States’ approach to waging the Cold War through trade in this era. The global
economy and American perceptions of the Soviet threat changed, and Cold War trade
strategies evolved in response. While East-West trade denial remained central to it,
the second-term Eisenhower, Kennedy, and Johnson Administrations increasingly
pursued constructive trade engagement. They pushed progressively more ambitious
initiatives. But they were not fully autonomous in these efforts: rather, they were
bound by precedent laws and popular beliefs regarding trade and national security, as
well as global market changes and diplomatic pressures that together circumscribed

executive power.
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Although sometimes fractiously formed, American Cold War trade policy
evolved along clear lines. Destructively, the United States became more creative at
plugging leaks in the walls of its trade denial program, and it responded to new
threats in Cuba and the Soviet Bloc with aggressive countermeasures in select cases
where it believed it could impose heavy costs on its targets. Constructively, the
United States prioritized expanded trade. It pursued an ambitious new GATT round
and acquiesced in partial strategic embargo liberalizations in part to shore up the
Western network’s institutions, expand its membership, and challenge the Soviet
Bloc’s new commercial program. In East-West trade, narrow trade deals were
permitted on a case basis, to encourage Soviet Bloc fragmentation and nationalism
while diffusing Western ideas and methods in those countries. And toward the end of
this era, the U.S. encouraged the partial integration of some Eastern European
countries into the liberal trading order.?*? Rather than a search for a more liberal
trading posture, this was an era of more varied and creative American economic
statecraft, supported by executive and congressional confidence that the United States

could manipulate its trade activity to serve its security and foreign policy goals.

232 Although I have employed it earlier, I have avoided the use of “tactical” and
“structural linkage” here. This is in recognition of the fact that the conceptual
boundary between tactical and structural linkage in some of these cases is too murky
to generalize. For example, the designation of Most Favored Nation status, which
emerged to facilitate multilateral trade, is intended to be open-ended. This makes it a
structural linkage tool. However, as a historical matter covered in this chapter,
Congress briefly stripped Poland and Yugoslavia of Most Favored Nation status for
Cold War reasons, leading to an executive-legislative fight over MFN assignment
rights. This suggests the possibility of bestowing and retracting MFN privileges in
response to politics in a manner that does not conform with the provision’s purpose.
Nevertheless, the reader may find it useful to keep these concepts for interpretive

purposes.
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The Eisenhower Administration After 1954: Origins of the ‘“East-West Trade Tap”

Doctrine

Robert Loring Allen was not the first to raise alarm about the so-called “Soviet
Economic Offensive;” it was a phenomenon that had worried American policymakers
in the Eisenhower Administration, Congress, and the public since 1953. The Soviet
Union’s post-Stalin leadership had pursued trade and aid relationships with less
developed and neutral countries since that time in line with its “peaceful coexistence”
strategy. Peaceful coexistence was intended to reduce Cold War tensions, creating
space for the Soviet Union to exist as a commercial and geopolitical competitor in
other ways. The Eisenhower Administration met the Soviet overtures in some modest
respects, but it did not trust Soviet intentions, and neither did the Congress. This led
to intra-administration discord over what American Cold War trade policy ought to be
that proved nearly paralyzing. Meanwhile, Congress rejected “peaceful coexistence”
out of hand, and actively challenged and checked administration steps to meet the
Soviets halfway.?*?

The Eisenhower Administration’s success in consolidating the COCOM
multilateral export control system in 1954 invited both a backlash from its domestic
detractors and diplomatic pressure for even greater East-West trade liberalization
from the United States” COCOM partners. Despite the Eisenhower Administration’s

success in securing the 1954 COCOM agreement, its Defense Department

233 Burton 1. Kaufman, Trade and Aid: Eisenhower’s Foreign Economic Policy, 1953-
1961 (Baltimore, MD: Johns Hopkins University Press, 1982), 58—67.
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immediately strove to reverse course and expand the American strategic embargo. It
first did this by attempting to relitigate the American export control policy itself, a bid
that was finally squashed in early 1955 when the Steering Committee of the White
House’s Council on Foreign Economic Policy, which was charged with reviewing
East-West trade policy, produced a report following a detailed study that concluded:
“There should be no substantial change in our economic defense policies and
programs as of the immediate moment.” The Steering Committee report argued that
while holes existed in the COCOM Soviet Bloc embargo, revisions had only recently
been made and would take time to fine-tune. Regarding overall American East-West
trade strategy, it defended the existing policy of differentiating between communist
countries in order to link economic defense policy to diplomacy instead of litigating
export control policy in isolation.?**

The Defense Department’s determination to shift policy led it to push its
dissent through interagency export licensing debates as well. In April 1955, the New
York-based Sutton-De Smitt Corporation applied for an export license to ship 500
new Chevrolet passenger cars to the Bulgarian government. The cars in question were
not controlled on the U.S. Positive List, but they required a Commerce Department
license because Bulgaria was a Soviet Bloc country. The case came before the
Operating Committee—a staff-level, interdepartmental coordinating body where

export licensing questions were debated and resolved. The Commerce Department

234 Report by the Steering Committee of the Council on Foreign Economic Policy,
March 24, 1955, Foreign Relations of the United States, 1955-1957, Volume X,
Foreign Aid and Economic Defense Policy, eds. Robert J. McMahon, William F.
Sanford, and Sherrill B. Wells, (Washington: Government Printing Office, 1989),
Document 54.
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recommended approval, partly on the grounds that the “denial of the application
would appear to have no effect on the Soviet Bloc receipt of passenger vehicles since
automobiles comparable to the Chevrolets covered by this application are, of course,
manufactured in Western Europe and freely available there.”?*

But things did not go smoothly at the Operating Committee. According to the
meeting summary, the Commerce Department representative repeated its case, noting
that the department “is satisfied as to the bona fides of the transaction; there is a firm
order and an irrevocable letter of credit...Further, there is no question as to the
reputation of the applicant, supplier, or consignee.” Most other departments endorsed
the application. However, the Defense Department objected to the license on “broad
strategic grounds” and fears of transshipment to China. The disagreement resulted in
the case’s elevation to the Advisory Committee on Export Policy—a senior-level
interagency group chaired by the Commerce Department that adjudicated difficult
export control policy questions.?3¢

In a revealing position paper, the Defense Department explained that its
objection was not to the shipment of cars per se but rather the notion of doing

business with the Soviet Bloc at all. The Defense Department argued that the

shipment of 500 cars to the Bulgarian government should be denied because it would

25 Memo from BFC Member to Chairman, Joint Operating Committee (JOC
Document No. 105). April 19, 1955. Records of the International Trade
Administration (RG 489). Bureau of International Commerce, Office of Export
Control, Advisory Committee on Export Policy, Country Files, 1948-1963 Austria-
China. NACP, Box 2.
236 JOC Report No. 118—Meeting Held April 28, 1955. Records of the International
Trade Administration (RG 489). Bureau of International Commerce, Office of Export
Control, Advisory Committee on Export Policy, Country Files, 1948-1963 Austria-
China. NACP, Box 2.
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“facilitate the civilian and/or military operations of the Communist regime in power.”
Its logic was two-fold. First, it stated that “there is no indication or assurance that
these vehicles are intended to be absorbed by the civilian economy.” Second, it
argued that no distinction should be made between the Bulgarian government’s
civilian and military agencies since it, “as well as other governments in Communist
areas, are forced to rely increasingly on the Armed Forces as their main source of
support.” Therefore, the Defense Department argued that any measure of support to
the regime, no matter how seemingly innocuous carried propaganda value and was
“in the opinion of the Department of Defense, aiding, abetting, and contributing to the
effectiveness of the political and military elements of the Communist regime in
power.”?¥7 In practice, this meant rendering all trade with the Soviet Bloc subject to a
“presumption of denial,” meaning only approvable in special circumstances. This was
clearly contrary to administration policy. In any case, the Defense Department
argued, the American auto industry was a juggernaut that could not be hurt by a
single lost sale. “From an economic standpoint,” it wrote, “the Department of
Defense can see no advantage accruing to the United States economy in permitting
the sale of 500 cars to Bulgaria. The U.S. automotive industry is presently enjoying

one of the greatest years in its history both in production and sales of automobiles.”?*8

27 Memo from Department of Defense Member to Chairman, Joint Operating
Committee (JOC Document No. 105). May 19, 1955. Records of the International
Trade Administration (RG 489). Bureau of International Commerce, Office of Export
Control, Advisory Committee on Export Policy, Country Files, 1948-1963 Austria-
China. NACP, Box 2.
28 Memo from Department of Defense Member to Chairman, Joint Operating
Committee (JOC Document No. 105). May 19, 1955. Records of the International
Trade Administration (RG 489). Bureau of International Commerce, Office of Export
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By contrast, the Commerce Department explained that it based its licensing
decisions on the effect that denying the export license would have on the Soviet Bloc.
In its view, it was clear that the Bulgarian government would simply buy cars
elsewhere if the U.S. stopped the transaction. United States could not prevent the
Bulgarian regime from acquiring the cars, although whether it might be more
expensive for the regime to buy them elsewhere was not considered.?*® The license’s
propriety was ultimately approved and administration policy upheld.?*° But the
Eisenhower Administration was soon fending off new criticism for its Cold War trade
policies in light of the 1956 Hungary Crisis—where Soviet armed forces crushed a
popular revolution—and in the face of an investigation by Senator John McClellan’s
Permanent Investigations Subcommittee into the 1954 American and COCOM
strategic embargo changes.?*!

The McClellan Committee’s interest in East-West trade was a product of the
1954 COCOM agreement and the subsequent relaxation of the United States’ Positive

List. Its response was a wide study of the U.S. Cold War export control system that

Control, Advisory Committee on Export Policy, Country Files, 1948-1963 Austria-
China. NACP, Box 2.
239 Pending Export License Application for 500 Passenger Cars for Bulgaria. May
24, 1955. Records of the International Trade Administration (RG 489). Bureau of
International Commerce, Office of Export Control, Advisory Committee on Export
Policy, Country Files, 1948-1963 Austria-China. NACP, Box 2. The significance of
the absence of such a consideration is that it suggests that American officials were not
debating this issue in line with the principles of strategic goods theory.
240 For decision, See: Note written on BFC Copy of ACEP Document No. 119—
Defense Appeal of Proposed Approval of 500 Passenger Cars for Bulgaria. May 25,
1955. Records of the International Trade Administration (RG 489). Bureau of
International Commerce, Office of Export Control, Advisory Committee on Export
Policy, Country Files, 1948-1963 Austria-China. NACP, Box 2.
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would date back to the Truman Administration. It released its final report in July
1956, which criticized the Truman and Eisenhower Administrations of having
“violated the spirit, if not also the letter, of (the Battle Act) since its enactment in
1951.” The McClellan Committee accused Harold Stassen, as Battle Act
administrator, of having made “no attempt to enforce the penalty provisions of the
Battle Act;” to the contrary, he was criticized for having “circumvented the Battle Act
by determining that items of manifest strategic significance, and which had been so
regarded prior to the 1954 revision, were not strategic for the purpose of allied trade
with the Communist bloc.” This was a reference to the conforming Battle Act list
reductions intended to bring it into alignment with the COCOM International Lists.
These actions, the committee’s majority concluded, “enabled our allies...to ship to
the Communist bloc in Europe such highly strategic materials as copper, machine
tools, electric generating equipment, electronic devices usable in atomic-energy and
guided-missile fields, as well as numerous other materials of critical importance to
the Communist war machine, with complete impunity from the Battle Act’s penal
provisions.”

The McClellan Committee report similarly criticized executive branch
officials for allegedly rejecting expert warnings against approving certain exports and
for having “shunted through” the Commerce Department export control licensing
process applications containing falsified information.?*? The report’s overall tenor

was that American export control policy was too loose, unsupervised, and borderline

242 U.S. Congress, Senate, Committee on Government Operations Permanent
Subcommittee on Investigations, East-West Trade: Report, 84" Cong., 2" sess.,
1956, Report No. 2621, 46-47.
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subversive to national security. It was a major shot across the Eisenhower
Administration’s bow.

Around the same time it was facing accusations of being too soft on
communists regarding trade at home, the Eisenhower Administration drew a foreign
diplomatic challenge for being too intolerant of East-West trade. In January of 1956,
President Eisenhower had promised British Prime Minister Anthony Eden to review
and possibly eliminate the COCOM “China Differential”—a group of about 200
items that could be exported to European communist regimes but not to China.?** The
British government by now felt that the differential was illogical since the Korean
War was then over and because the differential could in any case be thwarted through
Soviet-Bloc re-exports.?** Tired of waiting for the United States to make good on that
promise, the British government unilaterally announced that it would now make
extensive use of COCOM-CHINCOM exceptions to carry out bilateral trade with
China. As in the ITO-GATT Charter negotiations, exceptions had been important for
securing agreement for COCOM’s establishment. Now, Britain was effectively
announcing that it was simply going to use the arrangement’s own rules to
circumvent its CHINCOM obligations, existentially threatening CHINCOM and
perhaps COCOM as well.

Here again, Eisenhower was not a pure trade liberalizer, despite his oft-stated

East-West trade controls skepticism. He distinguished between European and Asian

243 Dobson, US Economic Statecraft for Survival, 141-46; Jackson, The Economic
Cold War, 148-54.
244 Kenneth A. Rodman, Sanctions Beyond Borders: Multinational Corporations and
U.S. Economic Statecraft (New York, NY: Rowman & Littlefield Publishers, Inc.,
2001), 28.
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communist regimes, and he favored the China Differential. Now defensive, the
Eisenhower Administration attempted to preserve the China Differential by promising
to significantly revise its size downward. The issue was discussed during a March
1957 National Security Council meeting, where the “extreme tension between the
United States and its European allies with respect to this issue and the advanced
deterioration in the existing multilateral control structure” was cited as a major reason
for conceding ground on the China Differential, along with Japanese antipathy to
those restrictions and the fact that a partial decontrol was judged to be in line with
“the general policy of the Eisenhower Administration to reduce barriers all around the
world.”?* The outcome was an agreement to offer Britain a near-elimination of China
Differential controls in order to salvage some part of the CHINCOM regime. But the
execution was botched. The American COCOM delegation, defying orders from
Washington, tried to persuade the other delegations to retain 55 of the 207 China
Differential items. The British government responded by unilaterally eliminating its
China Differential controls. Other COCOM members followed Britain’s lead. The

China Differential collapsed.?*® Unable to adjust American policy rapidly enough for

245 Memorandum of Discussion at the 315" Meeting of the National Security Council,
March 6, 1957, Foreign Relations of the United States, 1955-1957, Volume X,
Foreign Aid and Economic Defense Policy, eds. Robert J. McMahon, William F.
Sanford, and Sherrill B. Wells, (Washington: Government Printing Office, 1989),
Document 146.
246 Mastanduno, Economic Containment, 98—100; Dobson, US Economic Statecraft
for Survival, 142—-46. For NSC meeting notes, see: Memorandum of Discussion at the
315™ Meeting of the National Security Council, March 6, 1957, Foreign Relations of
the United States, 1955-1957, Volume X, Foreign Aid and Economic Defense Policy,
eds. Robert J. McMahon, William F. Sanford, and Sherrill B. Wells, (Washington:
Government Printing Office, 1989), Document 146. For the paper discussed at the
NSC meeting, revised in line with discussion and approved, see: National Security
Council Paper (NSC 5704/1), March 8, 1957, Foreign Relations of the United States,
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impatient allies, the Eisenhower Administration had a more dramatic decontrol
imposed on it, leaving the United States with just its unilateral China embargo.

Then the American unilateral China embargo came under allied pressure too.
Whereas export controls on the Soviet Union and its satellites were administered
under the Export Control Act, trade with China was additionally regulated under
Section 5(b) of the Trading with the Enemy Act, which empowered the Treasury
Department to ban all transactions in any direction by any firms subject to U.S.
jurisdiction, including foreign-based subsidiaries of American firms.?*” These
Treasury Department controls were specifically applied in reaction to the growth of
multinational corporations and to grapple with the possibility that American-based
firms would circumvent export controls by transferring business to their foreign
affiliates.?*® These powers, exercised by the Treasury’s Office of Foreign Assets
Control, cast an especially long shadow over Canada, where skepticism of American
foreign investment was already a significant concern. In fact, newly elected

Conservative Prime Minister John Diefenbaker had made American capital’s threat to

1955-1957, Volume X, Foreign Aid and Economic Defense Policy, eds. Robert J.
McMahon, William F. Sanford, and Sherrill B. Wells, (Washington: Government
Printing Office, 1989), Document 147. Of note, NSC 5704/1 covered Eisenhower
Administration economic defense policy broadly, and included other policy
provisions related to differentiating among communist countries, encouraging trade
that would reduce communist unity, and only restricting trade to communist countries
that would “have a significant effect on the growth of the war potential of the Sino-
Soviet bloc or will effectively support other U.S. policies (e.g. China policy) or fulfill
U.S. legislative requirements.”
247 Trading with the Enemy Act, Statutes at Large 40, sec. 5(b), 415 (1917).
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Canadian sovereignty and independence a central theme of his successful
campaign.’¥’

Although a committed anti-communist, Diefenbaker did not share American
compunction about trading with China. And like many Canadians, he worried about
the extraterritorial reach of American foreign assets control regulations on Canadian
subsidiaries of American firms. Organized under Canadian law on Canadian soil with
typically Canadian workforces, these firms were nevertheless forbidden under
Treasury Department regulations from doing business with China wherever there was
American majority ownership. Diefenbaker regarded this as an outrageous breach of
Canadian sovereignty. The Eisenhower Administration worried that the issue
imperiled good Canadian-American ties. In preparation for his July 1958 trip to
Ottawa, President Dwight Eisenhower was advised by Secretary of State John Foster
Dulles that “widespread criticism of the United States and its policies” risked harming
the strong ties that had been developed with previous governments. Dulles attributed
this trend to the tone of the recent election, economic recession, and a series of hostile
statements by some members of the Diefenbaker government intended to “make the

United States the whipping boy for many of Canada’s ills.”*>°

249 Diefenbaker’s Opening Campaign Speech illustrates his economic nationalism
clearly, which included major passages indicating his skepticism of inward foreign
direct investment. See: Copy of John Diefenbaker’s “Major Campaign Speech No.
1,” April 25, 1957, Massey Hall, Toronto, ON, Canada. Online by Diefenbaker
Canada Centre. (Accessed October 19, 2019)
https://diefenbaker.usask.ca/documents/1957-1958-
elections/campaign_speech 1957.pdf
250 Memorandum from John Foster Dulles to Dwight D. Eisenhower, undated (c. July
1958); President Eisenhower Visits; Records Relating to Canadian Affairs, 1957-
1963; Bureau of European Affairs, Office of British Commonwealth and Northern
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Yet the Canadian government was not imagining things—American laws and
pressure did threaten Canadian firms, even without the United States government’s
direct intervention. When allegations surfaced in the Canadian press that the Ford
Motor Company of Canada turned down a one thousand-car sale to China under
pressure from its Detroit-based parent over Foreign Assets Control liability fears, a
serious bilateral crisis erupted.?>! As Assistant Commerce Secretary Henry Kearns
explained in a memorandum to the Council on Foreign Economic Policy, the Foreign
Assets Control regulations amounted to an American prohibition on foreign firms
doing business in China—even in indirect cases like non-subsidiary firms and
American patent licensees. Kearns disliked this and recommended reassessing the
policy as a major allied diplomatic irritant.?>

President Eisenhower agreed, and his administration was eager to mend
fences with Canada and Diefenbaker during his Ottawa trip. In a speech before
Parliament, he defended American foreign investment in Canada, pointing out that
“these investments have helped you to develop your resources and to expand your
industrial plant at a far faster rate than could have been possible had you relied
wholly on your own savings. They have thereby helped to provide employment, tax

revenues and other direct benefits,” in addition to financing American goods

European Affairs; General Records of the Department of State, Record Group 59;
Box 6; NACP.
251 Rodman, Sanctions Beyond Borders: Multinational Corporations and U.S.
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253 But he conciliated on the Foreign Assets Control regulations. The

imports.
subsequent major outcome from Eisenhower’s Ottawa visit was an agreement by the
United States allowing American-owned Canadian firms to conduct business with
China in cases where denying the order would cause the Canadian economy harm,
provided the Canadian firm was not being used purely to evade American regulations.
This so-called “Eisenhower-Diefenbaker Accord” became the basic understanding
between the two sides regarding American foreign assets control regulations.?>* As
with the 1954 COCOM decontrol (and a later round of cuts in 1958), the accord
amounted to an Eisenhower Administration admission that the diplomatic costs of
leaning on allies to obtain the broadest possible restrictions were not worth the
rewards.

But it proved impossible to grant other allies similar deference. In January
1959, the administration attempted to establish a formal policy that would generalize
the Eisenhower-Diefenbaker Accord’s principles to Britain and Japan, which were
equally frustrated with the administration’s China foreign assets controls on
American subsidiaries there. But in the wake of the Berlin Crisis, which saw Soviet
Premier Khrushchev attempt to drive the United States, Britain, and France out of

Berlin, any retreat took on new symbolic importance.?>®> Lewis Strauss, the acting

Commerce Secretary, pivoted to a harder line not only against softening American

253 Dwight D. Eisenhower, Address to the Members of the Canadian Houses of
Parliament. Online by Gerhard Peters and John T. Woolley, The American
Presidency Project, https://www.presidency.ucsb.edu/node/233709
254 Rodman, Sanctions Beyond Borders: Multinational Corporations and U.S.
Economic Statecraft, 43-44.
255 Zubok, A Failed Empire: The Soviet Union in the Cold War from Stalin to
Gorbachev, 132-34.
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extraterritorial controls but also toward East-West trade in general. He argued during
one National Security Council meeting that such agreements “would actually
constitute an incentive to U.S. corporations to establish in friendly foreign countries
new subsidiaries for the explicit purpose of trading with Communist China”
[emphasis added]. Secretary of State Dulles, by contrast, saw the problem as a purely
political one between the United States and its allies: he noted that the Chinese
government pulled its flour and automobile orders with Canadian subsidiaries of
American firms, signaling to him that their only purpose was to force a wedge
between the United States and Canada over the issue. Since the affected volume of
trade would be negligible, there was no harm in adjusting American regulations to
mend allied relations.?*® No decision was ever reached on the matter, effectively

freezing the existing policy in place.

American Selective Engagement of Soviet Bloc Regimes

Meanwhile, the United States began trying to take advantage of political turbulence
within the Soviet Bloc for Cold War advantage. As the historian Vladislav Zubok
explained, Soviet leadership in the mid-1950s, then governed collectively by the
Presidium, believed the growing independence of the Eastern European regimes
threatened Moscow’s control over them and began worrying that the West would use

the “national roads” to socialism concept to divide the East, discredit the Soviet

256 Memorandum of Discussion at the 393" Meeting of the National Security Council,
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Dashiell Schur, (Washington: Government Printing Office, 1992), Document 341.
172



Union as the premier communist country, and roll back communism. He describes
Presidium members as having been tipped into “panic” by Wladyslaw Gomulka’s
1956 rise in Poland without their consultation, which tempted them to intervene. Only
Gomulka’s conciliation and China’s strident opposition prevented it in that case.?’
Shortly thereafter, the Soviet Union intervened—this time with China’s approval—in
Hungary to prevent its leader, Imre Nagy, from disaffiliating with Moscow by
withdrawing from the Warsaw Pact. Yugoslavia and Moscow had a public falling out
over the latter’s handling of the affair, and Khrushchev himself faced increasing party
criticism for his indecision.”?*® At a time when the Soviet Union was working harder
to maintain its communist world leadership and bonds with Eastern Europe,
Eisenhower hoped bilateral trade relations could be a countervailing force to
complicate their efforts.

The Eisenhower Administration approved new initiatives to capitalize on this
turbulence. In trade policy, the administration pursued measures that could be made
to resemble the tap-like switching on-and-off of commerce, as President Eisenhower
had wanted. The U.S. would not make broad, open-ended commitments or any trade
policy adjustments requiring congressional action. It was also limited by persistent
military opposition to East-West trade, which saw the COCOM and American
national strategic embargoes as effective tools for preventing Soviet Bloc military

development.?> It came to rely on export control liberalizations and grain sales, the

257 Zubok, A Failed Empire: The Soviet Union in the Cold War from Stalin to
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latter of which were brokered through bilateral government negotiations in the
controlled manner of state-trading, benefitted American agricultural producers,
positioned the United States in a humanitarian role, and pointed out Soviet Bloc
economic failures.?®° These options allowed the administration to pursue its goals
while limiting its domestic political risk.

The Eisenhower Administration’s outreach to the Polish government was the
clearest example of these boundaries. In June 1957, the Eisenhower Administration
negotiated a multi-part economic deal with the Polish government that included a $30
million Export-Import Bank loan, an additional Public Law (P.L.) 480 food assistance
agreement worth $18.9 million plus a supplementary $46.1 million that would enable
the export of American grain to the country, and a commitment for the Treasury
Department to unblock Polish assets located in the United States. Separately, the
United States announced that it would unilaterally undertake a variety of measures to

simplify and promote agricultural exports from the United States to Poland. 26!

being contrary to the arrangement’s principles. In an internal memorandum to the
Deputy Director for Intelligence, the Office of Research and Reports Services
Division Chief noted that: “The JCS (Joint Chiefs of Staff) is not proposing that the
U.S. use trade as a device of political penetration but rather as a weapon to impede
Bloc economic development. We must point out, however, that the terms of reference
of the COCOM organization specifically and categorically deny the use of that
structure as an instrument of economic warfare.” Memorandum for the Deputy
Director for Intelligence from the Office of Research and Reports Services Division
Chief, July 15, 1957, Central Intelligence Agency Freedom of Information Act
Electronic Reading Room, accessed on June 25, 2019 at:
https://www.cia.gov/library/readingroom/docs/CIA-RDP61S00527A000100180138-
6.pdf.
260 As will be illustrated later, grain sales resembled state-trading because they were
negotiated between governments, and contract terms could be kept short so that
contract renewal could be conditioned on diplomatic considerations.
261 Memorandum from the Deputy Assistant Secretary of State for Economic Affairs
(Kalijarvi) to the Secretary of State, June 7, 1957, Foreign Relations of the United
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The deal was helped by Poland’s Capitol Hill champions, including
Democratic Senator John F. Kennedy. Citing the Polish peoples’ “determined and
courageous fight to win some degree of independence from the Soviet Union,”
Kennedy lobbied the Eisenhower Administration to provide Poland with foreign aid.
“If there is even a slight chance that this demonstration of friendship on our part will
help the Polish people to loosen further the bonds of Soviet domination, then the
obvious gains to this nation and the Free World will have been well worth the effort,”
he wrote. “If, on the other hand, Poland should once again slip completely behind the
Iron Curtain, then this nation will have at least demonstrated to the world our
willingness to help impoverished people in any land, whatever the political situation
may be.” Citing his belief, informed by his travels there, that the Polish people were
subjected to communism, not willful adherents, Kennedy anchored his advocacy in
both strategy and morality, condemning opponents who argued against the deal by

remarking that, “hunger has never been a weapon of American foreign policy—and if

States, 1955-1957, Volume, XXV, Eastern Europe, eds. Edward C. Keefer, Ronald D.
Landa, and Stanley Shaloff, (Washington: Government Printing Office, 1990),
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import American product. While technically classified as foreign assistance, P.L. 480
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we can score these ‘cold war’ advantages only by turning a deaf ear to Polish hunger
and misery, then we will have won only a dubious ‘victory” at best.”62

But such grain deals were one-shot affairs with termination points, not open-
ended commitments. While the Eisenhower Administration was willing to offer
foreign assistance and sell grain to Poland, it did not support fully welcoming it into
the liberal trading system, which would have meant committing to broader,
continuous commercial relations. Poland was one of three Soviet Bloc regimes, along
with Romania and Hungary, to seek GATT accession in the late 1950s. While these
would not be the first Council for Mutual Economic Assistance countries to join the
GATT, these would be the first to attempt to accede as communist regimes, since
Czechoslovakia had entered as a democracy. GATT accession would link Soviet
satellites more closely to the West by removing tariff barriers that discouraged trade
between the two sides and involving them in processes and debates about the trading
group’s future. Poland’s immediate benefit would be access to Most Favored Nation
tariff rates, which would improve its export competitiveness in GATT country
markets, allowing it to earn more hard currency to finance imports. This would mean
more access to American and other GATT member commercial networks, enabling

them to broaden their economic ties to the West. Secondarily, it would also encourage

their independence, honoring their sovereignty and autonomy from Moscow. But it

262 Letter from Senator John F. Kennedy to the Secretary of State, March 12, 1957,
Foreign Relations of the United States, 1955-1957, Volume, XXV, Eastern Europe,
eds. Edward C. Keefer, Ronald D. Landa, and Stanley Shaloff, (Washington:
Government Printing Office, 1990), Document 239.
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would also give communist countries a say in the trading arrangement’s future
evolution, which increased the prospect of political discord.

The Polish government began proposing its candidacy in the fall of 1958, but
while in line with Eisenhower Administration strategy, it soon became apparent that
Poland’s GATT candidacy was premature. First, while there was broad, Western
political support for embracing Poland, no major GATT party really wanted to let
such a dissimilar country into the arrangement. Western European allies objected to
Polish accession, and since Poland refused to abandon central planning, a variety of
technical challenges arose over how far it could conform to regime policies and
rules.?%? Within the United States government, Treasury Secretary Robert Anderson
violently objected to it and reportedly described it to Under Secretary of State
Douglas Dillon as “like bringing a Trojan horse voluntarily into our midst” that could
institutionally erode the GATT. Like Dulles, Anderson did not oppose East-West
trade but thought formal trade agreements with Soviet Bloc countries should not be
pursued. He advised explicitly telling the Polish government that they “are
foreclosed from full membership in the GATT and...are not going to be in the
(International Monetary) Fund and the (World) Bank”—two other Bretton Woods
institutions it hoped to join. Polish accession also lacked State Department support,

leaving it without a champion.?4
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Europe, and the International Trading System, 26-28.

264 Memorandum of Conversation, September 11, 1958, Foreign Relations of the

United States, Volume X, Part 2, Eastern Europe; Finland; Greece; Turkey, 1958-

1960, eds. Ronald D. Landa, James E. Miller, William F. Sanford, Jr., and Sherrill

Brown Wells, (Washington: Government Printing Office, 1993, Document 53. For
177



Hoping to avoid further Cold War politicization of the GATT, its executive
secretary, Eric Wyndham White, came up with a half-measure intended to keep
Polish accession hopes alive in a manner acceptable to the GATT’s contracting
parties: an “associate participation” arrangement whereby Poland would be unable to
vote on GATT matters but would commit to supporting its principles and obligations.
Contracting Parties likewise would not have to extend Most Favored Nation status to
Poland. He likewise saw this as a model for Yugoslavia and other countries. Not
wishing to discourage Poland’s Western outreach, the United States concurred, and
Poland was granted associate status in 1959.26> Other communist regimes—Romania
and Hungary—would later make use of this new pathway to GATT accession, which
provided the flexibility and informality that enabled the GATT to bridge the East-
West gap when Western politics would not immediately permit formal integration
into the liberal trading system.

The Poland case clearly illustrated the Eisenhower Administration’s Cold War
trade strategy. The Administration sought trade without larger commitments toward
Eastern European regimes. Narrow grain sales were good because they were single
transactions involving fungible agricultural commodities that could be renewed or not
in a manner akin to the switching of a tap depending on political developments.

Broad, open-ended commitments requiring multilateral institutions to absorb

technical challenges, especially the problem of Poland’s entrance fee, see: Haus, 26—
28.
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countries with incongruous political economic systems were not. And strategic trade
was, of course, out of the question in American minds. In 1958, the National Security
Council considered where the U.S. government should go beyond these limits and
stand up a commercial advocacy campaign to help American exporters enter Soviet
Bloc markets. Such a move would encourage spontaneous trade with Soviet Bloc
countries and signal American openness to ameliorating East-West tensions. But
although initially supportive of this idea, Secretary of State Dulles came to think it
unwise: if East-West relations soured, the program might have to be shuttered,
embarrassing the administration. Dulles instead argued that American East-West
trade policy should be left “very closely under Washington policy control so that we
could turn on or off the flow of trade with the satellites as circumstances dictated.”
President Eisenhower agreed.?®® The United States’ risk tolerance was low; its
expectations were modest and long-range. American politics would not bear more
anyway.

The Eisenhower Administration encountered another boundary when
President Eisenhower received a direct appeal from Soviet Premier Nikita

Khrushchev in June 1958 for expanded commercial relations. In his letter,

266 Memorandum of Discussion at the 369" Meeting of the National Security Council,
June 19, 1958, Foreign Relations of the United States, Volume X, Part 1, Eastern
Europe Region; Soviet Union; Cyprus, ed. Ronald D. Landa, James E. Miller, James
S. Patterson, and Charles S. Sampson, (Washington: Government Printing Office,
1993), Document 8. Interestingly, Eisenhower reportedly spoke admiringly of the
Soviet Union’s ability to control their trade policy during this meeting, saying, “The
Soviets were in a position of being able to change their trade policies towards the
satellites or anyone else by simply turning on or off the spigot. We in the U.S.
certainly need sufficient flexibility to permit us to maneuver.” He meant this in
contrast to the Congress’ willingness to insert itself into Cold War trade policy by
passing legal provisions tying the executive branch’s hands in certain situations.
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Khrushchev proposed what State Department officials characterized as a “massive
expansion” in Soviet-American non-strategic trade, predominantly in industrial
equipment and mostly for the production of consumer goods and synthetic materials.
He quoted Cordell Hull that “commerce and association may be the antidote for war”
and invoked previous eras when Soviet-American trade was more significant. To
support this exchange, he suggested American long-term export credit financing,
licensing agreement and technical information exchange proposals, and a bilateral
trade agreement.?®’ Several months before, Llewellyn Thompson, the American
Ambassador to Moscow, had cabled Washington that Soviet interest in expanding
trade relations through trade barrier elimination was increasing, for reasons he judged
both economic and political. Economically, the Soviets needed for machinery,
materials, and technology; politically, he described the Soviets as having always been
“sensitive to any discrimination against them” and “acutely conscious of [the]
relationship between economic and political questions.” Thompson recommended
that the United States might quietly use this interest to win modest Soviet political

concessions of some kind in a future summit.2%%
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But Khrushchev’s proposal proved unrealistic in Washington. A State
Department analysis found that some 95 percent of the items on “Khrushchev’s
shopping list” were export controlled as strategic and thus required individual
licensing, which greatly narrowed bilateral commercial prospects. The State
Department also noted that the Soviet Union was ineligible for Most Favored Nation
tariff treatment under American law, and it was illegal for the federal government to
lend or perhaps even provide foreign assistance to the Soviet Union under various
other statutes. More fundamentally, the State Department identified widespread,
ingrained American antipathy to trading with the Soviet Union as another constraint
on Soviet-American trade prospects. The public reaction to such an agreement was
unlikely to be favorable.?®® The basic difficulties of doing business with the Soviet
Union, would probably have proven to be another limiting factor to efforts to expand
Soviet-American trade. For example, the State Department elsewhere reported that
American exporters complained about Soviet “tie-ins”—demands that prospective
exporters buy or sell products that sometimes were wholly unrelated to the firm’s
specialty as a precondition of doing business in the Soviet Union.?”® In short,

Khrushchev’s request could not be met without a heavy administration investment in
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congressional and public lobbying, and even then it would have been troubled. His

proposal was consequently deferred by the Eisenhower Administration.

After 1954, President Eisenhower’s East-West trade policy priority was to achieve the
flexibility to deploy trade as a diplomatic tool.?”! He wanted to be able to define the
permissible boundaries of exchange with targeted countries in line with circumstantial
changes. He wanted the freedom to turn trade flows on or off with certain communist
regimes as diplomatic conditions warranted, linking trade to politics. Eisenhower
sometimes preferred a more restrictive line in some cases, like China. In other cases,
as with Poland, he would engage communist states. And he wanted better export
enforcement safeguards, provided they did not undermine allied diplomacy too much.
Thus, Eisenhower’s East-West trade diplomacy was multidirectional and
transactional. His successors would pick up and build on these threads while trying to

improve their control over Cold War trade policymaking.

The Kennedy Administration’s Global Trade Offensive Against Moscow

President Eisenhower’s successor had bolder aspirations for his Cold War trade
policy. Like Eisenhower, John F. Kennedy believed that trade could support the
U.S.’s Cold War prosecution. Unlike Eisenhower, he prioritized trade policy, even

making trade legislation a signature piece of his political agenda. The Kennedy

271 T agree here with Alan Dobson about the importance of “psychological, political

and diplomatic justifications for the embargo” in informing Eisenhower
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Administration saw a convergence between trade, national security, and international
economic policy. It confronted a changed economic landscape, where European
political integration and foreign competition had some American industries on the
backfoot and worried about being excluded from key markets and competitively
overwhelmed by state-supported foreign industries. It likewise perceived a changed
strategic environment, with declining Soviet control over Eastern Europe, but
increasing Soviet economic influence over the less-developed world. President
Kennedy and his advisers consequently thought regionalism, tariff discrimination,
and state-trading threatened the GATT liberal trading order, and they feared the
construction of new Soviet influence networks into the non-communist world. These
were interrelated problems from the Kennedy Administration’s perspective, which
viewed active trade policy as vital to redressing them.

Scholars considering the Kennedy Administration’s Cold War trade policies
tend to describe Kennedy as seeking to “liberalize” East-West trade for various
reasons, with urging from State Department Atlanticists like George Ball and Walt
Rostow. Liberalized trade, in this telling, was an objective intended to serve many
purposes, including ameliorating Soviet-American tensions, encouraging the
independence of Eastern European governments, assisting with the United States’

payments position and enhancing American commercial competitiveness.?’? This

272 Alan Dobson’s analysis of Kennedy centers his belief in East-West trade
liberalization. He described Kennedy as having “always favoured” a “moderately
liberal” trade agenda for the economic reasons cited above and emphasizes that
although Kennedy wanted more trade with the Soviet Bloc, he did not begin to gain
traction on the matter until after the Cuban Missile Crisis increased his political
capital. Philip Funigiello, by contrast, describes Kennedy’s trade policy as primarily
intended to advance détente. He writes that “Although he fully subscribed to the
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agenda, these scholars note, suffered setbacks from internal administration divisions
and congressional opposition to this agenda in the wake of a familiar chain of crises
and missteps, including the failed Bay of Pigs invasion, Kennedy’s Vienna Summit
humiliation, and the Berlin Crisis. ?’3 Considering the obstacles, Kennedy is generally
credited with having achieved modest successes.

While the Kennedy Administration undoubtedly intended to liberalize trade
for these ends, its trade liberalization agenda is better understood as interrelated with
its larger economic containment strategy. Confronted with Soviet efforts to establish
new trading relationships around the world and the reality of America’s diminished
influence in Europe, the Kennedy Administration worried about the health of the
liberal trading order and the capacity of “free” states—both developed and
developing—to resist Soviet influence. Its Commercial Cold War was a globalized
confrontation between Eastern and Western networks and norms, and its economic
containment strategy prioritized renovating the GATT and neutralizing new Soviet
bridges into Western turf and less developed countries around the world. Sometimes

this meant robust efforts to attack those projects at key points (Cuba) and deficits (the

containment policy, Kennedy also realized that the key to world peace was improved
relations with the Soviet Union.” Kennedy’s trade policy, in Funigiello’s telling, was
primarily intended to “relax Cold War tensions” by “breaking down the Soviet
Union’s isolation and encouraging the forces of constructive change in the communist
world.” See: Alan P. Dobson, “The Kennedy Administration and Economic Warfare
Against Communism,” International Affairs 64, no. 4 (1988): 603-5, 613, 615-16;
Funigiello, American-Soviet Trade in the Cold War, 122, 125-28.
273 Philip Funigiello and Alan Dobson cite a similar litany of foreign policy missteps
and crises that inspired this congressional wariness, including the Bay of Pigs
invasion, Vienna Summit, and the Berlin Crisis and Berlin Wall construction.
Funigiello, American-Soviet Trade in the Cold War, 130-31; Dobson, US Economic
Statecrafft for Survival, 153.

184



Soviet lack of wide-diameter pipe). At other times, it simply meant restoring
confidence in the liberal trading system.

