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U.S. PROPOSAL

JOINT US-USSR LEGAL EXCHANGE

In the framework of the US-USSR Joint Commercial Commission, the U.S.
Department of Commerce proposes to organize and conduct an exchange

of lawyers between the United States and the Soviet Union, cooperatively
with the appropriate Ministry in the Soviet Union. This exchange

would be the first in a series of annual seminars, to be held in

the Soviet Union and the United States in alternate years, aimed at
enhancing US-USSR investment and trade relations. We propose

the first seminar be held in in the Soviet Union following this

general outline: :

TIME

Early September 1988

PLACE

Proposed cities: Moscow and Leningrad

DELEGATION

The U.S. delegation would be led by the General Counsel of the
U.S. Department of Commerce and coordinated and selected by the
Department. We propose that it consist of approximately 10 - 15
attorneys from Commerce, other U.S. government agencies, and the
private sector. The private attorneys would be primarily counsel
of corporations with an interest in doing business in the Soviet
Union. Membership of the delegation would be designed to focus
the discussion on practical legal aspects of joint business
dealings between U.S. companies and the Soviet Union.

FORMAT

We propose that the seminar take place over at least three days in
each city. We recommend one half to one day for a large plenary
session to discuss broad topics of general interest and
approximately two days for smaller workshops focused on specific
areas of the law. The goal in all sessions would be to provide
time for and encourage dialogue between the U.S. and Soviet
participants. We propose to provide translated papers in advance
to the Soviet participants to facilitate discussion in the small

workshops.
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PROPOSED U.S. TOPICS

The following topics could be among those covered by the U.sS.
side in the seminar:

Legal Considerations for U.S. Companies Doing Business in the
Soviet Union

Forms of Business Organization
Commercial Contracts

Agent & Distributor Agreements
Technology Licensing
Financing

Business Dispute Resolution

Legal Concerns for Soviet Organizations Doing Business in the U.S.

Requirements Affecting Foreign Investors

Product Liability

Laws Protecting Health/Safety/Environment

Antitrust

The Law on Foreign Sovereign Immunity

Relationship Between U.S. International Obligations and
Domestic Law

Dealing With a Failed Venture

Bankruptcy - law, policy & practice in the U.S.

U.S. Laws Affecting U.S.-Soviet Trade

U.S. Fair/Unfair Trade Laws
Controls on Exports of Strategic Goods

Intellectual Propgrty Rights

Protection for Patents, Copyrights, Trademarks, and Trade
Secrets
Enforcement of Intellectual Property Rights

PROPOSED SOVIET TOPICS

U.S. participants in the exchange would be interested in hearing
the Soviet participants discuss the Soviet legal framework for
doing business in and trading with the Soviet Union, including
the joint venture law and protection of patents, copyrights and
other intellectual property rights. The U.S. would be interested
in receiving suggestions of other appropriate topics from the
Soviet side.

H0LASSFEL




UNCLASSIFIED

Joint Legal Exchange

Issue:

The U.S. Department of Commerce has proposed to organize and
conduct an exchange of lawyers between the United States and the
Soviet Union, cooperatively with the appropriate Ministry in the
Soviet Union. A formal decision to go ahead with the Seminar
needs to be taken by the Joint Commercial Commission.

U.S.S.R. Position:

The informal reaction to the proposal was highly favorable. A
formal response will be given at the Joint Commercial Commission
meeting.

Background:

At the Working Group of Experts in February, the General Counsel
of the Department of Commerce presented the proposal for a joint
legal exchange with the Soviet Union. The attached written
proposal was also provided. The proposal is for an exchange of
lawyers between the U.S. and the Soviet Union which is intended to
be the first in a series of annual seminars aimed at enhancing
investment and trade relations.

We have proposed that the seminar be held in Moscow and Leningrad
during September of this year. The U.S. delegation would be led
by the General Counsel of the Department of Commerce and would
consist of approximately 10-15 attorneys from Commerce, other
government agencies and the private sector.

We have suggested a number of possible topics for discussion
during the seminar, such as U.S. law on business organization,
intellectual property, foreign sovereign immunity and trade
remedies. We would expect the Soviets to discuss their new joint
venture law as well as their intellectual property rights
protection and other aspects of doing business in the Soviet
Union.

Talking Points:

o We welcome the opportunity for dialogue between our two
countries and hope that increased knowlege of each other's
legal systems will result in enhanced trade and investment

relations.
o If you agree that the legal exchange should go forward, our

General Counsel's Office is prepared to discuss specific
topics for presentation and other details surrounding the

seminar.

Prepared by: Catherine Novelli/OGC/ODCC/TD
February 25, 1988 377-0937

Cleared By: K. George, DoD; G. Rosen, State; P.J. Nichols, State

ITMIATACQTRTEDN
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Overview of Export Licensing Policy Towards The USSR

Issue

The Soviet Union remains a potential adversary and the U.S. and
its COCOM allies must continue to strengthen national security
controls on exports of strategic goods and technology.

U.S. Position

The U.S.S.R. is a COCOM-proscribed destination. All exports of
strategic commodities and technical data controlled by COCOM
for national security reasons (items designated by the letter
"A" in the Commodity Control List) require a validated export
license. These license applications are subject to both
Commerce and Defense review. As a general policy, the U.S.
will not approve: exports of national security controlled
commodities to the U.S.S.R. - However, provided the end-user is
satisfactory, exceptions to this policy may be made on a
case-by-case basis for:

- lower performance items as identified by an Advisory Note
in the Commodity Control List for likely approval to a
satisfactory end-user in Country Groups Q, W, and Y

" (items that do not require referral to COCOM and can be
licensed at national discretion):; :

- items essential to public health and safety, e.g., spares
for Western aircraft and intensive care medical equipment;

- items whose export serves Western security interests,
e.g., for servicing needed in connection with safeguard
inspections;

- items that protect Western access to vital commodities or
services; and “

- spare parts and servicing for equipment previously
exported.

Proposals to export technical data are closely scrutinized and
generally denied, especially those for the design, manufacture
or use of COCOM-controlled commodities. The U.S. maintains

technical data controls that are much broader than required by
COCOM. Generally, the export of any manufacturing data to the
U.S.S.R. requires a U.S. export license; COCOM only requires

licenses for technical data related to embargoed commodities.-

UNCLASSIFED
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For foreign policy reasons, a validated export 'license is
required for the export to the U.S.S.R. of technical data and
equipment for the manufacture of trucks, as defined in
CCL entry 6398G, at the Kama River (Kam AZ) and Zil truck
plants. Licenses for such exports will generally be denied.
Other automotive equipment exports to the Soviet Union do not
require prior Commerce authorization and can be exported under
general license.