The Kennedy Administration was more unified and less timid than its
predecessor about expanding trade. One of its signature legislative achievements was
the Trade Expansion Act, which was intended to reinvigorate American global trade
diplomacy and the GATT by launching negotiations that would come to bear the
president’s name, the Kennedy Round. While the Cold War was not the only, or even
the primary, inspiration for the Kennedy Round, it was in line with Robert Loring
Allen’s argument that a healthy liberal economic system was the best inoculation
against the corrupting influence of Soviet state-trading. Meanwhile, the Kennedy
Administration also went further than the Eisenhower Administration in applying
both constructive and destructive trade initiatives to the task of waging the Cold War.
Whereas the Eisenhower Administration sold grain to Eastern Europe, the Kennedy
Administration authorizing a bilateral wheat sale to the Soviet Union itself to cool
bilateral tensions while showcasing Moscow’s dependence on Western grain—an
area where it had once been a global leader. At the same time, it spent much political
capital on a targeted campaign to undermine Soviet construction of a pipeline project
that it believed would have extended Soviet influence deep into Western Europe, and
still more political capital in an effort to isolate a Cuban regime it regarded as a
Soviet forward base in the Western Hemisphere. Viewed in these terms, the Kennedy
Administration’s Cold War trade agenda was comparatively coherent and vigorous,

especially in light of the hostility it encountered from Congress.
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President John F. Kennedy campaigned for office advocating a more active,
diverse foreign policy than the Eisenhower Administration had wanted. He claimed
that Eisenhower Administration passivity had left American prestige and alliances in
decline.?’* Kennedy’s Commercial Cold War differed from Eisenhower’s for
endogenous and exogenous reasons. The endogenous reason was his administration’s
new strategic approach to national security. Unlike the Eisenhower Administration’s
“New Look,” which sought to minimize American commitments and costs while
maximizing its security, the Kennedy Administration’s “flexible response” was
intended to provide the president with more non-nuclear options for countering the
Soviet Union. “Flexibility” implied executive power (centralized in the White House
to the maximum extent), as unilateral executive action could be conceived and
executed more quickly and decisively than in conjunction with Congress.?”> There
was an implied activism bias in flexible response, which was intended to allow the
United States to exercise global leadership, whereas Kennedy believed his

predecessor had been too passive and reactive.?’®

274 Dobson, “The Kennedy Administration and Economic Warfare Against
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276 In his first State of the Union Address, President Kennedy justified his call for
streamlined executive leadership by offering the following critical assessment of the
operational features of the executive branch as he inherited it: “We have found it full
of honest and useful public servants--but their capacity to act decisively at the exact
time action is needed has too often been muffled in the morass of committees,
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and execution, between planning and reality. In a time of rapidly deteriorating
situations at home and abroad, this is bad for the public service and particularly bad
for the country; and we mean to make a change.” See: John F. Kennedy, Annual
Message to the Congress on the State of the Union. Online by Gerhard Peters and
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The Kennedy Administration’s Cold War trade policy was, accordingly, more
ambitious than Eisenhower’s had been. But the catch was that true flexibility required
a high degree of unified, intentional leadership. While the Kennedy White House did
exercise a great deal of foreign policy control, neither it nor the executive branch writ
large could monopolize policymaking. This was the same challenge that confronted
every Cold War administration. It was even true in the export control realm, where
the executive branch held substantial, and often hidden, power intended to permit
policy tacking in shifting political and economic winds. There, Commerce Secretary
Luther Hodges proved more reluctant than his State and Defense Department
counterparts to champion an East-West trade expansion and more fearful of Congress.
For its part, Congress constrained new Kennedy Administration initiatives on the
subject by blocking them and scrutinizing administration activities.?”’

The exogenous reason was the changing nature of global economy, and the
consequent behavior of American allies within it. By 1961, foreign firms were
increasingly competitive with American ones, particularly those based in Western
Europe and Japan. The European and Japanese industrial revival was partly an
American policy success. Not only had those countries not given in to communism as
the Truman Administration had feared, but American financial and technical support

had helped their firms become surging industrial contenders in many sectors.?’® This

John T. Woolley, The American Presidency Project
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was good and bad news for the United States and produced new dilemmas for
American policymakers who now had to contend with the erosion of America’s
industrial lead and position as the global commercial colossus. Americans felt the
competitive pressure at home. During the Eisenhower years, American imports did
grow modestly faster than exports (a 39 percent increase compared to a 35 percent
increase, respectively), but import growth was not uniform. Rather, it was clustered in
certain industry sectors that suddenly confronted a tide of foreign product entering the
American market, including the capital goods (+148 percent), consumer goods (+187
percent), and automotive (+1,030 percent) sectors.?”® As political scientist .M.
Destler explained, the growth of global trade produced a domestic backlash within the
United States as the number of parties suffering from trade’s concentrated costs
multiplied.?*°

In this context, the 1957 Rome Treaty that created the European Economic
Community and the European Free Trade Area Treaty of 1959 carried great
significance. These agreements created regional trade blocs within Western Europe
that disadvantaged American exporters and threatened the GATT’s integrity. As the
economist Douglas Irwin noted, “[a] customs union invariably departs from the most-
favored nation (MFN) treatment...because it discriminates in the tariff treatment of
imports from member and non-member states.” Regionalism within the GATT

undermined its central tenet and hurt American exporters, who stood to lose business

279 Carter et al., Historical Statistics of the United States: Millennial Edition (Online
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from tariff discrimination. American policymakers supported continued European
economic integration partly for Cold War reasons, but they also did not want tariffs to
hurt American exporters trying to compete in European markets.?8!

One possible risk was that American firms might grapple with that
discrimination by diverting investment from the United States to Europe, setting up
foreign subsidiary operations there to get around foreign tariffs and further eroding
the American balance-of-payments position. From 1952 until 1960, American foreign
direct investment to the world more than doubled from $14.7 billion to nearly $32
billion, and while Canada was by far its largest destination, Europe was its fastest-
growing region in those years. Western European countries were more accepting of
East-West trade, creating a possible gap in the American East-West trade control net.
The payments situation was regarded as so perilous for the United States that some
major news and trade publications considered endorsing an East-West trade
expansion to mitigate commercial risk, even as competitive pressures fed domestic
congressional protectionism.?®? The new economic pressures and changing political
environment even liberated some industries to brave public criticism by complaining
about the Cold War regulatory burdens they faced, which hindered their ability to

keep pace with their competitors. The competing pressures between Cold War

security and domestic economic insecurity have been described by one scholar as
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indicating a “transitional mood” between 1959 and 1963 on the subject of East-West
trade policy.?%3

Chart 4.1: U.S. Exports and Foreign Direct Investment (in $US billions)
(Source: Historical Statistics of the United States: Millennial Edition)?%*
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The growth of American imports and outward foreign investment increased
pressure on the U.S.’s eroding balance of payments position. President Kennedy
himself was obsessed with the issue, which had also vexed his predecessor. Unwilling
to consider capital and trade controls, President Eisenhower had contemplated cutting
foreign overseas spending, including a military retreat from Europe. Kennedy
similarly hoped to avoid restricting foreign trade and investment, and he also
considered withdrawing American military forces from Europe to rectify the
problem—an idea Treasury Secretary Douglas Dillon and Defense Secretary Robert
McNamara endorsed, but which the State Department fought. It nearly happened, but

Kennedy’s threat to bring American troops home won reluctant agreement from the
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Western German government to mitigate the deployment’s costs by buying more
American defense equipment. The U.S. forces remained.?®®> This was but one
dramatic example of the Kennedy Administration’s commitment to reconciling
America’s payments problems and foreign policy commitments, and just one part of a
more comprehensive plan to that end.

Trade was a major front in this campaign. During the December 1960
presidential transition, George Ball, the future Under Secretary of State for Economic
Affairs, chaired a Task Force on Foreign Economic Policy, which produced a report
intended to guide the new administration on the subject. The Task Force
recommended a campaign to reduce foreign trade barriers as the key to resolving a
number of the United States’ problems, including its balance of payments difficulties.
These recommendations were folded into the broader Foreign Economic Policy Task
Force report and became the basis for the administration’s Trade Expansion Act, one
of its signature legislative achievements. The Trade Expansion Act was a bold
attempt to broaden trade diplomacy: instead of item-by-item tariff rate haggling, it
authorized the executive branch to negotiate tariff reductions for whole classes of
products at a time. Its premise was that lower trade barriers would increase exports
and reduce incentives to establish foreign subsidiaries, both of which would favorably

impact the American balance of payments. The Trade Expansion Act was an attempt
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to transcend domestic protectionism by creating new export opportunities for
American firms.?8¢

The Foreign Economic Policy Task Force analyzed East-West trade policy as
part of its study too. Its final report echoed Robert Loring Allen’s thesis that the
emergence of Soviet Bloc regimes as significant traders risked warping the
international marketplace and allowing the Soviet Union to advance its foreign policy
objectives. These were intertwined concerns. The Task Force argued that,
unencumbered by reliance on profitability, communist regimes could use trade tactics
that disrupted markets and created patron-client dependency relationships with poorer
countries. For example, they could use government aid to sell below cost—known as
“dumping”—to break into new markets, displacing foreign competitors and roiling
world prices in the process. The report alleged this to have occurred in the aluminum
and tin markets in 1958 and speculated it could happen in oil too. It noted that Soviet
Bloc regimes could also barter—for example, swapping capital goods for “unstably
priced commodities” from poorer countries—to pursue political partnerships with
underdeveloped countries. It cited the “increasing dependence on Communist
markets, supplies, loans, grants, and technical assistance” facing countries like Egypt,
Afghanistan, and Cuba as cautionary tales, and suggested that Western countries

could eventually be similarly baited through the “concentrated deployment of
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resources.”?¥” Just as President Eisenhower thought selective cultivation of trade with
Soviet satellites could lead to the splintering of the Soviet Bloc, and as British Prime
Minister Churchill claimed that East-West trade could serve as “friendly infiltration”
of communist countries, the report picked up Allen’s view that the reverse was also
true: subsidized, non-market exchange could be used to splinter the West and tilt less
developed countries eastward.

Reinvigorated trade diplomacy was a major part of the Task Force’s answer to
these challenges—the United States’ relative commercial decline, its balance-of-
payments problems, trade regionalism in Western Europe, the integration of less-
developed nations into the global trading system, and the so-called “Soviet economic
offensive.” The Trade Expansion Act would become the major vehicle by which this
agenda was advanced globally. With respect to the East-West trade subset, the Task
Force proposed two possible paths. Its primary recommendation was to engage Soviet
leaders on a proposal for greater East-West trade in conjunction with other non-
communist governments on the basis of an agreed-upon “Code of Fair Practices”
intended to “remove the distortions and disruptions arising from [the Soviet Bloc’s]
monopolistic state commerce.” This arrangement would have “detailed ground rules”
and a dispute settlement mechanism to make state-trading tactics better conform with
prevailing market rates and practices in areas like pricing, market access, and

intellectual property and technology transfer. If this effort failed, the report
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recommended forging a common Western position on rules for trading with Soviet
Bloc regimes through the GATT and the Organization for Economic Cooperation and
Development. Essentially, this was the first option without Soviet Bloc participation,
but with the twist of explicitly using these multilateral economic fora for Cold War
purposes.?®® The Task Force also suggested, however, that these recommendations
were meant for dealings with European communist regimes. China and Cuba were to
be “dealt with as a political, rather than as a trade matter,” presumably because their
revolutionary activities were thought to foreclose constructive relations of any
kind.?®

However ambitious its objectives, the Kennedy Administration was no freer to
unilaterally make Cold War trade policy than its predecessors had been, and its
relations with the 87" Congress on East-West trade became adversarial almost
immediately even with Democratic majorities in both chambers. The tone was set
early over an export license case from the previous administration that became a
national scandal. In June 1960, the U.S. Department of Commerce had approved an
export license to the Bryant Chucking and Grinding Company of Springfield,

Vermont for a $1.5 million shipment of machine tool equipment to the Soviet Union.
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The propriety of this license had been contested by the U.S. Department of Defense,
which was concerned about sending the machinery to the Soviet Union since, it
alleged, the precision ball bearings that the equipment produced could be used by the
Soviet military to manufacture missile guidance and fire control systems.

The Bryant case had come to the attention of Senator Thomas Dodd of
Connecticut, probably on a Defense Department tip, and Dodd lodged a formal
objection with the U.S. Department of Commerce in February 1961 that froze the
shipment. This gave his Senate Committee on Internal Security time to conduct an
independent investigation of the license. During a hearing on the matter, Assistant
Commerce Secretary Bradley Fisk argued that the export should go forward because
the technology was not unique—firms in other Western nations produced machines
that could make ball bearings of equal quality—and because the Soviet Union itself
already possessed such technology. However, specialists from the Defense
Department and the Library of Congress disagreed with this assessment. The issue
came to a conclusion on March 6, 1961, when the Commerce Department bowed to
congressional political pressure and revoked the license.?”?

During a press conference two days later, President Kennedy was asked about
the case and what steps he had taken to improve the licensing process since. “It has
been, I think, quite unfortunate the way it was handled. I am hopeful that in the future

we can set up better procedures so that a better judgment can be made,” he replied.
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He reminded the press about the difficulties of the export control mission and the
challenges facing regulators who sought to balance security and commerce. “Caution
tells them to send nothing,” he observed, “...on the other hand, we are anxious to
permit some degree of trade that does not weaken our security or increase our danger
to be carried on with countries.” Pointing out the limits of independent American
action, he noted that “countries in Western Europe are carrying on very intensive
trade with the Soviet Union, and some countries with Communist China. So what
they cannot get here they get there. It is a difficult matter.” As to the question of how
well the U.S. government struck that balance in the Bryant case, Kennedy remarked,
“This was not the best example of Government in action.”?*! His solution was an
administrative action: an executive order creating an interdepartmental panel called
the Export Control Review Board to adjudicate licensing and policy disputes,
composed of the Departments of State and Defense and chaired by Commerce
Secretary.?®> Within months, however, it, and the entire export control system, would
come under much greater congressional scrutiny.

Congress dealt the Kennedy Administration a string of Cold War trade policy
setbacks in 1961-1962. It passed the Latta amendment to the Agricultural Act of

1961, which stated that Congress would “in no manner subsidize the export, sell, or
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make available any subsidized agricultural commodity” to any country not deemed
“friendly”—a vaguely worded but pointed admonishment to avoid trading with
communists.?’> The measure was a reaction to a proposed Commerce Department
plan to approve cash sales of agricultural surpluses to Poland (as Eisenhower had
done) and possibly other Soviet Bloc countries. The Commerce Department
responded by abandoning its plans.?** The Kennedy Administration would, however,
later challenged the Latta Amendment on multiple grounds in defense of its 1963
Soviet Union wheat sale. Next, the administration’s proposed Battle Act amendment,
which President Kennedy had specifically advocated for as a Senator and in his 1961
State of the Union address, died in the House of Representatives—a stinging defeat
for the president. And a Select Committee on Export Controls was established by the
House of Representatives to investigate the administration of the American export
controls program.®?

Congress simply mistrusted the Kennedy Administration to handle East-West
trade policy. Even the Kennedy’s signature trade achievement, the Trade Expansion
Act of 1962, was not spared. Although not primarily a Cold War bill, the
administration explicitly argued that the Trade Expansion Act would serve national
security. President Kennedy justified the bill to Congress in part by suggesting that

“[t]he communist aid and trade offensive has also become more apparent in recent
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years. Soviet Bloc trade with 41 non-communist countries in the less-developed areas
of the globe has more than tripled in recent years; and bloc missions are busy in
nearly every continent attempting to penetrate, encircle and divide the free world.”
Increased trade openness was the antidote. It would strengthen and tighten the
Western alliance, refuting forever “Marxist predictions of ‘capitalist’ empires warring
over markets and stifling competition,” while drawing the developing world into the
Western global prosperity project instead of Soviet dependency. Tweaking
Khrushchev’s Berlin policies, he suggested that a trade expansion “will prove to the
world that we believe in peacefully ‘tearing down walls’ instead of arbitrarily
building them up.”?%¢

But Kennedy’s defense of the bill focused on its tariff-reducing potential; he
said nothing specific about East-West trade. Exploiting that gap, Congress attached
an amendment to the final bill preventing the President from assigning Most Favored
Nation status to communist countries and requiring the withdrawal of it from regimes
that had it: Poland and Yugoslavia. In the event, these two communist countries were
quickly exempted through an amendment to the Foreign Assistance Act of 1963. As
historian Philip Funigiello noted, this amendment was narrowly helpful but did
nothing to resolve executive-legislative tension over the executive’s right to offer

Most Favored Nation status to communist regimes.?*” On this issue, domestic politics

were decisive in circumscribing executive power.
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The final symbol of congressional skepticism of the Kennedy
Administration’s Cold War trade policy agenda was the creation of the Select
Committee in September 1961. Also known as the “Kitchin Committee,” after its
chairman, Representative Paul Kitchin of North Carolina, the Select Committee was
established in the wake of the Bryant Chucking and Grinding affair to investigate
every facet of the American export control system. The committee members were
startled by its condition. “[TThe select committee [sic] has been consistently
impressed with the sheer number and complexity of the separate laws that express the
intent of Congress in the field of export controls,” they noted in their final report’s
first sentence. “In the executive arm, both policymaking and the administration of
policy are scattered among so many agencies and individuals that it is not always
possible to decide where responsibility really lies.”

Their empathy, however, had limits. The committee noted that it had been
chartered in response to “widespread public concern” and criticism “from both sides
of the aisle for the apparent liberality of American policy in the area, and the more
liberal policy among our friends and allies abroad.” And, accordingly, the committee
focused strictly on how effective the United States had been in curtailing East-West
trade, including the licensing and enforcement systems’ deficiencies, and the degree
to which the Defense Department had been overruled in export licensing decisions.
“It makes no more sense to strengthen the economic potential of our cold war [sic]
Communist enemies than to arm them,” its final report concluded, “and yet the select

committee has found glaring instances where we have economically strengthened
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countries in the Soviet Bloc.”?”® The difference between the Kitchin Committee’s and
the administration’s perceptions of trade’s contribution to national security was stark.
In response to the Kitchin Committee’s report, Congress amended the Export
Control Act in 1962 in ways that broadened its mandate, steering American export
control policy in the opposite direction President Kennedy had sought and the Foreign
Economic Policy Task Force had recommended. First, the renewal included an
amendment sponsored by Republican Senator Jacob Javits that directed the executive
branch to coordinate its export control regime with its defense partners “to the
maximum extent possible” and to “formulate a unified commercial and trading
policy” with the rest of the world’s non-communist nations in their dealings with the
Soviet Bloc. The Commerce and State Departments had opposed this amendment on
the grounds that it was redundant—presumably because the U.S. government had
been engaged in such multilateral export control negotiations since it joined COCOM
in 1949.2% The change signaled that Congress recognized the United States could not
unilaterally seal off strategic exports from the Soviet Bloc, and that it wanted the
executive branch to press the U.S.’s European allies to narrow the differences
between their national control lists and the U.S. Positive List. At the same time,

Congress expanded the Export Control Act’s mandate, broadening its policy
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statement to include the regulation of exports capable of making “a significant
contribution to the military or economic potential” of adversarial states [emphasis
added].>*° Although not a formal mandate, it was a clear indication of congressional
support for widening the strategic embargo against the Soviet Bloc that the Kennedy

Administration could not ignore.

Commercial Life Under the Export Control Act of 1949

In its course, however, the Kitchin Committee also publicly unearthed accounts of
exporter encounters with the American export control system, including the airing of
grievances by some American industry representatives about the difficulties facing
firms in the affected sectors. This was unusual and revealed the market implications
of the Commerce Department’s export control program, which some exporters
regarded as a competitive hindrance. A key witness in this regard was Francis J.
Trecker, the president of the National Machine Tool Builders Association (NMTBA),
whose industry was a central concern of both the American and Western strategic
embargoes. Machine tools are a class of products like drills and lathes used to
fabricate raw materials (especially metals) into a variety of other producer and
consumer goods. The American machine tools industry was at the heart of America’s
emergence as the world’s leading industrial power. Its novelty lay in its ability to

produce precision, customizable products for firms engaged in higher manufacturers.

300 Export Control Act, 76 Stat. 127, Section 4. The inclusion of “economic” potential
was new. To be clear, the language included in this section was non-binding. But it
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This adaptability caused it to develop, and—just as importantly, diffuse—technical
knowledge to other industrial sectors, making it central to America’s rapid
industrialization.’°! During the Cold War, more sophisticated precision machine tools
were also universally understood to have important military and civilian uses and
were tightly export controlled. At the same time, it was also a sector facing increasing
competitive pressures from foreign machine tool producers, some of which had
directly benefitted from American European Recovery Program support.
Consequently, the NMTBA was attentive to the export control system’s burdens and
motivated to critique aspects of it in spite of the political risks.

Trecker testified to the Kitchin Committee that the American machine tools
industry was small but strategically important for the production of military
technologies. It was consequently strongly affected by federal defense spending, he
said, which fluctuated cyclically and could produce great demand as well as steep
cessations of domestic demand. Foreign sales, then, were vital for offsetting those
turns. “The continued health and existence of the American machine tool industry is
dependent upon the strength and dependability of its export market,” Trecker
testified. “Exports historically account for a very significant part of sales during
depression or low production years when every sale may make the difference between
bankruptcy or bare solvency.” Given recent defense cuts, he stated, machine tool

manufacturers’ dependence on exports had grown from 11 percent in 1959 to 31
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percent during the first 10 months of 1961. “Without these orders,” Trecker asserted,
“there would have been economic ruin and chaos in substantial segments of our
industry.”3%2 However, export opportunities were tightly restricted and regulated by
American export controls. Meanwhile, foreign firms were thriving: by 1960, British
machine tool firms produced 40 percent of world machine tools, with Soviet Bloc
enterprises (including those in China) accounting for another 31 percent of global
production. Meanwhile, American production had fallen to just 25 percent, down

from 40 percent only a few years earlier in 1955-1957.3%
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Chart 4.2: All Machine Tool Sales by U.S. Firms (in 1958 $US)
(Source: Testimony of NMTBA President Francis J. Trecker to House Select
Committee on Export Controls)*%4
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The NMTBA believed that the comparatively strict export controls they faced
tilted the global market in favor of foreign competitors and were partly responsible
for their industry’s decline. But they also feared being perceived as unpatriotic for
asking the U.S. government to treat its members as foreign governments were treating
their machine tools industries—a fact made clear by their continually evolving
lobbying pitch.’% In a letter to Commerce Secretary Sinclair Weeks in June 1958, the
NMTBA'’s then-president, Alfred V. Bodine, had taken a hawkish line, insisting that
U.S. officials hold Western European firms up to the same high control standard that
American firms were observing for the sake of Free World security. “Russia either

remains a threat to democracy and freedom, or it doesn’t,” he wrote. “Our own

304 Data provided by National Machine Tool Builders’ Association. Congress, House,
Select Committee on Export Control, Investigation and Study of the Administration,
Operation, and Enforcement of the Export Control Act of 1949, and Related Acts:
Hearings Before the Select Committee on Export Control, 87" Congress, 1% Session,
December 7, 1961, 480.
305 Michael Mastanduno made this same observation, noting that “In order to
advocate increased trade, U.S. firms felt compelled to mimic publicly the position of
the Kennedy and Johnson Administrations.” Mastanduno, Economic Containment,
135-37.
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Government, as well as our machine tool industry, is opposed to strengthening the
war-making facilities of the communistic countries which have proven so unfriendly
in the past...we cannot reconcile our friends’ action in expanding their machine tool
trade (with the Soviet Bloc).”3%

However, interpreting Kennedy’s press conference remarks on the Bryant
Chucking and Grinding Company case as a policy shift favoring greater East-West
trade, a later NMTBA president, E. M. Hicks, pivoted to endorsing the possible
opening of trade relations. In a letter to Commerce Secretary Luther Hodges, he
relayed the NMTBA’s concurrence with Kennedy’s comments and pointed out that
the Bryant case was high-profile but not unusual. “There have been a number of
instances where American machine tool builders, in the belief that licenses would
probably be available, have spent substantial sums of money in soliciting orders from
Soviet Bloc customers,” he wrote. This was a problem because, like other prospective
exporters, machine tool firms needed to make significant capital and time investments
in preliminary marketing activities such as undertaking engineering studies and bid
development before they even applied for an export license. If an expected license
application were denied, the investment was lost. “As recent events have
demonstrated,” he observed, referring to the Bryant case, “even if a license were

granted heretofore, it could be revoked despite the fact the American builder had

306 Excerpted from letter from Alfred Bodine to Commerce Secretary Sinclair Weeks
dated June 13, 1958, read aloud by Trecker during testimony. Congress, House,
Select Committee on Export Control, Investigation and Study of the Administration,
Operation, and Enforcement of the Export Control Act of 1949, and Related Acts:
Hearings Before the Select Committee on Export Control, 87" Congress, 1% Session,
December 7, 1961, 479.
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relied on the finality of the review procedures and the exercise of authority in the
Secretary of Commerce by Congress.” European firms, he claimed, were not similarly
hindered by this unpredictability, and prospective Soviet Bloc customers were
shifting their business to those suppliers. Hicks shared his association’s view that this
uncertainty was actually contrary to national security since “no national security
purpose would be served in denying a sale by U.S. builders if the consequence is that
the order will simply be transferred to a European competitor.”3%’

Moreover, Trecker complained that such whipsawing undermined trust
between American industry and the U.S. government. He noted that the Commerce
Department had previously offered to provide his industry with a framework
explaining the criteria used by the department to make its licensing decisions but
never came through.’*® And he expressed skepticism about the value of written
guidance from the Commerce Department in any case because he did not believe the
the department followed its own guidance. When asked by Chairman Paul Kitchin if
it would be useful to have a list describing which items were subject to presumptions

of denial or approval policies, he clarified that it would, but even that might not be

helpful since all applications were judged on a case-by-case basis. Thus, the lists

307 Excerpted from letter from E.M. Hicks to Commerce Secretary Luther Hodges
dated April 20, 1961, read aloud by Trecker during testimony. Congress, House,
Select Committee on Export Control, Investigation and Study of the Administration,
Operation, and Enforcement of the Export Control Act of 1949, and Related Acts:
Hearings Before the Select Committee on Export Control, 87" Congress, 1% Session,
December 7, 1961, 482-483.
308 Congress, House, Select Committee on Export Control, Investigation and Study of
the Administration, Operation, and Enforcement of the Export Control Act of 1949,
and Related Acts: Hearings Before the Select Committee on Export Control, 87"
Congress, 1% Session, December 7, 1961, 483-485.
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offered no guarantees. “We have had such a list in which my own company did
accept orders from another company, and we felt we could ship machines to them,
and then all of a sudden all licensing was withdrawn [after the Bryant case],” he said.
“So the list obviously was not of much help, because we had the list saying we could
do it and then it was withdrawn. So now we are standing, not knowing anything about
what we can do.” Kitchin asked if Trecker had any recommendations for making the
licensing process more industry-friendly. “No,” Trecker said, “only to give
[applicants] a positive assurance that this is permissible and if they do apply that 99
chances out of a hundred they will get a license.”%

The machine tool industry experience in 1961 was not unique: the Kennedy
Administration shut off nearly all export licensing to the Soviet Bloc in response to
the Berlin Crisis. In a contemporaneous letter to Secretary of State Rusk and Defense
Secretary Robert McNamara, Commerce Secretary Luther Hodges admitted that his
department was quietly rejecting more licenses for the Soviet Bloc without any
transparency about its decisions. “So far as our announced formal policy on exports
to Soviet Bloc countries, the Administration has pretty much continued to do
‘business as usual,”” he wrote. “Our unannounced policy has been stricter than we
have told the Congress and the public...[a]s you know, we have been more critical

recently in our review of license applications. We have cut down on our specific

approvals, with the knowledge and approval of the President...[w]e have in the last

309 Congress, House, Select Committee on Export Control, Investigation and Study of
the Administration, Operation, and Enforcement of the Export Control Act of 1949,
and Related Acts: Hearings Before the Select Committee on Export Control, 87"
Congress, 1% Session, December 7, 1961, 492.
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few days held up all licenses for Poland and Yugoslavia, also at present on an
unannounced basis” [all emphasis retained]. Hodges reported that the Commerce
Department was still authorizing agricultural exports under P.L. 480 to Poland, but
that all other such exports to the Soviet Bloc had been stopped. “We expect in the
Department of Commerce to keep on being very critical of approval of export
licenses unless and until the international situation greatly improves, or the [Export
Control] Review Board and the President decide otherwise,” he wrote. The Kennedy
Administration had maintained this secrecy, he noted, against substantial
congressional and public inquiry—a posture he questioned since it muted any
diplomatic signaling benefit and created the perception of inaction, virtually inviting a
congressional backlash.3!

This was the tap-like export control that President Eisenhower had wanted,
practically applied, and it pointed out how disruptive such authority could be in a
democracy and market economy. Export licensing was but one step in an export
transaction, and a middle one at that. Commerce Department inaction on machine
tools license applications—which practically resulted in license denials—disrupted
transactions and upset American firms while risking elevating Cold War tensions.
Hiding behind process to mitigate these backlashes, they acted secretly, breaking trust
with American industry and hurting its reputation as a reliable supplier. That both

congressional and presidential attention could be drawn to specific Commerce

319 Memorandum from Secretary of Commerce Hodges to Secretary of State Rusk
and Secretary of Defense McNamara, September 18, 1961, Foreign Relations of the
United States, 1961-1963, Volume XI, Foreign Economic Policy, eds. Evans Gerakas,
David S. Patterson, William F. Sanford, Jr., and Carolyn B. Yee, (Washington:
Government Printing Office, 1995), Document 302.
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Department export licensing cases and operations indicated the pressure that the
department sometimes faced and the defensive licensing posture it consequently
assumed. Its ability to suddenly, unofficially change its licensing policies, turning off
the possibility of approval without public notification, indicated that permissions

written in regulations were not necessarily written in stone.

The Cuba and Wide-Diameter Pipe Embargoes: Countering Soviet Network

Expansion

Meanwhile, the Kennedy Administration was still eager to show American resolve in
conventional ways and launched a pair of initiatives intended to blunt Soviet attempts
to establish new influence bases. The first, and more famous, was the Cuba embargo;
the second initiative was a coordinated wide-diameter pipe embargo targeting the
Soviet Union to undermine construction of the Soviet Bloc “Friendship” (Druzhba)
pipeline. Both of these efforts required heavy political capital expenditure on difficult
allied diplomacy and were intended to prevent the Soviet Union from developing new
influence networks into Western terrain: the former into the Americas, and the
second into Western Europe.

The Kennedy Administration entered office seeing Cuba as both a Soviet base

and the potential communist revolutionary hub in the hemisphere.?!! The Cuba

31 For example, one Central Intelligence Agency study produced in the Kennedy
Administration’s first month described Cuba as able to “provide an effective and
solidly defended base for Soviet operations and expansion of influence in the Western
Hemisphere. Arms, money, organizational and other support can be provided from
Cuba to dissident leaders and groups throughout Latin America in order to create
political instability, encourage Communism, weaken the prestige of the U.S., and
foster the inevitable popular support that Castro’s continuance of power will
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embargo was intended to materially and symbolically isolate Cuba from the rest of
the non-communist world, exerting maximum economic pressure on the Castro
regime while preventing it from building an anti-Western network in the hemisphere.
As an island nation undertaking an economic transformation, Cuba seemed uniquely
vulnerable to a sweeping embargo. Since the Castro regime’s power seizure, the
United States had steadily increased its economic statecraft operations against it.
Cuban nationalizations were an early trigger, beginning with those targeting
American-owned oil refineries in 1960. The Eisenhower Administration responded by
cancelling the Cuba sugar import quota in July of that year, then banning all
American exports to the island outside of food and medicine that October.?!? These
two actions caused American trade turnover with Cuba to plummet, and caused

communist regimes to step up their trade with the Castro regime in response.

engender. A National Estimate states: ‘For the Communist powers, Cuba represents
an opportunity of incalculable value. More importantly, the advent of Castro has
provided the Communists with a friendly base for propaganda and agitation
throughout the rest of Latin America and with a highly exploitable example of
revolutionary achievement and success in defiance of the United States.” See: Paper
Prepared in the Central Intelligence Agency, February 17, 1961, Foreign Relations of
the United States, ed. Louis J. Smith, (Washington: Government Printing Office,
1997), Document 46.
312 Morris H. Morley, “The United Stated and the Global Economic Blockade of
Cuba: A Study in Political Pressures on America’s Allies,” Canadian Journal of
Political Science 17, no. 1 (March 1984): 26-28; Donna Rich Kaplowitz, Anatomy of
a Failed Embargo: U.S. Sanctions against Cuba (Boulder, CO: Lynne Rienner
Publishers, 1998), 35-42.
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Chart 4.3: Exports to Cuba, 1958-1962 ($US millions)
(Source: Mutual Defense Assistance Control Act of 1951, Seventeenth Report to
Congress) 313
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Chart 4.4: Imports from Cuba, 1958-1962 ($US millions)
(Source: Mutual Defense Assistance Control Act of 1951, Seventeenth Report to
Congress)*14
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313 Data drawn from page 88 of 1964 Battle Act Report. See: Report, “Battle Act
Report 1964: Mutual Defense Assistance Control Act of 1951, Seventeenth Report to
Congress,” Undated, #2, “Miller Committee—Battle Act Report 1964,” Committee
File, NSF, Box 20, LBJ Library.
314 Data drawn from page 88 of 1964 Battle Act Report. See: Report, “Battle Act
Report 1964: Mutual Defense Assistance Control Act of 1951, Seventeenth Report to
Congress,” Undated, #2, “Miller Committee—Battle Act Report 1964,” Committee
File, NSF, Box 20, LBJ Library.
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The Kennedy Administration inherited this tough line; it also inherited
concerns about Cuba’s ability to exploit its gaps, which potentially enabled Cuba to
source from other global market participants. The U.S. pursued diplomacy intended to
close those gaps, which it did occasionally successfully. Japan was one example: the
United States leaned on the Japanese government, whose country was the largest non-
communist market for Cuban sugar, to restrict Cuban sugar imports. This outreach
proved fruitful, as Japanese companies, under pressure from their government,
reduced their Cuban sugar imports by roughly 62 percent from 1961 to 1963313

Canada presented a different and more technical challenge as well as a useful
negative case study of economic globalization and national security convergence in
the 1960s. The United States saw Canada as a potential alternative manufactured
goods supplier to Cuba and, as with the China embargo, it also worried that American
firms would use their Canadian subsidiaries to get around American Cuba trade
restrictions—in fact, the Canadian government wanted to promote new nonstrategic
trade with Cuba.3!¢ As in the China embargo case, the Kennedy Administration would
begin contemplating began application of extraterritorial controls on those
subsidiaries in order to seal the Cuban target off from Western trade.

Another similarity between the Cuba and China embargoes was Canadian
government resentment at the prospect of American extraterritorial control over its

firms. The Canadian government was especially concerned to avert such a move

315 Morley, “The United Stated and the Global Economic Blockade of Cuba: A Study
in Political Pressures on America’s Allies,” 28-29.
316 Rodman, Sanctions Beyond Borders: Multinational Corporations and U.S.
Economic Statecraft, 48.
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given its existing commercial ties with Cuba and the fact that Canadian companies
had not suffered the Cuban government’s nationalizations as had American firms.
The State Department understood that a Cuba embargo would be more explosive for
Canadian-American relations than the China embargo had been because American
interests now owned roughly half of Canadian industry, because Canada’s Cuba trade
was four times as great and more diverse than its China trade, and because most of it
passed through East Coast American ports on the way. Moreover, John Diefenbaker
was still Canada’s prime minister, and his nationalism, paired with Canadian
recession fears, guaranteed political friction if the United States went forward with a
full embargo.’!” The Kennedy Administration almost risked such action during the
Bay of Pigs Crisis, in April 1961, but successful lobbying from Under Secretary of
State George Ball and the Canadian government shelved the proposal.3!®

The Kennedy Administration continued to step up the pressure on Cuba while
remaining sensitive to Canada’s interests. On February 2, 1962, President Kennedy
issued Proclamation 3447, which applied an embargo on all trade with Cuba—no
exports or imports would be permitted. The measure followed shortly after the

January 1962 Organization of American States’ Punta del Este conference, during

317 Memorandum from Assistant Secretary Foy D. Kohler to Secretary of State Dean
Rusk, February 24, 1961; Cuban Export Ban, 1960-1961-1962; Records Relating to
Canadian Affairs, 1957-1963; Bureau of European Affairs, Office of the British
Commonwealth and Northern European Affairs; General Records of the Department
of State, Record Group 59; Box 5; NACP.
318 Memorandum, George Ball to Douglas Dillon, April 26, 1961, George W. Ball
Personal Papers, Series 1. Memoranda of Telephone Conversations, 1961-1963,
Folder: “Canada 26 April-8 November 1963.” John F. Kennedy Presidential Library
and Museum. https://www.jfklibrary.org/asset-viewer/archives/GBPP/002/GBPP-
002-005.
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which Cuba was stripped of its representation in the group and subjected to a
multilateral embargo.’!” Kennedy’s proclamation was followed four days later by the
Treasury Department’s Cuban Import Regulations, issued under the Trading with the
Enemy Act, which expanded the embargo to include a ban on all imports of Cuban-
origin goods from any country or goods imported from or through Cuba of any
provenance into the United States. The combination of the export embargo and
import controls were intended to hit the Cuban economy during its transition to a new
four-year plan, denying it needed access to capital goods and spare parts, as well as
denying it opportunities to earn foreign exchange to finance imports from elsewhere.
The United States expected the costs would pass on through to the Soviet Union and
China, which would have to supply even more foreign assistance to Cuba to keep it
economically afloat.?* The Kennedy Administration’s Cuba embargo and sanctions
policy was, thus, also intended to challenge Moscow’s efforts to extend its political
network in the Western Hemisphere.

American officials wanted Canada’s support in this campaign but anticipated

its opposition given Canada’s persistent sovereignty concerns and general opposition

319 In fact, State Department officials informed Canadian embassy officials that the
reason action had not been taken sooner was the Kennedy Administration’s
preference for waiting to secure OAS endorsement of Cuba’s economic isolation.
See: Memorandum of Conversation—Possible OAS and U.S. Embargo Against Cuba,
January 19, 1962, Cuban Export Ban 1960-1961-1962, Records Relating to Canadian
Affairs, 1957-1963; Bureau of European Affairs, Office of British Commonwealth
and Northern European Affairs; General Records of the Department of State, Record
Group 59; Box 5, NACP.
320 Memorandum of Conversation—Possible OAS and U.S. Embargo Against Cuba,
January 19, 1962, Cuban Export Ban 1960-1961-1962, Records Relating to Canadian
Affairs, 1957-1963; Bureau of European Affairs, Office of British Commonwealth
and Northern European Affairs; General Records of the Department of State, Record
Group 59; Box 5, NACP.
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to peacetime embargoes. Secretary of State Dean Rusk was briefed by a senior aide
before meeting with Canadian ambassador Arnold Heeney that “there is probably no
single subject on which there is more unanimity of opinion in Canada than on the
proposition that subsidiaries in Canada should be permitted to engage in activities
which are not illegal under Canadian law.” Under the Eisenhower-Diefenbaker
Accord, the United States had promised to refrain from subjecting Canadian
subsidiaries to American sanctions, and American officials understood that Canada
had a policy of permitting trade with all countries with which it had diplomatic
relations. For its part, the Canadian government did agree to provide some support to
American efforts, most notably by agreeing to prevent U.S.-origin goods from being
re-exported through Canada to Cuba.*?! Thus, the United States and Canada achieved
a balance whereby Canada would help the United States police American export
control laws on Canadian soil, helping ensure that Canada did not become a backdoor
through which Cuba was able to obtain American product. But Canadian subsidiaries
would be left alone.

Despite high-level accord, however, export enforcement coordination proved
fraught with technical challenges that undermined trust between the two sides. In
order to prevent the re-export of U.S.-origin goods to Cuba from Canada, Canadian
officials first needed to determine which shipments actually contained American

product. This was not always clear: sometimes Canadian Customs officials would

321 Briefing Paper, Assistant Secretary for Europe William R. Tyler to Secretary of
State Dean Rusk, February 13, 1962, Cuban Export Ban 1960-1961-1962, Records
Relating to Canadian Affairs, 1957-1963; Bureau of European Affairs, Office of
British Commonwealth and Northern European Affairs; General Records of the
Department of State, Record Group 59; Box 5; NACP.
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discover that a Canadian shipment contained some American-origin components,
unbeknownst to the exporter. As a leading export control official at the Canadian
Department of Trade and Commerce explained to a superior, criminal intent in those
cases was incredibly difficult to prove. Instead, Canadian officials would typically
deny the export, return it, and issue a small fine. At other times, it was simply unclear
whether a given export contained American content or not. This was a problem
because American export control laws specifically banned illicit diversion,
transshipment, or re-export from Canada. As one Trade and Commerce Department
Memorandum noted, “The difference between U.S. and Canadian policies may well
result in a firm committing an infraction under U.S. law while performing with the
benefit of a Canadian export permit.” Such an outcome could have diplomatic
consequences and carry steep penalties for the Canadian exporter who stood to lose
trading privileges with the United States. Trust was another issue. When Canadian
officials pressed their American counterparts to clarify their export control policies,
they found the Americans “increasingly demanding—probing as it were Canadian
policy intentions and administrative practices.”*??> High-level agreement, thus,
obscured serious technical problems.

Britain was even more resistant to the United States’ Cuba overtures. With its

dependence on robust foreign trade (foreign trade represented some 40 percent of

322 Library and Archives Canada, Department of Industry, Trade, and Commerce
fronds, RG20, Vol. 1953, “File: Export Control—Strategic Materials Coordination of
U.S. & Canadian Policy,” 20-27-1, Part 3, Memorandum from Denis Harvey to James
A. Roberts, February 22, 1963. NB: This paragraph is sourced from a single,
packaged record, which included a cover memorandum and accompanying policy
memorandum. I have drawn from both for the reader’s ease.
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British GNP at the time, compared to 6 percent in the United States) and skepticism
of any embargo’s effectiveness, Britain was not interested in supporting American

323 In fact, British Prime Minister Harold Macmillan bluntly advised his

Cuba policy.
Foreign Minister (and successor) Alec Douglas-Home that, “There is no reason for us
to help the Americans in Cuba.”*?* A major Anglo-American dispute opened over a
proposed sale of Leyland buses to the Cuban government, which grew out of a
relationship Leyland had cultivated with the Castro regime since its early days. State
financing of the deal by Britain’s Export Credits Guarantee Department (ECGD)
proved especially controversial. A contentious internal government debate followed
in London, with the Foreign Office approving of the sale but warning of serious
political fallout with the Kennedy Administration if government financial cover was
offered, while the Board of Trade and ECGD endorsed it. In the end, the Macmillan
government authorized Leyland’s request for a state credit guarantee anyway.>?
While the sale did not provoke immediate opposition from the Kennedy
Administration, American critics used the sale to heap retroactive scorn on the
Kennedy Administration’s 1963 American wheat sale to the Soviet Union (discussed
later). Congressman Paul Fino, for example, later said the Kennedy Administration’s

wheat sale left the United States unable to protest the British bus sale without

appearing hypocritical.’2¢ Fino’s interest in the subject would lead him a few years

323 Christopher Hull, ““Going to War in Buses’: The Anglo-American Clash over
Leyland Sales to Cuba, 1963-1964,” Diplomatic History 34, no. 5 (November 2010):
795-96. See p. 798 for trade statistics as percentage of GNP.
324 Hull, 798.
325 Hull, 800-807.
326 Hull, 809.
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later to sponsor an amendment restricting public East-West trade credit in connection
with the Vietnam War.

Following the Cuban Missile Crisis of October 1962, the Kennedy
Administration amplified its campaign against the Castro regime. The crisis helped
settled American perceptions of Cuba as a potential base of Soviet action. The
Kennedy Administration continued to see Cuba as an exporter of revolution in the
hemisphere where the United States historically brooked no rivals, as well as a major
impediment to better Soviet-American relations (a point on which Soviets and
Americans agreed).>?” The administration consequently sought to neutralize Cuba
using variety of aggressive measures, both covert and overt, and including
sabotage.3*® These measures were meant to undermine the Castro regime and prevent
it from establishing revolutionary networks in what the United States regarded as its
unquestioned sphere of influence—a point Kennedy later made clear in a November
1963 by committing the United States to preventing a second Cuban-style revolution

in the hemisphere.**

327 As Soviet Ambassador Anatoliy Dobrynin told Secretary of State Rusk during one
meeting in February 1963, the Cuba issue was “something that was poisoning our
(Soviet-American) relations.” Rusk agreed. See: Memorandum of Conversation,
February 9, 1963, Foreign Relations of the United States, 1961-1963, Volume XI,
Cuban Missile Crisis and Its Aftermath, eds. Edward C. Keefer, Charles S. Sampson,
and Louis J. Smith, (Washington: Government Printing Office, 1996), Document 280.
328 For a summary of Kennedy Administration initiatives toward Cuba after the
Cuban Missile Crisis, see: Stephen G. Rabe, “After the Missiles of October: John F.
Kennedy and Cuba, November 1962 to November 1963,” Presidential Studies
Quarterly 30, no. 4 (December 2000): 714-26.
329 Rabe, 723. For full text of Kennedy’s November 18, 1963 speech, see: John F.
Kennedy, Address in Miami Before the Inter-American Press Association. Online by
Gerhard Peters and John T. Woolley, The American Presidency Project
https://www.presidency.ucsb.edu/node/236751

218



State Department analysts continued to believe that both Castro and the Soviet
leadership remained open to some kind of Western accommodation (with Cuba
seeking markets for sugar and access to spare parts, equipment, and technical
assistance, and Moscow seeking to remove the Cuban foreign aid burden). But they
saw the probable terms required for any kind of accommodation—which included
legislation to restore Cuban sugar imports and to allow trade in general on “at least as
extensive a basis as the Soviet bloc”—as unreasonable and impractical on many
grounds, including Castro’s perfidy, the signals it would send about American
toleration of communism in the region, and the impossibility of winning
congressional support for such measures.*°

Instead, the Kennedy Administration published a new package of Cuban
sanctions in July 1963 known as the Cuban Assets Control Regulations to replace the
Cuban Import Regulations. Like the rules they replaced, the Cuban Assets Control
Regulations contained a general license allowing most foreign subsidiaries of

American firms to do business with the Castro regime.**! However, American

339 Paper Prepared by the Bureau of Inter-American Affairs of the Department of
State, June 20, 1963, Foreign Relations of the United States, 1961-1963, Volume XI,
Cuban Missile Crisis and Its Aftermath, eds. Edward C. Keefer, Charles S. Sampson,
and Louis J. Smith, (Washington: Government Printing Office, 1996), Document 349.
31U.S. Secretary of the Treasury, Regulations, “Cuban Assets Control Regulations,”
Title 31, Chapter V Part 515, Federal Register 28, no. 132 Part I, (July 9, 1963):
6974-6985. https://cdn.loc.gov/service/ll/fedreg/fr028/fr028132/1r028132.pdf
(accessed July 11, 2019). The CACR provisions are also drawn from: ARA Views on
NSAM 326, 4/1/65, #16, “Foreign Assets Control Reg. [1 of 2]”, “Files of Francis M.
Bator,” NSF, Box 13, Lyndon Baines Johnson Presidential Library. There were two
exceptions to the foreign subsidiary general license: banks and marine transport
firms, as well as any American company officer, director, or manager of a foreign
subsidiary were still required to get a Treasury Department license to participate in
Cuba transactions.
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officials used two backdoor tactics to prevent foreign subsidiaries from engaging in
commercial transactions with Cuba: they pressured U.S.-based parent companies to
prevail on their foreign subsidiaries not to transact with Cuban parties through
patriotic appeals and warnings about negative publicity and lost federal contracts, and
they refused to exempt American officers of foreign subsidiaries from the new rules.
Since criminal penalties awaited any American corporate officer who did not take all
available steps to thwart transactions with the Castro regime, American officials
thought this solution would effectively achieve the result of restricting subsidiary
transactions without explicitly challenging the sovereignty of Canada and other
governments. 32

This pressure campaign was known as the “moral suasion” campaign, run
jointly by the State Department, Treasury Department, and the Commerce
Department’s Office of Export Control.>3? In cases where federal officials learned that
a foreign subsidiary was planning to export something to Cuba from any country for
which the American parent firm would not have been able to get a license, the Office
of Export Control director would contact the parent company’s leadership and “make
him fully aware of the U.S. Government’s attitude toward the shipment(s),” including
serving notice that the government would not have licensed the activity for an
American firm. Behind the explicit critique of the foreign subsidiary was an implicit

threat to the American parent firm, which relied on the Office of Export Control to

332 Rodman, Sanctions Beyond Borders: Multinational Corporations and U.S.
Economic Statecraft, 48.
333 Memorandum, “(Department of State) ARA Views on NSAM 326,” April 1, 1963,
#16, “Foreign Assets Control Reg. [1 of 2]”, “Files of Francis M. Bator,” NSF, Box
13, Lyndon Baines Johnson Presidential Library.
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approve its export licenses. After warning off the parent firm, the Commerce
Department would take no further action, leaving it up to the parent company’s
leadership to decide whether or not to lean on its foreign subsidiary in the hopes of
stopping the transaction. From November 1963 to March 1964, forty-one such cases
were opened involving fifty-seven companies, with roughly half the referrals coming
from the State Department, which likely learned about the proposed transactions from
its foreign posts. At least one company seems to have taken such action without
government encouragement: the Sears, Roebuck & Co. was credited by the
Commerce Department with “removing from the Cuban trade a very large Austrian
firm who was furnishing roller bearings to Cuba,” which seems to suggest that at least
some companies knew about the department’s pressure campaign and hoped to stay
on its good side.?3*

However it was perceived by the business community at large, the Commerce
Department itself was unsatisfied with the results of its pressure campaign: its
Bureau of International Commerce’s own assessment of the program in 1965 offered
the euphemistic critique that “it might be concluded that the moral suasion program
has been at least mildly effective. This, however, is somewhat of an over-statement.”

Rather, the campaign served as “no more than a delaying tactic since there are very

few items required by the Cuban economy which are not freely available from

334 Memorandum, “U.S. Department of Commerce Bureau of International
Commerce Report on Moral Suasion Efforts Concerning Third Country Exports to
Cuba,” 4/1/65, #21, “Foreign Assets Control Reg. [1 of 2], “Files of Francis M.
Bator,” NSF, Box 13, Lyndon Baines Johnson Presidential Library.
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Western European [headquartered] firms where no moral suasion is possible.”*> The
program’s lack of success could not have been known at the outset, however, and its
existence indicates the Kennedy Administration’s unusual commitment to sealing the
embargo’s cracks by dangling the prospect of criminal penalties and future export
licensing trouble for Americans and American firms involved in such dealings.

Cuba was one area where the Kennedy Administration was willing to push in
its diplomatic chips to rally allies to achieve a particular outcome; another was the
1962 effort to deny wide-diameter pipe to the Soviet Union to interrupt its
construction of the “Friendship” pipeline. The Kennedy Administration saw this
project as a bid to construct an East-West energy network that would increase
Western European dependency on Moscow, reviving long-running American fears of
Soviet economic domination of Western Europe. Other issues intersected, including
the welfare of American oil companies who would have to compete against
subsidized Soviet product.’*¢ But strategic concerns predominated.

The U.S. intelligence community believed the Soviet Bloc was short on wide-
diameter pipe to build the pipeline. The Soviet government’s own wide-diameter pipe
production estimates suggested that it was only on track to produce a little over half

of the more than 1.5 million tons of pipe necessary to complete the project.

335 Memorandum, “U.S. Department of Commerce Bureau of International
Commerce Report on Moral Suasion Efforts Concerning Third Country Exports to
Cuba,” 4/1/65, #21, “Foreign Assets Control Reg. [1 of 2], “Files of Francis M.
Bator,” NSF, Box 13, Lyndon Baines Johnson Presidential Library. The reference to
“Western European firms” seems intended to exclude subsidiaries of American firms.
The Bureau of International Commerce was the parent agency of the Office of Export
Control.
336 Dobson, “The Kennedy Administration and Economic Warfare Against
Communism,” 607; Mastanduno, Economic Containment, 128-29.
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Coincidentally, exports of this pipeline type had recently been released from COCOM
control during the 1958 list review.**” Since the CIA had found wide-diameter pipe to
be one of the few items for which a Western embargo could meaningfully wound the
Soviet Bloc, the Kennedy Administration proposed a resolution reinstating the
COCOM pipeline embargo in 1961. It failed, in spite of American appeals that the
pipeline was militarily significant based on the notion that it could directly aid a
hypothetical Red Army march on Western Europe.>3®

Unusually, the Kennedy Administration responded to its defeat in COCOM by
taking its embargo proposal to NATO in November 1962. At the risk of
marginalizing COCOM, which operated based on consensus, the administration took
the extraordinary step of turning to NATO where agreement did not require
unanimity. American diplomats applied significant pressure on their allies to conform
to the U.S.” wide-diameter pipe embargo. Some of these efforts were successful, but
Britain was a notable exception. Britain refused to comply on principle—an
embarrassing rebuke since Britain was not a major pipe producer.’*® The Americans
continued to press the British for months to comply. On one occasion, Under
Secretary of State George Ball caught wind that a British firm was in talks to make a

small, 1,000-ton shipment to Poland for work on the project and reportedly lobbied

337 Mastanduno, Economic Containment, 128-29. For CIA analysis of the project,
see: Current Support Brief: Construction Underway on USSR-Satellite Oil Pipeline,
March 30, 1961, Central Intelligence Agency, CIA Freedom of Information Act
Electronic Reading Room, https://www.cia.gov/library/readingroom/document/cia-
rdp79t01003a001000210003-4.
338 Mastanduno, 129.
339 Dobson, “The Kennedy Administration and Economic Warfare Against
Communism,” 607; Mastanduno, Economic Containment, 130.
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British Ambassador David Ormsby-Gore that even a small pipe shipment would harm
Britain’s reputation in America—especially with Congress—and “would undoubtedly
mean that the front we have maintained in this matter would be broken.” When
Ormsby-Gore expressed surprise about American objections given the order’s small
size, Ball “said that he really could not overestimate the consequences of British
acceptance of a pipe order at this time...we have information that the withholding of
pipe by the Western countries is causing the Soviet Union some pain and that they
have been required to do a lot of rescheduling in their whole oil program because of
this.”4? Yet the British government remained unmoved.

Days later, Frederick Erroll, Britain’s Board of Trade president told an
American newspaper that he believed the United States sympathized with, and at least
tacitly approved of, British exports to the Soviet Union, including a prospective pipe
deal. Under Secretary of State George Ball was infuriated by the comments and told
President Kennedy that he personally lit into Erroll, and that “we’ve never been
rougher with anybody.” Ball said he told Erroll that his government’s pipe sale would
fruitlessly sabotage Western solidarity and COCOM in general. He also said that he
threatened Erroll that a British-Soviet pipe deal would result in “very great problems

in this country [the United States] on cooperation on a lot of other things” and “that

340 Memorandum of Conversation between British Ambassador David Ormsby-Gore
and Under Secretary of State George W. Ball, March 12, 1963, Papers of John F.
Kennedy. Presidential Papers. National Security Files. Regional Security Files.
NATO: General: Pipe Embargo, March 1963. JFKNSF-223-007. JFK Library.
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this was the beginning of Soviet [oil] penetration” that would cause problems in other
theaters too, including the Middle East.34!

But the U.S. scored a major success in winning West German compliance.
West Germany was the major target of American anti-pipeline diplomacy As the
supplier of two-thirds of Soviet pipe imports, West Germany was the major target of
American anti-pipeline diplomacy. West Germany was also counting on further sales
to the Soviet Union to boost its domestic economy. The American NATO resolution
would have required the retroactive cancellation of existing sales and was
consequently broadly unpopular there. But the Adenauer government sided with the
United States and, when faced with a parliamentary vote to overturn its decision, it
shut down the Bundestag with a Christian Democrat walkout.*** According to a State
Department account of the vote, the “dramatic” session received “exhaustive
coverage” by most German papers, with significant criticism of the Adenauer
government’s parliamentary trickery and some concerns about the impact on West
Germany’s reputation as a business partner.>* Seeking to defend Adenauer’s stand
and rally other NATO members to the embargo, the State Department telegrammed
involved embassies that, “In view [of] strong position taken by [West German]

leaders in Bundestag in face of enormous domestic opposition, acceptance now...by

341 Telephone Conversation, George W. Ball and John F. Kennedy, March 7, 1963,

JFKPOF-TPH-11A-4, President’s Office Files, Presidential Recordings, JFK Library.

342 Mastanduno, Economic Containment, 129-30.

343 Telegram from U.S. Embassy Bonn to Secretary of State, March 19, 1963, Papers

of John F. Kennedy. Presidential Papers. National Security Files. Regional Security

Files. NATO: General: Pipe Embargo, March 1963. JFKNSF-223-007. JFK Library.
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any country of Soviet pipe order would not only break NATO embargo but also
jeopardize NATO solidarity and relations among Free World Nations.”344

Having staked so much in its diplomacy, and in turn having persuaded the
West German government to do the same, the Kennedy Administration had generated
enormous pressure on itself to win other allied converts. Secretary Rusk separately
emphasized to David Bruce, the American ambassador in London, that, “In view of
[the] heroic position taken by the German Government in defeating efforts to revive
wide diameter pipe sale to Soviet Union we feel it imperative that British hold the
line.” Rusk acknowledged that previous lobbying efforts had failed, and he suggested
the administration’s investment in the issue was now so great that failure to win
British support was no longer an option. The whole matter, “has acquired political
significance transcending maintenance of solid front on security issue. It now
involves USG prestige with Bonn as well as British relations with Continent.”4?
Britain never signed on, but the embargo held until 1966, even though the pipeline
was completed in 1964.

The Kennedy Administration’s bid to stall the Friendship pipeline’s

construction through coordinated economic statecraft measures created an intra-

Western political crisis out of whole cloth. It forced to the surface known East-West

344 Telegram from Department of State to American Embassies in Bonn, London,
Stockholm, Tokyo, Rome, Paris, and Moscow, March 23, 1963. Papers of John F.
Kennedy. Presidential Papers. National Security Files. Regional Security Files.
NATO: General: Pipe Embargo, March 1963. JFKNSF-223-007. JFK Library.

345 Telegram from Under Secretary of State George Ball to Ambassador to United
Kingdom David Bruce, March 23, 1963, Papers of John F. Kennedy. Presidential
Papers. National Security Files. Regional Security Files. NATO: General: Pipe
Embargo, March 1963. JFKNSF-223-007. JFK Library.
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trade philosophy differences among the Western allies during a tense Cold War
moment and manufactured pressure on the Kennedy Administration to quickly
resolve them by persuading its allies to join in its wide-diameter pipe embargo. The
campaign ultimately revealed once again both the limits of Western unity on East-
West trade and the high diplomatic costs that accompanied American pressure
campaigns on the matter. Years later, when the Reagan Administration again tried to
secure a coordinated Western embargo to halt construction of a Soviet pipeline, a
chastened George Ball would warn that even the comparatively successful Kennedy

Administration embargo came with costs that did not justify the effort.34¢

Pivoting to Détente: The Elevation of Constructive East-West Trade

Initiatives

Shifting political dynamics soon after led the Kennedy Administration to contemplate
a different approach to the Soviet Union. President Kennedy began questioning
whether American East-West trade policy should be recalibrated in 1963. That May,
he tasked the Export Control Review Board with an overarching policy review,
including the core question of “Should we reconsider the whole of our trade with the
Soviet Union in light of trade between Western Europe and the Soviet Union and its
European satellites? Considering the character and volume of that trade, would a
generally less restrictive policy be more in keeping with the interests of the United

States?”” The ECRB replied to Kennedy that present, poor Soviet-American relations

346 George W. Ball, “The Case Against Sanctions,” September 12, 1982, New York
Times Magazine, accessed October 3, 2019.

https://www.nytimes.com/1982/09/12/magazine/the-case-against-sanctions.html.
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argued against policy changes, but that “[i]f a significant movement toward a
relaxation of tensions with the USSR gets underway, the U.S. should be willing to
take all necessary steps to remove obstacles to trade, except trade in items of direct
strategic importance [COCOM items], if such actions would gain equally constructive
moves on the part of the USSR.” The ECRB then tasked itself with creating a plan for
negotiating a bilateral trade deal with the Soviets, encouraged continued
receptiveness to Eastern European trade overtures, and urged the administration to
prepare to push an East-West trade bill to empower the president to negotiate trade
deals with communist regimes.**’ These recommendations would not be acted on
until Lyndon Johnson’s succession, but they prefigured the direction of American
East-West trade policy over the next decade.

Meanwhile, American analysts began to perceive changes in the Soviet Union.
In an August memorandum, the Central Intelligence Agency described what it
regarded as the dawn of a “New Phase in Soviet Policy.” Facing serious economic
problems at home, it argued that the Soviet Union was looking to soften tensions with
the United States in order to create space to reallocate resources from the military to
the civilian economy. The Soviets, analysts thought, had other motives as well,
including complicating intra-Western politics and sidelining an insurgent China from

world communist leadership. But from a Soviet-American relations perspective, such

347 Memorandum for the President from the Export Control Review Board Chairman,
August 9, 1963, #20, “NSC Meetings, Vol. 1 Tab 8, 4/16/64 East-West Trade,” NSC
Meetings File, NSF, Box 1, Lyndon Baines Johnson Presidential Library. As noted
earlier, the Export Control Review Board was established by Kennedy to evaluate
East-West trade policy questions. It was chaired by the Commerce Secretary and also
featured the Secretaries of State and Defense. Other cabinet-rank officials could be
invited to participate in its deliberations as needed.
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a Soviet pivot created new possibilities for mutually beneficial outcomes and meant
that a variety of new bilateral initiatives were now on the table.>*

This nascent détente allowed for negotiations on many key issues. Given
Soviet economic problems, trade was important to this new diplomacy. A major
Soviet priority was the development of its domestic chemicals industry. In 1958,
Premier Khrushchev had announced a “chemicalization drive” intended to make the
Soviet Union a major producer of synthetic plastics, fibers, fertilizers, and other
products that previously had to be imported from abroad. The goal required
partnering with foreign firms since Soviet industry lacked the know-how and physical
plants to construct these industries.*** Soviet leaders pressed their American
counterparts to permit U.S.-Soviet trade in this sector. In fact, Soviet Premier
Khrushchev reportedly singled out the DuPont Corporation during a meeting on trade

with Secretary of State Dean Rusk, describing it as having previously been a “good

trade partner” in friendlier times and one of several “solid companies...eager to have

348 Memorandum Prepared by the Central Intelligence Agency, August 9, 1963,
Foreign Relations of the United States, Volume V, Soviet Union, eds. Charles S.
Sampson and John Michael Joyce, (Washington: Government Printing Office, 1998),
Document 347. Of note: CIA’s view was that the transatlantic dimension of Premier
Khrushchev’s plan was to “stabilize the position of East Germany (and, by extension,
of Eastern Europe) but to destabilize the situation in West Germany by persuading
Bonn that its present allies have forsaken their commitment to uphold the goal of
reunification.” This had a trade dimension: “Khrushchev is probably encouraged by
evidences of West German industry’s desire for Eastern markets, by Bonn’s moves to
establish trade missions in Eastern Europe, and by the coming withdrawal of
Adenauer. His constant complaints against the restrictive US attitude toward trade
with the USSR reflect, we believe, not so much a desire for greater exchanges with
the Americans but rather an effort to break down the network of Western restraints
which reinforce Bonn’s hitherto negative attitude.”
349V, Sobeslavsky and P. Beazley, The Transfer of Technology to Socialist
Countries: The Case of the Soviet Chemical Industry (Cambridge, MA:
Oelgeschlager, Gunn & Hain Publishers, Inc., 1980), 39-42.
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trade relations resumed if only the [United States] government did not stand in the
way.” By this, he was criticizing American export controls and public credit
restrictions. As later events would reveal, Khrushchev had overstated DuPont’s zeal
to enter the Soviet market. But another industry was more inclined to do so.

In the fall of 1963, American wheat traders approached the United States
Department of Agriculture about selling wheat to the Soviet Union. One of Premier
Khrushchev’s signature initiatives had been to improve Soviet agriculture, but that
initiative largely failed, forcing the Soviet Union to import grain from the West.
Historian William Taubman noted that the problem had so threatened and vexed
Soviet Premier Nikita Khrushchev that, by 1963, “he practically despaired of finding
a solution.”*® Other Western governments were involved in this trade: Canada had
just contracted to sell 5.3 million tons of wheat to the Soviet Union two weeks earlier,
and American wheat sold to West Germany also had been processed into flour and
exported from West Germany to the USSR. During a National Security Council
meeting on October 1, 1963, Agriculture Secretary Orville Freeman proposed on
behalf of American traders that the United States make a direct wheat sale to the
Soviet Union. The proposed sale would be about 3 million tons, valued at
approximately $150-200 million, and would be executed by private traders who
would buy the wheat from the Agriculture Department’s Commodity Credit
Corporation’s stocks, then sell it under Commerce Department export licenses to the

Soviet Union. In this way, Freeman explained, the private traders would profit,

350 William Taubman, Khrushchev: The Man and His Era New York, NY: W. W.
Norton & Company, Inc., 2003), 261-63, 480—82, 516-23.
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farmers would benefit from increased world market prices, and the government would
avoid the administrative burden of executing the sale itself.>>!

There were some complications involved with the proposed Soviet wheat sale.
As then-Acting Secretary of State George Ball noted, even senators supportive of the
Soviet wheat deal believed the administration had to offer some deference to the Latta
Amendment to the Agricultural Act, which expressed Congress’ view that
“subsidized commodities” should only be sold to “friendly” countries. But, Ball,
Hodges, and Freeman all thought the amendment legally flimsy, leaving ample room
for the executive branch to complete the deal without further placating Congress.>>?
President Kennedy took his administration’s case for unilateral action on the sale to
Congress, arguing that the deal’s structure caused it to fall outside the Latta
Amendment’s confines because American farmers, not the Soviet purchaser, were the

subsidy recipient.®>?

331 Summary Record of the National Security Council Meeting, October 1, 1963,
Foreign Relations of the United States, Volume V, Soviet Union, eds. Charles S.
Sampson and John Michael Joyce, (Washington: Government Printing Office, 1998),
Document 359.
352 Summary Record of the National Security Council Meeting, October 1, 1963,
Foreign Relations of the United States, Volume V, Soviet Union, eds. Charles S.
Sampson and John Michael Joyce, (Washington: Government Printing Office, 1998),
Document 359.
353 John F. Kennedy, Letter to the President of the Senate and to the Speaker of the
House on the Sale of Wheat to the Soviet Union. Online by Gerhard Peters and John
T. Woolley, The American Presidency Project,
https://www.presidency.ucsb.edu/node/236324. Note: To be clear, Kennedy did
allow that grain sales to the Soviet Bloc (including, but not limited to, the Soviet
Union) might be financed under ordinary commercial credit terms. But this, too,
meant market rates. “Subsidized” trade was generally understood to mean state-
sponsored credit provided through an organization like the Export-Import Bank,
which was capable of offering more generous credit terms than could be found in the
global marketplace. This was accordingly regarded as a kind of foreign economic
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In the event, the idea proved uncontroversial within the Kennedy
Administration, although it would not go forward until 1964 after a series of Soviet-
American logistical disputes.’>* Unlike strategic exports, agricultural exports to the
Soviet Union were viewed favorably by the Kennedy Administration. In the first
place, they helped the United States offload farm surpluses, which the U.S.
government ended up purchasing and storing to stabilize the industry.3*>> There was
psychological value in such a sale, too: as then-Acting Secretary of State Ball noted,
it could “be portrayed as a failure of Communism” and would be in line with “a long
tradition of helping the Russian people in periods of famine” dating back to World
War [.35¢

But the Kennedy (and later Johnson) Administration also made an economic
containment case for a wheat sale. As Ball told the National Security Council during
its consideration of the issue, agriculture sales channeled limited Soviet hard currency

into civilian spending instead of military spending. While much of American East-

assistance. The Soviets, for example, typically requested longer-term credits to
finance trade.
354 Specifically, the United States and Soviet Union disagreed about a sale condition
that would require 50 percent of the grain shipment would travel in American ships,
which entailed a premium cost for the Soviets and other problems. For example,
Libbey notes that many American ships were too large to fit in Soviet ports.
Parenthetically, he also states that the idea of leaning on American ships was
originally a Soviet idea to help secure American agreement. See: Dobson, “The
Kennedy Administration and Economic Warfare Against Communism,” 614; Libbey,
American-Russian Economic Relations: A Survey of Issues and References, 96-97.
355 Dobson, “The Kennedy Administration and Economic Warfare Against
Communism,” 604.
356 Summary Record of the National Security Council Meeting, October 1, 1963,
Foreign Relations of the United States, Volume V, Soviet Union, eds. Charles S.
Sampson and John Michael Joyce, (Washington: Government Printing Office, 1998),
Document 359.
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West trade policy had come to be defined by restrictions against trading with
communist regimes, the idea in this case was that constructively selling to the Soviet
Union actually reduced the threat posed by that country to the United States. This was
one step further than President Eisenhower had gone in selling grain to Poland, an
Eastern European satellite of the Soviet Union. And as with the Eisenhower
Administration’s Poland grain sales, the Kennedy Administration did not intend its
Soviet wheat sale to be a long-term contract. Rather, it would be, in the Pentagon’s
phrasing, a “one-shot operation” in the hopes that it would inspire the Soviet Union to
resist confrontation until the contract was executed.’>’ It was, in the event, as the 425
million bushel Soviet grain purchase in 1964 was not followed up with another sale in
1965.3%8

Regarding the wheat sale as a foot in the American commercial door, Soviet
officials pressed the United States to continue liberalizing its restrictions on trade
with their government and to complete a wider bilateral trade agreement. The idea did
not go far on account of numerous problems, both legal and commercial. First and
foremost was the problem of tariff treatment. Because the Kennedy Administration
was still prohibited by law from assigning Most Favored Nation tariff status to the
Soviet Union, Soviet exports entering the United States were subjected to the Smoot-

Hawley tariff levels. These varied by item type but were much higher than the tariffs

357 Summary Record of the National Security Council Meeting, October 1, 1963,
Foreign Relations of the United States, Volume V, Soviet Union, eds. Charles S.
Sampson and John Michael Joyce, (Washington: Government Printing Office, 1998),
Document 359.
358 Vincent J. Burke, “U.S. Officials See No Wheat Deal with Reds,” Los Angeles
Times, September 20, 1964, page A.
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facing exports from GATT countries. Another problem was the Johnson Act, which
prohibited the extension of trade credits (it was murky on whether this meant both
government-issued credits and private, commercial credit, but certainly the former) to
governments that owed the United States money. The Soviet Union was cash-poor
and required the credits in order to purchase American product, but it was not eligible
for such credits as it was still in arrears on its World War Il-era lend-lease debt to the
United States.>”

The two sides struggled to agree on a way forward. In a meeting between
senior State Department and Soviet Foreign Ministry officials, Under Secretary Ball
explained that the Kennedy Administration had decided to permit commercial credits
for the grain sale under the Johnson Act but did not think it could get away with
allowing the same arrangement for machinery exports. Theoretically, the Soviets
could have hoped to earn hard currency to finance imports by exporting to the United
States. But as Secretary Rusk reportedly told the Soviet delegation, the Soviets did
not make products Americans wanted, and “our two countries would have to find
products they could buy from each other...the problem was that our two countries

produced similar things.”*%° These issues remained unresolved.

359 Memorandum of Conversation, October 10, 1963, Foreign Relations of the United
States, Volume V, Soviet Union, eds. Charles S. Sampson and John Michael Joyce,
(Washington: Government Printing Office, 1998), Document 362.
360 Memorandum of Conversation, October 10, 1963, Foreign Relations of the United
States, Volume V, Soviet Union, eds. Charles S. Sampson and John Michael Joyce,
(Washington: Government Printing Office, 1998), Document 362.
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Table 4.2: Soviet Method of Financing Its Hard Currency Deficit ($US millions)
(Source: U.S. Government Data Provided to Miller Committee Members)3°!

Hard Currenc Net Industrial
Year Deficit ' ORI
1959 -100 303 40
1960 -300 149 168
1961 -250 310 135
1962 -350 239 117
1963 -375 520 61

The American interest in weakening the Soviet threat by reducing its financial
means was also reflected in its attention to limiting Soviet Bloc access to credit. As
with grain sales, the purpose of this tactic was to force those regimes, and the Soviet
Union in particular, to pay up-front for their imports, reducing the financial means
available to them to undertake a military buildup. The United States’ chief antagonist
in this regard was, as was typically the case, the British government. The Macmillan
government resisted attempts to limit its latitude to issue the Soviet Bloc credits,
which arose nearly simultaneously in NATO, with the Organization for Economic
Cooperation and Development, and with the European Economic Community (EEC)
in order to retain a free hand to support its domestic industry. The EEC, in particular,
had reached an agreement to limit Soviet Bloc credits to a five-year term and worried
that if Britain, which was outside the accord, could undermine it by offering more

generous credit terms to the Soviet Bloc governments. The EEC pressed the British to

361 Reproduced Chart, Undated, #43, “Miller Committee Meetings; March 4-5, 18-19,
25-26, 1965 1 of 3 file copies [1] [1 of 2], “Special Committee on U.S. Trade
Relations with East European Countries and the Soviet Union,” Committee File, NSF,
Box 16, LBJ Library. (This chart originally included preliminary data for 1963; it has
been omitted here. Federal agency provenance is unknown.)
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conclude a “gentleman’s agreement” to limit Soviet Bloc credits to five-year terms.>¢
The British Board of Trade, Treasury, and Export Credit Guarantee Department
opposed this.’®3 “We are under heavy pressure from our depressed industries, notably
shipbuilding, steel plant manufacture and other capital goods trades, to provide every
possible export assistance,” Board of Trade President Frederick Erroll observed in a
note to the Chancellor of the Exchequer, Reginald Maulding. “A decision to virtually
withdraw the financial guarantee facility for bloc countries...would be impossible to
defend against the general background of depressed industries.”¢4

The credit issue was yet another case of British-American first-principles

disagreement over East-West trade. When the Americans pressed a British delegation

led by then-Prime Minister Alec Douglas-Home on the matter, the prime minister

362 TNAUK: FO 371/172415, Draft Submission to Ministers: “Guaranteed Export
Credit for the Sino-Soviet Bloc,” March 28, 1963. Note: By contrast, the United
States government could only offer commercial credit guarantees through the Export-
Import Bank to American exporters; it could not offer government-to-government
credits on account of the Johnson Act, which prohibited extending credit to
governments that defaulted on their debts to the United States government. Since the
Soviet Union had not settled its Lend-Lease debt, the Kennedy Administration was
only able to contemplate 18-month commercial credit coverage for the Soviet wheat
deal. See discussion in: Summary Record of the National Security Council Meeting,
October 1, 1963, Foreign Relations of the United States, Volume V, Soviet Union,
eds. Charles S. Sampson and John Michael Joyce, (Washington: Government Printing
Office, 1998), Document 359.
363 TNAUK: FO 371/172415, Confidential Submission to Ministers from Sir
Frederick Mason, Head of Foreign Office’s Economic Relations Department: “Long-
Term Credits for the Sino-Soviet Bloc,” February 21, 1963. Note: Britain was
additionally under additional pressure to agree to the EEC’s 5-year Sino-Soviet Bloc
credit term standard as it was based on the standard adopted by the Berne Union, an
international organization Britain co-founded to establish best practices in
international credit policy. Its standards were non-binding, but it was nevertheless a
bad look for Britain to flout its policies.
364 TNAUK: FO 371/172415, Board of Trade President Frederick Erroll to Chancellor
of the Exchequer Reginald Maulding, March 1, 1963.

236



reportedly replied with the longstanding British claim that a *“’fat Communist’ was a
relatively safe Communist.” In a circular telegram to the U.S.’s European posts,
Secretary of State Rusk recounted that the American side “replied that it was not quite
that simple and that controls on credit would force the Communists, if they really
wanted to become ‘fat,” to divert resources from military expenditures, a course
obviously in all our interests.” The British were not persuaded. Neither were the
British willing to abandon their “historical commercial policy” of only embargoing
trade with wartime enemies to “join us fully in our attempt to squeeze Cuba
economically in order to isolate Castro politically,” even though Douglas-Home “did
agree that Cuba represents a serious problem in subversion in this Hemisphere.”3%
The British and Americans remained apart on credits, the Cuba trade, East-
West trade philosophy in general, and the whole notion of the “Soviet Economic
Offensive,” which the British perceived as ordinary economic activity. Upon reading
an American report to NATO entitled, “The Soviet Economic Offensive in Western

Europe,” one British Foreign Officer, perhaps summing his department’s mood,

responded, “Let us hope...the report (is) buried. It is depressing stuff, but at least it

365 Telegram, All EUR Diplomatic Posts Circular Priority 1500, 2/14/64, #80, “Cuba,
Free World Trade with Cuba, Volume 2a 11/63-4/64 [2 of 2], Country File Latin
American-Cuba, NSF, Box 27, LBJ Library. The Americans were not alone in
pressuring the British over credit to the Soviet Bloc. In November 1963, West
German Chancellor Ludwig Erhard, an economics professor by training, similarly
pressured the British to at least commit to reporting longer-term credit extensions to
the Soviet Bloc, which the British resisted for technical reasons. After the episode, the
British ambassador in Bonn cabled to Whitehall that “I hope it is realised in London
that German policy in this matter is not imposed by the United States but represent
the strong and sincere conviction of so liberal and, so far as the Soviet Union is
concerned, relatively reasonable a leader as Professor Erhard himself. This whole
issue therefore needs to be handled very carefully.” See: TNAUK: FO 371/172415,
Confidential Telegram from Embassy Bonn to Foreign Office, November 30, 1963.
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serves to remind us of the strength of American convictions on East-West trade and
the long, hard road we have to travel to gain any acceptance for our own point of

view.”366

The Kennedy Administration’s Cold War trade policy was a more active and
variegated version of President Eisenhower’s idealized model. Eisenhower had seen
the Soviet Bloc as a vulnerable empire whose cohesion could perhaps be softened
over time by flexibly deployed trade relations, which in any case could serve as
diplomatic leverage to discourage hostility. The Kennedy Administration, by contrast,
was more risk attuned. It invested political capital with its allies in trying to blunt
Soviet commercial and military encroachment on areas it regarded as within the “free
world,” and it paid greater attention to the way the mechanics of trade finance could
be manipulated to undermine Soviet power. Yet, it cannot be said that the Kennedy
Administration was entirely pessimistic about trade’s relationship to American
security. After all, it also championed greater trade liberalization to grapple with the
United States’ commercial, financial, and Cold War challenges. To the extent there is
a common thread among these policies, it is perhaps confidence that an active,
technocratic foreign policy could manage foreign economic policy in ways that

improved the U.S.’s economic and security prospects.

366 TNAUK: FO 371/172432, Confidential Letter from A.C. Buxton to F.H. Jackson
(UEE 10419/100), February 19, 1963.
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The Johnson Administration: Bridge-Building and the Limits of Executive Power

President Lyndon Johnson inherited and largely retained the Kennedy
Administration’s major trade policies and problems.*®” Although not primarily
interested in such matters, Johnson wanted to reduce tensions with both the Soviet
Bloc and Western allies. Trade was the most substantive part of this agenda, and his
administration invested more effort in trying to recalibrate American East-West trade
policy and secure new executive authority to drive that shift than his predecessors
had. His administration’s signature contribution was to make a formal bid to pass an
East-West trade bill to roll back congressionally imposed limits on executive trade
policymaking. No prior administration had gone as far.

Just as the Kennedy Administration had proposed a new GATT round of trade
talks to (among other things) defend that trade arrangement against the potentially
corrosive effects of Western European integration and, to a lesser degree, the Soviet
Bloc state-trading, the Johnson Administration’s East-West trade bill also was
intended to serve American policy in both European halves. Nationalism was the
target in both cases. Evidence of popular and sovereign nationalism in Eastern

Europe, manifested in protests and episodic regime independence from Kremlin

367 A useful account of the transatlantic relations portfolio President Johnson inherited
can be found in: Thomas Alan Schwartz, Lyndon Johnson and Europe (Cambridge,
MA: Harvard University Press, 2003), 9-46. Schwartz includes in this a globally
retreating Britain that threatened to increase American foreign policy commitments
(12-13); French/European nationalism under Charles de Gaulle, who opposed many
American policies and the Bretton Woods system (13-14), and West German
concerns about the American commitment to their defense and unification (14-16).
Schwartz also covers the European reaction to Lyndon Johnson’s personality, in
contrast with President Kennedy, who was broadly admired in Europe at the time of
his death.
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doctrine and diktat, persuaded the Johnson Administration that Soviet Bloc unity
could be undermined through appeals to Eastern European national interest. The
Johnson Administration encouraged trade to reach out to Eastern Europe, improve
Soviet-American relations, and encourage Soviet-China friction. At the same time,
nationalism was a problem within Western transatlantic relations, especially French
President Charles de Gaulle’s efforts to position France and Europe as a third force in
global affairs and to challenge the Bretton Woods order.>%® American East-West trade
policies had been an irritant in transatlantic relations, and the Johnson Administration
saw a more constructive East-West trade posture as a concession for better relations
with Western Europe. Its Eastern European outreach plan came to be called “bridge-
building.”

President Johnson announced his “bridge-building” initiative at the opening of
the George Marshall Library in Lexington, Virginia. Its primary objective was to use
economic, cultural, and technical exchanges to construct new bonds between the
United States and Eastern Europe. Referring to Marshall’s desire to rebuild both
halves of Europe, Johnson called for new outreach to Eastern Europe to “carry on the
vision of the Marshall Plan. First, to strengthen the ability of every European people
to select and shape its own society. Second, to bring every European nation closer to
its neighbors in the relationships of peace.” Johnson argued that the “Iron Curtain”
separating the free and communist worlds was gone, replaced by a multitude of “Iron

Curtains” dividing Eastern European regimes and obstructing their publics from the

368 Schwartz, 30-31, 70.
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outside world.*%® Bridge-building was intended to begin cracking those walls, partly
to pull those regimes westward and partly to reach out to their publics.

The initiative’s centerpiece was an ambitious call for new East-West trade
policy legislation. It was the most concrete presidential endorsement yet that
constructive trade relations could be an effective Cold War tool. The major prize
sought by the administration was the ability to assign Most Favored Nation status to
specific communist regimes in exchange for political concessions. This would reduce
the high tariffs on Soviet Bloc exports entering the United States, making them more
price competitive and making possible more communist imports of American
product. To justify the new powers, a presidentially chartered committee called the
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union” was launched to undertake a top-to-bottom audit of American East-
West trade policy. Also known as the “Miller Committee” after its chairman,
Cummins Engine Company chairman Irwin Miller, it was composed of leading
industry executives, policy advocates, and intellectuals whom the administration
expected would endorse a limited East-West trade expansion.®”® The Johnson
Administration encouraged the Miller Committee to endorse legislation to do this. It

hoped greater trade with Eastern Europe would encourage “legitimate national pride,

promote the independence of those countries from Moscow, diffuse Western ideas

369 Lyndon B. Johnson, Remarks in Lexington at the Dedication of the George C.
Marshall Research Library. Online by Gerhard Peters and John T. Woolley, The
American Presidency Project: https://www.presidency.ucsb.edu/node/239659.
370 For the presumed Miller Committee’s presumed conclusion, see: Oral history
transcript, McGeorge Bundy, interview 3 (I1I), 3/19/1969, by Paige E. Mulhollan,
LBJ Library Oral Histories, LBJ Presidential Library, accessed February 16, 2018,
http://www.discoverlbj.org:443/item/oh-bundym-19690319-3-07-19
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and values, and encourage them to see economic relations with the West as key to
their future prosperity.>”!