Soviet Position

The Soviet Union maintains an interest in expanding trade with
the United States. They tend to seek U.S. support for
upgrading their industrial base. Although some projects may
focus on the production of non-strategic materials (e.g.,
fertilizer, polyesters, chemicals), they often involve exports
of COCOM-controlled commodities.

Background

As a result of the Soviet invasion and occupation of
Afghanistan in 1979, the U.S. suspended all export licenses to
the U.S.S.R., imposed a policy of strict review on exports of
Advisory Note level commodities, and placed applications to
export commodities that exceed Advisory Note levels under a
policy of denial. This denial policy, or "no exceptions
policy", was adopted in 1980 on an informal, ad hoc basis by
our allies. In addition to these sanctions, additional
restrictions were imposed for foreign policy reasons on exports
to the U.S.S.R. of non-strategic o0il and gas exploration and
production equipment and technology. These additional
restrictions expired in January 1987, and were not extended.

Approved licenses for strategic exports to the Soviet Union
have ranged between $150-$300 million annually over the past
three years. In 1987, licensable goods totaled $141 million,
nearly two-thirds of which were computers. Substantial amounts
of nuclear power plant equipment (roughly $12 million) were
also licensed.

Drafted by: Rod Joseph/DOC/BXA/OTPA/CPB/377-4244
Clearances: William George/DOD

Richard Johnson/State

P.J. Nichols/EB/ITC/EWT/State

Jack Brougher/DOC/IEP

Eric Melby/NSC

Cecil Hunt/DOC/0OGC
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BRIEFING PAPER

Supplier Reliability and Contract Sanctity

ISSUE

In the past, the Soviets had asserted that United States firms
are unreliable suppliers because they are subject to export
controls which may be used by the USG at any time to disrupt
existing contracts. Sales opportunities were being lost as a
result of the Soviet perception. The situation has improved
since the late Secretary Baldrige had received certain
commitments from the Soviets by way of the JCC. Presently, we
want to be assured that the Soviets are not discriminating
against U.S. companies and we want to assure the Soviets that the
U.S. companies are reliable suppliers.

BACKGROUND

As a result of U.S. sanctions in 1980 in response to the invasion
of Afghanistan, and, in December 1981 and June 1982 in response
to the imposition of martial law in Poland, Soviet policy makers
and foreign officials took the position that U.S. firms are
unreliable suppliers. Contract sanctity is of special concern to
officials in non-market economies such as the Soviet Union, where
the entire economy is planned by central authorities for 5-year
periods. The disruption of contracts for projects such as the
Novolipetsk steel plant, computer parts for the Kama River Truck
plant, and the Yamal pipeline was of deep concern to Soviet trade
officials. The Soviets also used this issue for political
purposes in an attempt to discredit U.S. sanctions.

Soviet foreign trade organization officials had discriminated
against U.S. firms either as a result of their own uneasiness
about disruption of contracts or as a result of direct orders
from the Ministry of Foreign Trade. U.S. firms had been
pressured to delete export licensing contingency and escape
clauses from contracts and to insert high penalty clauses for
non-delivery resulting from sanctions. Still now, some U.S.
firms are being pressured to source deliveries out of non-U.S.
facilities. Some contracts may still be affected by these
problems. Commodity trade is less affected by these problems
than is technical assistance and long-term commitments.

U.S. POSITION

The United States, in order to increase opportunities for
expansion of non-strategic trade, must create a sense of
confidence in the Soviets that U.S. contracts will be fulfilled.
An explanation of the EAA amendments enacted on July 12, 1985
should emphasize the strength of the contract sanctity provisions
which display Congress's belief that supplier reliability is an
important aspect of international trade.

JELISSFED
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" entered into before the date on which the controls are imposed.
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The broadest new contract sanctity provision applies to any ‘
controls sought to be imposed on foreign policy grounds under the
EAA. Thus, the President is barred from prohibiting or
curtailing the export or reexport of goods, technology or other
information pursuant to an existing contract, license, or other
authorization in effect prior to the President's notification to
Congress of his intent to impose controls. The exception to this
provision is limited to circumstances in which the President
determines and certifies to Congress that there exists a "breach
of the peace" that poses a serious and direct threat to the
strategic interests of the United States. Furthermore, the
curtailment of an existing contract must be instrumental in
alleviating the direct threat. Any export controls imposed under
this exception to the contract sanctity provision will continue
only so long as the direct threat persists. The legislative
history on this subject emphasizes that the meaning of "direct
threat" is to be very narrowly defined. This provision has never
been used against the East bloc and has been invoked only once:
on September 23, 1987 the President found that scuba gear exports
and reexports to Iran pose a serious and direct threat to the
strategic interests of the United States.

Under a second contract sanctity provision, short supply controls
will not apply to any contract to export agricultural
commodities, forest products, and fishery products that was

This provision applies to all contracts, export sales agreements,
and agreements to invest in an enterprise which involves the
export of goods or technology.

In addition to the contract sanctity provisions, other
legislative provisions signal our intent to be a reliable
supplier of agricultural products. For example, a provision
prohibits national security controls on agricultural products.
The Agricultural Act of 1970 defers the imposition of export
restrictions for 270 days except when a national emergency or war
has been declared.

Although export controls can be imposed under other authority --
e.g. the national security provisions of the EAA, the
International Emergency Economic Powers Act if a national
emergency is declared, or a new legislative act -- the
considerations which led to the new contract sanctity provisions
in the EAA will act as a strong restraint on the application of
any such controls to existing contracts.

URCLASSIFED
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TALKING POINTS

o The EAA contains two significant contract sanctity provisions.
These provisions reflect the U.S. concern that its companies be
considered reliable suppliers.

o Under the EAA, agricultural commodities, forest products, and
fishery products cannot be subject to short supply export
restrictions if the contract to export was entered into before
the date on which the controls are imposed. These protections
apply to all contracts, export sales agreements, and agreements
to invest in an enterprise which involves the export of goods or
technology.

o The EAA also contains a provision for contract sanctity in the
area of foreign policy controls, with the only exception being
where the President has determined that a breach of the peace
exists which poses a serious and direct threat to the strategic
interests of the United States. This exception has been invoked
only once and it was the case of scuba equipment to Iran.

o While a limited exception is provided under which the President
may impose foreign policy controls that affect shipments under
existing contracts, the overall impact of the provision
evidences the United States’ recognition that contract sanctity
is an important issue and is to be respected in almost all
circumstances. The considerations which led to inclusion of the
contract sanctity provision in the EAA of 1985 will have a
restraining influence on the use of other authorities which may
interfere with contract sanctity.

o [IF ASKED] The President must have the capacity and flexibility
to take decisive action even if there is some negative economic
impact. The U.S. expects to limit as much as possible the
impact of controls on existing contracts.