Although more optimistically framed, this was not a new idea. President
Eisenhower had also sought greater trade policy flexibility in the hopes of splintering
Soviet Bloc unity but was thwarted by Congress and his own cabinet.>’? President
Kennedy had sought the same, but he instead ended up fending off congressional
efforts to limit executive trade policy flexibility even further after the Bay of Pigs,
Vienna Summit, and Berlin Crisis setbacks.>’3 The Johnson Administration’s
innovation was to take concrete steps to sweep away the mishmash of East-West
trade prohibitions that had accumulated and tied executive branch hands over nearly
two decades.

The Miller Committee was its spearhead. Its members were given wide access
to briefs and senior officials from every federal department engaged in Cold War
trade policy. The administration’s basic pitch was as follows: in the early Cold War,
when fears of a U.S.-Soviet military confrontation were greater and the United States
was a peerless commercial giant, American policymakers had tried to contain the

Soviet Union by starving it of technologies and resources capable of supporting an

arms build-up. They broadly cast their regulatory net, restraining a wide array of

371 Lyndon B. Johnson, Remarks in Lexington at the Dedication of the George C.
Marshall Research Library. Online by Gerhard Peters and John T. Woolley, The
American Presidency Project: https://www.presidency.ucsb.edu/node/239659.
372 Dobson, US Economic Statecraft for Survival, 115-16.
373 Funigiello, American-Soviet Trade in the Cold War, 130-31; Dobson, US
Economic Statecraft for Survival, 153.
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exports, and American officials freely spent diplomatic capital pressuring Western
European allies to conform to American strategic embargo standards.

But circumstances had changed. The Soviet Union had developed significant
indigenous technological capacity and alternative—notably, Western—suppliers, so
the embargo was less impactful. The communist world was now riven by the Sino-
Soviet split between the more pragmatic Soviet Union and the more revolutionary
China, and Eastern European regimes were now looking Westward. The time was
right for an American commercial offensive to further splinter the communist world:
Europe from Asia, Moscow from its satellites. Although unlikely to produce major
economic benefits for the U.S., trade relations carried heavy political and symbolic
weight. Trade would encourage these command economies to think nationally, and it
would also diffuse awareness of Western commercial methods and bounty, serving as

what Winston Churchill had called “friendly infiltration” of the communist world.”*

374 This summary is drawn and synthesized from the minutes of the Miller Committee
sessions, which are organized into three volumes: Minutes, 3/4-5/65, “Minutes of
Meetings—Notes, Miller Committee,” “Special Committee on U.S. Trade Relations
with East European Countries and the Soviet Union,” Committee File, NSF, Box 24,
LBJ Library; Minutes, 3/18-19/65, “Minutes of Meetings—Notes, Miller
Committee,” “Special Committee on U.S. Trade Relations with East European
Countries and the Soviet Union,” Committee File, NSF, Box 24, LBJ Library; and
Minutes, 3/25-26/65, “Minutes of Meetings—Notes, Miller Committee,” “Special
Committee on U.S. Trade Relations with East European Countries and the Soviet
Union,” Committee File, NSF, Box 24, LBJ Library. Of these records, I have relied
primarily on the morning session of March 18, which entailed conversations with
Ambassador Llewellyn Thompson and Philip Trezise, as well as the morning session
of March 25, which involved conversations with Under Secretary of State George
Ball, Commerce Secretary John Connor, Deputy Secretary of Defense Cyrus Vance,
Secretary of State Dean Rusk, and Under Secretary of State Thomas Mann. While I
have not exclusively relied on these, I have interpreted them as carrying greater
weight since they were Johnson Administration officials involved in policy formation
debates.
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Johnson Administration East-West trade optimism was informed by first-hand
accounts of Soviet industry and economic conditions. Miller Committee members had
two first-hand reports from missions to the Soviet Union, one led by the trade
publication/advisory company Business International, the other sponsored by the
White House and led Dr. Donald Hornig, its National Science Adviser and a former
Manhattan Project scientist. Miller Committee member and Bell Labs president
James Fisk also had participated on that trip. The Miller Committee dedicated a
whole session to discussing their findings.

During that committee session, Hornig and Fisk told the group that they
thought the national security risk from technology transfer was low for several
reasons. First, the Soviet industrial lag was not very great to begin with; Fisk
suggested it was perhaps only about five years across all industries, and the defense
sector was already, in Hornig’s words, “first-class.” Drawing on his training as a
physical chemist, Hornig gave a generally positive assessment of Soviet industry
through the prism of its chemicals sector, and he likewise thought the Soviet research
and development apparatus appeared quite good in the sectors he was shown. It had
competent researchers and well-supplied labs. But there were also problems.
Economic need focused Soviet industry on specific, practical applications, so they
undertook little basic research, and they also lacked supportive industries to support
the production of industrial machinery to put plants together. Hornig characterized

this as a serious production bottleneck.>”®

375 Minutes, 3/19/65, #5, page 35-39, “Minutes of Meetings—Notes, Miller
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The biggest problem for Soviet industry, however, was its weak management
system. Institutions mattered, and Hornig and Fisk believed that centralized Soviet
control was the single biggest impediment to its ability to match the United States’
technological standards. The Soviets were unable to easily bring together work being
carried out across their industrial enterprise because of management siloing and the
often-physical separation of institutes. A peculiar feature of Soviet management was a
fixation on American science, business, and management standards to a degree that
Fisk called “pathological.” He recounted to his fellow committee members an
exchange he had with Soviets managers regarding their interest in American research
into electronic switching. “”How many people are working on it?’ they asked. I said
600 to 700. Later I asked them how many people they had working on this. They
answered, ‘only a few now, but we expect to have 600 to 700 before long.”376
Likewise, Hornig said that a Soviet researcher told him that the Soviet Union’s
greatest challenge was its focus on following, rather than leap-frogging, the U.S. in
technological quality. “They read trade literature, which automatically keeps them a
generation behind,” he explained.’”” Soviet scientists were openly griping about this

and, Hornig reported, “discuss their management problem freely.””

376 Minutes, 3/19/65, #5, page 35-39, “Minutes of Meetings—Notes, Miller
Committee,” “Special Committee on U.S. Trade Relations with East European
Countries and the Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
377 Minutes, 3/19/65, #5, page 42, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
378 Minutes, 3/19/65, #5, page 38, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.

245



Hornig suggested to the Miller Committee that the U.S. would net benefit
from more Soviet-American science and technology exchanges. He acknowledged the
Soviets would likely gain some technological knowledge from them, but he did not
think this was a significant risk since the technological gap was not great. By contrast
such exchanges provided important opportunities for generating industrial
intelligence and influencing Soviet thinking. “At the time of sputnik [sic] we heard
fantastic stories about Soviet achievements in solid state physics, etc.,” he explained.
“We now have a solid feel of the state of their scientific progress which enables us to
frame a policy towards them, based on a reasonable assessment of where they are.”
Moreover, continuing contact with the Soviet Union meant influence—a kind of
“cultural penetration,” in his words, that would “saturate” Soviet science and
technology and, ideally, encourage the Soviets to emulate American openness as
well.37

Miller Committee members had different reactions to the Johnson
Administration’s arguments and proposals. William Blackie, president of the
Caterpillar Tractor Company, for example, was optimistic about it. Caterpillar, and
the American tractor industry, had history with the Soviet Union—in fact, Caterpillar
and other U.S. firms had helped build the Soviet tractor industry before the war.
Blackie’s firm had been a major exporter of tractors and services to the Soviet Union

until 1931, when Soviet tractor imports mostly ceased.*®? Based on firsthand dealings
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in Yugoslavia, Blackie held central planning in low regard. Like other committee
members, he thought centralized decision-making produced incurably bad
management that terminally afflicted communist societies. “If there are laws of
economics,” he said during one session, “then any communist society must fail. If its
contrary to the laws, it will. I want to help it.”8!

Blackie also was optimistic about the intermediate diplomatic consequences
of an East-West trade expansion. He cited Japan and Australia, which he described as
having “hated each other six to seven years ago, but now through trade the feeling of
hostility has disappeared.”#? In recent congressional testimony on behalf of the U.S.
Chamber of Commerce a few weeks before the Miller Committee began work, he had
advocated using trade to “counterattack the threat of international communism” by
showcasing democratic and capitalist virtues.’** He also embraced the

administration’s view that peaceful trade with European communist regimes could

encourage the split with China.*3* And while evincing no enthusiasm about

Bailes, “The American Connection: Ideology and the Transfer of American
Technology to the Soviet Union, 1919-1941,” 435-36. Dalrymple’s study, in
particular, traces trends in Soviet tractor importing and empirically illustrates the
inverse relationship between Soviet tractor production and imports of American
tractors.
381 Minutes, 3/19/65, #5, p. 52, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
382 Minutes, 3/18/65, #5, p. 15, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
383 U.S. Congress. Senate. Committee on Foreign Relations. East-West Trade:
Hearings Before the Committee on Foreign Relations, 89" Cong., 1% sess., 1965, 22-
56.
384 Minutes, 3/19/65, #5, p. 51, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
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Caterpillar’s business prospects in the Soviet Bloc, he disliked the unilateral
restrictions imposed by the government on his industry in the name of national
security, which undercut his firm’s competitiveness against foreign rivals not
similarly burdened. At one point, a Commerce Department official explained that
American tractors were restricted for export to the Soviet Bloc because of their
superiority to foreign alternatives. “So it’s our superiority that is our handicap,”
Blackie sarcastically quipped.’®

Another committee member, DuPont Company Chairman Crawford
Greenewalt, took a more measured view. His industry—and DuPont, specifically—
had been targeted by Soviet Premier Nikita Khrushchev as part of his unsuccessful
bid for expanded Soviet-American commercial relations in the late 1950s.%¢ During
Miller Committee meetings, however, Greenewalt was uninterested, at one point
bluntly saying it would cost his firm too much to sell to the Soviet Bloc for too little
reward, and that, “DuPont could make more money if we took the investment
necessary to sell in the Soviet Union and invested it elsewhere.”*%7 In fact, he totally
discounted the commercial value of the administration’s East-West trade initiative.

After digesting government projections of how much trade might be stimulated by it,

385 Minutes, 3/18/65, #5, p. 25, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
386 Memorandum to Council on Foreign Economic Policy (Subject: Khrushchev
Letter) from CFEP Secretary Paul H. Cullen, June 23, 1958, “CFEP: Correspondence,
Memos, and Miscellaneous, Vol. 3,” Records of the Treasury Department, RG 56,
Entry 66A1039, Box 94, National Archives and Records Administration, College
Park, MD.
387 Minutes, 3/18/65, #5, p. 17, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
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Greenewalt remarked that “from the point of view of business opportunity, this trade
is really not worth it...It’s not a business problem. This is purely a political problem
[emphasis added].”3*8

His perception was perhaps colored by a bizarre encounter his firm had had
with the Soviet government after World War 11, when DuPont had agreed to license
neoprene to the Soviet government at the Truman Administration’s behest. “It was a
purely commercial deal providing for an advanced payment, then royalties,”
Greenewalt told the other Miller Committee members. “We received the down
payment but then nothing else. When [Soviet Deputy Premier of the Council of
Ministers Anastas] Mikoyan came to visit he found that this was a barrier to further
trade with DuPont. Out of the clear blue sky came a check for $1 million. We didn’t
even know if that was the right price—it could be low, it could have been high. Then
the Russians said, ‘Now we want to trade with you—we like your [D]acron.”” He
added, “I don’t think many American businessmen would want to do business on that
basis.”?%?

But Greenewalt thought the political argument for an East-West trade

expansion was strong. His service as Radio Free Europe fund chairman convinced

388 Minutes, 3/18/65, #5, p. 16, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
389 Minutes, 3/18/65, #5, p. 4, “Minutes of Meetings—Notes, Miller Committee,”
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U.S. Trade Relations with East European Countries and the Soviet Union,”
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him that Soviet and Eastern European public opinion favored openness.’*° He
endorsed the administration’s view that trade could soften Soviet Bloc unity, arguing
that “[t]he more dissention you can bring into the Bloc, the greater the chance for
peace. Anything we can reasonably do to fragment this bloc is to our advantage.”!
He thought trade would impose commercial discipline on communist regimes, which
traded through state monopolies, bringing them into normal market behavior provided
they were not granted special treatment. “It’ll be a rude awakening when they come
here to buy,” he predicted during one session. “Over a period of time this may change
as they learn to play by our rules.”**?

But, critically, Greenewalt doubted popular opinion would favor this
argument and feared the committee’s professional mix—two-thirds of the group were
corporate executives—would undermine its message. Citing Blackie’s recent
congressional testimony on the subject on behalf of the U.S. Chamber of Commerce,
he said that he had been “impressed by the fact that Mr. Blackie made an excellent

statement before the Fulbright Committee, but it was misunderstood by the public,”

and that “[w]e, as businessmen, will be labeled as greedy capitalists” for endorsing an
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391 Minutes, 3/18/65, #5, p. 5, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
392 Minutes, 3/26/65, #3, p. 58, “Minutes of Meetings—Notes, Miller Committee,”
“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.

250



East-West trade expansion.®*®> He was wary of sticking out his neck for the proposal,
saying that “[i]f I took the position, as a member of this committee that there should
be more trade, and said so in writing, the DuPont Company would get a terrific
blast.”*** He therefore doubted the committee could move public opinion on the issue
without administration cover. Greenewalt continually returned to this problem.

A third participant, AFL-CIO Research Director Nathaniel Goldfinger, totally
opposed an East-West trade expansion. Although he had not wanted to serve on the
committee, he was perhaps its most vocal participant, challenging nearly every claim
made in favor of expanding trade.*> Discarding the administration’s pitch,
Goldfinger persistently framed the choice as whether or not to bail out America’s
adversaries.**® He thought any civilian trade with the Soviet Bloc would free those

governments to dedicate more resources to military production, relieving them of the
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burden of choosing between civilian and military spending.®*” He repeated the oft-
used comparison between trading with the Soviet Bloc and trading with Germany and
Japan in the Interwar period to suggest that trading between “free countries” and
“totalitarian governments” did not historically reduce tensions.>*® Moreover, he
thought it would undercut American efforts to persuade other countries, especially in
Latin America, to forego trading with the Soviet Bloc—this had been a U.S. priority
since the Eisenhower years.** Goldfinger refused to back the initiative. “These
people are enemies and let’s not give them aid and comfort,” he warned.**
Nevertheless, the administration chose its messengers well and got its
endorsement. The Miller Committee issued its final report on April 29, 1965, which
advocated for selectively expanding non-strategic trade with European communist
regimes to demonstrate America’s preference for “mutually beneficial relations.” It
was cautious, recommending that military and strategic exports remain restricted.

More than pure outreach, it stated that “[a]n aim of American policy in negotiations
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“Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” Committee File, NSF, Box 24, LBJ Library.
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with Communist countries should be to bring their trade practices into line with
normal world trade practices [emphasis added].” It thus advocated expanding non-
strategic trade only after “hard bargaining” to improve American market access,
secure commercial rights, settle financial claims, prevent dumping, and resolve other
outstanding bilateral issues. This echoed the Kennedy and Johnson Administrations’
argument that defending global market norms was an important Cold War objective.
The report did not argue that trade should to be used to splinter Bloc unity, only that
those regimes would gradually see themselves as better served by embracing freer
trade. Meanwhile, Goldfinger’s objections were consigned to a one-page dissent at
the back of the report.*0!

But it was Goldfinger whose views best aligned with the public mood. On the
committee’s second-to-last day of hearings, Secretary of State Dean Rusk warned the
members that Vietnam was creating political headwinds that were not ideal for
advancing the initiative’s East-West trade bill centerpiece. Under Secretary of State
George Ball added that the committee members could help persuade the public on the
subject.*2 But he likely knew better and later described the East-West trade bill’s
demise as symptomatic of Johnson’s lack of interest in spending political capital on

403

any of his bridge-building initiatives.*”” It was over a year before an East-West trade

401 These points are expressed particularly clearly in Recommendations #1-5 and 7.
The final point is best captured in Finding #25. Report, “Report to the President of the
Special Committee on U.S. Trade Relations with East European Countries and the
Soviet Union,” 4/29/65, EX FG 759, WHCF, Box 408, LBJ Library.
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403 Transcript, Dean Rusk Oral History Interview IV, 3/8/70, by Paige E. Mulhollan,
page 19, Internet Copy, LBJ Library. Online:
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bill was even sent to Congress, and while it remained a presidential talking point, it
was never considered.*%*

But inattention was not the only problem. In a surprising twist, it was the
business community itself, and Blackie’s Chamber of Commerce, that put the final
nail in the East-West trade bill’s coffin. The Johnson Administration continued to
seek ways to rebuild momentum for a future East-West trade bill into 1967.4% An
opportunity arose that year when the U.S. Chamber of Commerce’s East-West Trade
Task Force unanimously approved a report that echoed the Miller Committee’s
recommendations without referring to it by name. The Task Force referred the report
to the Board of Directors for approval as the association’s official position. According
to administration sources, the Board members largely supported an East-West trade
expansion, but approval was not assured.*’® The Johnson Administration made a last-

minute, high-level lobbying push to win Board approval of the report, but the
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measure was crushed, with only about a third of the Board supporting the report.’’

According to one White House aide, even a personal appeal from President Johnson
“probably would not have made the difference” with the Board members. “The
support just wasn’t there.”**® Greenewalt had been the canary-in-the-coal mine: even
the business community was wary of endorsing an East-West trade expansion against

the backdrop of the Vietnam War.

Communist GATT Accession in the Late 1960s

Although stifled in its bid to expand bilateral trade between the United States and
Soviet Bloc countries, the Johnson Administration did manage to see through the
accession of several Eastern European countries to the GATT. Eric Wyndham White,
the GATT Executive Secretary, had never waned in his commitment to see the GATT
transcend the Cold War divide, and he persisted in his efforts to nudge forward the
accession of four communist countries: Yugoslavia, Poland, Romania, and Hungary.

By the early 1960s, political conditions were more favorable, particularly because the

407 Background on lobbying effort drawn from several sources. The White House
seems to have pitched the U.S. Chamber during a planned cocktail reception at the
White House; for more (including excerpts of USCOC Task Force Report), see:
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File—Files of Francis M. Bator,” Files of Francis M. Bator, NSF, Box 12, LBJ
Library. The meeting outcome and detail about multiple administration advocates
drawn from: Memo, Nathaniel Davis to Francis M. Bator, June 30, 1967, #1,
“National Security File—Files of Francis M. Bator,” Files of Francis M. Bator, NSF,
Box 12, LBJ Library. Defense Secretary Robert McNamara was one pitchman, and
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Files of Francis M. Bator,” Files of Francis M. Bator, NSF, Box 12, LBJ Library.
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Kennedy Administration had embraced differentiated treatment for communist
regimes. Western Europe remained concerned about the incongruity of communist
state-trading with market exchange, but it did not refuse, and the first of those
countries, Poland, applied for full accession and Kennedy Round participation in
1966. The American and Western European delegations supported the petition, but
disagreements over specifics would follow.**

The pathbreaker was Yugoslavia. As an independent communist country,
Yugoslavia enjoyed a relationship with the United States different from other
European communist regimes, enabling it to receive foreign assistance and loans, and
it was even exempted from the American restrictions, imposed by Congress,
forbidding the extension of Most Favored Nation status.*!° It was accepted to
associate status in 1958, whereupon it undertook meaningful steps to decentralize its
trading system and economic planning. This included the institution of tariffs, which,
paradoxically, made GATT conformity easier since it replaced state purchasing.
When it was clear that Yugoslavia would fall short of necessary tariff reductions for
accession, it was still able to “provisionally accede” in 1962. Following what M.M.
Kostecki describes as a “broad decentralization of the Yugoslav economic system,”
Yugoslavia was granted full accession in 1966. In the process, it became the
posterchild for what GATT contracting parties hoped would follow engagement with

other communist countries: extensive liberal reforms.*!!

409 Haus, Globalizing the GATT: The Soviet Union’s Successor States, Eastern
Europe, and the International Trading System, 28-31.
410 Kostecki, East-West Trade and the GATT System, 25.
411 Kostecki, 25-26.
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But the pattern did not quite repeat, and future communist accessions required
GATT members to make concessions of their own. The next major candidate was
Poland. As in the 1950s, the integration of centrally planned economies into a market-
based trading order proved difficult. As Leah Haus explained, the Americans
preferred a more normal accession that privileged non-discrimination, while the
Western Europeans (both within the European Economic Community and outsiders
like Britain) hoped to maintain discriminatory quantitative restrictions to limit Polish
imports for a variety of reasons.*!? The United States angled to outmaneuver the
Europeans by persuading Britain to give up its commitment to retaining quantitative
restrictions, but its efforts were to no avail. In the event, Poland’s 1967 accession
agreement contained a clause allowing GATT members to restrict Polish imports if
they “caused or threatened to cause serious injury to domestic producers.” Ordinarily,
contracting parties were not permitted to single out another country in this way—they
had to restrict affected imports from every country. And Poland was required, in lieu

of an entrance fee, to boost its imports from GATT contracting parties by seven

412 Haus, Globalizing the GATT: The Soviet Union’s Successor States, Eastern
Europe, and the International Trading System, 32-33; McKenzie, “GATT and the
Cold War: Accession Debates, Institutional Development, and the Western Alliance,
1947-1959,” 101-2; Kostecki, East-West Trade and the GATT System, 29. In
interviews with informed individuals, Haus found divergent explanations. Some
argued that Western European governments hoped to retain their existing quantitative
restrictions (QRs) to take the place of the expected “entrance fee” normally paid by
members in the form of tariff reductions in order to join. Since Soviet Bloc
economies were planned, and all importing organized through state purchasing, tariffs
cuts were inapplicable. Therefore, quotas were seen as a stand-in. Others found this
explanation imperfect because QRs were not purely assigned to sectors fearing
“import competition.” They concluded that QRs would serve as leverage in bilateral
negotiations with Poland (as in future Soviet Bloc accessions). (See McKenzie for
additional discussion about the GATT entrance fee, in general).
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percent annually.*!3 But the first communist accession had been completed; Romania
submitted its accession petition that year and Hungary would apply for observer

status a year earlier in 1966.

From 1954-1969, American administrations adopted a more varied and assertive
approach to East-West trade policy. In the prior era, the United States balanced its
global trade and national security agendas by creating a global framework for
liberalizing trade and semi-closed, regional market for strategic trade. American East-
West trade policy was primarily concerned with strengthening its allies without also
strengthening its communist adversaries. But after 1954, American East-West trade
policy aspired to achieve more. Widespread fear broke out in the United States that
the Soviet Union was on the offensive and using illiberal trade practices and other
tactics to expand its global influence and wreck the liberal trading system. This fear
spurred a new American economic counteroffensive with both destructive and
constructive elements. The U.S. applied destructive trade measures in amplified but
targeted ways to disrupt specific Soviet initiatives and regional threats. And—more
notably—the U.S. increasingly saw constructive trade initiatives as capable of
splintering communist unity, co-opting Eastern European regimes, competing for
Third World loyalty, diffusing liberal ideas behind the Iron Curtain, and forcing the

Soviet Union to choose between civilian and military spending.

413 Haus, Globalizing the GATT: The Soviet Union’s Successor States, Eastern
Europe, and the International Trading System, 33-36. Quotes reflect Haus’ words,
not original text.
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However, two countervailing forces hindered these efforts. First, the
increasingly globalized economy, highlighted by rising commercial competition and
the growing influence of multinational firms, reduced the incentive for allied
cooperation and created new holes the regulatory walls intended to seal off American
product from the Soviet Bloc. The U.S.’s allies had not generally supported
America’s more aggressive embargo plans before 1960; they were no more inclined
to do so as time went on. Only at great cost in alliance health could the U.S. pressure
its allies to support its China, Cuba, and wide-diameter pipe embargoes. Second,
domestic opinion on East-West trade did not shift with the changing economic
containment strategies, limiting executive freedom of action to pursue new
constructive trade initiatives. Grain deals aside, it proved easier at home to ratchet up
trade restrictions than to reverse course, preventing American presidents from seizing

and deploying the flexibility they sought.
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Chapter 5: Détente, 1969-1979

In late February 1973, the National Association of Manufacturers sponsored a
conference at Washington, D.C.’s elegant, storied Shoreham Hotel that would have
been unthinkable only a few years before. Its purpose was to educate and engage with
representatives from leading American firms about the prospects of doing business in
the Soviet Union. And its featured guests included key Nixon Administration officials
who were eager to sell the audience on the virtues of its recently-concluded
commercial deal with the Soviets, as well as leading Soviet officials keen to persuade
American businessmen to trade and invest in their country—which, of course, had
served as America’s leading adversary for nearly 30 years. It was a moment made
possible by evolving economic and political conditions, as well as by a new approach
to American foreign policy that was well-suited to the United States’ domestic
economic anxieties and wartime fatigue: détente.

Vladimir Alkhimov, the Soviet Deputy Minister for Foreign Trade, was one of
the featured speakers. In an appearance that might have struck Americans who lived
through the early Cold War as surreal, Alkhimov expounded the virtues of
international trade to the assembled American industrial leaders in Adam Smithian
terms, praising trade’s ability to “raise the living standards” by “making use of the
international division of labor, which presupposes a known degree of specialization
for contributing such products, for which they have most appropriate economic

conditions.” He echoed Cordell Hull and Lyndon Johnson, saying that “Contacts
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established in the course of trade help build a bridge of understanding and friendship
which promote and strengthens the cause of peace.” And he emphasized that trade
benefits were mutual, not one-sided as they had often been cast by American Cold
War hawks during East-West trade policy debates.*!#

Alkhimov told the American audience that Soviet-American trade would be
mutually beneficial. It would extend the European economic integration project
leading to important new projects synergizing between Western capital and industrial
power and Eastern natural resources. He played to American ideals and insecurities
about the U.S.’s relative commercial decline (it was surely no accident that he
emphasized Japan and continental European Community countries), and he added
that “these projects certainly can make room for participation of U.S. companies and
corporations provided they show an interest.” It was an unlikely sell: Alkhimov
embraced the idea that the Soviet Union was planning to build major commercial
networks into Western Europe, and he opened the door to American participation in
the project.

With respect to the future of Soviet-American bilateral trade, Alkhimov
reaffirmed the Johnson Administration’s view that “the main obstacle on our way
forward remains to be failure to apply to Soviet exports the normal American tariffs.”
He was referring to the USSR’s lack of Most Favored Nation treatment from the U.S.
The Soviet Union needed to sell to the United States in order to be able to buy,

otherwise its lack of foreign exchange would limit its overall purchasing potential. He

414 U.S.-Soviet Trade Conference Proceedings, 27-28 February; National Association
of Manufacturers Records (Acc. 1411), Series IV, Box 22, Hagley Museum and
Library.
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explained that most other industrial democracies “have not only lifted all
discriminatory bans on their exports to the U.S.S.R., but have been developing an
understanding that it would be impossible for them to expand their exports to the
U.S.S.R. without a corresponding increase in their purchases of Soviet products,
including machinery, equipment and other industrial items.” Most Favored Nation
status would end tariff discrimination against Soviet product, which he believed
would allow the Soviet Union to compete equally in the American market with other
imported goods. The commercial relationship’s future depended on it.*!3

The Soviets’ primary objective was access to American technology.
Confirming Miller Committee suspicions that the Soviet Union did not desire
American products as much as American technology and licensing opportunities,
Deputy Minister Alkhimov laid out what his government believed to be “promising”
areas of commercial interest between the two sides: American industrial and banking
support in developing Soviet natural resources, “production cooperation of various
kinds,” “[j]oint development of advanced technological processes or equipment,”
“joint patenting and sale of licenses,” and “joint participation in establishing
industrial facilities in the third countries, etc.” Alkhimov noted that firms like General

Electric, Joy Manufacturing, and Occidental Petroleum already had agreements with

415U.S.-Soviet Trade Conference Proceedings (p. 19-21), 27-28 February; National
Association of Manufacturers Records (Acc. 1411), Series IV, Box 22, Hagley

Museum and Library.
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the Soviet government to take advantage of what he called “scientific and
technological research” opportunities.*!®

Optimism bloomed cautiously inside the conference, but concern awaited
outside. There, activists from the National Conference on Campus Activism for
Soviet Jewry handed out flyers to conference attendees challenging them to use the
new Soviet-American trade opening as an opportunity to advocate on behalf of Soviet
Jews prohibited from emigrating from the country by prohibitively high exit taxes
that were ostensibly meant to recoup the cost of state-funded education. The flyers
contained a reprinted Washington Post editorial entitled “Trading with Moscow: A
Question of Values.” The piece argued that “Unquestionably, in our judgment, the
new education tax constitutes a gross violation of human rights, and it is a matter on
which Kremlin decision could be affected by outside pressure.” Political pressure
consequently ought to be applied by the United States to that effect; notwithstanding
the Nixon Administration’s argument that good relations would go further in
remedying the situation—a strategy whose effectiveness the Post editors doubted.
The flyers also contained a politely-worded message to the conference attendees
stating that “we respectfully request that you weight this gross violation of human
rights, and we appeal to you to raise the issue of freedom and rights for Soviet Jewry
in the course of your negotiations with Soviet officials.” Provoking the attendees’
sense of corporate social responsibility, the flyers suggested that “American business

leaders now have the opportunity to perform a humanitarian service by influencing

416 UJ.S.-Soviet Trade Conference Proceedings (p. 21), 27-28 February; National
Association of Manufacturers Records (Acc. 1411), Series IV, Box 22, Hagley

Museum and Library.
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the Soviet government to discontinue its tragic violation of the rights and freedoms of
its Jewish citizens. We hope you will make use of this opportunity.”*”

Here, in one scene, American optimism and skepticism about East-West trade
in the détente era played out. On one hand, détente had brought the American and
Soviet adversaries together in pursuit of peaceful, mutually beneficial relations. On
the other, American détente critics worried that the new policy conceded too much
and allowed Soviet leaders to exploit the American accommodative mood with
impunity. As in earlier eras, popular skepticism circumscribed executive optimism,

with the former subverting the latter’s initiatives and all but reversing its gains when

the new constructive approach failed.

By the late 1960s, economic and political pressures in the United States and other
developed countries spurred an important shift in the United States” Commercial Cold
War. Rising inflation, foreign competition, economic statecraft from raw material
producing countries, and domestic regulatory rigidity collectively fed into what the
historians Louis Galambos and Joseph Pratt called the “Second Crisis of the
Corporate Commonwealth”—an economic dislocation that led to fundamental
rethinking about how the American state and business community interrelationship

was structured.*!® The United States was not alone: balance of payments problems

417 Flyer distributed by the National Conference on Campus Action for Soviet Jewry,
February 27, 1973; National Association of Manufacturers Records (Acc. 1411),
Series IV, Box 23, Hagley Museum and Library.
418 Galambos and Pratt, The Rise of the Corporate Commonwealth: United States
Business and Public Policy in the 20th Century, 184-203. They identify the Great
Depression as the first such crisis.
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and collapsing productivity and economic growth vexed Western European
governments and every other industrial country. The easy gains accruing from
postwar reconstruction were maxed out.*!”

These economic stresses produced domestic political pressures in the affected
countries, which in turn cracked the commitment of many nations to multilateral
economic cooperation. In the United States, complaints about unfair competition
followed, led by farm and organized labor interests whose grievances echoed in
Congress. Those groups were unhappy with the Kennedy Round’s results, including
the trade adjustment assistance program intended to help workers displaced by trade,
which no American workers or firms qualified for during the 1960s due to its tight
criteria.*?® As tariffs had come down among Kennedy Round participants, domestic
political attention came to focus on foreign domestic economic interventions and non-
tariff barriers to trade such as subsidies and state domestic producer-procurement
preferences (like Japan’s Ministry of International Trade and Industry’s “Buy
Japanese” requirements). Although the United States similarly engaged in such
activities, the political optics were that the American firms were losing out to foreign
unfair trade practices.*?!

These developments, paired with public disillusionment regarding the
Vietnam War, suggested the limits of American power. On one hand, American

commercial preponderance could no longer be assumed, which provided American

policymakers new opportunities to emphasize constructive economic engagement

419 Eichengreen, The European Economy Since 1945, 225-63.
420 Kaplan, American Trade Policy, 1923-1995, 89.
21 Destler, American Trade Politics, 35-37.
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with the communist world; on the other, American military and diplomatic resources
no longer could be understood as unlimited, and so American foreign policy needed
to reflect economization and prioritization. The incoming Nixon Administration
would fuse these concerns into a new Cold War approach based on constructive
relations with the Soviet Union and, eventually, with the People’s Republic of
China—a new regime known as détente. In line with past efforts, this included
attempts to use the prospects of expanded trade ties to enmesh Eastern European
regimes in Western commercial networks, including incorporation into the GATT,
while leveraging trade to achieve political concessions and cool tensions with the
Soviet Union. Breaking with the past, the new approach included bold efforts to
normalize trade with the Soviet Union and reduce the American unilateral China

embargo.

The Nixon Administration’s Failed East-West Trade Revolution

Richard Nixon, soon to be the next American president, addressed these concerns in
his 1968 campaign. In a major economic policy address that summer, he charged that
the “Johnson-Humphrey administration” had exacerbated the United States’
economic problems by running irresponsible deficits based on grossly over-optimistic
assumptions of the Vietnam War’s costs and aggressive domestic spending. This, he
explained, had caused serious domestic inflation that was afflicting savers,
prospective homebuyers, and others and intensifying the balance-of-payments crisis.
Part of his prescription was a new approach to foreign economic policy. The Johnson

Administration, he said, had “tried to preserve existing arrangements and
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relationships simply because they do exist and without asking whether they fit
dramatically changing realities.” This, Nixon warned, paradoxically had created a
danger of “slipping back into narrowly nationalistic rivalry and competition.”4*?
Nixon’s prescription was for the United States to prioritize fidelity to
principles rather than to allies. Nixon was not an Atlanticist in the George Ball mode.
He suggested that the United States had been too soft on Western Europe, too
permissive in allowing the European economic integration project—initially intended
to foster recovery—to slide into a preferential economic bloc that undermined liberal
economic norms. This strategic inertia also distracted from the larger project of
expanding and deepening the Western network. “Our allies and trading partners no
longer need our protection as much as they need our example,” he said. “The guiding
principle of America’s foreign economic policies should be the expansion of the
community of free and mutually responsible nations. Instead of limiting the
movement of capital and goods, as the present Administration has, a fresh and

practical commitment should be made to lowering of all barriers—political,

economic, and ideological.”#??

422 Richard Nixon, Remarks in New York City: “A New Direction for America's
Economy,” Online by Gerhard Peters and John T. Woolley, The American Presidency
Project https://www.presidency.ucsb.edu/node/326767.
423 Richard Nixon, Remarks in New York City: “A New Direction for America's
Economy,” Online by Gerhard Peters and John T. Woolley, The American Presidency
Project https://www.presidency.ucsb.edu/node/326767. John Lewis Gaddis makes a
similar contrast between Kissinger and the Kennedy-Johnson Atlanticists in: Gaddis,
Strategies of Containment: A Critical Appraisal of American National Security Policy
During the Cold War, 279. There, he argues that unlike the Atlanticists, Kissinger
“sympathized with De Gaulle’s insistence on achieving unity by reconciling the
sovereign interests of European states, rather than by subordinating them to an
integrationist ‘grand design’ devised in Washington.” Nixon’s reference here to
Johnson Administration controls refers not to the American national security export
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This “openness” rhetoric sounded like that of other Cold War presidents. But
candidate Nixon was not fundamentally seeking foreign economic policy continuity.
“We should not try to shore up the past,” he urged. “We should build for the future.”
In foreign policy, this would come to mean reducing foreign commitments,
abandoning efforts to engineer a more favorable strategic balance with the Soviet
Union, and encouraging a multipolar balance-of-power.*?* And in trade, it would
come to mean a new effort to counter foreign non-tariff barriers. It was both a more
modest and more revolutionary agenda in that it accepted American limits while
offering radical measures (most famously the breaking of the Bretton Woods
monetary system) to restructure the international environment to grapple with them.

The Nixon Administration fundamentally wanted to put U.S. foreign policy on
a more sustainable path. As John Lewis Gaddis explained, Henry Kissinger, Nixon’s
leading foreign affairs strategist and national security adviser, believed that day-to-
day management of technical foreign policy issues had caused the Kennedy and
Johnson Administrations to lose track of the type of world order they were trying to
create. They had become too reactive and too indiscriminate about the challenges
they faced in their drive to confront communism around the world. To rectify the

situation, Kissinger argued that the U.S. needed to move on from zero-sum thinking

control program but rather its program for grappling with national balance of
payments troubles. The outlines of this program, which included a variety of
limitations on international economic activity, were outlined by President Johnson in
a speech on January 1, 1968. See: Lyndon B. Johnson, Statement by the President
Outlining a Program of Action To Deal With the Balance of Payments Problem.
Online by Gerhard Peters and John T. Woolley, The American Presidency Project
https://www.presidency.ucsb.edu/node/237896.
424 Gaddis, 274-82.
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about the Cold War strategic balance, to accept the immutability of political and
economic diversity and conflict in the world, and to recognize that the United States
did not enjoy unlimited resources.**> Unable to contest communism everywhere,
Nixonian containment would feature direct engagement and some accommodation to
put the Soviet-American relationship on a more constructive basis.

Trade was another area where the Nixon Administration thought American
policy was unsustainable. Commerce Secretary Maurice Stans described the U.S. as
confronting a trade “crisis” when briefing President Nixon on the subject at his San
Clemente home in August 1969. Although he noted American trade turnover had
been growing consistently since 1960, imports were increasing more rapidly,
shrinking the national trade surplus from over $7 billion in 1964 to just $800 million
in 1968. This had implications for the American balance of payments, for it indicated
that dollars—still convertible into gold—were increasingly exiting the country and
threatening America’s finances. American export growth, which had increased 68
percent from 1960-1968, lagged behind that of other industrial nations like Canada
(69 percent), France (85 percent), Germany (113 percent), Italy (178 percent), and
Japan (200 percent). America’s share of total world trade was shrinking, and so was
its share of manufactured goods. And while the American trade balance had improved
in some sectors like aircraft and industrial chemicals, it had worsened in others like
automobiles, steel, textiles, and others. These payments and commercial competition
challenges needed to be met, Stans believed, with a greater government effort that

should include new federal export credit flexibility, tax reforms, improved federal

425 Gaddis, 274-81.
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export support overseas, the reduction of foreign non-tariff barriers through the
GATT, and more.*?

Table 5.1: Trade Balance of Select U.S. Industries and Agriculture, 1961-1968
($US millions)
(Source: U.S. Commerce Department)*?’

Category 1961 1968 Change
Passenger Cars -83 -1,810 -1,727
Steel +41 -1,532 -1,573
Textiles and Apparel +54 -807 -861
Radios, TV -41 -642 -601
Footware (non-rubber) -51 -321 -270
Metal-Cutting Machine Tools +158 -1 -159
Agricultural Products +1,395 +1,244 -151
Electronic Components +69 +235 +168
Plastic Materials +286 +465 +179
Computers +220 +470 +250
Industrial Chemicals +42 +660 +618
Aircraft +498 +1,675 +1,177

Exogenous circumstances also informed the Nixon Administration’s intended
trade policy pivot. The drive for détente within Europe had led to an explosion of
intra-European East-West trade that dwarfed U.S.-Soviet Bloc trade, undercutting the
American export control program’s effectiveness and diplomatically marginalizing

the United States. Soviet leaders, wanting to preserve the economic gains they had

426 Charts from Maurice Stans briefing of Richard Nixon, under cover memo from
Stanley Katz to E. E. Schnellbacher, August 19, 1969, Bureau of International
Commerce, Deputy Director’s General Correspondence, 1969-1971, Records of the
Bureau of Export Administration (Department of Commerce), Record Group 476,
NACP, Box 9.
427 Charts from Maurice Stans’ briefing of Richard Nixon, under cover memo from
Stanley Katz to E. E. Schnellbacher, August 19, 1969, Bureau of International
Commerce, Deputy Director’s General Correspondence, 1969-1971, Records of the
Bureau of Export Administration (Department of Commerce), Record Group 476,
NACP, Box 9.
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made, sought to deescalate tensions with the West to maintain the flow of technology
transfer and trade. At the same time, support was emerging in Washington for a more
coherent U.S. policy for dealing with Soviet trade and aid policies. For the first time,
Congress, backed by the American business community, began supporting expanded
East-West trade. These sentiments were informed by the larger phenomenon of
American relative economic decline, which had carried over from the Johnson era
and, indeed, had helped elect Nixon.*?

President Nixon viewed the prospect of expanded East-West trade relations as
a chip in Soviet-American diplomacy and, once extended, a constraint on Soviet
inclinations toward provocation. Like President Eisenhower, he wanted to control the
pace and scope of American trade with the Soviet Union, but toward a somewhat
different end: he wanted to link trade to diplomacy in order to pressure the Soviets
into more a more cooperative posture, rather than using it purely to split the Soviet
Bloc. President Nixon laid out his initial East-West trade priorities in May 1969 in

National Security Decision Memorandum [NSDM] 15, which called for streamlining

428 Dobson, US Economic Statecraft for Survival, 185-88; Funigiello, American-
Soviet Trade in the Cold War, 178; Destler, American Trade Politics, 48-51. Dobson
credits the Kennedy-Johnson Administrations for laying important groundwork that
made this shift possible. There is reason to doubt how important this history was,
although revelations of the ineffectiveness of American export controls in stalling
Soviet technological development could not have helped. The more important factors
seem to be 1) the Nixon Administration’s belief that security could best be assured
through a balance-of-power configuration rather than the attainment of preponderant
military power and 2) the shifting political climate connected to domestic and global
economic conditions. The Nixon Administration did not employ President Johnson’s
major argument that mutually beneficial exchanges could reshape communist
societies over time. To the extent the Democratic and Republican administrations
reached similar conclusions, they got there by largely different routes.
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the American export control list and preparing for the possibility of further reductions
through diplomacy with Soviet Bloc regimes.

But Nixon was in no rush and was unwilling to make unilateral concessions
that would give away American leverage for free. He consequently sought to avoid
making unilateral concessions unrelated to diplomacy and asked for no new statutory
authorities that would mandate such a decontrol before talks with the Soviets yielded
progress. Nixon similarly endorsed the continued hold up of licenses for controversial
exports to the Soviet Union including sales of both equipment and data for both a
“semi-automated oil system and a truck engine foundry” on the Kama River.*?
Everything would follow diplomacy, and Nixon hoped to avoid sending any dramatic,

conciliatory signals until he first secured Soviet help in exiting from Vietnam.

Changing East-West Trade Philosophies: Debating and Passing the Export

Administration Act

For its part, Congress was in a more permissive mood and was even prepared to
pressure the administration on the issue. The United States Senate, in particular,
issued an early test to Nixon’s Cold War agenda. With the Export Control Act set to
expire in 1969, the Nixon Administration asked Congress for a regular extension of
the bill. The House of Representatives signed on. In the Senate, however, Democratic

Senators Edmund Muskie and Walter Mondale offered an alternative, industry-

429 National Security Decision Memorandum 15, May 28, 1969, Foreign Relations of
the United States, 1969-1976, Volume 1V, Foreign Assistance, International
Development, Trade Policies, 1969-1972, ed. Bruce F. Duncombe, (Washington:
Government Printing Office, 2001), Document 299.
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friendly measure that would mandate a unilateral liberalization of the American
export control list. The Muskie-Mondale bill was thus contrary to Nixon
Administration Cold War diplomatic strategy as laid out in NSDM 15. In a position
paper on the subject, Secretary Stans summarized administration opposition to the bill
by noting that it would ““signal to the Russians and the world that the American
people are so eager for a stronger rapport with Russia, and the American business
community so trade conscious, that we cannot await sorely needed progress on the
broad spectrum of East-West problems, and, accordingly, would unilaterally make a
major concession” to the Soviets in exchange for nothing. There was no need for a
statutory change, Stans argued, as the existing legislation contained ample latitude for
the Nixon Administration to adjust the U.S. export control list on its own when the
time was right.**°

In the event, however, a compromise passed largely favoring the Senate draft.
The passage of the replacement Export Administration Act was a landmark. As Alan
Dobson noted, the new legislation indicated congressional concern that deficiencies
in the American export control licensing system were preventing exporters from
developing new markets and created opportunities to right the nation’s balance of

payments. These premises were explicitly written into the bill.**! The new law

430 «“Secretary’s Position Paper on East-West Trade,” June 20, 1969, “East-West
Trade 1969,” Bureau of International Commerce, Director’s Case Files, 1969-1971,
Records of the Bureau of Export Administration (Department of Commerce), Record
Group 476, NACP, Box 5. See also: Memo; Henry A. Kissinger to Bryce Harlow; 23
June 1969; folder EX TA3 Exports [1 of 25, 1969]: Box 12; White House Central
Files: Subject Files, (TA) Trade, GEN TA 1 Boycotts-Embargoes to EX TA3 Exports
[2 of 25]; Richard Nixon Presidential Library and Museum, Yorba Linda, California.
431 Dobson, US Economic Statecraft for Survival, 187-88. See also: Export
Administration Act, Statutes at Large 83, pp. 841-847, (1969).
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contained important new features, including a new emphasis on encouraging trade to
bolster the home economy, periodic consultations with industry groups, and
liberalized shipping requirements.*? This did not ensure that these considerations
were decisive, but it did indicate that Congress had come to recognize the negative
impact export controls and related regulatory compliance was having on American
industry. It was the first major statutory change to reverse the restrictiveness of the
Cold War export control system since its creation in the 1940s.

As Mira Wilkins observed, after the Export Administration Act’s passage, the
United States government actually encouraged American firms to engage in East-
West non-strategic trade for the first time since the war.*** The new act declared that
American policy would now prioritize encouraging trade as well as continuing to
restrict it, employing American “economic resources and trade potential to further the
sound growth and stability of its economy” in addition to its existing foreign policy
and national security missions. The act also directed the Commerce Secretary to order
a review of the American national export control system “with a view to promoting
trade,” including with Cold War allies and “other countries eligible for trade with the
United States but not significantly engaged” in such trade. In response to
longstanding business concerns about export licensing uncertainty, the new bill
obligated the Commerce Secretary to use “all practicable means available to keep the
business sector of the Nation fully apprised of changes in export control policies and

procedures...with a view to encouraging the widest possible trade [emphasis added].”

432 Export Administration Act, Statutes at Large 83, pp. 841-847, (1969).
433 Wilkins, The Maturing of Multinational Enterprise: American Business Abroad
from 1914 to 1970, 336-37.
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The bill even tackled the longstanding business concern about foreign availability, by
requiring the President to tell Congress if and when he insisted on restricting
American exports of a commodity available from foreign suppliers.*** While leaving
intact the executive branch’s ability to regulate exports for national security and
foreign policy reasons, the new law rebalanced the objectives and values of the
enterprise to match the rising concern of domestic economic insecurity.

The new Export Administration Act was also informed by industry claims that
traditional philosophies of export control (which emphasized physical goods) were
out-of-sync with contemporary realities of East-West technology transfer. Some of
these claims were presented during congressional hearings leading to the statute’s
passage. For example, Hugh Donaghue, assistant to the president of the
supercomputer development firm Control Data Corporation, told Congress that the
Soviet Union could not challenge American computing predominance by simply
acquiring and replicating American computers. Donaghue explained that if the
Soviets came into possession of one of his firm’s most advanced computers, it would
still take about ten years to reverse-engineer it. “The problem,” he explained, “is if
you are not provided with everything that goes into building the computer, by that I
mean the drawings, the logic that lies behind the computer, you do not stand much of

a chance at all.” He continued:

434 Export Administration Act, Statutes at Large 83, pp. 841-847, (1969). For House-
Senate conference negotiation, see: U.S. Congress, House of Representatives,
Conference Committee, Export Administration Act: Conference Report (to
Accompany H.R. 4293), 91 Cong., 1% sess., 1969, House Report No. 91-681, 2-3, 8-
11.
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If you ever opened up the back panel of a computer and saw
something like 25,000 point-to-point wires just embedded in about a
foot thick depth and you had to trace every one of those, the best
estimate of our engineers would be to find just the connections they
made, not the circuits involved would take about 2 years. And then

you would have to start with the logic of the machine.**

The American export control system had evolved out of a concern with controlling
the movement of physical goods in the immediate postwar period. The Export
Control Act of 1949 acknowledged that technical data related to strategic goods might
need to be controlled and included provisions to do so0.**¢ In his testimony, Donaghue
amplified this idea by suggesting that the fechnology his industry produced was
actually more important than the physical good itself. Control Data supercomputers
were too complex to be replicated through reverse-engineering of the physical device
alone. In his view, it was foolish for Soviet Bloc experts to try to replicate his firm’s
technology that way because the opportunity cost was too high. “So far as the transfer
of technology is concerned with these computers, building up their own capability,
their own efforts are much better directed, as we believe they are, to the development

of their own computers,” he concluded.**’
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accompany H.R. 4293). 915 Cong., 1% sess. 1969, 100.
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Donaghue’s testimony spoke to the experience of his industry, but it also
implied a broader point about innovation competition between the capitalist West and
communist East. While American policymakers in the early Cold War thought that
denying American and Western exports of certain commodities would create
production bottlenecks in the Soviet economy, Donaghue instead argued that the
Soviet system itself was the bottleneck preventing the Soviet Union from equaling
American achievements in his sector. He augmented the Hornig Mission’s findings
that Soviet researchers themselves regarded Soviet central planning as a drag on their
work by explaining that Soviet innovative deficiencies were not limited to one sector.
Nevertheless, American official acceptance of the institutional superiority of
American capitalism over Soviet communism never really happened during the Cold
War. It was a missing variable in intragovernmental and public debates about
American East-West trade policy, which—constrained by domestic political factors
and foreign policy considerations—tended to assume that denying American exports

was always a safe option.

The Nixon Administration’s Trade Offensive

Meanwhile, the Nixon Administration quickly became frustrated with the lack of
Soviet receptivity to American requests to help settle the Vietnam War. In response,
the Nixon Administration attempted to pressure the Soviet Union in two major ways,
the more famous of which was its reestablishment of relations with the People’s
Republic of China. To that point, China was still subjected to a full, unilateral

American trade embargo, and relations between the two countries were conducted
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through third countries. American exports to China could only proceed in isolated
cases with government approval, and the United States also applied extraterritorial
restrictions on foreign subsidiaries of United States-based firms in order to further
seal China off from accessing American commercial networks. Consequently, any
direct engagement between the two governments was pathbreaking.

But frustrated by Soviet unwillingness to help end the Vietnam War, and in
light of the serious Sino-Soviet tensions that exploded into border conflicts in 1969,
the Nixon Administration began considering outreach to China to panic the Soviets
into cooperation over Vietnam and to hedge against the risk that such cooperation
never materialized.**® For its part, China was receptive. Chinese leaders had their own
Soviet problems, and China Communist Party Chairman Mao Zedong perceived the
United States as likely to view the Sino-Soviet rift as an opportunity to reduce its
danger through renewed diplomacy to at least one of the two countries.**° Converging
interests made possible a new opening.

The Nixon Administration hoped opening the door to greater two-way trade
by removing trade restrictions on China would be a good faith effort to which the
Chinese government would favorably respond. Unlike its Soviet approach, the Nixon
Administration was willing to unilaterally offer free trade concessions to China in

order to grease diplomacy. At Kissinger’s request, the State Department created a
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menu of options intended to signal a desire for wider United States-China accord.
Those options included reducing or ending the foreign assets controls ban on
transactions with China by foreign subsidiaries, ending bunkering restrictions that
banned American oil companies from servicing ships destined for China (these
essentially caused American firms to lose business to foreign oil companies without
hindering China), allowing American tourists on vacation in China to shop and bring
home merchandise for personal use, and loosening some export restrictions for
China.**® Kissinger passed these recommendations along to President Nixon in full,
endorsing them as small measures intended to build trust without significantly aiding
the Chinese economy until bilateral diplomacy had progressed.**! Nixon approved
them and ordered the necessary regulations and plans for congressional and public
outreach to be completed quickly.**

Unexpectedly, the Chinese did not acknowledge the American gesture. This

flummoxed the Nixon Administration, which had hoped its friendly signal would

encourage the Chinese government to envision better relations with the United States.
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However, the Chinese government had committed at the outset to make an American
retreat on Taiwan the centerpiece of any Sino-American reconciliation. It sought to
end the American presence in Taiwan and support for the Taiwanese government, and
to press the Americans to “recognize the People’s Republic of China as the sole
legitimate government representing China” (including Taiwan), among other things.
China mentioned trade issues among the eight foundational principles of its
engagement with the United States but subordinated and conditioned them on
acceptance of its Taiwan priorities. The Nixon Administration did not understand
China’s lack of interest in the trade concessions it was offering and continued to
dangle the prospects of further trade and technological exchange, but to no avail. On
one occasion in late 1971, a leading Chinese official justified his government’s
indifference by explaining that the American embargo did not bother China because it
had “compelled us to be self-reliant.”*** In China’s case, American trade leverage
proved not to amount to very much.*#

The Nixon Administration had wanted to use trade to signal openness to a
new relationship with Beijing. But its efforts were frustrated by China’s
unwillingness to compromise on Taiwan and Chinese government concerns about
domestic politics. As Kissinger understood it, China’s lack of interest followed
“partly from a wish to focus on the fundamental issues in the U.S.-PRC relationship,
and partly from a desire to preserve as much ideological purity as feasible by not

appearing to rush into a too-active program of contacts and exchanges with the U.S.”
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against the backdrop of the ongoing Cultural Revolution.*** Here, then, was a contrast
with the Soviet Union, which had positively sought Western trade from the beginning
to benefit from East-West exchange. Despite repeated, if modest, American
entreaties, the Chinese government demurred.

The second way the Nixon Administration tried to pressure the Soviet Union
into supporting its desire to withdraw from Vietnam was through direct diplomacy
with more independent-minded Eastern European regimes, notably Romania, Poland,
and Hungary—all of which would accede to the GATT by 1973. President Nixon saw
the Soviet Union as vulnerable to Johnson-style bridge-building and, inspired by the
reception given to astronaut Frank Borman in Czechoslovakia, he wrote to Kissinger
that “I believe we could needle our Moscow friends by arranging more visits to the
Eastern European countries.”**¢ The Romanian case was especially significant for its
connection to China diplomacy and the challenges it revealed for the U.S. in
politically disentangling Eastern European countries from Moscow. Chief among
those challenges was the diffusion of policymaking authority between the executive
and legislative government branches. The inability of the two branches to synchronize
their East-West trade agendas limited the Nixon Administration’s ability to leverage
American trade concessions for Romanian political ones. However, the Nixon
Administration did manage to use its informal influence in the GATT to help
negotiate Romanian accession, proving that the GATT could play an important Cold

War role.
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The primary purpose of the Nixon Administration’s Romania outreach was to
pressure Moscow to help the United States exit Vietnam. Other Western countries
were already reaching out to the Ceausescu regime. In 1967, West German
Chancellor Willy Brandt established diplomatic relations with the Romanian
government as part of his Ostpolitik program of Eastern European outreach—the first
communist country so targeted.**” Nixon chose to initially concentrate on Romania
because it had welcomed him in his pre-presidential days and because Nicolae
Ceausescu’s regime was charting an independent course from Moscow. Romania had
earned its independent reputation by keeping ties with Israel after the 1973 Arab-
Israeli War, by openly criticizing the Warsaw Pact’s Czechoslovakian intervention,
and by building stronger relations with China, which Nixon thought would signal to
the Soviets his own intent to reach an accommodation with China.**® The historian
Stephen Ambrose quoted Nixon as having bragged to Kissinger at the time that “By
the time we get through with this trip they [the Russians] are going to be out of their
minds that we are playing a Chinese game.”**’ The Romanian government similarly
was enthusiastic about the possibility of closer American ties and had, in fact, offered
President Nixon an invitation for an American official to visit to Romania within five

months of his taking office.**® In August 1969, Nixon would become the first
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American president to visit a communist country. It was a powerful symbol of
Nixon’s willingness to pressure the Soviet Union in new ways.

Trade policy was high on Ceausescu’s agenda for President Nixon’s visit,
especially the related issues of receiving Most Favored Nation (MFN) tariff status
from the United States and Romanian GATT accession GATT. Most Favored Nation
status, which would reduce American tariffs on Romanian imports, was a prerequisite
for the United States to formally support Romanian GATT accession under the
arrangement’s rules and American law. Over the next few years, the Romanian
government pressed its American interlocutors hard for Most Favored Nation status.
But the U.S. could not negotiate tariffs rates with the Romanian government due to
the 1962 Trade Expansion Act’s ban on extending Most Favored Nation status to
communist countries. The Nixon Administration would have to ask Congress for
legislation to repeal that ban, and the administration was reluctant to do that without
first receiving some kind of political concessions.

The Romanian government’s zeal for deeper commercial ties with the U.S.
bloomed so quickly that the Nixon Administration struggled to contain it. The Nixon
Administration was still prohibited from extending Most Favored Nation status to
Romania under the Trade Expansion Act, which the Romanians did not fully
appreciate. Helmut Sonnenfeldt, Henry Kissinger’s deputy, advised Kissinger that
Romanian officials “hope the President will exercise his alleged authority to grant

six-month tariff reductions, and that this will pave the way for MFN”—a heavy
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political lift. Sonnenfeldt reported that outsiders were fanning Romanian optimism
without any reference to the political limitations on Nixon Administration actions.
Sonnenfeldt suggested to Kissinger that the United States should “try to cool the
Romanian optimism [about its MFN designation prospects] before it goes too far” and
led disappointment.*! Unable to extend Most Favored Nation status to Romania, the
U.S. was also unable to establish mutual GATT obligations with that country, and so
deliberately sidelined itself from direct engagement regarding Romanian GATT
accession for fear of incurring obligations proscribed by Congress.*>? Of necessity,
the Nixon Administration sought to temper Romanian expectations about what was
politically possible.

But the Nixon Administration did want to support Romanian trade ambitions
and tried to do so within the scope of its existing powers. This support took two
forms. The first was through unilateral measures. The Nixon Administration
prioritized expediting export control license application decisions for proposed
shipments to Romania following Nixon’s visit.*>3 The U.S. also entertained

Romanian government “Wish Lists” indicating what the Romanians hoped to import
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from and export to the U.S. The lists made clear that Romanian authorities sought to
acquire American industrial goods and technology, including “machinery, equipment
and technical assistance” for steel, tin, aluminum, rubber, and fuel production among
other things, in some cases requesting the ability to import whole plants. The
Romanian export list, which included items for which the Ceausescu regime hoped to
receive tariff reductions from the U.S., was longer. The Nixon Administration could
not offer much tariff relief without congressional action, but Commerce Department
officials at least proposed offering marketing advice to the Romanian government.*>*
The irony of Nixon Administration East-West trade strategy—one that
affected Romania—was that despite President Nixon’s conceptual openness to new
constructive trade engagement with Soviet Bloc regimes, he opposed legislative

measures in his administration’s early years that would have allowed his
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administration more flexibility to use trade for diplomatic purposes. This opposition
was particularly notable since Congress was finally moving legislation that would
remove constraints on executive authority to expand East-West trade, as prior Cold
War presidents had wanted.*>> Yet, the Nixon Administration had opposed the Export
Administration Act for mandating unilateral export control reductions. It opposed
bills permitting Soviet Bloc regimes to receive Most Favored Nation status. And it
opposed a repeal of the Fino Amendment to the Export-Bank Authorization Bill of
1968, which prevented the United States Export-Import Bank from offering credits to
countries trading with North Vietnam (including Romania). The reason for the Nixon
Administration’s apparently incongruous positions on these issues, Alan Dobson has
argued, was its desire to press the Soviets into making diplomatic concessions prior
to implementing any significant changes in the Soviet-American bilateral
relationship. The Nixon Administration applied the same general logic to its Eastern
European relations, which were in any case subject to the same statutory authorities.
Romanian-American trade prospects were consequently downstream of, and, thus,
limited by, the pace of Soviet-American diplomatic progress.*>

The Nixon Administration’s opposition to those East-West trade-encouraging
statutory measures did not begin to change until 1971. The administration made a
minor revision to its positions on Most Favored Nation status and Export-Import

Bank export credits in March of that year with NSDM 99, which basically restated,
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but softened, its opposition to new legislation on these subjects but softened this view
by only opposing congressional action “in a low-key way.”#’

Then, the Nixon Administration was forced to reconsider its NSDM 99 policy
just three months after issuing it for the narrow case of Romania. The catalyst for this
shift was a bipartisan bill sponsored by Senators Walter Mondale and Edward Brooke
that would give the Nixon Administration discretionary authority to grant Romania
Most Favored Nation Status. The measure boxed in the administration: in a
memorandum to President Nixon, Henry Kissinger explained that “opposition to this
legislation would mean that our support for Romanian entry to the GATT would seem
tepid, at best, despite our many statements in favor of increased cooperation with that
country.”*>® But the administration had been relying on statutory limits on its MFN
power to urge more concessions from the Romanian government; that cover would be
eliminated if the bill passed, creating pressure for the administration to act offer it to
the Romanian government. So the Nixon Administration adopted a murky position: it

would “not object” to bills providing the President with discretionary authority for

granting Romania—just Romania—Most Favored Nation status.*>’
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In the fall 1971, President Nixon, at State and Commerce Department urging,
agreed to extend Export-Import Bank financing for exports to Romania and to
passively signal to Congress his interest in seeking Capitol Hill support for a bill
authorizing trade negotiations with Romania toward the extension of Most Favored
Nation status. But the issue became a political football no one wanted. Wilbur Mills,
the powerful House Ways and Means Committee Chairman, did not want to lead on
what he considered a “controversial” issue either, and he requested the Nixon
Administration send him a bill to consider instead of relying on him to write one.*6°
Meanwhile, President Nixon personally assured Ceausescu in a letter that his
administration was “doing everything possible” to secure the power to offer those
tariff terms, but that Congress was an impediment—a polite diplomatic half-truth.*6!

With the Most Favored Nation authority question still unresolved, the Nixon
Administration relied on the GATT to signal its support for Romanian interest in
deeper Western ties. According to political scientist Leah Haus, the Romanian
accession debates were transparently about Cold War politics. Haus quotes one
anonymous American official as describing the Romanian accession process as “a

farce” and “a political agreement to encourage an independent foreign policy from the
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Soviet Union.”*? Sidelined from negotiating GATT accession directly with Romania
by U.S. law, the Nixon Administration lobbied its Western European allies to drop
their major objections to Romania’s entry. These objections pertained to quantitative
restrictions applied by Western European governments against Romania and the
“entry fee” Romania would have to pay to accede. The American delegation
supported Romania’s negotiating positions on the primary sticking point of
quantitative restrictions (it wanted Western European governments to cease applying
them to Romanian imports), although it differed with the Romanian delegation on
Romania’s “entry fee,” which the U.S. believed should roughly parallel Poland’s
entry fee (a commitment to increase imports from other GATT countries by 7 percent
annually). On this second point, Western European delegations were more aligned
with Romania’s desire for a less specific foreign purchase commitment.*6?

The primacy of Cold War politics in Romania’s final GATT accession
agreement is clear, especially when contrasted to those offered to Poland. Whereas
other GATT contracting parties agreed that it would remain permissible to target
Polish industry specifically with quantitative restrictions if they felt threatened by
Polish exports (a clear violation of the nondiscrimination principle), agreement was
reached to set a date by which GATT parties would remove their quantitative
restrictions on Romania, even though exceptions would be permitted on a case-by-
case basis. Moreover, Romania was not forced to annually increase its imports from

other GATT countries by specific amounts as Poland was for its “entry fee;” rather,
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the Romanian government was not assigned an entry fee at all. The Ceausescu regime
just had to commit to increasing its exports from other GATT countries.*** These
were accommodative terms intended to get Romania into the liberal trading system,
just as Haus’s unnamed American official had suggested.

American support for Romanian GATT accession certainly was Cold War-
driven: as one National Security Council position paper advocated, the United States
should still support Romania’s accession bid, even without the prospect of economic
benefits, because GATT accession would “increase Romania’s trade ties with the
non-Communist world, and would be a factor in encouraging and strengthening its
economic and political independence.”*%> The Nixon Administration’s Soviet
diplomacy was structured differently, and the administration was reluctant to offer
Moscow trade concessions without receiving political concessions in return. But in
the case of Romania, a maverick Eastern European regime, the Nixon Administration
found the GATT accession process to be a useful alternative way to link a Soviet
Bloc regime to Western trade networks when Congress failed to endorse a more
robust Romanian-American bilateral trade relationship.

Meanwhile, progress toward deeper U.S.-Romanian bilateral commercial
relations remained stalled. Through 1972, the Nixon Administration informed the

Ceausescu regime that political headwinds from the Vietnam War rendered
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Romania’s acquisition of Most Favored Nation status unlikely.**¢ By 1973, however,
the issue had also become enmeshed in a separate, more controversial question:
Soviet restrictions on Jewish emigration (an issue explored in greater detail later).
The Romanians had become, in Henry Kissinger’s words, “victims of bad timing”—
congressional supporters preferred to push a “general” Most Favored Nation status
authorization bill that would apply to all communist countries, bundling Romania’s
fortunes in with the Soviet Union’s at a time when Congress was in no mood to offer
Moscow concessions.*’ In this case, American domestic political objections to Soviet
behavior undermined executive efforts to draw an independent-minded Eastern
European country into closer trading relations with the United States and the West.
This was a return to the more typical Cold War pattern of Congress acting as a
critical break on executive action. Despite the American diplomatic success in
helping secure Romania’s GATT accession in 1971, the United States itself would

not bestow Most Favored Nation status on Romania until 1975, and then only
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conditionally: the U.S would review and renew Romania’s MFN status annually.*¢8

Yet while the procession of events illustrated how domestic politics and the diffusion
of power in the American political system could prevent the ratcheting down of East-
West trade barriers, it also vividly showed the importance to American executive
branch leaders of the GATT as an alternative avenue for bridging the East-West
divide in such cases. Even while hamstrung by domestic politics, the Nixon
Administration was able to signal its support for Romanian independence and
economic development by supporting its candidacy. As M.M. Kostecki notes, the
availability to the Nixon Administration of this second trade policy track made
securing congressional support for Romanian Most Favored Nation status later

easier.*¢?

Congressional Veto: The U.S.-USSR Commercial Agreement and the

Jackson-Vanik Amendment

Congressional action also thwarted Nixon Administration policy toward the Soviet
Union. After largely brushing aside the Nixon Administration’s initial outreach,
Brezhnev and the Soviet leadership came around to embracing the American
diplomatic opening in 1971. Prior to that point, Soviet leaders were unsure and
distrustful of Nixon’s intentions. But a combination of factors, including what Zubok

calls “Brezhnev’s growing self-confidence” and the pressure resulting from Chinese-
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American diplomacy caused the Soviet Union to reconsider.*’® Brezhnev invited
President Nixon to participate in a Moscow summit in the spring of 1972. Although
the meeting was nearly derailed by Vietnam War events, Brezhnev managed to keep
at bay growing Politburo resistance to the idea, and the summit went forward in May
1972.47! 1t was a historic visit and the beginning of a bold, yet ill-fated, attempt by the
Nixon Administration to leverage the prospect of deeper trade relations to encourage
Soviet leaders into a more cooperative international role.

Within Soviet-American diplomacy, trade carried important symbolic
importance, as well as some prospect for increased mutual economic benefits. It was
natural that the Nixon-Brezhnev summit would lead to wide-ranging commercial
talks. A few days prior to the Moscow summit, then-Commerce Secretary Peter
Peterson advised President Nixon that preliminary bilateral progress on the key
economic issues—American extension of Most Favored Nation status to the Soviet
Union, the settlement of Soviet Lend-Lease debt, the Soviet desire for credits to offset
their hard currency deficiencies and grain to support ambitious meat production
targets—would play to the United States’ favor and could prove to be important
political wins before the 1972 election. “At least over any reasonably short-term
period,” Peterson argued, “the Soviets want and certainly need this deal more than we
do” given their country’ economic problems and desire for status. Of these, he
thought a new grain deal would have the most favorable prospects given robust

congressional support in farm districts for it. This support made a grain deal a useful
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ice breaker for future Soviet-American trade economic deals. But he argued against
rushing to conclude one; rather, he advocated that a “Joint U.S.-Soviet Commercial
Commission” should be announced to allow time to keep laying groundwork towards
an agreement while allowing pressures to build on Soviet leaders that could be
leveraged in diplomacy on other issues like Vietnam. This was a particularly pertinent
concern in light of North Vietnam’s 1972 invasion of the South, which raised
questions about the effectiveness of détente.*’ In the event, this commission’s
establishment was an important outcome of the May 1972 Moscow Summit.

The Soviet-American commercial talks that followed led to a landmark trade
agreement between the two superpowers in October 1972. The agreement achieved a
number of objectives that had eluded prior American administrations. The most
important provision was a commitment by the United States to seek authority from
Congress to grant the Soviet Union Most Favored Nation status to help it sell in the
American market and earn dollars to finance future imports. This was the Soviet
Union’s top priority, as it objected to both the stigma and fact of receiving
discriminatory tariff treatment in the United States. Another component was Soviet
acquiescence to a Lend-Lease debt settlement of $722 million, ending a decade-long
impasse in negotiations. Freed from Johnson Act constraints, the Nixon
Administration greenlit the Export-Import Bank to issue credits and guarantees to

further support American exports to the Soviet Union. Both sides additionally agreed

472 Memo; Peter G. Peterson to Richard Nixon; 19 May 1972; folder 1972 Summit
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to help improve the Soviet Union’s foreign business climate, with the Americans
committing to set up a commercial office in Moscow and the Soviets to build new
accommodations for foreign business representatives in its capital. At the United
States’ request, the Soviets even agreed to third-party dispute settlement to help
police the deal’s terms—a concession that implied constraints on its national
sovereignty. Commerce Secretary Peterson predicted a bilateral trade boom in the
agreement’s wake. As the New York Times pointed out in its coverage of the deal, the
United States conducted only a negligible amount of trade with the Soviet Union—
$200 million in 1971. But Peterson predicted that figure to soon triple and top $1
billion by the decade’s close, not including prospective grain sales.*’?

But an unrelated issue had arisen the prior month that would become a serious
impediment to the success of this new bilateral commercial project and the future of
American trade relations with Moscow for the next 50 years: the plight of Jews
seeking to emigrate from the Soviet Union. In August 1972, the Soviet Union
established an exit tax on Jews intending to emigrate. The issue had domestic political

and symbolic dimensions to Soviet leaders. When a quota system permitting Jews to

473 Bernard Gwertzman, “U.S. and Russians Sign Agreements to Widen Trade,” New
York Times, October 19, 1972, https://www.nytimes.com/1972/10/19/archives/us-
and-russians-sign-agreements-to-widen-trade-accords-ending.html (accessed August
14, 2019). The Times article noted that prior to the Lend-Lease debt agreement, the
United States has demanded $800 million in compensation, while the Soviets had dug
in on $300 million since 1960 when talks broke down. The settlement consequently
favored the American negotiators. The Times also noted the $722 figure included
principal and interest, but that both sides were quiet about how that figure broke out
in deference to Soviet requests for secrecy about the interest rate to which they had
agreed. With respect to U.S.-Soviet future trade projections, the Times contrasted the
$1 billion top-end estimate with the $23 billion U.S.-Canada and $11 billion U.S.-
Japanese trade relationships.
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emigrate was established in 1971, interest in emigration suddenly surged. This
appeared to some Soviets as an abandonment of the Soviet project—one that had
ideological and anti-Semitic undertones. Brezhnev’s government responded by trying
to stem the tide by applying an exit tax for Jews to leave the Soviet Union, ostensibly
to compensate for educational costs that had been borne by a Soviet government that
would no longer benefit from that investment. This human rights issue caught fire in
the United States, with Jewish groups and Congress pressing the Nixon
Administration to pressure Soviet leaders on it.*”*

The Nixon Administration tried to handle the issue delicately in order to
balance domestic politics with progress in Soviet-American diplomacy. In fact, it
argued that only patient diplomacy could lead to improved conditions for Soviet
Jews. According to a meeting account, the Nixon Administration’s message to a
group of Jewish leaders in September 1972 was that “it is clear that if we make this
an issue of prestige or a test of manhood between ourselves and the Soviets, the
Soviets will only dig in their heels and the situation will become worse...In the long
run, the improvement of relations between the Soviet Union (and the United States)
cannot but have an ameliorating effect on the welfare of the Soviet Jews
themselves.”’> The best policy, it argued, was to build up influence with the Soviets,

rather than backing them into a corner.

474 Zubok, A Failed Empire: The Soviet Union in the Cold War from Stalin to
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The issue became merged with trade by way of what would become known as
the Jackson-Vanik amendment, which would threaten the two most prominent planks
of the Soviet-American commercial deal. Senator Henry Jackson, a strident
anticommunist Democrat, and Representative Charles Vanik, an Ohio Democrat. In
October 1972, Senator Jackson submitted a bill requiring the Soviet Union to ease
restrictions on Jewish emigration in exchange for receiving Most Favored Nation
status from the United States. It attracted 72 Senate cosponsors. Vanik, meanwhile,
had sponsored an amendment to the Foreign Assistance Act that September
preventing the United States Export-Import Bank from offering credits or loans to any
country with more than a $50 emigration exit fee. It was dropped in conference after
passing the House.*’® Linkage—applied by Congress this time to tie human rights to a
commercial deal—came to not only threaten the agreement but also détente in
general.

The Nixon Administration eventually recognized this and tried to break the tie
between the two issues. When Henry Kissinger briefed the Senate Foreign Relations
Committee members on Soviet-American commercial diplomacy a few weeks before
the bilateral trade agreement between the two was signed, he argued that the
commercial deal was the best tool for persuading the Soviets to resolve the
emigration issue. It would “give more elements of the Soviet bureaucracy more of a
stake in good relations with us,” he explained, so that “[w]hen [the Soviets] are

engaged in joint projects with us, in many tangible and some intangible ways they

476 Funigiello, American-Soviet Trade in the Cold War, 185-86; Dobson, US
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will have to consider the risks they will run in a crisis.” He added that progress made
was already helping the emigration situation. The United States had been bringing the
issue up with the Soviets, and “[t]heir reaction used to be explosive...A total refusal
to discuss it,” he said. But when he and Secretary of State William Rogers more
recently brought the issue up, the Soviets were less confrontational. “The problem is,
they cannot be seen to yield to outside pressure, but they are more prepared to discuss
it than on any previous occasion.” His overall message was that Nixon
Administration diplomacy was working, and the Soviets were becoming more
receptive to bilateral problem-solving.*”’

Clear tension was building between the centrality of Most Favored Nations
status to the U.S.-Soviet Commercial Agreement’s future and the increasing domestic
American belief that the United States should take a moral stand against Soviet
emigration policy by conditioning Most Favored Nation status on the elimination of
its “head tax.” The emigration issue continued to percolate in spite of Soviet attempts
to placate American critics. The Soviets had allowed some free Jewish emigration in
1971, which many saw as an election year favor to President Nixon. They suspended
it again in March 1973. But Soviet human rights issues continued to rise in the
American consciousness alongside the increased prominence of Aleksandr

Solzhenitsyn and Andrei Sakharov, two Soviet dissident intellectuals capturing the
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Western imagination with public critiques of the regime.*’® Both men questioned the
wisdom of a Soviet-American détente shorn of ethics. The public persecutions they
endured for criticizing the Soviet regime undercut American economic diplomacy,
reviving fears that trade privileges gave succor to the Soviet system. At the same
time, it also raised Soviet doubts about détente’s wisdom. As the New York Times
suggested of Sakharov: “his independence of mind is an extremely dangerous
example for other Soviet intellectuals when détente and broadening contacts with the
West are likely to expose the Soviet body politic, especially other scientists, to the
virus of Western ideas and habits of freethinking.” Sakharov called on the United
States to refuse to extend Most Favored Nation status to the Soviet Union unless it
liberalized its emigration policies.*”

The emigration issue also affected American trade relations with other
communist countries. In addition to the Soviet Union, Senator Jackson broadened his
focus and even traveled to Romania in January 1974 to discuss Jewish emigration
with its leader, Nicolae Ceausescu. No doubt aware of the Romania’s keen interest in
trading with the United States and West and Ceausescu’s independent streak, Jackson
pressed Ceausescu on his country’s emigration policy. Ceausescu apparently claimed
not to know it in detail but agreed to permit Jewish emigration to Israel. Jackson

handed him a list of Romanian relations of American citizens whose plight he
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especially hoped to highlight, and Ceausescu “promised sympathetic attention” to
them. But however cooperative Ceausescu may have seemed to Jackson, his
ambassador to Washington, Corneliu Bogdan, later told the State Department that his
government did not want to link emigration to tariff concessions and did not trust
Jackson to ensure Most Favored Nation status for Romania if it took the requested
corrective steps.*®® Once again, American trade policy was developing from multiple
bases, which sewed uncertainty complicated trade diplomacy for the executive branch
and eroded East-West trust.

The Jewish emigration issue reemerged in the context of another Nixon
Administration priority: a bill known as Trade Reform Act. The Trade Reform Act
represented both continuity and discontinuity with the United States’ 1960s-era
foreign economic policy. Like the Kennedy Administration’s Trade Expansion Act,
its premise was that foreign protectionism and commercial competition needed to be
addressed through greater trade liberalization. Rather than retreating behind new
domestic trade constraints, both the Kennedy Administration and the Nixon
Administration pursued new authorities to engage in robust diplomacy intended to
obliterate trade barriers—tariffs in the 1960s, non-tariff barriers like quantitative
restrictions, agricultural barriers, regional preferential trading blocs, and other

measures in the 1970s.*8! And these agendas were similarly justified in terms of their
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ability to promote peaceful relations among nations and better integrate poorer
countries into the liberal economic project through improved market access. President
Nixon himself specifically acknowledged that unresolved trade conflicts posed a
threat to alliance cohesion, suggesting fears that the European integration project and
Japanese industrial policy were breeding intra-alliance animosities and softening
common purpose.*?

Although it was not principally concerned with East-West trade, the Trade
Reform Act became the major vehicle for carrying Senator Jackson and
Representative Vanik’s amendments. By turn of events, Representative Vanik
managed to attach a combined Jackson-Vanik amendment to the House version of the
Trade Reform Act in December 1973, prompting the White House to engage Senator
Jackson in search of a compromise. Discussion would carry on for much of the year
and continue into the Ford Administration. The Ford Administration would reach
agreement with Jackson and Vanik on a procedure whereby the trade bill would
advance with a waiver system in place—the President would advise Congress of
Soviet compliance with the bill’s provisions based on “assurances” from the Soviet

government, which would disable its tariff and credit restriction provisions.*s3 The
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Trade Reform Act, with the Jackson-Vanik amendment, was signed into law in
January 1975.

But the Jackson-Vanik amendment’s passage rendered impossible a Soviet-
American commercial breakthrough. The Soviet government, which privately had
told the White House in September 1974 that it would permit the free emigration of
60,000 Jews, was outraged when Senator Jackson publicly cited that figure and
characterized the Soviet offer as a capitulation to congressional pressure. The Soviet
government responded by informing the White House that no such commitment had
been made, undermining the White House’s ability to issue a waiver. Around the
same time, Congress passed the Stevenson amendment, which capped available
Export-Import Bank credit to the Soviet Union at $300 million over the subsequent
four years, among other restrictions. That was far less than the Soviet Union had
received in 1972 alone, and therefore nullified what the Soviets believed to be one of
the two necessary requirements of a bilateral trade expansion. Shortly thereafter, the
Soviets backed out of the U.S.-Soviet Commercial Agreement altogether.*** By 1975,
the economic leg of the Soviet-American détente had collapsed. This was not

détente’s demise in full—achievements like the Helsinki Accords were still to come,

have to secure a concurrent resolution from Congress to extend the waiver authority.
In the event of congressional inaction, the President would gain a 60-day extension of
waiver authority beyond the 18-month frame. It would thereafter be extended until
Congress affirmatively extended or denied the authority by concurrent resolution.
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order in one-year increments after 45 days of Congressional inaction.
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302



for example—but the United States no longer possessed the trade leverage the Nixon

Administration had imagined and hoped for at the outset.

The Ford and Carter Administrations: Détente’s Collapse and the Search for a

Sustainable Policy

The presidency of Gerald Ford, who was Nixon’s successor, was marked by
misfortune. Ford assumed office without the sanction of having appeared on a
winning presidential ticket and moreover was beset by economic crises at home. He
was inaugurated during a time of double-digit annual inflation, and his first year in
office would see a double-digit unemployment rate and declining gross domestic
product.*® Yet, the Ford presidency did include a number of initiatives intended to
improve the effectiveness of destructive and constructive elements of American East-
West trade policy. Originating from different parts of the federal governments, they
amounted to an overall effort to readjust technical elements of American economic
containment and included initiatives to stabilize the process of selling grain to the
Soviet Union, to tightly focus export controls on a smaller subset of items, and to
streamline the licensing process. In an era when the United States no longer could

avoid balancing its national security and domestic economic policies, these modest
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measures were each independently intended to recalibrate aspects of American East-
West trade policy to make it work better. The results were mixed.

Reform of the Soviet-American grain deal structure was one way the Ford
Administration tried to improve the mechanics of American East-West trade policy.
The catalyst for this was a notorious 1972 incident known as the “Great Grain
Robbery.” That year, the Soviet Union planned to make a large what purchase in the
United States. The Soviets bought grain secretly and suddenly, acquiring in total
roughly one-fourth of American supply over a three-month period, which allowed
them to buy low but had the additional consequence of driving up domestic grain
prices.*3® In this case, bilateral grain sale agreements proved not to be the kind of
easily controlled deals they appeared to be. The Ford Administration responded by
trying to stabilize future grain sales through longer-term agreements with mandatory
minimum purchase thresholds in the hopes of fostering greater predictability in the
American market. The Soviet Union resisted this, but after 27 days of negotiating in
Moscow, the two sides reached an agreement that saw the Soviet side agreeing to
purchase between six-to-eight million tons of American grain per year for the
agreement’s term.**” The agreement would be due for renewal in 1980, which was an
election year. Although it could not have been known at the time, this renewal also

would coincide with a serious crisis in Soviet-American relations.
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With the Soviet-American trade agreement’s cancellation and détente’s
unraveling at the beginning of President Ford’s tenure, American East-West trade
policy was ripe for re-litigation. The Defense Department took advantage of that
opening to challenge longstanding American Cold War export control assumptions.
Shortly before President Nixon’s resignation, the Defense Science Board
commissioned a panel study led by J. Fred Bucy (a Texas Instruments Executive Vice
President who started with the firm as a design engineer in the 1950s) to reconsider
the United States’ export control philosophy. It was called the Defense Science Board
Task Force on Export of U.S. Technology, and its final report, entitled “An Analysis
of Export Control of U.S. Technology—A DOD Perspective” (more commonly
known as the “Bucy Report”) was a landmark revision offering a new approach to
East-West trade regulation intended to reflect the contemporary commercial
environment.*®® The Bucy Report’s major contribution was to suggest that American
national security required that, with respect to American export control regulations,
“that control of design and manufacturing know-how is absolutely vital to the
maintenance of U.S. technological superiority. Compared to this, all other
considerations are secondary [emphasis added].”*%’

This was a novel argument about how export controls should be deployed to

preserve the American technological lead over the Soviet Union—a concern that had

not been terribly important under the Nixon-Kissinger détente paradigm. In the Cold
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War’s early years, American policymakers were primarily worried about the export of
selected physical commodities from the U.S. to Soviet Bloc regimes, either directly or
through (primarily Western European) third countries. Those earlier policymakers
emphasized controlling capital goods, materials, replacement parts, and natural
resources on the assumption that their denial would prevent communist regimes from
increasing their productivity deficit with the West and encouraging production
bottlenecks to form in their command economies. American interest in using trade in
this declined after the Truman Administration as skepticism grew about the
effectiveness of such an effort.