Drafted by: Johanna Klema/Attorney-Advisor/0S/0OGC/CC/BXA 377-5305
Cleared by: Paul Bagatelas/State/EB/OFP/FPD 647-4492

Richard Johnson/State/EUR/SOV 647-9370

William George/DOD 694-4728

Debra Waggoner/DOC/BXA 377-1457
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Reciprocal Tax Exemption of Shipping and Aircraft Income

Issue:

Whether to enter into an exchange of notes providing reciprocal
tax exemption of international shipping and airline income.

The U.S.-USSR income tax treaty provides for reciprocal exemption
from tax of income earned by each other’s shipping and airline
companies from international operations, if the ships and planes
are registered in the respective country. Beginning in 1987,
U.S. tax law permits a similar exemption-but without a flag test
- on the basis of reciprocity.

U.S. & USSR Positions:

The United States informed the USSR of the change in U.S. law and
asked if they wished to enter into an exchange of notes to
provide reciprocal exemption cf all flag vessels. Such an

exchange of notes would not affsct the treaty but would exist
alongside it.

The initial USSR response was that this could be done as part of
a general revision of the treaty. However, they agreed with us
that the latter is a major undertaking, and accepted our position
that we cannot begin such negotiations any time soon.
Consequently, they proposed an alternative draft of an exchange
of notes. We cannot accept their draft as is, not because we
object to its provisions, but because it does not conform closely
enough to the U.S. statutory rules. We have offered to either
defer the question for now and rely on the treaty provision (to
our knowledge no U.S. company finds the flag test a problem) or
to prepare a revised draft note.

Background: Explained under "Issue".

Talking Points:

° To our knowledge, Article 9 of the income tax treaty is

working satisfactorily. 1If that is also the USSR understanding,

we suggest that we rely on it and not bother with an exchange of
notes.

° 1If the USSR considers it desirable to have an exchange of

notes in order to cover third country flag vessels, we will

prepare a revised draft that conforms to our statutory
reguirements.

Unclassified

Drafted by Marcia Field
Treasury XAA
566-348¢

. 2/23/88
Clearances: Sherry Villarosa/State/EB/TFD/OIA 647-1448

Robert Clarke/State/Soviet Desk 647=9370
Catherine Novelli/DOC/OGC 377-0937
Jack Brougher/DOC/OESSA 377-4655
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Legislation of Concern to the Soviets:
Furskins, Forced Labor and Gold Coins

Issue: The Soviets have complained that restrictive U.S. legislation,
already enacted and proposed, is hindering the advancement of

trade relations between the U.S. and the Soviet Union. Specifically,
the Soviets have raised the ban on the importation of Soviet

furskins, the proposed ban on seven Soviet products under the

forced labor provisions of the Tariff Act of 1930, and the ban on

the importation of gold coins minted in the Soviet Union. (They

have also raised various provisions of the Trade Bill relating to
anti-dumping, countervailing duty and export controls. Those issues
are discussed in other briefing papers.)

U.S. Position: The Conferees on H.R. 3, the Omnibus Trade Bill,

are currently meeting to work out differences between the House

and Senate passed bills. The Conferees have included a provision
lifting the ban on Soviet furskins in the proposed Trade Bill
Conference Report. The Conferees have also removed the forced

labor provision in the Senate version of the Bill which banned

the importation of seven Soviet products. The Administration has
worked hard to achieve these results. The ban on gold coins is a
provision of the Anti-Apartheid Act of 1985. The Administration did
not support this provision of the but must enforce the law as written.

Background:

Furskins:

At the May 1985 meeting of the Joint Commercial Commission,
Secretary of Commerce Malcolm Baldrige announced that the
Administration would propose and work for passage of legislation
lifting a ban on the importation of seven types of Soviet
furskins. The ban dates back to 1951, when President Truman
embargoed imports of seven furskins: ermine, fox, kolinsky,
marten, mink, muskrat and weasel.

Secretary Baldrige made this announcement as part of an agreement

with former Soviet Foreign Trade Minister Patolichev to improve

the opportunity for U.S. and Soviet firms to engage in non-strategic
trade. Former Minister Patolichev announced he would take steps to
improve the access of U.S. firms to the Soviet market. These agreements
were reconfirmed with Soviet Foreign Trade Minister Aristov after

his appointment to that position. The U.S. Department of Commerce

has prepared annually updated analyses of the U.S. furskin industry
since 1985 which indicate lifting the embargo would have little or no
effect on the U.S. furskin industry.

During the 99th Congress, the Administration sent proposed

UNCLASSIFIED
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legislation to the Congress to lift the import ban. In spite ‘
of concerted Administration attempts to ensure its passage,

the legislation was not passed during 1986.

The Administration then resubmitted the proposal to lift the
embargo on Soviet furskins as part of President Reagan's proposed
trade legislation in Janurary 1987. The House and Senate each
proceeded to pass their own versions of omnibus trade
legislation. The House bill contained the provision to lift the
furskin embargo, but the Senate bill did not. 1In fact, the
Senate bill contained language directing that Senate conferees
should work to keep the embargo in place (Durenberger

amendment) . During consideration of this provision by the House
and Senate conferees on the trade bill, the Senate agreed to the
House position and included the Administration's proposal to 1lift
the ban in the conference report on H.R. 3. The conference
report is due to be reported out for final consideration by the
House and Senate sometime this spring.

Forced Labor:

Senator William Armstrong (R-Co) introduced a provision in the
Senate version of the trade bill banning the importation of seven
products from the Soviet Union unless the President certifies
that they are not made with forced labor, or determines that the
ban affects the U.S. national security interest. The seven
products covered by the prohibition are: gold ore; agricultural
machinery; tea; tractor generators; crude petroleum; motor fuel
and kerosene. This ban was pursuant to Section 307 of the Tariff
Act of 1930 which bans the importation of goods made with forced
labor.

The House provision of the Trade Bill contained a provision that
the President should direct the Treasury to enforce the current
provisions of the Tariff Act. The Administration opposed the
Armstrong provision, we did not object to the House language.

On February 25, the Senate conferees adopted the House language.
Gold Coins:

Section 510 of the Comprehensive Anti-Apartheid Act of 1985 which
prohibits the importation of Soviet gold coins was submitted as an
amendment to that bill on the floor of the Senate by Senator Steve
Symms (R-Idaho) and was approved by voice vote, with very little floor
debate at the time the Act was passed. The provision was introduced
to appease elements of Congress who voiced objection to taking action
against South Africa on essentially human rights grounds, while

not taking similar action against the Soviet Union. The

provision contains an absolute ban on the importation of any gold

coin minted in or offered for sale by the USSR. Anyone who

violates this prohibition is subject to a fine of more than five ‘
times the value of the rubles involved. The dollar amount of
U.S.-Soviet trade in Soviet gold coins is not significant.