By the Johnson years, U.S. officials and industry leaders who visited the
Soviet Union came away believing that Soviet management—not Western
technology—was the true Soviet bottleneck. They felt that the Soviet Union might be
able to compete with the United States in a select subset of industries, but the Soviets
could not compete in every industry because of resource limitations and defective
management that was too obsessed with catching the United States to foster
innovation. In light of Brezhnev-era rearmament and the Vietnam War, the Nixon
Administration had repositioned export controls primarily as a diplomatic chip rather
than a tool for delaying Soviet technological development. Now, the Bucy Task Force
was arguing that export controls could be effective, but their emphasis had to shift. It
advocated a new approach that “should focus wholly on technology and not on the

end products of technology—excepting for those critical items of direct military
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significance” [emphasis added].**° At bottom, this meant assuming the competency of
Soviet scientists and engineers and avoiding helping the Soviets build indigenous
capacity.

Much as Control Data’s Hugh Donaghue had argued to Congress back in 1969
that his firm’s computers could not profitably be reverse-engineered from physical
possession alone, the Bucy Report downplayed the importance of physical goods
exports and emphasized the importance of controlling skills and knowledge transfer.
It delineated different degrees of technology transfer, from “active” to “passive.”
Turnkey plants, licensing arrangements, and joint-ventures—the types of
arrangements the Soviet Union had always most prized and which Soviet leaders had
pitched under the commercial arrangement—were identified as most active because
they required “frequent and specific communications between donor and receiver”
that was “directed toward a specific goal of improving the technical capability of the
receiving nation.” That these relationships entailed an “iterative process” whereby
techniques were refined in dialogue over time between the two sides added to their
potency as technology transfer methods. More “passive” by contrast were goods
exports, trade fair participation, and commercial literature. The panel also
distinguished between “revolutionary” and “evolutionary” technological advances

and argued that while evolutionary technological achievements might in some cases
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be protected by export controls, revolutionary ones—“’quantum jumps’ that are based
on conceptual departures from current practice”—required tight control.*!

These conclusions had several important aspects. The first was that the Bucy
Report made no accounting for institutional differences between capitalist and
communist systems and management differences, which the members of the Hornig
and Business International missions to the Soviet Union had found to be compelling
over a decade earlier. Whereas first-hand inspection of the Soviet system in the mid-
1960s led observers to conclude the Soviet system itself was the primary bottleneck
holding back Soviet technologically, the Bucy Task Force implicitly assumed that
Soviet communist regimes could absorb new technologies as easily as market
democracies. Second, the Bucy Report—in refocusing attention on technology
instead of goods and, more specifically, technologies leading to “revolutionary”
advances instead of “evolutionary” ones—opened the door to a significant shrinking
of the American control list.**? Finally—and relatedly—multilateralism would be
vital to effective control since the United States could not monopolize these types of
information. Accordingly, the report called for more robust COCOM coordination
and enforcement. The Task Force suggested the United States should simply avoid
exporting truly significant technology to non-COCOM countries altogether and that

COCOM controls should be greatly tightened to match American standards and
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reduce the use of exceptions. It even called for sanctioning COCOM members that
improperly transferred American technology.**?

In effect, the Bucy Report argued that the existing regional strategic goods
marketplace should be made smaller, more clearly delineated from the rest of world
trade, and more tightly controlled. Unlike détente, the Bucy panel argued against
connecting export controls to diplomacy at all—instead, it argued that the most
advanced technologies ought to be released from control only when they ceased to be
revolutionary. Consequently, its version of the East-West trade diplomacy was unlike
that of presidents since Eisenhower who had sought to link the two. This was a major
paradigm shift that was friendly to many American exporters whose products would
be freed under the terms of its guidance, but it also put the onus on the United States
government to ensure that COCOM partners kept their commitments and that truly
significant technology was kept away from communist regimes and even unreliable
allied and neutral countries. The Bucy Report was purely advisory for the Defense
Department, but its principles influenced the future shape of American export control
debates.**

Then in 1976, the General Accountability Office (GAO), a government
agency charged with auditing federal departments, programs, and operations,
published a study regarding how effectively détente was being served by the federal

trade bureaucracy. It backed up the Bucy Report’s allegations that the American
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export control system had become overburdened. “Stimulation of trade is a
fundamental part of the United States endeavor to improve relations with Communist
countries,” the GAO noted. “The major importance of this [East-West] trade is
political, since its overall economic importance on the national economy is limited
[emphasis added].” The federal role was essential if the United States wanted to
generate new trade opportunities, it argued, because of the peculiar power
asymmetries state-traders could bring to commercial negotiations and “national
interest” considerations. Yet the GAO identified serious defects in the operations of
every aspect of the federal East-West trade policy enterprise. Interdepartmental
discord about what East-West trade policy ought to be was seen as an especially
important issue in policy formation and export control licensing. “It is doubtful
whether trade can become a useful diplomatic instrument in U.S.-Soviet relationships
unless the executive branch achieves a meaningful consensus on objectives and takes
a more direct role in using the leverage of providing export credits and access to U.S.
commodities and technology,” the GAO concluded.**

Following the Bucy Report and GAO criticisms, the Ford Administration
launched an interdepartmental “Task Force to Improve Export Administration
Licensing Procedures” to streamline and improve that aspect of American East-West
trade. It found that while the system largely operated smoothly—“90 to 95 percent”

of license applications were processed within 30 days—problems remained regarding

495 Report; “Report to the Congress by the Comptroller General of the United States:
the Government’s Role in East-West Trade—Problems and Issues”; 4 February 1976;
folder: East-West Trade, 1976 (2) NSC; Box 47; National Security Adviser: NSC
Europe, Canada, and Ocean Affairs Staff: Files, 1974-1977 General Subject File:
Eastern Europe, 1974 NSC; Gerald Ford Library; i-v.
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the most complex and sensitive national security and foreign policy cases. The new
Task Force concluded that these problems derived from several factors: the failure of
“[c]ertain consulting agencies” to assign ample “priority and resources” to the task;
“inadequate staff” and organizational competence in the Commerce Department,
which managed the export control system; inefficient coordination between the
Commerce Department’s Office of Export Administration and other consulting
agencies in evaluating certain high technology cases; outdated Policy Determinations
governing the evaluation of high technologies; delays in case referrals by the
Commerce Department to other agencies; and the need to request exceptions from
COCOM before rendering an American judgment on certain export licensing cases.*®
Essentially, the Task Force claimed that the licensing bureaucracy was functioning
sub-optimally on all levels.

But the Task Force report, released in what proved to be the Ford
Administration’s final few months, was destined to fade into obscurity. This was
perhaps especially true because the report’s analysis and recommendations all were
intended to expedite interagency adjudication of export licensing applications. But
faster approvals were exactly what East-West trade-skeptical agencies—specifically
the Defense Department—hoped to avoid. Bureaucratic delays were desirable to the
Pentagon. Consequently, the exercise took on a fruitless air. “Not surprisingly, the

key to prompter action on export cases lies with faster response on the part of DOD,
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particularly in the more difficult cases or those cases which are exceptions to existing
policies,” wrote David Elliott, a National Security Council science and technology
staff member involved in the project in a memo to his supervisor. “However, since
DOD does not consider the granting or denial of export licenses to be a major focus
on [sic] their interest, and since they would probably prefer no exports to Communist
countries—the outlook for any major shift in DOD toward faster action or more
liberal views is not bright.”4’

By the end of the Ford Administration, however, a new problem in East-West
trade was emerging, this time on the communist side. Although the Soviet Bloc
countries long had been considered safe credit risks, they began to accumulate
unusually high debt levels that raised the prospect of instability by the mid-1970s.
According to the Central Intelligence Agency, the Soviet Union in particular had
developed ballooning hard currency-denominated foreign debt to offset serious
economic problems that developed between 1974-1976. The Soviet budget was
squeezed by declining oil revenue following the end of the 1973 Oil Shock and the
need to import foreign grain. Soviet planners tried to use credit to overcome its

immediate fiscal problems. The result, according to CIA estimates, was that Soviet
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“medium- and long-term hard currency debt amounted to $1.7 billion” in 1970; just
six years later, it reached $7.5 billion.**8

The Central Intelligence Agency believed Soviet leaders capable of managing
the situation, but it was regarded communist options as shrinking. The CIA projected
that the Soviets had sold $1 billion worth of gold, borrowed more Western money,
and sold foreign exchange, among other things to finance its 1975 debts. CIA analysts
forecasted similar Soviet servicing tactics for 1976, and perhaps other steps like arms
sales. But financing options for the year were complicated by the fact that the Soviets
were approaching “self-imposed and legal” Western borrowing limits. Foreign
lenders saw greater risk in dealing with the Soviets than before, and both public and
private sector lenders were becoming more reluctant to lend to the Soviets. The CIA
did not think that the USSR—with some remaining access to existing credit lines with
Britain, France, and Canada—was in imminent financial trouble, but trouble was
potentially on the horizon.*”

The situation in Eastern Europe was less serious but still notable, as total

foreign debts exploded from $4.6 billion in 1970 to $19 billion in 1975 among those
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Evans; 28 July 1976; folder: East-West Foreign Trade Board: Background Material,
July 1976; Box 56; Office of Economic Affairs L. William Seidman Assistant to
President for Economic Affairs; Executive Director, E.P.B.: Files, 1974-1977, East-
West Foreign Trade Board, (3); Gerald Ford Library.
499 Report Attached to Memo; “Implications of Growing External Debt of the
Communist Countries” (CIA), attached to memo from William F. Gorog to David
Evans; 28 July 1976; folder: East-West Foreign Trade Board: Background Material,
July 1976; Box 56; Office of Economic Affairs L. William Seidman Assistant to
President for Economic Affairs; Executive Director, E.P.B.: Files, 1974-1977, East-
West Foreign Trade Board, (3); Gerald Ford Library; 2-3.
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countries. Poland led the way: its foreign debts increased from $770 million to $6.87
billion in that time. But the Eastern German and Romanian governments also were
increasing their debt loads. The Central Intelligence Agency attributed Eastern
European trade deficits and Western inflation as the major debt drivers. That inflation
caused the cost of imports to rise without producing a corresponding increase in
Eastern exports to the West. Although they regarded information on Eastern
European trade financing as “sketchy,” the CIA believed the Eastern European
governments turned to borrowing instead from the Eurodollar market or obtained
Western credits or loans from the Middle East or other CMEA banks. Altogether, the
CIA saw existing Soviet Bloc debt levels as manageable but sufficiently great that
they could become a major problem for those countries, especially for the Soviet
Union in the event of a crop failure.’%

Borrowing was how European communist regimes attempted to mask flagging
growth by the 1970s, and the risks heavy borrowing posed to these countries was
great. As Barry Eichengreen argued, new East-West economic openness under
détente allowed European communist regimes new access to Western capital and
technology during the 1970s, which they applied to investments intended to spur
growth. The Soviet Bloc regimes made those new investments inefficiently: they

neglected environmental and health costs and failed to update crucial infrastructure.

390 Report Attached to Memo; “Implications of Growing External Debt of the
Communist Countries” (CIA), attached to memo from William F. Gorog to David
Evans; 28 July 1976; folder: East-West Foreign Trade Board: Background Material,
July 1976; Box 56; Office of Economic Affairs L. William Seidman Assistant to
President for Economic Affairs; Executive Director, E.P.B.: Files, 1974-1977, East-
West Foreign Trade Board, (3); Gerald Ford Library; 4-5, 6-8.
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Their resources were instead directed into consumer goods to preserve social stability
instead of producer goods to improve productivity. The Soviet Bloc regimes also
focused on previous-generation industrial projects. Foreign credit allowed Soviet
Bloc regimes the ability to spend as if growth had not slowed; and foreign creditors
lent to them—in what Eichengreen called “a fit of collective insanity”—under the
mistaken belief that the borrowing countries were safer investments than they were.>%!

The Central Intelligence Agency was interested in the way debt levels affected
political leverage in East-West relations. The report identified debt relationships as
cutting two ways: Western countries held some leverage in their ability to cut off
credit that would deny the Eastern European countries the ability to finance the
resources and technology needed to fulfill their economic plans. Meanwhile, Eastern
Europe could exercise “reverse-leverage” by threatening to default. CIA analysts
thought such defaults “could result in serious consequences for either [debtor or
creditor country], and in addition, could place strains on the economies of all Western
nations and the international financial system which links them.”%? In the early
1980s, communist country financial problems would become central to the Reagan
Administration’s Cold War strategy.

In 1976, Governor Jimmy Carter defeated President Ford in that year’s

presidential election. Carter inherited a foreign policy defined by wide-ranging,

01 Bichengreen, The European Economy Since 1945, 296-301.
392 Report Attached to Memo; “Implications of Growing External Debt of the
Communist Countries” (CIA), attached to memo from William F. Gorog to David
Evans; 28 July 1976; folder: East-West Foreign Trade Board: Background Material,
July 1976; Box 56; Office of Economic Affairs L. William Seidman Assistant to
President for Economic Affairs; Executive Director, E.P.B.: Files, 1974-1977, East-
West Foreign Trade Board, (3); Gerald Ford Library; 8.
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constructive American diplomatic engagement with the Soviet Union, particularly on
nuclear talks, but without the ability to leverage trade benefits in those negotiations
due to the Jackson-Vanik constraints. Carter’s administration was torn about its Cold
War policy and détente, partly because of philosophical differences between National
Security Adviser Zbigniew Brzezinski and Secretary of State Cyrus Vance. In his
memoire, Brzezinski explained that he and Vance “both believed that détente had
been oversold to the American public” insofar as the benefits were not equal to the
costs.>?3 But Brzezinski, the more hawkish of the two, viewed the Soviets more
skeptically than Vance, who remained optimistic about the prospects for improving
bilateral relations.

In Brzezinski’s telling, debate between his National Security Council and
Vance’s State Department turned on two concepts for altering détente:
“comprehensive” and “reciprocal.” These were enforcement concepts—demands,
really—that the Soviets avoid picking and choosing which parts of détente suited
them while reserving the right to retaliate if crossed. He described writing those
words into President Carter’s speech drafts, having Vance cross them out during State
Department vetting, and then re-entering them when the drafts re-circulated back to
the White House.>** The Soviets feared Brzezinski, saw him as an anti-détente figure,
and worried he would influence Carter, a foreign policy neophyte, into an adversarial

posture.>%> This ambivalence would not truly be settled until 1979; in the meantime,

303 Zbigniew Brzezinski, Power and Principle: Memoirs of the National Security
Adviser, 1977-1981 (New York, NY: Farrar, Straus and Giroux, 1983), 146.
304 Brzezinski, 147-50.
305 Zubok, A Failed Empire: The Soviet Union in the Cold War from Stalin to
Gorbachev, 254.
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Carter Administration East-West trade policy would remain mostly continuous with
its predecessor’s approach.

The Carter Administration, although generally committed to improving
détente, did not enter office with a clear East-West trade strategy and only began
considering one during a Policy Review Committee meeting in August 1977. There
were some areas of agreement. Similar to its predecessors, the Carter Administration
saw trade policy as an important piece of Soviet-American relations, even if prospects
for developing that commercial relationship were poor. Like its predecessors, the
Carter Administration saw trade as symbolically important. It recognized that
assigning Most Favored Nations status to the Soviet Union would signal American
acceptance of Soviet economic respectability—something Soviet leaders long
desired. To that end, the Carter Administration wanted to repeal the Jackson-Vanik
amendment, which it saw as having failed to improve conditions for Soviet Jews. But
the U.S. would need something in return, and it was unclear what the Soviets might
realistically be willing to give up in exchange for what were effectively symbolic
concessions. Consequently, the Carter Administration was unwilling to invest much
political capital with Congress or Soviet-American diplomacy to advance this

objective.>%

396 “Summary of Conclusions and Minutes of a Policy Review Committee Meeting,”
August 31, 1977, Foreign Relations of the United States, Vol. VI, Soviet Union, ed.
Melissa Jane Taylor, (Washington: Government Printing Office, 2013), Document
46. Note: Participants in this meeting included the Vice President and representatives
from the Domestic Policy Staff, State Department, Treasury Department, Defense
Department, Joint Chiefs of Staff, Central Intelligence Agency, Energy Department,
Commerce Department, and National Security Council—22 people in all. However,
the document does not identify which participants raised which points and focuses
instead on main lines of agreement. This is why individual this attribution is not
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The Policy Review Committee meeting was notable, however, for
foreshadowing more aggressive American approaches to economic containment in
the future. In light of the deteriorating Soviet economic picture, at least one
participant pointed out that American economic leverage might be stronger in the
future, as the Soviets were expected to encounter serious economic allocation
problems by the 1980s. Thus, American commercial dealings in key sectors like
energy and high technology might be unwise.>*’” Although the Policy Review
Committee members reached no policy decisions on the matter during the meeting,
the United States eventually would embrace this idea of using trade to pressure the
Soviet Union as the contradictions between its economic vulnerabilities and foreign
policy activism became more apparent. Such theorizing about how the Soviet-
American trade composition might be manipulated to wound the Soviet Union at its
points of economic vulnerability was not part of Nixon-Ford East-West trade strategy,
but it would feature in U.S. policy during the late-Carter and Reagan years.

With respect to Eastern Europe, the Carter Administration continued the
longstanding American tradition of trying to use trade to draw those countries
Westward and to encourage internal economic reforms in those countries. But the

Carter Administration officials recognized that a new, unstable Cold War era was

provided in this paragraph. The Policy Review Committee was a coordinating group
organized under the National Security Council for the purpose of developing policies
for presidential decision (See Presidential Directive/NSC-2; January 20, 1977; Jimmy
Carter Presidential Library; accessed online: September 11, 2019).
https://www.jimmycarterlibrary.gov/assets/documents/directives/pd02.pdf
397 “Summary of Conclusions and Minutes of a Policy Review Committee Meeting,”
August 31, 1977, Foreign Relations of the United States, Vol. VI, Soviet Union, ed.
Melissa Jane Taylor, (Washington: Government Printing Office, 2013), Document
46.
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dawning. The Central Intelligence Agency’s assessment of the Eastern European
picture, which National Security Adviser Brzezinski relayed to President Carter, was
that Eastern European economic pressures would drive those countries to try to
expand their Western economic ties. Given its own economic distress, the Soviet
Union was increasingly likely to permit the growth of such exchange to relieve itself
of the financial burden of propping those regimes up, CIA analysts believed. The CIA
foresaw détente, economic slowdowns, and elevated dissident activism as likely
leading to more unrest in those countries. Although the CIA doubted that the United
States could do much to meaningfully aid that dissent, it believed Eastern European
countries would begin to see greater value in bilateral relations with the United States.
Thus, it thought trouble was brewing. Soviet leaders relied on Eastern Europe as a
security buffer and could not tolerate too much Eastern European independence. Nor
could Eastern European regimes tolerate too much domestic criticism. The Carter
Administration would have to be careful to balance its human rights and liberal
reforms advocacy with caution to avoid helping inspire a crackdown, especially in

Poland and East Germany.>*

3% Memorandum from the President’s Assistant for National Security Affairs; June
24, 1977; Foreign Relations of the United States, Vol. XX, Eastern Europe, eds. Carl
Ashley and Mircea Munteanu, (Washington: Government Printing Office, 2015),
Document 9. This general dynamic is discussed in greater detail in an undated State
Department paper. It argued that while Soviet leaders were “continuing to press for
tighter economic integration in Comecon and military integration in the Warsaw
Pact...the actual exercise of control over the countries of Eastern Europe has not
proven easy for Moscow” because of a variety of factors—FEast-West relations
(especially economic), the Helsinki Final Act (presumably its human rights
component), China relations, and other political developments and ideological
schisms. With respect to economics, the State Department observed that the Western
recession following the 1973 oil crisis gutted the Western market for Eastern
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In the years leading up to the pivotal Soviet Afghanistan invasion in 1979,
Central Intelligence Agency analyses of the Soviet Union’s economy remained bleak.
While the CIA estimated that the Soviet economy had roughly maintained its GNP
growth from 1971 to 1977, it saw red flags regarding the Soviet Union’s future
prospects everywhere. During 1976-1977, industrial production fell roughly 35
percent, with steel leading the way and creating shortages felt in other sectors. Heavy
efforts to keep energy production growth on-trend at 5 percent annually suggested a
faster burn rate in West Siberian fields, possibly undermining future economic
stability. Construction was slowing. Crop production was volatile. And the working-
age population was experiencing a growth decline that caused Soviet leaders to push
for new ways to pump up productivity.>*

Soviet planners, tried to grapple with these problems through management
and organizational reforms—what the CIA described as the “Ceaseless Search for
Panaceas.” It described a series of attempted reforms from 1965-1977 intended to
trim the bureaucracy, strengthen the planning system, introduce incentives to
encourage fiscal prudence and improve product quality, and technocratically improve
management through computerization. The CIA found that Soviet computer
production increased from roughly 700 to 15,000 annually from 1971-1975 to this

end, and Soviet planners launched a campaign to “design and install a statewide

network of computer centers and a statewide information processing center.”

European imports, causing those regimes to have to finance their Western technology
and Soviet oil imports largely through “massive hard currency borrowing.”
399 The Soviet Economy in 1976-77 and Outlook for 1978; August 1978; Central
Intelligence Agency Electronic Reading Room; accessed September 12, 2019.
https://www.cia.gov/library/readingroom/document/0000292226
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Problems encountered in this effort, it reported, were legion and included
technological defectiveness, system incompatibility, training deficits, “overordering”
of hardware, and component shortages.’'’ Some of these were the same types of
problems identified during the Johnson-era Hornig Mission. Consequently, the Carter
Administration’s perspective of the Soviet Union was one of a country heading
towards economic crisis, which permitted the Carter Administration to think that
destructive trade initiatives might provide effective leverage when the 1979 crisis
broke out.

Against this backdrop—global economic problems, increased communist
interest in Western high technology to improve their economic performance, and
American interest in selectively encouraging some East-West trade—new questions
emerged about the effectiveness of the U.S. export control system. As National
Security Adviser Brzezinski put it in a memorandum to President Carter requesting an
administration-wide study on the subject, different stakeholders harbored different
gripes with the way the system worked. The State and Commerce Departments, as
well as the business community, thought the existing export controls were “too

stringent;” by contrast, the Pentagon and Congress thought they were too loose.>!!

310 Organization and Management in the Soviet Economy: The Ceaseless Search for
Panaceas; December 1977; Central Intelligence Agency Electronic Reading Room;
accessed September 12, 2019.
https://www.cia.gov/library/readingroom/document/0000292221
311 Memorandum from the President’s Assistant for National Security Affairs to
President Carter, August 15, 1977, Foreign Relations of the United States, Volume
XX, Eastern Europe, eds. Carl Ashley and Mircea Munteanu, (Washington:
Government Printing Office, 2015), Document 12.
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Trends in East-West trade philosophy emphasizing the importance of
technology and know-how, the commercial barriers resulting from over-control, and
the importance of differentiating among communist countries culminated in the final,
major Cold War export control bill. In September 1979, the Congress passed a
revised version of the Export Administration Act that elevated the importance of
foreign availability as an export control criteria. This was a clear admission of
domestic concern regarding the state of American industry, which in some cases had
been complaining since the 1950s that unilateral American controls were in some
cases simply transferring market share to foreign competitors.

Under the new Export Administration Act, the president was prevented from
applying unilateral export controls on American product if comparable product was
available elsewhere (unless good evidentiary reasons for extending control were
established). Industry was offered a seat at the regulatory table through participation
on technical advisory committees intended to help federal officials better understand
the technologies they were regulating. At the same time, the Defense Department was
tasked with developing a “Military Critical Technologies List” of exports to be
restricted based on their ability to enhance an adversary’s military. In line with Bucy
Report guidance, this list was to prioritize know-how control, along with
manufacturing, testing, and inspection equipment.>!2 Taken together, these measures

suggested congressional concern that the old ways of controlling exports, which

312 Public Law 96-72, 96 Congress, Session 1, An Act: To provide authority to
regulate exports, to improve the efficiency of export regulation, and to minimize
interference with the ability to engage in commerce.," U.S. Statutes at Large 93, no.
Main Section (1979): 503-537.
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emphasized goods trade and devalued global market conditions, no longer worked. It
also created the structural conditions for a strong, negative response by the Carter
Administration to the Soviet invasion of Afghanistan.

Then, on December 25, 1979, the Soviet Union sent the Red Army into
Afghanistan in an effort to stabilize the communist regime in Kabul. The Soviet
invasion of Afghanistan turned the Carter Administration sharply away from
engagement with the Soviet Union. In a televised address to the nation, President
Carter argued that “If the Soviets are encouraged in this invasion by eventual success,
and if they maintain their dominance over Afghanistan and then extend their control
to adjacent countries, the stable, strategic, and peaceful balance of the entire world
will be changed.” ! Although the Soviets called the invasion a regional issue, the
Carter Administration regarded it as a national security threat and a contravention of
United Nations’ principles regarding non-intervention. Soviet activism may have also
inspired new fears of Soviet interference in Eastern Europe—Ilong an American
concern. This marked the firm end of détente and a return to a more adversarial

posture by the United States toward the Soviet Union.

Over the course of the 1970s, global and national economic conditions, along with the
strain of the Vietnam War, permitted the United States to pursue new East-West trade
approaches not previously possible. From easing the American comprehensive China

embargo to negotiating a commercial arrangement with the Soviet Union to

313 Jimmy Carter, Address to the Nation on the Soviet Invasion of Afghanistan,
Online by Gerhard Peters and John T. Wooley, the American Presidency Project,
https://www.presidency.ucsb.edu/node/250001.
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reconceptualizing its own export control program, the United States in the détente
era—particularly under President Nixon—attempted to modernize American East-
West trade policy to account for American relative decline and for the changing
nature of technology. But the results were mostly underwhelming: domestic
American political reaction against Soviet-American rapprochement scuttled the new
trade possibilities, while competing interests within the American export control
system undermined its reform prospects. In the end, American efforts to encourage
Soviet Union interest in constructive, cooperative global leadership did not succeed.
As the decade drew to a close, and as Soviet-American relations cooled, then
deteriorated, political conditions began to favor a return to confrontation and, thus, a

different mode of American commercial Cold War.
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Chapter 6: Peak, 1979-1989

In late September 1983, Hugh Donaghue, the Senior Vice President of Government
Programs and International Trade at the Control Data Corporation, was invited to
speak at a conference cohosted by the Institute for Foreign Policy Analysis and the
Tufts University Fletcher School’s International Security Studies Program to describe
his company’s experiences doing business in the Soviet Bloc. The conference brought
together a wide range of scholars, policy experts, and practitioners from the public
and private sectors, and the various presentations were worked up into an edited
volume entitled, Selling the Rope to Hang Capitalism? The Debate on West-East
Trade & Technology. The title’s first half referred to a widely referenced quote
attributed to Soviet leader V.I. Lenin, who predicted that bourgeois greed would lead
them to sell the Bolsheviks the rope with which the latter intended to hang the former.
A major discussion topic was the Soviet illicit technology acquisition program, which
naturally concerned Donaghue as a senior executive of a computer company.

In the revised version of his remarks published in the volume, Donaghue
described his firm’s experience being caught being caught between its own
commercial interest and the nation’s interest. Donaghue emphasized that it was
neither Control Data’s nor his industry’s desire to flack for progressively more open
access to foreign markets without reference to world affairs. Patriotism counted too,
especially during crises like the Soviet invasion of Afghanistan. “After Afghanistan,”

he noted, “the high-tech community offered few objections to the actions taken by our
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government, because they were seen as right and proper.” Control Data even
cancelled a shipment for Germany that had already been licensed to conform with
American policy. “[T]he decision of the company was that it was only right to stop
that shipment and face whatever penalties resulted, because the government had taken
its action, and we therefore were obligated to follow suit.”

But Donaghue explained that principled export control actions could and did
sometimes produce unexpected consequences. He spoke of what he called the
“spillover effect,” whereby American export control techniques had a chilling effect
on American industry. For example, U.S. government attempts to wall off Soviet
access to American product caused non-targeted countries to be swept up in
American export control actions. Reexport controls had a similar effect. There were
also unilateral American export controls that affected American exporters but not
their foreign rivals. Distribution licenses—permissions granted to American firms to
partner with firms in foreign countries to move or sell their product—were another
problem area, and Donaghue explained that Pentagon involvement in Commerce
Department licensing had caused the company to break ties with one distributer based
on U.S. government suspicions of that firm that proved groundless. All these
measures incentivized foreign customers to avoid transacting with American firms.
“It seems to me that...the U.S. government is creating an atmosphere which makes
American companies less and less competitive in the world marketplace,” he

explained.’!*

314 Hugh Donaghue, “A Business Perspective on Export Controls,” in Selling the
Rope to Hang Capitalism? The Debate on West-East Trade & Technology Transfer,
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Donaghue held up Control Data’s Romania involvement as a particularly
notable example. In 1968, the United States and Romanian governments signed a
scientific-technical commercial cooperation agreement. Under that agreement,
Romanian officials solicited business ideas from Control Data representatives
regarding mainframe computer systems technology. The two sides consequently
reached agreement on a technical exchange involving an older Control Data
mainframe that was not cutting-edge. Then the Warsaw Pact invasion of
Czechoslovakia occurred, and the U.S. government changed course. Donaghue
recalled that “[i]n discussions with the U.S. government, we were told to ‘cool it,’
that it was not in the cards at that time.” Donaghue claimed to have found the
American government’s call reasonable at the time since Romania then seemed
vulnerable to a similar intervention.>!>

Then Nixon invigorated Romanian-American ties, and the U.S. government
began encouraging Ceausescu’s hopes for greater bilateral trade. The Ceausescu
regime was in the midst of undertaking a series of reforms at that time in order to
attract Western firm interest, including legalizing joint ventures and the profit
repatriation that would allow foreign affiliates of Western companies to bring money
home. “As a result of this development, and as a result of a number of discussions
without our own government,” Donaghue explained, “we decided that it was in the
best interest of Control Data and the U.S. government to allow the transfer of printer

and card technology to a new plant to be set up as a joint venture” in Romania. He

ed. Charles M. Perry and Robert L. Pfaltzgraff, Jr. (McLean, VA: Pergamon-
Brassey’s International Defense Publishers, 1987), 186—87.
315 Donaghue, 190.
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noted that at that time—the high-water mark of East-West trade optimism under
deétente—the State Department “was seeking to encourage U.S. businessmen to sell,
invest, and buy in these countries as opportunity and confidence permitted; doing
business in Eastern Europe was seen to be fully consonant with U.S. national
interests.” Control Data was even held up by U.S. officials as a model.>!®

Until it was not. Few other firms followed Control Data’s lead. Donaghue said
he could not recall another any other such ventures anywhere in Romania or
elsewhere in Eastern Europe. Once the Reagan Administration and the public mood
had turned against such business projects, government encouragement of them dried
up. This was a major problem for Control Data’s Romanian joint venture, as was the
prospect of active economic statecraft against the Soviet Bloc. To survive, Control
Data’s project required “a continuous flow of technology” as well as “some guarantee
of this flow,” or the Romanian government would simply turn toward other partners
(Britain and France, for example, were already operating in Romania. “But, again,”
Donaghue continued, “as in the case with the Soviet Union—attitudes within the U.S.
government have changed, for whatever reason. The flow of technology...has been
cut off, and its continued existence threatened,” as public attitudes, reflected in
government policy, fickly shifted. “We have, then, yet another example of the carrot
being offered, a company being encouraged to enter a long-term relationship, a policy
change, and a U.S. company out on a limb—after having originally acted in what it

was given to understand was the national interest.”!’

316 Donaghue, 190-91.
17 Donaghue, 190-91.
328



Donaghue’s story was a vivid description of what the American “East-West
trade tap” theory looked like in practice over the course of several years and
successive administrations. American presidents since Eisenhower had wanted to turn
trade ties on and off according to diplomatic developments. In that way, trade could
be used to signal approval or disapproval, as well as convey or deny material benefits
to the target country. However, the Control Data case revealed that whipsawing U.S.
policy changes could muddle that signal, undermine the value of those material
benefits, and impose serious costs on American firms struggling to comply with U.S.
policy turmoil and compete with foreign firms not similarly burdened. George Shultz,
President Nixon’s Treasury Secretary and President Reagan’s second Secretary of
State, derisively such tactics “light switch diplomacy.”*!'® Light switch diplomacy and
U.S. East-West trade policy activism would reach a crescendo in the early 1980s
when American economic statecraft against the Soviet Union would peak, then

subside onto more stable course toward the Cold War’s conclusion.

The 1979 Soviet invasion of Afghanistan inspired a U.S. East-West trade pivot
toward greater confrontation with the Soviet Union and marked the end of Soviet-
American détente. Discontent with détente had been brewing for some time. Prior to
the invasion, executive branch pursuit of greater authority from Congress to leverage
American commercial concessions for Soviet Bloc political ones had been a major

trend. Congress, with public support, had generally resisted. But facing twin foreign

318 George W. Ball, “The Case Against Sanctions,” September 12, 1982, New York
Times Magazine, accessed October 3, 2019.
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policy economic crises, Congress and the Nixon Administration managed some
collaboration toward the reduction of East-West trade restraints. Although only
sporadically in sync, it was nevertheless the case that Soviet-American détente
produced an explosion of American exports to the Soviet Bloc after 1969. Skeptics
thought this was a giveaway to Moscow not matched by political concessions.

Table 6.1: U.S. Exports to Communist Countries (in $US millions)
(Source: U.S. Commerce Department)>!

1976 1977 1978

Albania 0 7 1.1 2.2 4.5 10.1 6.9
Bulgaria 4.4 29.3 43.3 239 48.1 56.2 160.7

Czechoslovakia | 37.9 52.9 147.5 74 1054 | 281.1 185.1

East Germany | 249 | 350.3 418 245 2034 | 402.8 | 5584

Hungary 27.7 76.1 63 79.7 97.7 77.6 79

Poland 73.1 | 580.1 621 436.5 677 786.3 | 710.5

Romania 524 | 1893 | 2494 | 2594 | 3174 | 500.5 | 720.2

USSR 160.5 | 1,832.7 | 2,305.9 | 1,623.5 | 2,249.0 | 3,603.6 | 1,509.7
PRC 0 303.6 | 1354 | 1713 | 818.2 | 1,716.5| 3,749
Total 3809 | 3,415 |3,984.2|2915.5|4,520.7 | 7,434.77 | 7,679.5

But 1980-1982 were different. Then—even in the teeth of a serious
recession—successive American administrations from both parties targeted the Soviet
Union with economic sanctions intended to wound the Soviet economy. These

sanctions were a direct response to Soviet foreign adventurism, first in Afghanistan,

S19U.S. Congress, Senate, Committee on Foreign Relations, East/West Economic
Relations: Hearing before the Subcommittee on International Economic Policy, 97"
Cong., 1% sess., 1981, 3-4. Data drawn from Table 1.
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then in its interference in Polish politics. These destructive trade initiatives would
culminate in the Reagan Administration’s 1982 unilateral bid to effect a global oil
and gas equipment embargo on the Soviet Union—a policy intended to cause serious
disruption within the Soviet economy. Yet despite its basis in scientific analysis of the
Soviet economy developed by the Central Intelligence Agency, the pipeline sanctions
program underestimated the diplomatic costs of coercion. It created impossible
dilemmas for the business community, turned an East-West crisis into an intra-
Western one, and revealed the hard limits of American unilateral control of global
market exchange. Thereafter, the importance of alliance politics and American limits

was elevated within Reagan Administration’s East-West trade policy.

The Carter Administration After 1979: Confrontation Renewed and the Trade

Weapon's Return

Although Soviet-American bilateral relations had been poor from the Carter
Administration’s outset, the Soviet invasion of Afghanistan, confirmed by American
officials in the first days of 1980, fundamentally changed the way the United States
viewed the Soviet Union, the risks Moscow posed to American national security, and
the overall prospects for world peace. Upon being informed of the situation by the
President, White House chief of staff Hamilton Jordan remembered feeling “chilled”
by Carter’s assessment of the situation. “As if we didn’t already have our hands full
with the (Iran-held) hostages,” Jordan recalled himself saying to Carter. But Carter
corrected him, suggesting that the Afghanistan situation was more serious, describing

it as “deliberate aggression that calls into question détente and the way we have been
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doing business with the Soviets for the past decade. It raises grave questions about
Soviet intentions and destroys any chance of getting the SALT treaty through the
Senate. That that makes the prospects of nuclear war even greater.”>2° It would prove
impossible for business to continue as usual in that context, especially in an election
year in which Carter faced the unusual, additional prospect of a strong primary
campaign challenge from his left.

Against this background, the Carter Administration weighed different
responses to the crises. Jordan divided them into easier and more difficult choices.
The easier ones were made more quickly and included withdrawal of the new
Strategic Arms Limitation Treaty from Senate consideration, international
condemnation of the invasion in the United Nations, and economic sanctions. The
more difficult one was a specific sanctions decision: whether to embargo grain to the
Soviet Union, which would have sent a powerful signal of disapproval but also
undercut Carter’s domestic political standing with farmers in an election year,
imperiling his reelection chances. Vice President Walter Mondale allegedly called the
idea “political suicide” and advised against it. The counter-argument, attributed by
Jordan to President Carter himself, was that such a move was essential to American
leadership of the West—that only by enduring some domestic economic pain could

the United States ask the same of its allies.>?! Carter’s conviction won the argument.

520 Hamilton Jordan, Crisis: The Last Year of the Carter Presidency (New York, NY:
G.P. Putnam’s Sons, 1982), 99.
21 Jordan, 100. Vice President Mondale in fact also wrote a memorandum to
President Carter directly pressing his case against the grain embargo idea. Here, the
crux of his argument was not political but economic: he emphasized that grain sales
were conducted on a cash basis and that they had “a very beneficial impact on our
economy. Sales of food for cash to the USSR takes hard currency from them to
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President Carter announced a package of countermeasures against the Soviet
Union that were primarily economic in nature during a televised address to the nation
on January 4, 1980. These included a suspension of all licensed strategic exports to
the Soviet Union, wide prohibitions on Soviet fishing privileges in American waters,
and—most importantly—the interruption of a 17 million-ton grain order by the Soviet
Union. Conscious of the human rights implications, Carter specified that this grain
was intended for livestock, not human consumption, and claimed that American
diplomacy had secured parallel commitments from foreign suppliers not to make up
the difference with increased exports of their own. These actions, he explained, would
require American sacrifices but were “in the interest of world peace and in the interest
of the security of our Nation,” as well as supported by the United States’ equally
concerned allies.?

In subsequent days, the Central Intelligence Agency would conclude that the
Soviet intervention was partly motivated by dashed hopes of economic gains from
détente. Observing that Soviet leaders surely understood how poorly their
intervention would be perceived in the West, it concluded that “In deciding to go
ahead...Moscow appears to have concluded that may of the objectives which it had

sought under détente...had not been achieved and were not likely to be realized in the

develop a stronger consumer economy with higher protein components for their
consumers. All of this is good for us.” See: Memorandum from Vice President
Mondale to President Carter, January 3, 1980, Foreign Relations of the United States,
1977-1980, Volume VI, Soviet Union, ed. Melissa Jane Taylor, (Washington,
Government Printing Office, 2013), Document 253.
522 Jimmy Carter, Address to the Nation on the Soviet Invasion of Afghanistan,
Online by Gerhard Peters and John T. Woolley, The American Presidency Project
https://www.presidency.ucsb.edu/node/250001
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foreseeable future even if the USSR adopted a less malignant policy toward
Afghanistan.” The Soviets, it explained, had expected a “trade boom,” access to
American technology, American business participation in major Soviet development
projects, underwritten by American federal financing through the Export-Import Bank
and supported by normalized trade relations. When those aspirations failed, détente
lost its appeal, and the Afghanistan intervention appeared to risk little.>* In a sense,
this reflected the Nixon-era belief that the Soviet Union needed to be given a stake in
the peace, and that the breakdown in Soviet-American relations was more attributable
to the Congress than the executive branch, which had tried to push such initiatives
forward.

But Soviet leaders miscalculated, and their gambit seriously intensified their
American problems. Not only did the Afghanistan invasion appear to be a
Czechoslovakia-type intervention outside the Soviet Bloc’s confines, but
Afghanistan’s proximity to the Middle East raised the specter of further Soviet
adventurism in a pivotal oil-producing region. The impact of the 1973 Oil Shock,
which had caused global oil prices to spike to the West’s detriment and the Soviet
Union’s benefit, was still being felt in the U.S. as elsewhere, and American
policymakers worried about another. The United States warned the Soviet Union off
any subsequent invasions through what became known as the “Carter Doctrine”: an
announcement by President Carter during his 1980 State of Union address that “An

attempt by any outside force to gain control of the Persian Gulf region will be

523 The Invasion of Afghanistan: Implications for Soviet Foreign Policy; January 11,

1980; Central Intelligence Agency Electronic Reading Room;
https://www.cia.gov/library/readingroom/docs/DOC_0000969767.pdf.
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regarded as an assault on the vital interests of the United States of America, and such
an assault will be repelled by any means necessary, including military force
[emphasis added].”>?* Although the importance of Middle Eastern oil production to
American (and global) economic security had been factually illustrated in 1973, the
United States’ stated willingness to threaten war against the Soviet Union to prevent
supply interference was new and a powerful indication of American insecurity about
its dependence on global energy markets.