URCLASSIFED
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‘ Talking Points:

Furskins

O

The Administration has worked long and hard to ensure that
a provision lifting the ban on the importation of Soviet
furskins was included in the Omnibus Trade Legislaticn
currently being considered in the U.S. Congress. We are
pleased to be able to tell you that our efforts have paid
off. The Omnibus Trade Bill will be reported out of the

- Conference Committee for action by the House and Senate

with the provision included.

Forced Labor

o

The Administration objected to the inclusion of forced labor
provisions in the Senate Trade bill and worked hard to
ensure that the provision was not included in the Conference
Committee's version of the Omnibus Trade Bill. The
provisions of the Senate bill specifically banning the
importation of Soviet products will not be in the version of
the Omnibus Trade bill that the House and Senate will vote
on.

‘ Trade Legislation Generally

o

Gold

The Administration is working with the Congress to come up
with an omnibus trade bill that both the President and
Congress can support. The current bill is over 1000 pages
long and until we see the it in final form, we cannot say
whether the President will sign it.

Coins

The Administration did not support the provision of the
Anti-Apartheid Act prohibiting the importation of Soviet
gold coins. The bill was vetoed by the President, but his
veto was over-ridden by Congress. The Administration must
enforce the law as written.

Prepared by: Catherine Novelli, Commerce/OGC

377-0937 March 7, 1988

Cleared by: Jack Brougher/Commerce

William Kraft/State

Richard Johnson/State
William George/Defense

Sarah Hildebrand/Commerce/OCA
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Antidumping
Issue
(U) The Congress is currently considering legislation
that would change the unfair trade laws as they apply to
imports from nonmarket economy countries (NMEs). There

are currently two outstanding antidumping duty (AD) orders
against Soviet products, titanium sponge and urea.

Background

(U) The current trade bill contains three proposals that
would directly affect imports from NMEs. The House bill
would overturn current practice by requiring the Commerce
Department to apply the countervailing duty (CVD) law to
NMEs. It also amends section 406 to make it easier for
U.S. industries to seek relief from market disruption
caused by imports from communist countries. The Senate
bill would amend the AD law as it applies to NMEs by
making the price charged by the largest market economy
exporter to the United States the preferred benchmark for
measuring whether NME producers are dumping.

(U) As a result of committee action, these proposals have
been revised. The House's CVD provision has been

dropped. Section 406 will be amended but in a way
acceptable to the Administration. Under the new AD
proposal, the preferred benchmark for determining whether
NME dumping is occurring will be calculated by taking the
NME producer's "factors of production" and valuing them in
a comparable market economy country. The Administration
does not object to the factors of production approach.

(U) The Soviets should be pleased that the CVD proposal
has been dropped. 1If enacted, it could have been used
frequently against their exports to the United States.
However, they are likely to oppose the changes to the AD
law and section 406. The factors of production approach
was used by Commerce in the AD investigation of Soviet
urea (discussed below) and led to sizable margins. The
changes to section 406 may result in more cases being
brought under this law, which has been relatively unused
in recent years.

(U) Imports of titanium sponge and urea from the Soviet
Union are currently covered by AD orders. The titanium
sponge finding was issued in 1968. 1In the most recent
review of that order covering imports from 1983-1985, the
Soviet exporter did not respond to Commerce's

{ UNCLASSIFIED
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questionnaire. Therefore, Commerce used the best
information available and found an AD margin of 83.96
percent. No further reviews have been requested.

(U) The second AD order, involving urea, was issued on
July 14, 1987. During the course of that investigation,
the Soviets expressed an interest in limiting their
exports in exchange for withdrawal of the petition. No
agreement was reached, however, and Commerce found dumping
margins ranging from 53.23 to 68.26 percent. A review of
this order may be requested in July 1988, (FYI: spot
prices on urea have increased since the order. The Gulf
price for pearled urea went from approximately $75 per
tonne in May 1987 to approximately $125 per tonne
currently.)

Talking Points

o] (U) In the Administration's view, the Congress has
made good progress on the NME import provisions.

o

(U) (If raised) The factors of production benchmark
usually yields the fairest result in AD cases
involving NMEs. This is because it incorporates the
NME producer's own factors and then values them with
market-determined prices.

o (U) The U.S. antidumping law requires Commerce to
investigate allegations that products are being
dumped. The investigations are transparent,
objective, and in accordance with the GATT.

o (U) Commerce considers all information submitted by
the parties and encourages participation by the
affected exporters. Determinations are based on that
information, not on political considerations.

o (U) (If raised) 1In certain limited circumstances,
export restraints may be an appropriate means of
resolving an unfair trade case. In general, however,
Commerce prefers to complete its investigation and
issue an antidumping duty order if the goods are being
dumped and are causing injury to the U.S. industry.

Drafters: P.Clarke and S. Kuhbach/DOC/ITA/IA/OP/377-4412
Clearances: William D. Hunter/OGC/DCC/IA

Bill Craft/State/EB/STA

Jack Brougher/DOC/ITA/IEP/USSR

Laura Boncosky/DOC/ITA/IA
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SOVIET SATELLITE LAUNCH SERVICES

Issue

Whether to permit satellites embodying U.S. Munitions List
items or technical data to be launched by U.S.S.R. satellite
launching vehicles.

U.S. Position

The USG has a longstanding policy of denying the export or
transfer to the U.S.S.R. of spacecraft and related equipment
and technology, including space electronic equipment and
technology, with significant military applications. The USG
believes that the launching of satellites involves such an
export or transfer. Therefore, the USG will not authorize
Soviet launches of U.S. satellites or third-country satellites
containing U.S.-origin space electronics equipment and related
technology.

Payloads, primarily of non-military, scientific equipment using
non state-of-the-art technology, are licensed by Commerce if
they are controlled by the Export Administration Regulations
(ERA) and by State if it falls under the International Traffic
in Arms Regulations (ITAR). The USG will not authorize
launches of payloads governed by the ITAR. Launches of
payloads controlled by the EAR will be reviewed on a
case-by-case basis.

Soviet Position

The Soviets are promoting use of their launch vehicles by U.S.
and other commercial satellite industries and by the
international satellite organization INTELSAT and INMARSAT.
They contend that these satellites are not exports to the
U.S.S.R., but items in transit. They also contend that they
will allow the satellite owner to maintain security over the
satellite until launch.

Background

As a result of failures of both the Challenger and other
vehicles and the Pre51dent’s policy to eliminate the role of
NASA in launching cdmmercial satellites, an increased demand
for satellite launch services exists. U.S. and European launch
services will not be able to fully accommodate the demand
before 1989. The Soviets have put their launching services at
the disposal of U.S. industry, contending that satellites are
simply articles in transit through Soviet territory while
remaining under U.S. control. The USG does not share this view.
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Despite some support within the U.S. industry for use of Soviet
launch services, the USG continues to have serious concerns
relative to safequarding sensitive U.S. space technology.
Additionally, use of Soviet launch services would undermine the
President’s policy to privatize the U.S. launch industry as
enunciated in NSDD 245 and NSDD 293. Moreover, the U.S. and
its allies must not be even temporarily dependent upon the
U.S.S.R. for access to space. The European Space Agency
members, in particular, share U.S. commercial and national
security concerns over the use of Soviet launch services. The
issue will be addressed by the multi-lateral Coordinating
Committee on Export Control (COCOM) in the near future.
Although the outcome of that review cannot be predicted, the
USG expects that COCOM will endorse a policy of denying Soviet
launch services.