While the other economic measures proved less contentious, the grain
embargo became a polarizing election issue. Senator Edward Kennedy, President
Carter’s primary election rival opposed it, as did leading Republican candidates
Ambassador George Bush and former California Governor Ronald Reagan.’® In fact,
Carter himself had foresworn the use of grain embargoes before the lowa primary
caucuses in 1976.°26 Whereas previous American presidents had sought to deal the
Soviet economy setbacks from the safety of strong domestic economic conditions,
Carter’s grain embargo was expected to cause American farmers economic pain
during a time of economic crisis and a difficult election year. By all accounts, Carter
made the decision without reference to the political consequences, making it a

particularly bold one.

524 Jimmy Carter, The State of the Union Address Delivered Before a Joint Session of
the Congress. Online by Gerhard Peters and John T. Woolley, The American
Presidency Project https://www.presidency.ucsb.edu/node/249681
525 “How the Major Candidates Differ on Some Key Issues,” New York Times, March
25, 1980, p. BS.
526 Robert L. Paarlberg, “Lessons of the Grain Embargo,” Foreign Affairs 59, no. 1
(Fall 1980): 146.
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He received little support from European allies. The Carter Administration
had believed British Prime Minister Margaret Thatcher’s government might be
willing to encourage Western Europe to join the United States in its new strategic
embargo campaign, possibly even absent COCOM agreement. Thatcher was a
strident anti-communist, an Americanist, and she had played a leading role in
encouraging a strong, joint Western response to the Soviet Union. Publicly, and in
private correspondence, Thatcher chastised the Soviet government. But regarding the
strategic embargo, she proved every bit as unwilling to match the full American
commitment as every other prime minister dating back to Winston Churchill. Her
government’s reasoning had several facets, including Britain’s historical position on
East-West trade, a belief that such sanctions had a “poor record of success” in its
view, and domestic economic considerations. Like other developed countries at the
time, Britain’s government was fighting inflation and stagnant growth prospects. This
made even the comparatively small British-Soviet trade relationship seem valuable,
and the Thatcher government worried that going beyond what COCOM would agree
to would simply result in lost sales to continental or Japanese rivals. As a result, it
took a series of modest, mostly symbolic measures, leaving the United States mostly
on its own.>?’

By some measures, the embargo seemed initially successful. By October

1980, the Christian Science Monitor reported that President Carter had gotten lucky

527 Daniel James Lahey, “The Thatcher Government’s Response to the Soviet
Invasion of Afghanistan, 1979-1980,” Cold War History 13, no. 1 (n.d.): 23-33. N.B.:
I perceive Thatcher’s response to the Soviet Union as less robust than Lahey does
based on my reading of the evidence he presents.
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with global grain market conditions and contended that the issue was playing in
Carter’s favor by October. The initial farm state reaction to the grain embargo had
been negative, with falling grain prices and growing fears that the United States’
reputation as a reliable supplier would be harmed by it. But 1980 turned out to be an
unusually poor year for grain production in many countries, which helped American
grain farmers offset embargo-related losses with increased foreign sales elsewhere
that lifted prices. The result by October 1980 was that the Soviet Union, which was
only able to produce 190 million tons of the desired 235 million necessary to meet its
plan targets, suffered grain shortfalls, while American farm exports grew from $32
billion in 1979 to $40 billion in 1980, largely due to new foreign demand.?

But a closer look revealed a less positive picture. Writing in the Fall 1980
issue of Foreign Affairs, political scientist Robert Paarlberg argued that the grain
embargo had become a case study in the difficulties in executing a food embargo. His
description identified limiting factors that had attended the United States’ Cold War
strategic embargo agenda from the beginning. In order to work, he explained, the
United States had to simultaneously 1) establish control over direct shipments of
American grain exports, 2) prevent “leaking” of its grain to the Soviet Union from
third countries and persuade other grain producing countries not to backfill shipments
vacated by the United States, and 3) ensure that the embargo’s scale was sufficient to

meaningfully impact the Soviet economy. “Like a three-linked chain, the President’s

528 Jonathan Harsch, “US Embargo Hits Grain-Shy Moscow Just the Way Carter
Hoped It Would,” Christian Science Monitor, October 17, 1980, p. 1.
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1980 grain embargo had to hold at each of these points, if it was to hold overall,”
Paarlberg wrote. “An embargo that fails at any one of the three will fail altogether.”%°

Those links had not held up for Carter, Paarlberg wrote. He agreed that the
American farm industry had managed to offset lost exports to the Soviet Union with
exports to other markets. Its overall wheat and corn exports rose 26 and 37 percent,
respectively. But production costs were still rising faster than farm prices,
necessitating subsidies and causing economic distress and an erosion in domestic
farm industry support for the embargo.>3° While Paarlberg omitted mention of the fact
that Carter was taking political fire from campaign rivals on his left and right who
opposed the embargo, this fact no doubt hurt the embargo’s domestic political case
further as criticism from both sides soured public support for it.

Abroad, the United States had to contend with the twin problems of
transshipment and alternative suppliers, as well as the Soviet Union’s ability to
absorb the initial embargo shock. However differentiated Eastern Europe and the
Soviet Union were in American policymakers’ minds, they were still commercially
linked, and Paarlberg noted that Eastern European imports of American grain in
1980—especially the very feed grains sought by the Soviets—unexpectedly increased
12.5 percent despite strong harvests in those countries. He quoted the head of the

Saskatchewan Wheat Pool, who observed that, “You’d have to be pretty naive to

529 Paarlberg, “Lessons of the Grain Embargo,” 145.
330 Paarlberg, 148-49. With respect to farm sentiment on the grain embargo, the
Christian Science Monitor piece and Paarlberg disagree. It seems likely that Paarlberg
is more right given the prominence of the issue in the campaign and Ronald Reagan’s
overwhelming success in farm states during the election, but this is obviously my own
speculation.
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believe that increased exports to that area would not find their way to Russia.”
Moreover, he explained that multinational grain producers headquartered in the
United States—he namechecked Cargill—could simply get around the embargo by
trading through foreign subsidiaries. And alternative foreign suppliers could, and did,
undercut the embargo. Despite American efforts to forge agreement among major
grain producers to limit exports to the Soviet Union, Canada, Australia, France, and
Argentina all increased their Soviet grain exports as the United States withdrew. The
Soviets were willing and able to pay cash for grain, and given recent major gyrations
in the grain market, those grain-exporting countries wanted Soviet business and
increase sales. At the same time, Soviet leaders were able to survive the embargo’s
short- and medium-term by drawing on its strategic grain reserves and the good
fortune of their own successful harvest in 1980.33!

Finally, Paarlberg suggested that perhaps the grain embargo actually reduced
American security. He pointed out that under Soviet Premier Leonid Brezhnev, the
Soviet Union had been committing massive financial resources into its agricultural
sector as part of its effort to raise protein consumption in the Soviet diet. It was an
incredibly inefficient project: at $50 billion annually, the Soviet Union was
quintupling American annual agricultural investment, yet failing in its stated

objective of raising Soviet meat consumption to just three-quarters of the American

531 Paarlberg, 149-57. Of note: It may appear to some readers that the Christian
Science Monitor piece and Paarlberg’s disagreed about whether 1980 was a good or
bad year for Soviet grain harvests. But they do not use the same benchmarks. The
Christian Science Monitor piece compares Soviet production against its own
production targets, but those had been dramatically elevated in 1980 in order to
increase food stocks. Paarlberg, by contrast, compares Soviet grain production against
past yields, rather than future ambitions.
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level. In that context, a grain embargo merely allowed Soviet leaders to shift blame
for its failures onto the United States. Yet the United States, he explained, should
want the program to continue, otherwise “less money might be spent on Soviet
agriculture, and given fears of Sino-American encirclement, more might be spent on
arms.”3? The Soviet Union, in his telling, had a guns-or-butter dilemma. And if
Soviet leaders wanted to devote significant resources to the civilian economy rather
than a military buildup, Paarlberg thought the United States logically should
encourage that.

Both President Carter and Governor Reagan both wanted to achieve that
outcome, and both wanted to challenge Soviet adventurism. The grain embargo and
other measures established Carter’s willingness to confront the Soviet Union
California. But Reagan, who by then had won Republican nomination, took the other
side of the grain issue and consequently reverted to a more muddled position on East-
West trade to avoid looking soft on Moscow. While maintaining his opposition to the
grain embargo, which he characterized as ineffective discrimination against American
farmers, he also floated the prospect of a total trade embargo on the Soviet Union
while on a campaign swing through the South. Speaking hypothetically about future
scenarios, Reagan said that while the grain embargo harmed American farmers, a
total embargo “could be a very viable option, because I think the Soviet Union has a
certain dependence now on things it obtains from this country.” He explained that, as
president, he would table such a step if the Soviet Union engaged in “some kind of

aggression that threatened our national security, such as a move in the Persian Gulf or

332 Paarlberg, 158-59.
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something.”3? It is possible Reagan meant the comment to insulate himself against
charges of being softer than Carter on the Soviet Union with respect to trade by
floating a forceful, but noncommittal, reaction to a hypothetical scenario. However,
as will be seen, the comment foreshadowed his tendency to oscillate between hardline
and pragmatic positions on the issue, as well as a willingness to robustly pursue
economic sanctions—albeit much more narrowly—in response to Soviet foreign

aggression.

Facing strong economic headwinds and continuing foreign policy crises in Iran and
Afghanistan, President Carter would eventually lose the 1980 presidential election in
a rout, winning just six states and the District of Columbia. Yet his presidency proved
pivotal to the evolution of American East-West trade policy. It marked the end of
détente and American attempts to use trade prospects to lure the Soviet leadership on
a mostly constructive basis into a balance-of-power international security
configuration. The Soviet-American relationship had returned to the more historical
Cold War pattern of mutual skepticism and confrontation. This shift would be

amplified by Carter’s successor.

The Reagan Administration and the Trade Tap’s Hard Limits

The historian John Lewis Gaddis wrote that unlike its Cold War predecessors, the

Reagan Administration built its containment strategy not on what “the American

533 Howell Raines, “Reagan Suggests Ban on Soviet Trade,” October 23, 1980, New
York Times, p. B12.
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system could stand”—by which he meant the ability of the United States to balance
its economic means (and domestic politics) with its strategic ends—but rather what
the Soviet system could stand.>** The Carter Administration intended its economic
sanctions to embarrass the Soviet Union and complicate its efforts to increase Soviet
meat production and consumption—a Soviet priority, but an expendable one. Its goals
were to signal strong disapproval of Soviet foreign policy and to revise Soviet
behavior in Afghanistan. By contrast, the Reagan Administration applied a more
targeted action toward the broader goal of attacking what it conceived to be
catastrophic flaws in the Soviet economy’s architecture. It blurred the lines between
foreign policy signaling and national security concerns. Using the Afghanistan War
and an emerging Polish crisis as openings, hardline factions in the Reagan
Administration National Security Council persuaded the president that a vigorous
sanctions campaign could deeply wound the Soviet Union. Such a move, they
claimed, would increase the Soviet military and foreign assistance spending burden,
forcing it into a global retreat. Soviet hard currency poverty was key to this analysis,
and hardliners claimed this goal could be achieved by starving the Soviet Union of its
ability to accrue more of it through energy exports.

The Reagan Administration case for this course was built empirically by
hardliners who obsessively followed developments in the Soviet economy. William
Casey, the first Central Intelligence Agency director to serve as a cabinet officer,

regularly fed the White House intelligence products regarding the tensions and

334 Gaddis, Strategies of Containment: A Critical Appraisal of American National
Security Policy During the Cold War, 354-55.
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contradictions within the Soviet economy, which seems to have captured President
Reagan’s interest. Reagan was particularly attuned to the Soviet guns-or-butter
dilemma and the relationship of the Soviet military to the civilian economy.>3?
Casey’s basic argument was that the Soviet economy was facing difficult years ahead.
It would need foreign import help (of technology and goods) to weather those storms
and maintain its military spending. Its only hope for getting that help was to increase
its foreign exchange holdings through oil and gas exports. Thus, the United States
could deal the Soviet Union a serious blow and blunt its recent activism by targeting
its oil and gas sector with destructive trade measures.

CIA Director Casey understood that allied help would amplify the
effectiveness of these objectives and was not opposed to demanding it. He
particularly fixated on a natural gas pipeline the Soviets were constructing to deliver
Siberian natural gas to Western Europe, which he viewed as an important future
Soviet revenue stream and, thus, an impactful economic statecraft target. In one
memorandum to the other National Security Council principals, Casey argued that the
United States should warn its European allies that participation in the so-called Yamal

pipeline project would “[i]mprove future Soviet economic growth and facilitate a

335 For example, a cover note from CIA Director Casey to President Reagan attached
to a CIA National Intelligence Estimate entitled, “Dependence of Soviet Military
Power on Economic Relations with the West,” Casey noted Reagan’s “interest in the
Soviet economy to stand up under the massive military burden it is carrying.” The
degree to which Reagan’s interest seems to have been authentic is also suggested by
the unusual number of CIA products on the subject present in National Security
Council files, often tagged for his attention. See: Letter, William Casey to Ronald
Reagan, November 21, 1981, folder: USSR (11/21/81-11/28/82): Box 22, National
Security Files Exec Sec Country Files, USSR (Boxes 21-22), Box 60, Ronald Reagan
Library.
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major buildup which the West (especially the US) will have to counter.” He explained
that, once completed, the pipeline “would replace [Soviet] current hard currency
earnings from oil, which seem likely to dry up during the second half of the 1980s.”
He reminded the other NSC members that Soviet economic health and military
spending were linked, and as economic growth slowed, the “USSR will have
increasing difficulty in maintaining the pace of its defense buildup,” which CIA
pegged to be growing at “an average annual rate of 4-5 percent since late 1950s.” But
the pipeline would generate more hard currency for the Soviet Union to finance
imports to upgrade its energy sector productivity. This would support further Soviet
military buildup in two ways: some of the imported equipment would be diverted to
military purposes, while others would “be directed to civilian uses, reducing pressure
on the defense industries to switch to non-military products.”3¢ These conditions
flagged the project as a prospectively rich sanctions target.

President Reagan’s convictions about trading with the Soviet Union in his
early presidency are not clear, and he seems to have toggled between advocating for a
total embargo on all Soviet-American trade (he typically used the word “quarantine”)
and concern that unilateral embargoes would simply cost American firms global
market share. Scholars have variously described him as an East-West trade skeptic
who only reluctantly embraced pragmatism and as a leader for whom trade was

mostly useful as a diplomatic signaling tool.>3” Like many of his generation, his views

336 Memo, William J. Casey to National Security Council Principals, July 9, 1981,
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were informed by the supposed “lesson” of World War II that trading with
prospective adversary countries strengthened them and consequently should be
avoided. During the campaign, he explained that his idea to possibly economically
“quarantine” the Soviet Union was drawn from President Franklin Roosevelt’s
proposal to do the same to Nazi Germany, which he believed could have ruined the
German war machine. Reagan told reporters that while Roosevelt had been accused
of “warmongering” at the time, he personally thought that “if you look back in
hindsight we’d have to say that had we done that there might not have been a World
War I1.”°% And given the Soviet Afghanistan intervention and its machinations in
Poland, he drew a Soviet-Nazi parallel, saying to his own staff during a July National
Security Council meeting that “The Soviets have spoken as plainly as Hitler did in
‘Mein Kampf.” They have spoken world domination.”>** He would come back to this
line of argument with the outbreak of the Poland crisis in late December 1981,
embracing the idea that sanctions could hurt the Soviet economy and exhibiting

indifference to the secondary consequences a total embargo would impose on

Reagan “was in the business of sending messages,” and this was his primary concern
where the Polish Crisis was concerned. He does note “The evidence for Reagan’s
motives in imposing (the pipeline) sanctions is somewhat circumstantial” because
there was no consensus about what the administration was trying to achieve. Esno,
“Reagan’s Economic War on the Soviet Union,” 283—-86; Dobson, US Economic
Statecraft for Survival, 271.
538 Howell Raines, “Reagan Suggests Ban on Soviet Trade,” October 23, 1980, New
York Times, p. B12.
339 Minutes of a National Security Council Meeting, July 6, 1981, Foreign Relations
of the United States, 1981-1988, Vol. 111, Soviet Union, ed. James Graham Wilson,
(Washington: Government Printing Office, 2016), Document 68. During the same
meeting, Defense Secretary Caspar Weinberger made a similar point (before Reagan),
noting that “We sent scrap iron to Japan before World War II and we are doing a
great deal to increase Soviet capabilities. We need a harder line position.” Also, see:
Esno, “Reagan’s Economic War on the Soviet Union,” 288.
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American firms and allies. In these moments, he seemed to have regarded the Soviet
Union as an implacable foe that could be economically bludgeoned into submission.
But he expressed sensitivity to these very concerns at other times.>*° His
central objection to the grain embargo (as noted above) had been that undercutting
from other grain exporters merely cost American farmers profits without imposing
meaningful costs on the Soviet Union. These concerns informed his view of strategic
controls too. During an October 1981 National Security Council meeting, for
example, he explicitly asked the group whether a broadened American strategic
embargo on the Soviet Union lacking allied support would “simply cut off our nose to
spite our face and add to our own [economic] problems by not selling—by depriving
ourselves without depriving [the Soviets] as was the case with grain.”>*! This
differentiated him from his administration’s hawks—including Defense Secretary
Caspar Weinberger and CIA Director Casey—who dismissed such costs and
confidently believed robust American action would cause allied governments to fall
in line behind it. In this respect, Reagan appeared more aligned with “pragmatic”
cabinet members like Secretary of State Al Haig and Commerce Secretary Malcolm

Baldridge.>*

540 Here, I disagree in part with Tyler Esno, who correctly argues that Reagan was
philosophically opposed to trading with the Soviet Union but came to understand the
importance of East-West trade to Western European allies. I agree with this
assessment, but the Esno underestimates Reagan’s attention the concerns of American
exporters. Esno, 283—86.
>41 Minutes of a National Security Council Meeting, October 16, 1981, Foreign
Relations of the United States, 1981-1988, Vol. III, Soviet Union, ed. James Graham
Wilson, (Washington: Government Printing Office, 2016), Document 94.
542 Esno applies the term “pragmatic” to refer to these non-hardline department
principals given their deference to the other practical concerns. I use the term the
same way for the same reason. Esno, “Reagan’s Economic War on the Soviet Union.”
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The Reagan Administration’s first major East-West trade policy decision
came on the grain embargo it inherited from the Carter Administration. In line with
his campaign position, President Reagan lifted it in April 1981.54 But this left open
the question of what type of agreement should replace it. President Ford had
completed a five-year agreement in order to establish more market certainty. That
deal was now expiring and could be renewed. But a shorter-term deal could be
diplomatically leveraged with the Soviets, leaving open the possibility of non-renewal
depending on Soviet behavior in the world. President Reagan settled on the latter: he
approved offering the Soviets a one-year extension of the existing five-year
agreement. The Soviets would be required to buy 6 billion tons of grain, with the
right to buy as much as 8 million tons without further request from the American side.
But the deal would have foreign policy contingencies: the United States would
reserve the right to reapply the grain embargo in line with future developments in
Soviet policies in Afghanistan, Poland, and with respect to support for “leftist
guerillas.” It would also dangle, but not guarantee, the prospect of renewing the five-

year agreement in line with Soviet foreign policy behavior.>** Despite Reagan’s
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>44 Editorial Note, Foreign Relations of the United States, 1981-1988, Vol. 111, Soviet
Union, ed. James Graham Wilson, (Washington: Government Printing Office, 2016),
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personal distaste for détente, he and his administration similarly linked grain sales
and Soviet foreign policy in the hopes of modifying its behavior in this case. The
deal’s structure granted the United States control over the transaction using
conditionality as leverage in Soviet-American diplomacy.

At the same time, and separate from the foreign policy-related grain proposal,
the Reagan Administration debated whether, and how, to calibrate its general East-
West trade policy toward the Soviet Union. There were four initial, intertwined
issues: United States policy toward COCOM, Western restrictions on oil and gas
equipment and technology exports to the Soviet Union, American policy regarding a
prospective Siberian gas pipeline to Western Europe, and an export license case
regarding the proposed shipment of Caterpillar-made pipelayers to the Soviet Union.
These issues split the administration between hardliners like CIA Director Casey and
Defense Secretary Casper Weinberger on one hand and pragmatic civilian principals
like Secretary of State Al Haig, Commerce Secretary Malcolm Baldridge, and
Ambassador Bill Brock, the United States Trade Representative. Debate centered on
whether or not the United States could and should seek to undermine the Soviet
economy through targeted controls on key sectors in order to starve it of capital to
finance its defense sector and maintain its empire, while mitigating Western European
economic dependence on Eastern Europe. Debate began within the National Security

Council during a pair of meetings on the subject in early July 1981. It was
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acrimonious, and President Reagan deferred decisions on these matters for months,
allowing debates to play out.’*

Given the Soviet Union’s economic troubles and commitments, the long and
shifting debates on these issues can be briefly summarized as one centered on the
feasibility of returning to the “bottleneck approach” to trade from the early Cold War
period, this time focusing on the Soviet Union’s financial means rather than purely on
its industrial infrastructure. Unusually for a person in his position, CIA Director
Casey was the hardline faction’s leading evangelist. He argued the United States
should do everything in its power to immiserate the Soviet Union as it grappled with
its economic problems, dragooning, if necessary, America’s allies into the effort.

Casey was a forceful advocate for active economic statecraft against the
USSR and used empirical data to advance his case. He peppered the White House
with intelligence assessments about Soviet economic vulnerabilities. His perspective
on the issue of oil and gas equipment controls was typical of his thought: “The
Soviets cannot do without gas. They will have to divert resources to building pipe and
compressors if the West doesn’t supply them.” The United States should therefore
embargo them and persuade allies of the urgency of adopting parallel policies to
avoid undercutting the American effort. “We need to talk turkey to our Allies,” he
said at one National Security Council meeting. “We are talking about getting two
percent of the energy we need from the Soviets at the expense of increasing their hard

currency by 25 percent. The Soviets are a small factor in the Allies’ trading accounts.

>4 Minutes of a National Security Council Meeting, July 6, 1981, Foreign Relations
of the United States, 1981-1988, Vol. 111, Soviet Union, ed. James Graham Wilson,
(Washington: Government Printing Office, 2016), Document 68.
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We are a larger factor...We have a right to tell our Allies that they should not put in
the pipeline if they expect us to defend them.”>*¢ This coercive diplomacy was
endorsed by Defense Secretary Weinberger, who urged that “Our policy should be
leadership—not anticipating what our Allies will say and setting our policy on
that.”>¥

By contrast, Secretary of State Haig, as the nation’s chief diplomat, primarily
focused on the high costs and poor prospects of trying to win American allies over to
such a campaign. His view, and that of Commerce Secretary Baldridge and
Ambassador Brock, was essentially the Bucy Report argument: focus on controlling
military critical technologies, refrain from restricting goods exports except in limited
cases, and eliminate controls on many less-important technologies to free up
Commerce Department staff resources for the most important exports.

Haig argued that after the 1973 Oil Shock, Western Europeans saw Moscow
as a more reliable energy supplier than Middle Eastern producers. They wanted more
Soviet oil and gas to hedge Middle East risk, and they were consequently unwilling to
help the United States prevent that outcome. The feasibility problem weighed on
Baldridge too, who argued in the context of debate on energy sector equipment
controls, that “If we go too far and can’t get our Allies to go with us, it won’t

work...The products—the pipelayers, compressors, drill bits—are generally available
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from other sources.”*® Haig was particularly annoyed at suggestions that “tough”
diplomacy could win allied governments over, especially regarding their participation
in building the Siberian gas pipeline, which implied that his department had been soft
to date. He pointed out that the U.S. and Western European governments had
fundamentally misaligned priorities on the issue. “We have talked to [West German
Vice-Chancellor Hans-Dietrich] Genscher,” he told the National Security Council
members. “We have talked with [West German Chancellor Helmut] Schmidt. They
want the pipeline! It is important to them!” American leverage, he suggested, was not
as strong as Casey thought it was.>*

Both sides agreed that allied support was necessary for any oil and gas
sanctions effort to succeed. American firms did not monopolize the market for such
technology, and the United States needed its allies to take parallel embargo action on
their own producers, to police American product to prevent it from being
transshipped to the Soviet Union, and to prevent foreign subsidiaries of American
firms from circumventing American restrictions. European willingness to do these
things, and the potential effectiveness of American pressure to that effect, was central
to the feasibility debate. Apparently absent from the debate was awareness of the
Kennedy Administration experience of roughly twenty years earlier. Then, the

Kennedy Administration had confronted similar challenges and expended enormous
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political capital and senior staff attention pressing allies to support a unified Western
campaign to seal the Soviet Union off from acquiring wide-diameter pipe. Despite the
parallels, debate unfolded without reference to the precedent.

Despite National Security Adviser Richard Allen’s encouragement of an early
presidential decision on East-West trade policy in order to have a formulated a
position to circulate to allies at the G7 Ottawa Summit in July 1981, Reagan
deferred.>° In the meantime, CIA Director Casey continued to build a case for his
position by circulating intelligence products on related subjects. In one assessment
circulated to key National Security Council principals (including the president), his
agency argued that “The Soviets now face serious problems in almost every sector of
their economy and their need for Western goods will grow in the 1980s.” It projected
that GNP growth had appeared to have fallen to just one percent between 1979-1980,
down from roughly four percent during the 1970s, which hamstrung the USSR’s
ability to finance new projects while solving current problems. It then ticked off four
classes of products that would “contribute most to their ability to maintain their
military buildup,” which included 1) “Western plant and equipment” to improve
Soviet productivity, 2) equipment capable of aiding discovery of new energy
reserves, 3) materials and equipment for constructing pipelines (including pipe-laying

equipment and compressors of the sort then being considered for inclusion in the

530 1t should be noted that decision was reached to approve the export license for 100
Caterpillar pipelayers, which were under review because they were capable of aiding
Soviet pipeline construction but also because similar products were elsewhere
available.
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American strategic embargo), and foods—particularly grains and meat.>>! Not
coincidentally, these items were in the thick of American policy debates.

Meanwhile, the administration was monitoring a growing Eastern European
crisis that would become an important test of Reagan Administration Cold War
policy. The Polish communist regime was confronting a serious political-economic
crisis that the Central Intelligence Agency in January 1981 called “the most serious
and broadly based challenge to Communist rule in the Warsaw Pact in more than a
decade.” Following food price increases caused by poor economic performance,
organized labor revolted against the regime in organized protests led by an
independent trade union known as Solidarity. By the beginning of 1981, the CIA saw
that degeneration of the regime’s domestic support and organizational chaos within
Solidarity was producing “an increasingly anarchic situation in which no single
authority seems capable of controlling.”>>? This was a Soviet crisis as well, for while
the Soviet Union had reserved for itself the right to interfere in Eastern European
affairs during its 1968 Czechoslovakian invasion, it was then propping up no fewer
than sixty-nine aligned regimes and clients worldwide—an enormous financial
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resource strain, as Vladislav Zubok notes.’>> Reagan Administration officials were

aware that the Soviet Union struggled under these cost burdens. They wanted to

351 Memo (Report attached), Richard Allen to Ronald Reagan, October 29, 1981,
Folder, USSR (10/29/81)(2) Box 21, National Security Files Exec Sec Files: Country
Files USSR (Box 21-22), Box 60, Ronald Reagan Library.
332 Report, Poland’s Prospects Over the Next Six Months: Special National
Intelligence Estimate, January 30, 1981, folder: Poland (01/01/1981-02/11/1981) Box
16, National Security Files Exec Sec Files: Country Files Norway-U.S. Nonprolif.-
Poland, Box 43, Ronald Reagan Library.
333 Zubok, A Failed Empire: The Soviet Union in the Cold War from Stalin to
Gorbachev, 268.
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support Solidarity, and more hardline officials saw in the Polish Crisis an opportunity

to ratchet up the American economic statecraft campaign against the Soviet Union.

The Poland Crisis: Catalyst for Aggressive Sanctions

In December 1981, the Polish government, led by its Prime Minister and party head,
General Wojciech Jaruzelski, declared martial law to stamp out protests against the
regime as the economic crisis continued. Further protests were banned, and so was
the Solidarity trade union, which responded to the announcement by calling for a
general strike. Jaruzelski announced that the measures were necessary to stave off a
civil war.’>>* Moscow, which had been providing foreign assistance of some $1.5
billion in food, and natural resources assistance from the Soviet Union (notably oil) to
help stave off economic collapse, had pressured Jaruzelski into the step. For his part,
Jaruzelski initially resisted amidst multifactional turmoil and fears that the Polish
regime was in danger of popular overthrow. He finally conceded on December 13,
1981, but if the measures forestalled a revolution, it triggered an East-West crisis as
well.>>® It was a crisis the Reagan Administration had been anticipating and debating
a reaction to for nearly a year.

The Poland martial law declaration forged something close to consensus

within the administration, as the targeted embargo sought by its hawks to sabotage the

334 John Darnton, “Poland Restricts Civil and Union Rights; Solidarity Activists Urge

General Strike,” December 14, 1981, New York Times, page Al. (accessed October

14, 2019). https://www.nytimes.com/1981/12/14/world/poland-restricts-civil-and-

union-rights-solidarity-activists-urge-general-strike.html
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Soviet economy could now be justified as tough diplomatic signaling by its more
pragmatic factions.>>® President Reagan’s view of the situation was that the Soviet
Union had gravely miscalculated in Poland, presenting a rare moment to swing world
opinion against it and pound the Soviet economy with heavy sanctions. “This is the
first time in 60 years that we have had this kind of opportunity,” Reagan announced
during a December 21, 1981 National Security Council meeting on the subject.
“There may not be another in our lifetime. Can we afford not to go all out? I am
talking a total quarantine of the Soviet Union [emphasis added].” Allies were to be
drafted into service too, and he recommended that the United States should “Tell the
Allies that if they don’t go along with us, we let them know, but not in a threatening
fashion, that we may have to review our Alliances.” He expressed little concern for
impact this would have on American exporters, saying: “I recognize this is a problem
for International Harvester and Caterpillar (two firms with export licenses then
pending before the government). It may mean thousands of layoffs. But can we allow
the go-ahead?” It was a hot reaction that would cool somewhat as debate played out
but would still later trigger an intra-Western crisis.>’

Despite President Reagan’s stated preference at that time for a sudden,
comprehensive response, the administration settled on a smaller, more targeted initial

measure just four days later. During a Christmas address to the nation on December

336 Esno, “Reagan’s Economic War on the Soviet Union,” 291; Alan P. Dobson, “The
Reagan Administration, Economic Cold War, and Starting to Close Down the Cold
War,” Diplomatic History 29, no. 3 (2005): 531-156.
357 Minutes, National Security Council Meeting, December 21, 1981, folder:
NSC00033 21 Dec 1981 [Poland, USSR, Export Controls, NATO], National Security
Files Exec Sec Files: Meeting Files (Box 31-40), Box 4, Ronald Reagan Library.
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23, 1981, Reagan blamed the Soviet Union as bearing “a heavy and direct
responsibility for the repression in Poland,” which were afoul of its Helsinki Final
Act commitments. He announced that his administration would apply an assortment
of unilateral sanctions on the Polish regime and the Soviet Union. For Poland,
American government food aid was suspended (but not private assistance), Poland’s
Export-Import Bank credit line was shut off, its civil aviation and fishing privileges
with the United States were suspended, and the United States announced that it would
seek a wider Western ban through COCOM on “high technology exports.” The goal
of American policy was to pressure the Jaruzelski regime without unduly harming the
Polish people or inviting further repression.>*® President Reagan also allied a separate
round of sanctions on the Soviet Union, including the foreclosing of talks toward a
new long-term grain agreement and bans on oil and gas equipment and computer and

electronic equipment exports.”>® These measures directly targeted those Soviet

538 Ronald Reagan, Address to the Nation About Christmas and the Situation in
Poland, Online by Gerhard Peters and John T. Woolley, The American Presidency
Project https://www.presidency.ucsb.edu/node/246384
539 Ronald Reagan, Statement on U.S. Measures Taken Against the Soviet Union
Concerning its Involvement in Poland, Online by Gerhard Peters and John T.
Woolley, The American Presidency Project
https://www.presidency.ucsb.edu/node/246442. The restrictions on oil and gas
exports and computer and electronic exports were applied in somewhat different
ways. The latter were already controlled and only required a suspension of licensing.
The former were first put under export control, then all licensing was suspended.
Thus, the oil and gas equipment controls (which included pipelayers of the sort
recently approved for export), was an expansion of the American unilateral strategic
embargo. Other diplomatic countermeasures included in this sanctions package were
a suspension of Aeroflot service to the United States, the closure of the Soviet
Purchasing Commission in the United States, the suspension of talks on a new Soviet-
American maritime arrangement and addition of new restrictions on Soviet ships in
American ports, and the suspension of Soviet-American exchanges, including on
energy.
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economic sectors deemed by American intelligence to be vital the Soviet Union’s
overall economic health.

Beyond these unilateral measures, Reagan Administration had yet to decide
how far it wished to go in forging allied support for a multilateral initiative. Its
interest in hurting the Soviet economy was sincere, and there was consensus that
parallel action from European allies would help prevent American policy from being
undercut. This was especially true of the pipeline-related oil and gas equipment
sanctions, as these products were now being unilaterally embargoed by the United
States but were freely available from Western Europe. This led the Reagan
Administration into a controversial diplomatic campaign targeting its allies in order to
stop Soviet construction of its Siberian pipeline to Europe.

The prospect of slowing or stopping construction of the Soviet pipeline was
controversial. Administration hardliners were optimistic that the Polish crisis had
awakened Western European governments to Soviet aggression and improved the
prospects of an anti-pipeline campaign succeeding. Defense Secretary Weinberger
described the political environment to National Security Adviser William P. Clark as
“our best opportunity for derailing the West Siberia to Western Europe national gas
pipeline project since this Administration came to office.” He explained that “[t]he
Europeans, with the Italians in the lead, are finally awakening to the dangers this
project poses for the West’s energy security and the financial bonanza it represents to
Moscow”—a shift the Soviets encouraged “by threatening trade reprisals against our

Allies if they support our sanctions policy.” He called for “a major effort to dismantle
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the project.” Weinberger meant a multilateral effort intended cut off the Soviet Union
from supplies needed to finish the project. Other cabinet principals were less sure.>¢°
On February 4, 1982, the National Security Council agreed to send a “high-
level mission” to lobby major Western European allies on three policy proposals: 1)
an embargo on oil and gas equipment, 2) restrictions on exports of such equipment
from American subsidiaries and licensees, and 3) limits on extensions of “official and
officially-guaranteed credit.” CIA Director Casey argued at the meeting that an
extraterritorial control program would “delay completion of the pipeline by
something close to 3 years. The significance of this is to deny (the Soviet Union) a
significant amount of hard currency after 1986 when they will be running out.”
Secretary of State Haig was less sanguine and warned that the United States’
European allies worried that American policy entailed unequal burden-sharing for
them. “The perception of the Allies is that our sanctions hurt them and not us...the
Allies are moving our way, slowly. We must not take new and jolting actions.” Haig
pointed out that credit restrictions would be the most impactful action.>®! The Soviets
relied on Western European official credit to finance their equipment imports,
including from both American-linked firms and not. Those credits were to be paid off

through Soviet natural gas sales once the pipeline was finished.>®? Both tactics—the
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proposed oil and gas equipment embargo and credit restrictions—were both intended
to sap Soviet financial strength by cutting Moscow off from Western resources.

But initial American enthusiasm for oil and gas equipment sanctions flagged
shortly thereafter when new information came to light. As Secretary of State Haig
explained during a meeting of the National Security Council on February 26, 1982,
new projections suggested that the cost burden of the announced oil and gas
equipment sanctions would disproportionately fall on Western Europe, costing
American firms $265 million but their European counterparts $874 million. Unable to
sell the Western Europeans on a sanctions program that disproportionately cost them
more than their American policy authors, Haig advised prioritizing credit restrictions
instead and holding off on oil and gas equipment sanctions for the time being. “Our
long-term policy should aim toward reversing the flow of hard currency,” he said.
Commerce Secretary Baldridge added that “Two points need to be made. One, there
is no way to stop the pipeline. Two, we cannot even delay the pipeline
significantly...Extraterritoriality is not a practical way to get Europe to cooperate.”
Even CIA Director Casey admitted that “I have reluctantly come to agree with the
Department of Treasury that the extraterritoriality will not work. The pipeline is an
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accomplished fact.””*> The American mission to Europe, consequently, ended up with

363 Minutes of a National Security Council Meeting, February 26, 1982, Foreign
Relations of the United States, 1981-1988, Vol. III, Soviet Union, ed. James Graham
Wilson, (Washington: Government Printing Office, 2016), Document 145. Casey
was, however, not entirely prepared to give up the ghost, however. He added that
“We should invoke the Tank Clause (characterized in FRUS as “an April 1981
stipulation of a rescheduling of Polish debt that allow creditors to declare Poland to
be in default upon the development of exceptional circumstances [e.g., a Soviet
invasion of that country]). This has a real prospect. The Tank Clause and the threat of
extraterritoriality will work. We might be successful in stopping the construction of a
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a slimmer, less controversial agenda focused on getting Western European agreement
on credit restrictions to the Soviet Union. The extraterritorial sanctions initially
proposed on December 30, 1981 were neither implemented nor rescinded.>%

Soon after, the American mission, led by Under Secretary of State James
Buckley, went forth to lobby Western European governments on this new plan. He
returned from his European tour with a mixed reaction about the prospects of allied
support for the American policy. During a trip debrief on March 25, 1982, he
expressed satisfaction that the allies had been educated on the American case for
“credit restraint and the creation of an appropriate mechanism to achieve this aim,”
and that a transatlantic dialogue had been opened about each other’s loan activity. But
regarding agreement on capping future credits and credit guarantees until a
multilateral control system could be put in place, the mission “failed.” There was still
reason for optimism. He noted that the “smaller industrial nations are sick and tired of
having to compete with larger powers” willing to offer Soviet Bloc countries easier
and more credit, and that “one could discern growing Allied concern over East Bloc
debts and an understanding that easy money helps the USSR solve its critical
problems. The idea of doing away with subsidized loans was met with sympathy.” To
further encourage them, he reported that he mentioned “growing congressional

impatience” at the lack of coordinated action, following in the footsteps of early Cold

second pipeline. We should press the Norwegians to produce more gas. We should
restrict credit. This will give us a chance.”
364 Esno, “Reagan’s Economic War on the Soviet Union,” 296-97. Esno notes the
Buckley Mission’s primary objective was specifically to advocate a “moratorium on
new official credits to the Soviet Union and to monitor and restrict credit flows over
the long term.”

360



War presidents who used the restive Congress specter to spur reluctant allies into
moving toward American positions.>*> No concrete commitments came out of the
mission, however.

In the meantime, President Reagan approved NSDD-32, which laid out his
administration’s national security strategy. It was a critical document, and a clear
expression of Reagan-era containment by that point. Commercial and financial
considerations featured prominently. Among its objectives were an array of calls to
prevent the Soviet Union from expanding its global influence network. American
policies were to be designed to force “restraint in Soviet military spending,
discourage Soviet adventurism, and weaken the Soviet alliance system by forcing the
USSR to bear the brunt of its economic shortcomings,” if possible in conjunction with
allies. There were other, related objectives too, like “preventing the flow of militarily
significant technologies and resources to the Soviet Union,” ensuring American
foreign market access, and securing natural resource access for itself and its allies.
More broadly, the document argued for greater outreach to, and partnership with, the
Third World and an overall strong commitment to the health and integrity of the

liberal systems of trade and investment.”% While there were many familiar elements,

365 Memorandum of Conversation, March 25, 1982, Foreign Relations of the United
States, 1981-1988, Vol. III, Soviet Union, ed. James Graham Wilson, (Washington:
Government Printing Office, 2016), Document 145.
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within its conception of American national security requirements, including calls to
“encourage and strongly support aid, trade, and investment programs that promote
economic development and the growth of humane social and political orders in the
Third World,” and “promote a well-functioning international economic system with
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the degree to which it called for imposing military and foreign policy restraint on the
Soviet Union by targeting that state’s domestic economy at its vulnerable points with
destructive trade measures was bold and new.