The ITAR establishes a policy of denial of licenses for export
of Munition List items or technical data to the Soviet Union.
The ITAR prohibition specifically includes spacecraft,
non-military communications satellites, space electronics
equipment, and related technical data. Soviet officials know
of these longstanding prohibitions; the USG has repeatedly
stated its position in international fora such as INTELSAT and
INMARSAT. (The U.S.S.R. is a member of INMARSAT.) Legally,
exceptions may be made to the ITAR prohibition on exports to
the Soviet Union under exceptional circumstances, but this is
rarely done. No ITAR exception has ever been made for launch
of commercial satellites by Soviet launch vehicles.

Other goods and data not covered by the ITAR are subject to
licensing by the Department of Commerce under the EAR. For
instance, certain payloads controlled by the EAR might qualify
for a Commerce license if it is determined that the "export is
not adverse to U.S. national security interests. This is in
conformity with the strategic policy of COCOM which may also
have to approve the export under certain circumstances.

The USG may be able to protect the U.S. launch industry only in
the short term from foreign launch services. In any event,
U.S. foreign policy credibility will be at risk if the barriers
to use of Soviet launch services by U.S. industry are suddenly
dropped. This is especially true because the U.S. began COCOM
discussions on the issue by recommending that use of Soviet
launch vehicles for Western commercial satellites be denied in
all instances.
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Talking Points

-- The U.S. Government’s longstanding policy is to deny the
transfer to the Soviet Union of space electronics equipment and
related technologies with significant military applications.
This policy is stipulated in the International Traffic in Arms
regulations, and is based upon our national security
considerations.

-- We are not convinced that adequate safeguards can be
guaranteed for our satellite technology while it is processed
for a Soviet launch vehicle. We do not agree that satellites
are simply "items in transit" and not bona fide exports.

-—- Soviet officials have been informed of these prohibitions;
we do not contemplate changes or waivers to the existing policy.

-- Approval of the Payloads Systems Inc. case notwithstanding,
U.S. policy relative to launches of U.S. commercial satellites
by Soviet launch vehicles has not changed. The USG will not
authorize launches of payloads controlled by the ITAR.
Launches of payloads controlled by the EAR will be reviewed on
a case-by-case basis.

Controlled by: F.Burkhart
Date: 4/8/88

Johanna Klema/ITA/OGC

Drafted by: OES/SAT/FBurkhart
4/8/88 =—-- 647-2432 ’
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U.S. Import Ban on
Soviet Nickel-Bearing Materials

Issue

The U.S. and the Soviet Union have held discussions
over several years on establishing a certification

agreement to permit imports into the U.S. of Soviet
nickel-bearing materials. Such materials have been
banned since 1983 under the Cuban embargo.

U.S. Position

The U.S. is prepared to conclude a certification
agreement with the Soviets on acceptable terms.

In April 1987 the Treasury Department, which conducted
negotiations with the Office of the Soviet Trade
Representative, sent the Soviets a draft exchange of
letters, incorporating language agreed upon in prior
meetings, that would have established a certification
agreement.

Soviet Position

The Soviets earlier had appeared very interested in
concluding a certification agreement. However, they
have not responded to the April 1987 draft exchange
of letters, despite informal soundings from the State
Department.

Background

Pursuant to long-standing policy implementing the
Cuban embargo, Treasury's Office of Foreign Assets
Control ("FAC") imposed a prohibition on imports into
the U.S. of Soviet nickel-bearing materials, effective
December 22, 1983. The ban was based upon the pre-
sumption that Cuban nickel imported by the U.S.S.R. is
found in Soviet nickel products exported abroad.

The U.S.S.R. purchases about half of Cuba's annual
nickel exports.

The Soviets were notified 30 days in advance of the
December 22, 1983 effective date and were invited to
negotiate a certification agreement to ensure that
Soviet exports to the U.S. did not contain Cuban
nickel. Agreements or exchanges of notes on the
subject have been concluded with France, Italy, Japan,
the Netherlands, and the Federal Republic of Germany.
The Soviets did not approach us prior to

December 22, 1983, but since that time have had
numerous contacts over this issue involving our embassy
in Moscow, and FAC, State, and Commerce officials here.
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Until the fall of 1986, the Soviets consistently had
refused to consider entry into a written government-
to-government certification agreement of the type

we have concluded with similarly situated nations
(France, Italy, and Japan), insisting instead that we
merely accept routine certificates of origin issued
by Raznoimport, the foreign trade organization respon-
sible for exports of nickel. However, in a meeting in
December of 1986, Secretary Baker and Soviet Minister
of Foreign Trade Aristov agreed in principle upon
resolution of this issue through an exchange of
correspondence.

For several months following that meeting, FAC
representatives worked on the text of an exchange of
letters with the Office of the Soviet Trade Represen-
tative in Washington. The Soviets finally agreed to
the wording of a redraft of the exchange of letters,
which FAC sent to them after a meeting on April 1,
1987. We understood that the documents would be

sent to Moscow for final approval. The language that
we and the Soviets finally accepted regarding the
certificates of origin states that they will be
issued by "Raznoimport, taking into account instruc-
tions of the Ministry of Foreign Trade. . . ."

These certificates are to be endorsed by the U.S.S.R.
Chamber of Commerce and Industry.

The Soviets have not responded to FAC's latest
version of the exchange of letters. We are advised
that the State Department has raised this issue
informally with the Soviets on a couple of occasions,
most recently in December 1987. At that time the
Soviets indicated they had found other markets for
the nickel and for that reason have not been
pressing on the issue.

At this point, the initiative for concluding a nickel
certification agreement rests with the Soviets. We
remain ready and willing to discuss the latest version
of the draft exchange of notes.

Talking Points

If the Soviets raise the issue of nickel exports to
the U.S.:

o We are interested in resolving this issue
on acceptable terms.

o We are awaiting a final response to the
agreed-upon text of the draft exchange of
letters that we sent your Trade Representa-
tive in April 1987.
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o The Treasury Department would be happy to
resume discussions on the conclusion of a
nickel certification agreement.

Drafters - Treasury's Office of Foreign Assets Control

R. Richard Newcomb, Director, 376-0395
Marilyn L. Muench, Chief Counsel, 376-0408

Clearance

Jerry Newman, Treasury
Robert Clarke, Bruce Connuck, State Department
(substance)

Jack Brougher, Commerce/IEP/OESSA
Dated: February 26, 1988
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MARITIME AGREEMENT

Issue

(U) The U.S. and Soviets are conducting negotiations on a new
maritime agreement to replace the previous one which expired,
and was not renewed, in December 1981. Five rounds of talks
have been held to date, most recently in Washington March 7-10.

U.S. Position

(U) To secure guaranteed U.S. vessel participation in
U.S.-Soviet liner trade and preserve the possibility of U.S.
participation in the bulk trade.

Soviet Position

(U) To regain access to the U.S. cross-trades (lost in 1981 in
wake of martial law in Poland) and to enhance port access.

Background

(U) We have insisted on the Soviets guaranteeing our carriers a
share of bilateral general cargo. We also seek a share of bulk
cargo (including grain) when our carriers' rates are
competitive. Given the Soviet capability of directing cargo to
their own vessels, we view firm, practical cargo-sharing
arrangements as the only way to protect our carriers.

~LQU) —The Soviets insist on access to U.S. cross-trades as
part of an agreement. Until recently, we have opposed this,
arguing the Soviets could use their non-market pricing to seize
a major share of U.S. trade as they did in the 1970s. The
carriers and unions are strongly opposed to granting the
Soviets cross—-trading privileges. The Soviets also want
improved access to U.S. ports (i.e. elimination of the
requirement that their ships request entry at least 14 days in
advance) .

{10U)— The March round of negotiations left both sides far
apart, particularly on cargo-sharing, the key U.S. concern:
The Soviets claim that under new legislation, they no longer
have authority to directly allocate cargo to any particular
carrier. We made clear that an agreement must provide for
mutual economic benefit: Without practical cargo-sharing
arrangements there is no such benefit for the U.S. maritime
industry.
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Drafted: EUR/SOV/ECON:BConnuck:/
2412E x79370 3/24/88

Cleared: EUR/SOV:RClarke
EB/TRA/MA:RScissor
MARAD:RBourdon
DOD:WGeorge




MARITIME BOUNDARY

Status

(U) We are engaged in discussions to resolve our maritime
boundary with the Soviet Union. The US regards the line
established by the 1867 US-Russia Convention Ceding Alaska as
the maritime boundary for the purpose of defining jurisdiction
over maritime resources.

(U) As authorized by the President, we have had eight rounds of
discussions since 1981, the latest in October 1987. Our
position furthers the full range of US interests, including
maximizing our EEZ and continental shelf resource interests.

In October 1986 each side informed the other of its willingness
and intention not to take enforcement action against vessels of
the other country fishing in disputed areas in the Bering Sea,
and each side informed the other that it would not permit third
country vessels to fish in these areas. Also, despite our
boundary differences the US outer continental shelf leasing
program has proceeded in the Navarin Basin. A number of issues
remain to be resolved, including the form of any future
agreement.

Background

(U) Following the establishment in 1977 of 200-nautical-mile
fisheries zones by the United States and the Soviet Union,
differences concerning the depiction and application of the
1867 Convention line became apparent. The United States
depicts the line by arcs of great circles, the shortest
distance between two points on the earth. The Soviet Union
depicts the line by rhumb lines, lines of constant direction
used mainly by mariners. This difference results in areas in
the Bering Sea over which both countries claim maritime
resource jurisdiction.

Drafted: EUR/SOV/ECON:JBean

2438E 2/25/88 647-9370

Cleared: EUR/SOV:RClarke
EUR/SOV:MRParris
L:EVerville
OES/OPA:TScully
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CIVIL AVIATION

Status

(U) Pan Am and Aeroflot continue to operate relatively
trouble-free service between the US and Soviet Union -- their
occasional problems are essentially operational. They will
initiate joint operation of non-stop service between New York
and Moscow in May, 1988. The new service will utilize Pan Am
747s and will include Aeroflot as well as Pan Am cabin
attendants.

Background

(U) Reroflot service to the US, originally established under
the US-USSR Civil Air Transport Agreement of November 4, 1966,
was suspended in December 1981 following the imposition of
martial law in Poland. Aeroflot's US offices were closed
completely in the wake of the shooting down of KAL 007 in,
September 1983. Following negotiations and amendments to the
Cirair Agreement, Pan Am and Aeroflot resumed regular

co mercial service between the US (Washington, New York) and
USSR (Moscow, Leningrad) in April 1986.

(U) The two carriers signed a commercial agreement on September
25, 1987, to operate the new joint non-stop service. US and
Soviet negotiatiors met in November to discuss amending the
US-USSR Civil Air Transport Agreement of November 4, 1966, as
amended. They agreed to increase the number of flights for
each airline, issue additional crew visas and allow various
operational and technical changes necessary for the new service.

(U) The amendment to the Civair Agreement incorporating the

agreed changes and authorizing the joint service was brought
into effect by an exchange of notes between Secretary Shultz
and Foreign Minister Shevardnadze on December 9, 1987.

Drafted: EUR/SOV/ECON:JBean
2438E 2/25/88 647-9370

Cleared: EUR/SOV:RClarke
EUR/SOV:MRParris
EB/TRA/AN:WCrane
DOC:JBrougher
DOD:WGeorge

UHCLASSIFIED






Soviet Approach to GATT

Issue

Despite strong U.S. statements opposing closer Soviet ties with
the General Agreement on Tariffs and Trade (GATT), either in
the form of observer, contracting party, or Uruguay Round
participant, the USSR continues to express interest to U.S.
representatives and other GATT contracting parties (CPs).

Soviet Position

The USSR has stated that its interest in participating in GATT
activities is based totally on economic considerations. 1In
presentations to GATT CPs and GATT Secretariat officials, Soviet
representatives have made the following points:

o the USSR wishes to observe GATT meetings and the New Round
in order to gain experience with GATT procedures;

o the USSR wants to move its economy more into the framework
of international economic relations and would use GATT obser-
vership to "review what changes need to be made in the Soviet
economic structure to qualify for full membership;"

o the USSR has an important stake in the international economy
and should have observer status in the GATT to monitor world
trade developments which affect Soviet interests;

o the USSR believes closer association with the GATT would
help expand trade with GATT members;

©0 GATT participation will help the USSR gain experience
leading towards a decision on accession in light of the ongoing
re-organization of the management of the Soviet economy which
provides for increased autonomy and responsibility of
enterprises in their business relations; and

0 GATT participation is important in Soviet efforts at diver-
sifying exports and modernizing the economy.

Background

History of Requests--During forty years of development and
negotiation within the GATT trading system, the Soviet Union
chose not to participate in GATT activities, including the work
of the Preparatory Committee that drew up the GATT in 1947 and
subsequent rounds of multilateral trade negotiations. Since
the close of the Tokyo Round, and prior to the recent spate
of overtures, Soviet officials have made periodic informal
contacts with U.S. and other GATT CP representatives to
explore their receptivity to Soviet participation in GATT
affairs. In each instance, these feelers have met with a
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profound lack of enthusiasm by GATT CPs for the idea, and
'Soviet interest has in each case abated.