Despite American hopes, the Western European governments did not come
around to its view on credit restrictions. Frustrated with the lack of Western European
support, President Reagan dropped his concern for allied sensitivities and finally
authorized the application of extraterritorial export controls on its oil and gas
equipment sanctions to American subsidiaries abroad and licensees of American
product on June 18, 1982.5%7 While different members of his National Security
Council had different motives, Reagan’s primary motivation was American prestige.
He felt American credibility had been tested by the Poland crisis, and that the U.S
was in danger of being embarrassed by Western European disinterest in following the
American lead.>®® The shift was sudden, and Secretary of State Haig would later
bitterly recall how it had come about. A few days before NSDD-32 was issued,
Richard Pipes, a National Security Council staffer on Soviet affairs, wrote an alarmed

memorandum to the new National Security Adviser, William Clark, warning that he

minimal distortions to trade and investment and broadly agreed and respected rules
for managing and resolving differences.
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had heard of a State Department campaign to “dilute the sanctions” applied on
American oil and gas equipment exports. “I am convinced that such a move would be
catastrophic,” he wrote, primarily owing to his concerns about lost American
credibility in Soviet eyes.>® The National Security Council meeting when the
sanctions program expansion was agreed to took place when Secretary of State Haig
was in New York at the time of the decision. Six days later, Haig resigned.>”°

The Reagan Administration immediately confronted complaints from
American firms, their congressional backers, and foreign allies. During a meeting
with National Security Adviser Clark, chief executives from Caterpillar, General
Electric, and John Deere reported serious damage to their businesses both at home
and to their foreign subsidiaries from the Reagan Administration’s attempt to disrupt
their exports to the Soviet Union and similar, recent measures. Caterpillar’s Lee
Morgan said that his firm had “85% of [the] Soviet pipelayer business” until 1978,
but “[d]ue to ‘on again—off again’ USG policies, it was down to only a 15% market
share” by then. Japan’s Komatsu had seized on the opportunity to scoop up its

business, resulting in 17,000 Caterpillar layoffs. He called the situation a “major

disaster” that would “not delay the pipeline and only result in a loss of business.”
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General Electric CEO Jack Welch similarly reported “some $500 million in business
lost” and said the Soviets “will laugh at our regulations and build anyway.” John
Deere’s Robert Hanson said that his firm had laid off 9,500 workers already and
argued against continuing the sanctions since “unilateral sanctions have not in the
past accomplished our objectives.” In response to administration claims that it had
intelligence that the sanctions were imposing costs on the Soviet Union, which was
paying more for the foreign substitutes,” Welch disagreed based on information
acquired by his firm. Reagan Administration officials were left to appeal patriotically
to the corporate leaders, pointing out the importance of maintaining the sanctions for
American credibility and because American commercial power was “the foremost
non-military policy tool available to the US for moderating Soviet geopolitical
behavior, particularly given its limping economy.””!

Meanwhile, Western European allies stridently opposed the Reagan
Administration’s plan to cut off their firms from trading with the Soviet Union.
Sovereignty was one issue: the West German, British, and Japanese governments and
the European Community all complained that the Reagan Administration was
unjustly interfering with their firms and interrupting projects in some cases already
underway.’’?> Two major points of contention were that the new measures targeted

American foreign subsidiaries and American-owned companies, whether or not they

dealt in American product or technology, and that the sanctions were retroactive—
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that is, they did not exempt transactions where contracts had already been signed.>”
As one Commerce Department legal analysis put it, the new regulations effectively
“’tie[d] a string” on the U.S. goods or technology, reserving the right to bar later the
reexport of any item to a destination to which it could not been freely exported when
it left the U.S.”374 In effect, the U.S. was claiming the right to interrupt global
commerce anywhere, and at any time, so long as American investment or licensed
technology was involved.

The American logic in applying extraterritorial sanctions, as Defense
Secretary Weinberger suggested, was that, “[o]ne cannot tell American corporations:
‘you cannot, but your son can...’”>”> But this was an untrue oversimplification about
the nature of these firm relationships and the history of such actions. Past experience
dating back to the Eisenhower-Diefenbaker Accord had taught American
policymakers that not exercising such authority was generally more prudent. In
applying extraterritorial controls, the Reagan Administration turned an East-West
crisis into a crisis within the Western alliance.

Western European governments in many cases simply refused recognize the

United States’ extraterritorial sanctions claim. They had specifically rejected U.S.

calls to participate in such a stringent sanctions program targeting the Soviet Union,
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and they vehemently disagreed with American attempts to regulate commerce within
their borders. They pushed back hard against the regulations, including through
national laws and political pressure to coerce firms engaged in such commerce to
ignore American law. Affected firms, Michael Mastanduno notes, faced a no-win
propositions: “If [they] chose to recognize U.S. reexport control authority and comply
with the sanctions, they would lose their badly needed equipment orders and would
also be subject to Soviet penalties for breaking the terms of their contracts.” They
would likely lose future orders as well. “If they chose not to comply, however, the
firms would be subject to U.S. retaliation.” That would take the form of temporary
denial orders—bans that cut off implicated subsidiary firms and licensees in allied
countries from doing business with their American-based parents and partners.>’® A
lawyer for Dresser Industries described his firm’s legal dilemma succinctly:
“Dresser-France is being told by the French Government to honor its contract or else.
Dresser-France is being told by the U.S. not to honor its contract or else.”>’” The
Bucy Report had hypothetically suggested that the United States might employ
sanctions against allied countries to encourage them to honor American export
control regulations. In this field test, however, the tactic failed. American allies

instead dug in, and a diplomatic crisis ensued.
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Acrimony over the extraterritorial sanctions controversy metastasized. Angry
that they were being asked to bear most of the pipeline sanctions’ cost, Western
European governments became especially resentful that the United States targeted the
Soviet energy sector, which disproportionately hurt Western European exports, but
not grain, which was the primary American export to the Soviet Union. To the
contrary: the United States actually extended its grain agreement with the Soviet
Union in July 1982. The timing and contrast were unfortunate.

The Reagan Administration was pounded on its renewed grain agreement at
home and abroad. Although the Reagan Administration defended the distinction
between the grain and oil and gas equipment exports since grain sales cost the Soviet
Union hard currency, whereas energy exports were financed with generous credit and
would ultimately help the Soviet Union accrue currency, few observers bought this
argument at the time. Rather, Reagan was widely accused of “electoral opportunism,”
according to one internal assessment. One French publication sympathetic to the
American policy bluntly opened its coverage of the sale with the headline: “U.S.
Grain Sales to USSR: An Election Move.” The Reagan-friendly Washington Times
went with “Reagan’s Decision on Grain Puzzling.” And Paris’ Le Monde wrote of the
sale: “[Reagan’s] argument is no more convincing that it was yesterday. It is
probably true that the Soviet leaders need hard currency and that the gas contracts

help them, but the need to supply their people with food is for them a much more
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acute problem.”’® The contrast undermined further American efforts to persuade the
Europeans on the subject.

As the Reagan Administration’s gambit began evolving into a quagmire,
opposition began rising at home. Former Under Secretary of State George Ball—the
man who led the Kennedy Administration’s effort to pressure Western European into
embargoing exports to forestall construction of the Soviet Druzhba pipeline—accused
the Reagan Administration of “hypocrisy, self-deception and an astonishing
ignorance of past experience” in a long critique in a September 1982 piece in the New
York Times Magazine. In it, he lampooned the administration’s hawkish
“Manichaean” faction for magical thinking regarding the potential of a partial
American embargo to dissolve the Soviet empire, and he discounted the more widely-
held view that curtailing Soviet hard currency access would increase its military
production costs since the Soviet Union domestically produced much of its military
equipment. More realistically, Ball said, it would throw the Soviets on the defensive,
elevating its hawks and the military’s budget priority.

Ball argued that the Reagan Administration would not have been surprised by
European antipathy to its moves if it had studied the long history of American
embargo efforts. He especially highlighted the Kennedy Administration’s anti-
Friendship pipeline campaign, noting (although seriously understating) his own role
in the affair. Then, the Kennedy Administration had successfully pressured West

Germany to embargo wide-diameter pipe for the project. “But what a Pyrrhic
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victory!” he wrote. The pipeline was not stopped, and Ambassador Anatoli Dobrynin
later mocked the effort to Ball, thanking him for inspiring the Soviet Union to
develop an indigenous pipeline production industry. That action, and the current
sanctions campaign, were to Ball part of a longer American trend of misplaced belief
in its ability to “manipulate Western Europe’s trade.” More than ineffective, he
argued, such extraterritorial coercion “undercuts the vitality—even the existence—of
the whole multinational [economic] system.” And he cited the new Secretary of State
George Shultz’s critique of American “light-switch diplomacy”—the belief that trade
could be flipped on and off at will—as a vanishing asset that squandered the United
States’ reputation as a reliable supplier. The administration, he urged, “should stop
trying to play nanny to our allies before we do irreparable damage. Nothing could
more help the Soviet Union than a bitter argument within the alliance that would
weaken the cohesion of the West.”>” It was a scathing critique from a man who had
reason to know better from first-hand experience.

George Shultz, Haig’s replacement as Secretary of State, was similarly

skeptical about the sanctions campaign. A more effective operator within the National
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Security Council than Haig had been, Shultz managed to pivot internal Reagan
Administration discussion away from the sanctions debate by posing them as an
impediment to a unified Western agreement on official credit extensions, a
strengthened COCOM strategic embargo, a mutual settlement of some kind on oil and
gas controls, and development for energy diversification alternatives for Europe—
priorities clearly undermined by the ongoing transatlantic trade war.>*® Reframing
Reagan Administration diplomacy around these issues created the possibility of a
graceful-enough retreat from its existing hardline while creating opportunities for
rebuilding intra-Western consensus. In the event, the sanctions were eventually
removed after just six months in exchange for a NATO-wide pause in new Soviet
natural gas contracts pending International Energy Agency study, as well as soft
allied commitments to study key export controls and high-technology trade issues in
COCOM and credit policy alignment in the Organization for Economic Cooperation
and Development, without substantive commitments.>8!

The Reagan Administration’s pipeline sanctions campaign has been correctly
characterized by contemporaries and subsequent scholars as a singular event—the

clearest case of peacetime economic warfare undertaken by the United States against

the Soviet Union during the Cold War.>®* Previous presidents had used tough

>80 Esno, “Reagan’s Economic War on the Soviet Union,” 300-301; Rodman,
Sanctions Beyond Borders: Multinational Corporations and U.S. Economic
Statecraft, 88; Mastanduno, Economic Containment, 260—61.
381 Rodman, Sanctions Beyond Borders: Multinational Corporations and U.S.
Economic Statecraft, 88; Esno, “Reagan’s Economic War on the Soviet Union,” 301;
Mastanduno, Economic Containment, 261-63.
382 For example, George Ball had written that “This emphasis on hurting the Soviet
Union as an end in itself is a Reagan Administration innovation.” Esno argues that
Reagan Administration attempts to “starve Soviet hard currency earnings by
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diplomacy to pressure allies into its economic statecraft campaigns, and they had also
tried to force the Soviet Union into painful economic dilemmas about balancing its
civilian economy against its empire maintenance and military spending—typically
indirectly. But no prior American effort had so aggressively targeted allied
governments to coerce them into a unified front against the Soviet Union, nor had any
entailed such idealistic assumptions about the degree of damage the campaign might
do. Even the Kennedy-era wide-diameter pipe embargo had been undertaken to
prevent Western European dependence on Moscow, not to facilitate a Soviet
economic crisis. Although dismissed at the time as cynical politics, the Reagan
Administration’s conclusion of a grain deal with the Soviet Union actually did fit this
larger strategy, which in the economic realm was first-of-all concerned with reducing
Soviet hard currency reserves to constrain Soviet policy options in a variety of

areas.>%?

undermining the pipeline, sabotage Soviet technology acquisition efforts, and restrict
Soviet access to vital financial credits” were a generation beyond what previous
administrations had attempted. Dobson suggests that these events were the “high-
water mark for those trying to develop and implement cold economic warfare through
trade and financial controls.” (“Cold economic warfare” is a term Dobson uses to
describe peacetime economic warfare.) See: George W. Ball, “The Case Against
Sanctions,” September 12, 1982, New York Times Magazine, accessed October 3,
2019. https://www.nytimes.com/1982/09/12/magazine/the-case-against-
sanctions.html; Esno, “Reagan’s Economic War on the Soviet Union,” 304; Dobson,
US Economic Statecraft for Survival, 277.
383 Specifically, the National Security Strategy laid out in NSDD-32 clearly names
“foster...restraint in Soviet military spending, discourage Soviet adventurism, and
weaken the Soviet alliance system” as the goals of its economic statecraft campaign,
to be effected by “forcing the USSR to bear the brunt of its economic shortcomings,
and to encourage long-term liberalizing and nationalist tendencies within the Soviet
Union and allied countries” (emphasis added).This is a more complex agenda that
assumes that money, as a fungible commodity, is central to the Soviet Union’s ability
to balance interlocking foreign and domestic priorities. This stands in contrast to
George Ball’s analysis, presented earlier, that connected the hard currency concern
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The early Reagan Administration paradox was that President Reagan, who
took office critiquing government control of the domestic economy led the most
ambitious American Cold War attempt to control international commercial flows,
directed centrally from Washington on uncompromising terms. Unlike the Johnson-
era Miller Committee, which tended to view the global marketplace as a Cold War
asset and trade as a useful vehicle for diffusing Western ideas contrary to Soviet
doctrine, the Reagan Administration by 1982 drifted into an approach that resembled
state-planning on a global scale to a surprising degree. Extraterritoriality had always
been a feature of American Cold War export control policy. It took the form of
reexport controls, which were meant to keep goods exported from the United States
from landing in proscribed destinations, as well as Treasury Department regulations
preventing American and American-owned from engaging in any trade with targeted
countries.

The early Reagan Administration innovation was the assumption that the
United States could identify critical vulnerabilities in the Soviet economy through
scientific analysis and target them with constructive and destructive unilateral trade
measures to destabilize the target economy. In the event, the campaign did not
succeed and was abandoned after just six months. As Michael Mastanduno

concluded, the result hurt the reputations of American firms as reliable suppliers,

specifically to Soviet military development. Ball, of course, would not have had
access to this document at the time. National Security Decision Directive 32: “U.S.
National Security Strategy,” May 20, 1982, Ronald Reagan Library, accessed online
October 1, 2019.
https://www.reaganlibrary.gov/sites/default/files/archives/reference/scanned-
nsdds/nsdd32.pdf.
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inspiring a “tendency toward ‘de-Americanization” in the energy sector and
elsewhere, and it politicized reexport controls within the alliance, where cooperation

was central to enforcement.>%*

American Commercial Cold War After 1982: The Search for a New Balance

Access to the Reagan Administration’s documentary record after 1983 thins
considerably, rendering definitive judgment on its later years impossible. The Reagan
Administration adjusted its Cold War strategy after the pipeline sanctions’ collapse.
In January 1983, President Reagan signed NSDD-75, which became the framework
for Soviet-American relations going forward. The document resembled NSDD-32 but
was more explicit about the importance of allied diplomacy. It continued to prioritize
influencing the internal Soviet system in order to shape Moscow’s external,
international behavior, but it explicitly focused on the importance of Western
consensus on the issue. In economic matters, this meant restricting exports that would
“facilitate the Soviet military buildup,” limiting Soviet access to easy credit,
preventing Western dependence on Soviet exports, and permitting peaceful trade that
did not undermine the other three priorities.

NSDD-75 elevated multilateralism’s importance to East-West trade
policymaking. It read, in part, that “[t]he U.S. must exercise strong leadership with its
Allies and others to develop a common understanding of the strategic implications of
East-West trade, building on the agreement announced November 13, 1982 (which

led to the pipeline sanctions roll-off). This meshed with, and indeed derived from, the

>34 Mastanduno, Economic Containment, 264—65.
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terms of its recent agreement with Western European allies. Allies were repositioned
as essential partners—the creation of a “long-term Western consensus for dealing
with the Soviet Union was identified as a “high priority”—and selective
encouragement of Eastern European independence and liberalization was identified as
a way to complicate Moscow’s empire maintenance as previous administrations had
done.*®® On paper, at least, this shifted Reagan Administration East-West trade policy
onto a more Eisenhowerian track.

Following the pipeline sanctions affair, the United States drifted in search of
greater diplomatic and commercial sustainability in its East-West trade policy, but no
decisive shifts happened before the Cold War’s conclusion. Congress was the primary
theater where this debate played out. There were essentially two schools of thought
regarding the future of American East-West trade policy, and the U.S.’s export
control program, specifically. The first—which I will call the “Bucy School”—
emphasized the importance of controlling technology rather than hardware and of
securing the widest possible agreement through COCOM. The other school, which
we can call the “Defense School” since its views tended to reflect a more
conservative approach to security, advocated a wider unilateral embargo, offset by
measures intended to give industry greater certainty. These measures included
mandatory limits on license application processing times and contract sanctity

protection following from the 1982 retroactive oil and gas equipment controls. The

385 National Security Decision Directive 75: “U.S. Relations with the USSR,” January
17, 1983, Ronald Reagan Library, accessed online October 4, 2019.
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two sides tussled for the rest of the Cold War, leading to policy tumult that was not
resolved before the Berlin Wall’s fell.

The views of these two schools were informed by perspectives on what
happened to Western technology once in Soviet hands. The Soviet computer industry
is a useful case study. As Daniel L. Burghart explained, Soviet planners reacted to a
yawning gap between Western computer industries and its own by choosing to focus
on acquiring Western technology instead of working purely on developing unique,
indigenous capacity. Targeting the IBM 360 series software and technical manuals to
develop its own Ryad computer, the Soviet Union whittled down a technological gap
with the West that had reached 10-15 years by the late 1960s to 4-6 years by the mid-
1970s. In the process, they saved research and development costs and were able to
build products that were similar and, in some cases, compatible with Western
products. This was something of a success for the Soviets, and Defense School
members looked on the Soviet advances with alarm.

However, this was not necessarily the end of the story; what followed caught
the attention of Bucy School members. The Soviet approach to technology transfer in
the computer industry had important drawbacks. Soviet reliance on foreign
technology, some of which was export controlled by the producing country, left the
Soviet domestic computer industry dependent on hard-to-acquire resources. The
innovative capacity of the Soviet computer industry and its researchers, broadly
understood to be competent by global industry standards, atrophied. And the
computers Soviet industry did make proved difficult to integrate into its economy.

They were often incompatible with other systems as the underlying technology grew
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more complex, and brand-new technology frequently sat idle in Soviet facilities
because technicians did not know how to use it. The Soviets failed to mass-produce
copied technology, to ensure reliability or provide quality control, or to continue
parallel development of its indigenous computer production capacity.’®® The Soviets
became prisoners of their copying practices and theft.

The U.S. government began learning about the Soviet computer industry
situation at least as early as the late Carter era. In 1980, the Central Intelligence
Agency produced an assessment of the Soviet Ryad computer series, produced in the
Soviet Union in conjunction with Eastern European countries. The CIA concluded
that the Soviet Bloc had been “partially successful in the engineering implementation
of their Ryad design,” with significant qualifications. The design was based on an
IBM design, and Soviet developers had relied on acquiring IBM technical
information derived from open sources like manuals, instructions, and journals to
build the Ryad. Hardware imports were less valuable to the developers. This matched
the Bucy Report’s call to reduce export controls on physical products to focus more
on technology controls. But the CIA took the argument one step further: it concluded
that Soviet Bloc reliance on replicating IBM technology was creating path
dependency that narrowed its development options and caused the lag between its

industry and IBM’s lineup to grow again.®’

386 Daniel L. Burghart, Red Microchip: Technology Transfer, Export Control, and
Economic Restructuring in the Soviet Union (Brookfield, VT: Dartmouth Publishing
Company Ltd., 1992), 63—68.
387 Report, “Use of Western Technology in the Ryad Computers in the USSR and
Eastern Europe: An Intelligence Estimate,” June 1980, CIA Electronic Reading
Room, iii-iv, (accessed October 5, 2019).
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To some Western observers, the Soviet computer industry experience seemed
to fit a larger pattern. For example, Marshall Goldman, a leading Soviet economy
scholar, began studying why the Soviet Union’s defense sector seemed to be so
effective at integrating Western technology, while the Soviet civilian sector
consistently struggled with the same. Given the inherent blurring of these categories
(the Ryad computer, for example, was intended for civilian and military use), this was
a provocative question with potential policy implications. Goldman explained his
views on the subject at the same conference where Hugh Donaghue discussed his
computer firm’s international experience. Goldman explained the discrepancy
between Soviet military and civilian economic efficiency with a concept he called the
“systems gap.”

Like Donald Hornig, the Johnson Administration’s science adviser, Goldman
concluded that the Soviet problem was a lack of supportive industry infrastructure to
incorporate, maintain, and repair new technologies. “The Soviets do not have the
concept of ‘obsolescence,” he explained to the conference attendees. Instead, the
indigenous technologies they introduced were repeatedly patched up to save money in
the short run at the expense of long-run efficiency.>®® Over time, this made it difficult
to adopt new technologies, because no ecosystem ever developed for servicing,

linking, or educating new users on how to use these new technologies.

588 Marshall 1. Goldman, “Western Technology in the Soviet Union: What Happens
To 1t?,” in Selling the Rope to Hang Capitalism? The Debate on West-East Trade &
Technology Transfer, ed. Charles M. Perry and Robert L. Pfaltzgraff, Jr. (McLean,
VA: Pergamon-Brassey’s International Defense Publishers, 1987), 75-79.
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This was the essence of Goldman’s “systems gap” thesis, which suggested
that while the Soviets were being penny-wise, “in the long run, Soviet methods are
not wise because they discourage familiarity with new techniques and products: As a
result, the technological gap between the USSR and the West simply widens.” The
rise of electronics technologies was key to his analysis. He cited Soviet photocopier
usage as an example. Earlier generations, he noted, were “electromechanical
machines. If they break down, you take a hammer and screwdriver and fix it.” But the
electronic photocopiers used by the West were more complex and took “a different
kind of attitude and preparation” to fix them. The choice to stick with older, simpler
technology was thus trajectory-altering because the Soviets were not “building up the
infrastructure of servicemen, parts, and new equipment necessary to service and
repair more sophisticated machines.”

With respect to the policy debate about how to control dual-use technology
exports, Goldman pointed to the example of sophisticated food processing equipment
containing “microprocessors that could be used for other purposes (i.e, military
programs).” Noting the “systems gap,” he told the conference attendees: “I wonder
whether we really have to worry about cannibalism of food processing equipment. In
theory, a smart policymaker...really might conclude that instead of restricting trade,
he should try to sell the Soviet leaders as much as possible, and flood them with
technology since they do so poorly with what they purchase through legitimate

channels.”%°

>89 Goldman, 78-80.
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These insights, and past American experience, boiled down to a basic, yet
deceptively complicated and contentious policy question: how should market
concerns and national security be balanced? If the Soviet system itself was the
bottleneck for having embraced methods that were anti-innovative and inefficient, it
stood to reason that the American export control program (and COCOM too) could be
loosened. The “Bucy School” thought fewer American exports should be controlled,
but items and technology remaining under control should be restricted more tightly.
Alternatively, the “Defense School” argued for maintaining a larger export control
program but balancing it with a serious commitment to reducing license processing
times and ensuring contract sanctity in the interest of commercial competitiveness.

Against this backdrop, Congress took up Export Administration Act renewal,
as the bill was due to expire in September 1983. The debates were contentious—it
took 15 House-Senate conference meetings to hammer out a final bill, causing the
statute to lapse and requiring President Reagan to invoke emergency authorities under
the International Emergency Economic Powers Act to keep the U.S. export control
regime operating on an interim basis.>®® The two chambers had different priorities,
generally reflecting the two schools of East-West trade thought. The House version,
written by Democratic Representative Don Bonker, aligned with the Bucy School. It
prioritized improving American national security export control efficiency by

concentrating controls on a smaller group of high-technology items and decontrolling

5% Paul Freedenberg, “Congressional Concerns and Initiatives: A View from the
Senate,” in Selling the Rope to Hang Capitalism? The Debate on West-East Trade &
Technology Transfer, ed. Charles M. Perry and Robert L. Pfaltzgraff, Jr. (McLean,
VA: Pergamon-Brassey’s International Defense Publishers, 1987), 160-61.
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the rest of its list. The Senate version, by contrast, was written by Republican
Senators Jake Garn and John Heinz and called for a larger, but more efficiently run,
national security trade program in line with Defense School priorities. They believed
this was a fair tradeoff, one former Senate economist explained, because they thought
that what American industry “really wanted...predictability and efficiency in U.S.
export control policy, the reduction of licensing processing time, and the decreased
probability that foreign policy controls would be imposed on normal trade flows.>*!
Both sides elevated some business concerns and sought to put tighter limits on
executive action, but they had different philosophies about what was most pressing.
In the House conference report, Representative Bonker advocated for Bucy
principles regarding the national security controls program. Bonker explained that his
committee had concluded that the Commerce Department’s Commodity Control List
(formerly known as the “Positive List”) controlled too many items widely available
from foreign sources, which both rendered some American controls “pointless” and
overtaxed Commerce Department staff, preventing them from keeping the control list
up-to-date. Bonker argued for narrowing the “scope of the controls so that the limited
personnel and funds can be concentrated on the proposed exports of the newer, more
advanced technologies to potential adversaries.” And the foreign policy control

authorities—the powers under which the Reagan Administration had deployed the

91 Freedenberg, 161-66. Freedenberg notes that these differences actually divided the
business community and the executive branch. The Business Roundtable wanted
contract sanctity guarantees; computer and electronics industry associations hoped to
keep the Defense Department out of export licensing, and the Commerce Department
hoped to limit it as well. The Defense Department wanted into those decisions. There
were a variety of other administrative points-at-issue, all contributing to the bill’s
long consideration.
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pipeline sanctions—needed to be changed too. “[T]hese controls have created a
pervasive belief in world markets that U.S. firms cannot be relied upon as suppliers
particularly for larger projects which require long-term servicing, spare parts, and the
like,” Bonker wrote. Calling the post-pipeline sanctions situation a “crisis” for
American firms, he advocated contract sanctity protections for American firms to
prevent the painful dilemmas produced for American firms by turf wars between the
United States and European governments.>*?

Defense School members took a different view. During an April 1982 Senate
subcommittee hearing on East-West technology transfer, committee member Senator
William Armstrong argued that the United States was “in grave danger not simply of
losing, but of giving away” the American technological edge over the Soviet Union.
“Our problem is compounded by the fact that advances in the most vital areas—
computers, microprocessors, high energy lasers, et cetera—are made first by the
commercial sector, and only later applied to military uses.” Therefore, he argued, “we
simply must have strict and comprehensive controls on these so-called dual use [sic]
technologies.” It was a line picked up by Fred Ikle, Under Secretary of Defense for
Policy, at the same hearing. In submitted questions, Senator Jake Garn asked Ikle,
“As more and more products combine technologies, such as the Apple computers,

how do we limit access to our enemies? We cannot post a guard at every Radio

Shack, or everyone who sells electronic equipment...should we try to protect the

92U.S. Congress, House, Committee on Foreign Affairs, Export Administration
Amendments Act of 1983: A Report Together with Additional Minority Views, 98"
Cong., 1% sess., 1983, 4-9.
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know-how, and perhaps focus less on the products?”>*? Ikle agreed with Garn that
patrolling Soviet microchip acquisition from consumer computers would be difficult,
and that securing the know-how to make such chips was more important than policing
exports of the chips themselves. “However,” he said, “this is not to say that we should
remove controls over militarily useful microcircuits and microcomputers such as the
Apple computer.” He said the microcircuits they contained “can relieve bottlenecks in
indigenous military production,” and extravagantly suggested “these chips can be
stockpiled in the millions and used as replacement parts in a short war scenario.”
Arguing that such technologies could enable a “rapid upgrading of Warsaw Pact
industrial automation,” especially in defense industry production, Ikle said the United
States should prohibit wholesale purchases of such computers while permitting some
individual sales to go forward.>** This actually would have required export
controlling all such products—Apple computers included—and perhaps massively
increasing the federal government’s export enforcement capabilities to ensure those
laws were not flouted.

Yet the Defense Department position contained contradictions that were
revealed at the same hearing. Despite its indifference toward the commercial impact
on American firms where national security export controls were in place, the Defense

Department’s story changed when the subject turned to accusations of Japanese

393 U.S. Congress, Senate, Committee on Banking, Housing, and Urban Affairs, East-
West Trade and Technology Transfer: Hearing before the Subcommittee on
International Finance and Monetary Policy, 97" Cong., 2" sess., 1982, 40-42.
394 U.S. Congress, Senate, Committee on Banking, Housing, and Urban Affairs, East-
West Trade and Technology Transfer: Hearing before the Subcommittee on
International Finance and Monetary Policy, 97" Cong., 2" sess., 1982, 40-42.
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computer chip dumping in the American market. When Senator John Heinz asked the
Defense Department whether it would be concerned if such accusations proved true
and “a number of small, high technology firms go out of business as a result,” the
Defense Department replied that it would be concerned so long as the failed firms
were military contractors or engaged in research and development for military
projects. “Any potential loss or erosion of the defense industrial base would be of
concern,” it stated.’®>

The clear demarcations between military and civilian technology implied by
this answer were, in fact, blurry. Senator William Armstrong, a committee member at
the hearing, had put the point plainly when he noted that “advances in the most vital
areas—computers, microprocessors, high energy lasers, et cetera—are made first by
the commercial sector, and only later applied to military uses.” Armstrong supported
the Defense Department’s position and, citing the late Soviet Leader V. I. Lenin’s
often-repeated claim that the bourgeoisie would provide the communists with rope to
hang them, he advocated “strict and comprehensive controls over such dual-use
technologies.”% Yet, neither indicated at what point they would begin to worry about
the impact of export controls on an American high-technology firm like Apple.

The debate between the Bucy and Defense Schools was never decisively

resolved, and the Export Administration Amendments Act was ultimately passed in

395 U.S. Congress, Senate, Committee on Banking, Housing, and Urban Affairs, East-
West Trade and Technology Transfer: Hearing before the Subcommittee on
International Finance and Monetary Policy, 97" Cong., 2" sess., 1982, 53.
396 U.S. Congress, Senate, Committee on Banking, Housing, and Urban Affairs, East-
West Trade and Technology Transfer: Hearing before the Subcommittee on
International Finance and Monetary Policy, 97" Cong., 2" sess., 1982, 12-13.
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1985 through a compromise. In the final version of the bill, the House managed to get
a conditional decontrol of 47 items deemed by COCOM to be harmless if exported
directly to the Soviet Union. The Senate won agreement on new contract sanctity
provisions to protect firms from future, sudden foreign policy-related controls.
Greater deference to foreign availability and quicker export license application
turnaround times were mandated of Commerce Department export licensing staff at
Senate request, although this objective had been chased throughout the Cold War. At
the same time, the Pentagon secured the right to examine Commerce Department
license applications for exports to 15 unidentified “Free World” countries believed to
be transshipment risks. While these compromises generally appeared to, on balance,
elevate business and commercial competitiveness as a concern in the export licensing
process, the historic tendency of Cold War concerns to predominate could be found in
the statute’s indefinite language. Each provision was qualified with loopholes that
enabled the executive branch to act in spite of them in extraordinary circumstances,
which the executive branch could define.>’

Just two years later, a National Academy of Sciences was chartered by the
federal government, industry groups, and other interested parties to conduct further
study regarding whether still more export control reform was needed. Its 1987 report,
Balancing the National Interest: U.S. National Security Export Controls and Global

Economic Competition drew two important general conclusions, which it developed

397 Freedenberg, “Congressional Concerns and Initiatives: A View from the Senate,”
161-71. An Act to reauthorize the Export Administration Act of 1979, and for other
purposes, Public Law 99-64, U.S. Statutes at Large 99, (1985), 120-162. The analysis
of the bill at this paragraph’s conclusion is my own, based on Freedenberg’s summary
and the legislative text.
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through a series of smaller, instrumental conclusions. The first was a strong embrace
of multilateralism. It called for the United States to bolster COCOM and develop
substantive agreements with sympathetic, but non-COCOM members to “create a
community of common controls in dual-use technology.” This meant that American
controls should not exceed COCOM’s, that unilateral controls should only be
employed in rare cases where the United States was negotiating to put new
technologies under COCOM control, and that COCOM should become a regional
strategic goods market composed of COCOM members and trusted third countries. In
a way, this had been COCOM’s mission from the beginning. Its second major
recommendation was a greater commitment by senior executive branch officials to
leadership of the export control system and greater participation by Pentagon
technical experts who had been sidelined from participating in export control
policymaking decisions—essentially another administrative reform recommendation.
Yet perhaps more useful than the National Academy study’s observation
about the relationship between market economy and national security in the Cold War
context. “Government controls over technology transfers collide with the character
and principles of a free society, which are a source of so much of our strength in
competition with the Soviet Union,” the panel report authors explained. “There is a
point at which interference with the free exchange of technology and information in
the West could be more damaging to Western societies than the loss of technology

under less-stringent controls.”>8

398 National Research Council 1987. Balancing the National Interest: U.S. National
Security Export Controls and Global Economic Competition. Washington, DC: The
National Academies Press. https://doi.org/10.17226/987, 23-29.
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This was a crucial insight, for the panel members were suggesting that
American attempts to restrict trade in the name of security might, in fact weaken the
very industries that American policymakers were trying to keep preeminent. It
implied that open, liberal economy was a strength rather than a weakness for the
American economy, and that attempts to protect innovative leads ran the risk of
eroding the foundations of American economic strength. This was an observation that
had been made by some representatives of impacted American industrial sectors
throughout the Cold War. After the pipeline sanctions affair, these concerns received
fresh consideration. By 1988, the Reagan Administration called for improving the
U.S. export control system in order to “protect our ability to export while guarding
against the erosion of our technological leadership that would weaken our economy
and compromise our national security.”*" Identifying how best to strike that balance
was an ever-evolving project.

On November 8, 1988, Vice President George H. W. Bush was elected
president to succeed Ronald Reagan. Bush, a man for whom prudence was a high
virtue, could perhaps have been expected to continue Reagan’s approach to Cold War
East-West trade policy should things have remained constant. Instead Bush was
immediately confronted with a paradigm-shifting external development: the sudden
collapse of communism in Eastern Europe through a series of domestic political

revolutions. These revolutions fundamentally changed the United States’ relationship

399 National Security Decision Directive 320: “National Policy on Strategic Trade
Controls,” November 20, 1988, accessed online October 1, 2019.
https://www.reaganlibrary.gov/sites/default/files/archives/reference/scanned-
nsdds/nsdd320.pdf
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to each of those countries and toward the Soviet Union, which would linger until
1991. The bonds between Eastern European capitals and Moscow no longer needed to
be softened—they had broken, and what would follow had yet to be defined. And
Moscow, too, now needed to be reassessed. “We are in a period of transition and
uncertainty,” read National Security Directive 23, the Bush administration policy
statement on the Soviet Union. “We will not react to reforms and changes in the
Soviet Union that have not yet taken place, nor will we respond to every Soviet
initiative. We will be vigilant, recognizing that the Soviet Union is still governed by
authoritarian methods and that its powerful armed forces remain a threat to our
security and that of our allies.”** President Bush’s prudentialism dictated continuity

in export controls, which were not meaningfully reconfigured during his presidency.

The Reagan Administration’s early years were the high-water mark of the United
States’ use of destructive trade policy as a Cold War weapon. Then, the U.S. blurred
the boundaries between national security and foreign policy controls, the former of
which were intended to pro-actively serve the long-term goal of preventing the Soviet
Union from matching the United States’ military power (elastically defined), while
the latter were supposed to reactively signal disapproval of foreign countries’ actions
and encourage behavioral changes. While different cabinet officials had different

priorities, the most persistent argument for the pipeline sanctions campaign—one

600 National Security Directive 23: “United States Relations with the Soviet Union,”
September 22, 1989, CIA Electronic Reading Room (accessed October 10, 2019)
https://www.cia.gov/library/readingroom/docs/CIA-RDP01M00147R000100190002-
5.pdf.
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applied to the coincidental long-term grain agreement too—was that reducing Soviet
hard currency would build pressure on Soviet leaders who would have to make hard
choices about balancing their military, foreign assistance, and domestic commitments.
The goal of creating “internal pressure” on Soviet leaders was included in NSDD-75,
but having encountered hard limits to American ability to unilaterally control the
global market in goods, the new policy deemphasized trade as a foreign policy tool.
American export control policy shifted to making the existing export control
infrastructure function more effectively. That belief that American “light switch
diplomacy” could come with very serious costs—costs that could exceed the

prospective benefits of unilateral action—had gained new currency in Washington.
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Chapter 7: Conclusion

In an alternate reality, the United States in the early Cold War might have foresworn
East-West trade restrictions and challenged the Soviet Union to match its
technological innovativeness, industrial prowess, military power, and living
standards. Or, it might have retreated into isolationism, fully embargoing all trade
with communist countries, and perhaps even Western Europe too to prevent leakage.
Instead, the United States embraced something different: not quite splitting the
difference, but simultaneously embracing and promoting the creation of both a global,
liberal trading system and a regional market for goods it deemed strategic. It squared
these seemingly contradictory projects with an ambitious program of controlling trade
network access and commercial activity on a limited, but nearly worldwide basis.
This was the kind of ambitious program that only a superpower would try to
pursue, and an unusual one for a market economy to accept. The United States would
never be able to turn its East-West trade on and off in the tap-like manner President
Eisenhower mused about possessing because it was not a centrally planned state-
trader. Nor could it bend Western European trade preferences to its will, at first
because those states were too weak, then because they were too strong. Yet, this
double strategy proved adequate for constructing an integrated economic and political
network that outlived Soviet communism and, with some revisions, became the basic

architecture of the post-Cold War world.
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In his treatment of the GATT’s origins, Thomas Zeiler concludes that the
United States was neither a hegemon “run[ning] rampant over the world economy”
nor outwitted by smaller powers. To secure GATT, he argues, the United States made
a series of compromises that, in the final analysis, redounded to its benefit, fostering a
global trade boom, reconciling France and Germany, and expanding American
exports. It did not have unlimited maneuvering space; it had to make choices.®°! What
was true for GATT was true of American Cold War economic containment writ-
large. Pressured by its allies to permit more constructive trade relations with the
Soviet Bloc, and pressured from within by anti-communist domestic constituencies to
suspend it, American administrations compromised: they would balance these
competing objectives through trade control, tailoring unique policies for different
product types and different countries, on a case-by-case basis, and maintaining this
control on a global scale.

The United States’ commercial Cold War was premised on the idea that
capitalist market access was a powerful tool for countering Soviet communism. East-
West trade, in this conception, was neither inherently good or bad, although some
policymaking factions and the public doubted its wisdom. Access to American and
Western product was a strategic chip that could be gambled well or poorly. It could
be segmented, too: Poland, for example, could join the GATT, but it could not have
American export-controlled product or technology. The United States created national
and international institutional architectures to control that access—not just to restrict

communist access to American and Western markets but also to furnish access when

601 Zeiler, Free Trade, Free World: The Advent of GATT, 197-99.
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political conditions changed. It aspired to adapt its postwar “channeling” ambitions to
the world, steering product through global commercial networks to final destinations
and purposes that conformed with American interests. This was a bold and
complicated challenge when the mission primarily meant direct exports from the
United States to Europe. It became impossible once its economic recovery programs
in Europe succeeded, facilitating an explosion of global trade and capital.

These architectures remain. With the collapse of communism in Eastern
Europe, the United States pivoted to integrating the newly post-capitalist regimes into
them. “We seek the integration of the Soviet Union into the community of nations,”
President George Bush said during a major foreign policy address in 1989. “And as
the Soviet Union itself moves toward greater openness and democratization, as they
meet the challenge of responsible international behavior, we will match their steps
with steps of our own. Ultimately, our objective is to welcome the Soviet Union back
into the world order.”®?

The scalable institutions set up in the early postwar era proved adequate for
this task. Czechoslovakia, Poland, Romania, and Hungary had by then long been
GATT members, as had Yugoslavia, which was communist, although not part of the
Warsaw Pact. German unification, brought East Germany into the GATT as well.

Every former Soviet Republic and Warsaw Pact member would eventually join the

GATT’s successor, the World Trade Organization (WTO).%%* Although sidelined

602 George Bush, Remarks at the Texas A&M University Commencement Ceremony

in College Station, Online by Gerhard Peters and John T. Woolley, The American

Presidency Project https://www.presidency.ucsb.edu/node/263519

603 For GATT membership, see: World Trade Organization website (accessed

October 19, 2019). https://www.wto.org/english/thewto_e/gattmem_e.htm. For World
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from the WTO until 2012 by a Cold War vestige, the 1974 Jackson-Vanik
Amendment, Russia would ultimate join t00.* COCOM was shuttered in 1994 and
replaced two years later with the Wassenaar Arrangement, which as of this writing
includes 11 countries that resulted from the Soviet Bloc’s dissolution. Russia, the
Czech Republic, and Poland were founding members of this new COCOM. %% The
two-tiered architecture featuring a global liberal trading system and a regional market
for strategic goods pioneered by the United States was globalized and remains with us
today, expanded and organized toward new missions like the containment of
terrorism and nuclear proliferation. It remains a permanent reminder of what were

once thought to be temporary policies.

Trade Organization membership, see World Trae Organization website, (accessed
October 19, 2019). https://www.wto.org/english/thewto _e/whatis_e/tif e/org6 e.htm.
604 Tt should be noted that the Jackson-Vanik Amendment persisted despite continual
opposition from American presidents who struggled to have it stricken from the
books due to congressional protest of President Vladimir Putin’s policies—a
development that could not have surprised American Cold War trade veterans. David
M. Herzenhorn, Bill on New Russian Ties Sets Off New Acrimony, December 7, 2012,
(accessed October 19, 2019).
https://www.nytimes.com/2012/12/08/world/europe/bill-on-russia-trade-sets-oft-
acrimony-on-rights.html.
05 The Waassenaar Arrangement on Export Controls for Conventional Arms and
Dual-Use Goods and Technologies Final Declaration, December 19, 1995, (accessed
October 19, 2019). https://www.wassenaar.org/app/uploads/2019/consolidated/ W A-
DOC-17-PUB-001-Public-Docs-Vol-I-Founding-Documents.pdf. For membership,
see: Waassenaar Arrangement website, (accessed October 19, 2019).
https://www.wassenaar.org/about-us/.
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