Soviet officials renewed their informal overtures in the
spring of 1986 contacting a number of CP capitals to informally
inquire about a possible Soviet observership in the GATT,
and requested participation in the Uruguay Round of Multilateral
Trade Negotiations in August of that year. The contacted
CPs received the idea of an observership very coldly, and
the Soviet request for Uruguay Round participation was
rejected. 1Indeed, a majority of developed GATT CPs oppose
any form of Soviet involvement in the GATT. Only GATT non-
market economy (NME) CPs and India are on record as unequi-
vocally supporting Soviet involvement. In response to
erroneous press articles speculating that the United States
was softening in its opposition to Soviet GATT participation,
the USG recently made very strong representations in OECD
capitals reemphasizing the U.S. position. OECD capitals'
response was supportive of our stand.

Incompatibility of Soviet Trade Regime to GATT--Although
lengthy debates took place in the negotiations for an

International Trade Organization (ITO) on integrating the
NMEs into the international trading system, the Soviet Union
rejected the ITO and its provisions. The General Agreement
was drawn up after the Soviet Union had indicated it would
not participate in the ITO. As a result, it does not have
an effective mechanism for addressing the trade-distorting
effects on NME trade practices. Rather, state trading was
treated in the GATT as an aberration from the normal,
market-oriented, conduct of international trade, and subject
to special rules to mitigate its trade-distortive effects.

The rules developed, contained in Article XVII, have not
been effective even with market economies, and the subsequent
experience of trying to integrate NMEs into the GATT system
has not been successful. Since the NMEs currently in the GATT
have small economies with limited impact on international
trade flows, however, the central problem of non-integration
with GATT and GATT principles has been avoidable.

The Soviet case would be much more difficult, even in purely
technical terms. Its economic and trade regime is tightly
politically controlled and the lack of a market-oriented
price mechanism effectively nullifies the driving economic
mechanisms that GATT Articles are designed to protect.
Despite much discussion of "reforms" to decentralize and
open-up Soviet trade, there is as yet no tangible indication
that the USSR is ready to actually move any part of its
economic regime towards true responsiveness to market
forces.
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The basic difference in fundamental principles and function-
ing of the Soviet economy and GATT Articles at this time
precludes actual integration of the Soviet Union into the
work of the GATT. Given the political and economic size of
the Soviet Union, this technical incompatibility of the USSR
with the work of the GATT would result in a major imbalance
between its influence in the organization and its willingness
or ability to take up real obligations. Under these circum-
stances, Soviet participation in the GATT is of no value to
current GATT CPs, since the USSR cannot undertake normal
GATT obligations in return for the benefits it would receive.

Talking Points

o Frankly, we do not believe that your country's closer
association with the GATT would serve the interests of
GATT members or of the international trading system based
on market forces and price mechanisms in encouraging your
country's closer association with the organization.

o Our opposition to your participation in GATT is based on
economic grounds: the USSR trade system is incompatible
with the market-oriented philosophy embodied in GATT
rules. We specifically oppose your interest in GATT
observer status because there is an implicit link between
observership and GATT accession.

o (OPTIONAL) The structure of Soviet imports and exports is
not based on market prices, and your economy is not
integrated with world pricing structures. Despite the
beginnings of efforts to introduce some real economic
forces into your economic decision-making, there is no
indication that comprehensive changes allowing market
prices to determine trade decisions will be implemented
any time soon.

o (OPTIONAL) Participation and observerships in New Round
activities are determined by the GATT Contracting Parties
and by those actively engaged in the negotiations. We do
not see how your participation would further our efforts
to strengthen and expand the international trading
system, since your own trade is generated by politically
derived plans and nonmarket considerations.

o (OPTIONAL) The whole issue of GATT observers is currently
under review. The GATT Council has decided that, pending
the completion of a review of the issue of criteria for
observerships, new applicants would not be considered.
We believe that consideration of new observers should be
frozen.



Drafted:

Cleared:

Cecilia Leahy Klein
USTR/GATT Affairs (395-3063)
March 14, 1988 ’

USTR/EE:DWeiss
EB/OT/ODC:DMarkowitz
EUR/SOV:RJohnson
DOC/IEP/EWT:JBrougher
DOC/IEP/GATT:DGardner
USDA/ITP/AAEE:JHarrison
TREAS/OASIA/ITE:JHill
NSC:EMelby
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Fisheries

Issue

Implementation of the interim fisheries access agreement,
signed in Moscow on February 21, 1988, by Secretary Shultz
and Foreign Minister Schevardnadze. The agreement provides
access for U.S. fishermen to the Soviet economic zone in a
reciprocal manner to that access to the U.S. exclusive
economic zone (EEZ) enjoyed by Soviet fishing interests.
Implementation awaits the Soviets providing to us details on
applicable Soviet regulations, enforcement, port access, and
application procedures for U.S. fishermen (see Attachment).
Following implementation, both sides will begin negotiation
of a comprehensive, long-term agreement to cover all aspects
of the bilateral fisheries relationship.

U.S. Position

To implement the agreement as soon as possible. The initial
interest in access to the Soviet zone is held by the Alaska
Crab Coalition whose members wish to be enjoying that access
next June. '

Soviet Position

Probably, from a broad political perspective, to implement
the agreement. From a fisheries perspective, to achieve the
most commercially advantageous balance between the
considerable fees, observer requirements, and other
conditions required of foreign fishing vessels in the U.S.
EEZ and the conditions to be placed on U.S. vessels in the
Soviet economic zone. They also have an interest in
beginning talks on a comprehensive agreement and in
establishing joint enterprises which will bring them hard
currency and technology.

Background

Soviet access to the U.S. EEZ is provided for by our
bilateral governing international fishery agreement, signed
in 1976 and extended since then, currently until
December 31, 1988. Because of the certification of the
Soviet Union under the Packwood-Magnuson Amendment for
whaling that diminished the effectiveness of the
International Whaling Commission conservation program, the
Soviet Union was until recently precluded from receiving any
directed fishing privileges in the U.S. EEZ. However,
fishing joint ventures were not affected, and a joint
venture fishing company on the west coast has prospered.
UNCLASSIFIED
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Now that we are terminating the certification, directed
fishing privileges in the zone of the other country is
possible; however, reciprocal access may still be limited
because of a lack of fish available for directed foreign
fishing in U.S. waters.

Talking Points

O I am pleased that Secretary Shultz and Foreign
Minister Schevardnadze signed the interim fisheries
access agreement.

0 Officials in both the Departments of Commerce and
State are eager to continue working with you to
sort out the remaining details that will allow the
agreement to be implemented.

O Following implementation of the interim
access agreement, we look forward to
participating in negotiations on a
comprehensive, long-term agreement to govern
aspects of our bilateral fisheries relationship.

Attachment

Drafter: NOAA, Dean Swanson, 673-5281, 2-22-88.

Clearances: OES/OFA, Bob Ford, 647-2009, 2-26-88.
EUR/SOV, Richard Johnson, 647-9370, 2-26-88.

UNCLASSIFIED
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ATTACHMENT

We need to receive from the Soviet side a proposed draft
containing the terms and conditions which will apply
to U.S. access to Soviet waters in the following respects:

1. A list of available ports, and conditions and
procedures for access by U.S. fishing vessels to
such ports (we anticipate that these conditions
and procedures would be similar to those in
Annex III to the U.S.-Soviet GIFA);

2. Application procedures for requesting permits
from the Soviet Union for vessels which may operate
in the Soviet economic zone and copies of the
application forms (we anticipate that these
procedures would be similar to those in Annex I

to the U.S.-Soviet GIFA) ;

3. Any other specific requirements for U.S. vessels
in such areas as accepting observers, paying fees,
and providing catch data; and

4. Enforcement regulations, procedures, and

. penalties.
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Whaling Certification

Issue

The April 1, 1985 certification of the Soviet Union under the
Pelly and Packwood-Magnuson Amendments for whaling diminished
the effectiveness of the International Whaling Commission (IWC)
conservation program. Under the Packwood-Magnuson Amendment,
the certification precluded any Soviet directed fishing
privileges in the U.S. exclusive economic zone. By the
exchange of letters attached, you indicate that the reasons
that gave rise to the certification no longer prevail, and you
are proceeding to terminate the certification.

U.S. Position

Commerce wants to complete the termination of the certification
as soon as possible (e.g., NOAA must publish a Federal Register
notice).

Soviet Position

The U.S.S.R. wants to put the whaling issue to rest without
being seen as reacting to U.S. pressure.

Background

Among the reasons for the original certification, as reported
by the President to Congress on May 31, 1985, the fact that the
Soviet Union has now ceased commercial whaling assuages all but
the following: "there had been no indication that the Soviets
intended to comply with IWC standards." The law requires the
Secretary of Commerce to determine that these reasons no longer
prevail in order to terminate the certification and to have the
determination published in the Federal Register.

The attached letters, planned to be exchanged on April 8,
confirm the Secretary’s understanding that the Soviet Union
intends to work through the IWC for whale research and
conservation. Based upon this, we are proceeding to complete
the termination of the certification by publishing the
necessary notice in the Federal Register.

Note: The Soviet side has expressed its preference that the
letters not be released publicly.

UNCLASSIFIED
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Talking Points

(o]

I have received assurances from the Soviet Ambassador to
the United States that the Soviet Union has ceased
commercial whaling and intends to work through the
International Whaling Commission (the "IWC") for whale
research and conservation.

Based on this information, I am pleased that we are able
to proceed with the termination of the USSR
certification.

The cessation of commercial whaling by whaling nations
has been a major objective of global environmental
groups and the IWC, supported by the United States.

I welcome the Soviet decision and hope that it sets a
pattern for similar decisions on the part of other
whaling nations to work with the IWC for the purposes of
research and conservation.

We look forward to working more closely with our Soviet
colleagues in the IWC on our fisheries relations as well
as on our broader bilateral agenda.

Attachments

Drafted: NOAA, Dean Swanson, 673-5281, 2-2-88; Revised 3/29
Clearances: OES/0OSP. Claudia Kendrew, 647-3262, 2-26-88.

EUR/SOV, Richard Johnson, 647-9370, 2-26-88.

UNCLASSIFIED
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AMBASSADOR OF THE
UNION OF SOVIET SOCIALIST REPUBLICS
1125 SIXTEENTH STREET, N. W.
WASHINGTON, D. C. 20036

DRATFT

The Honorable

William VERITY
Secretary of Commerce
Washington, D.C. 20230

I was pleased by our recent discussions concerning the so-called

whaling problen which has for a long time prevented the development

of our cooneration in fisheries.
I+ is s evidence o7 increasing mutual understanding between
our countrics.

Let me opnce again reaffirm, that the USSR ceased commerical
whaling in the spring of 1987 and at present is not planning to
resume it.

Regarding the issue of sea mammals the Soviet Union is a
principaled supporter of international cooperation in research,
conservation and rational use of these resources in strict
accordance with norms of international law, proceeding from
reliable scientific data, based on expert assessments of scientists
from different countries. The Soviet Union also comes out for active
cooperation at appropriate. international organizations.

As a participant of the international conference of 1946 on
whaling the USSR has been cooperating within the framework of IWC
for LO years.

In connection with the recent changes the Soviet Union put
foward at the 37th session of IWC a proposal on 1mprov1ng the
activities of the Commission on a number of issues in order to
give IWC conservation and research functions.
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It confirms once again our readiness to cooperate in future

with other countries concerned for the research and conservation

of whaling resources.

Respectfully,

Yuri V.DUBININ




" DRAFT

His Excellency Yuriy V. Dubinin
Ambassador of the Union of Soviet
Socialist Republics
Washington, D.C. 20036
Dear Mr. Ambassador:
I was pleased by our recent discussions concerning the

Soviet Union's policy regarding commercial whaling.

As a result of further consultations between our
representatives, I understand it to be Soviet policy that the
Soviet Union will not resume commercial whaling until the
world's scientists agree that such whaling can be conducted
without jeopardizing the well-being of whale populations.

I also understénd that the Soviet Union will continue to

work through the International Whaling Commission for

research and whale conservation.

I trust that this understanding is correct and, based upon it,
I will proceed to terminate the certification of the
Soviet Union. I look forward to continued cooperation and

discussion on the matters before us.

Sincerely,

Secretary of Commerce
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Trade Promotion in the Soviet Union

ISSUE:

(U) Since resumption of its trade promotion program in
the Soviet Union in 1985, Commerce has organized, on a
full cost recovery basis, two U.S. expositions at Soviet
trade shows. On the same cost recovery basis, Commerce
would like to initiate a program of specialized,
technically oriented trade missions to the Soviet Union.
Working with state and local organizations where
appropriate, each mission would represent five or six
American firms in an industry, and would link American
executives with their counterparts.

(U) American firms participating in U.S. Government
sponsored trade events such as these are competing with
firms from other Western countries for the attention of a
limited number of Soviet decision-makers. Soviet
cooperation and assistance, therefore, is needed to ensure
that U.S. company representatives are able to meet with
the appropriate Soviet decision-makers during the event.

(FOUO) Although during the 1985 JCC the Soviets agreed to
terminate their ban on U.S. company seminars at the U.S.
Commercial Office, the State Committee for Science and
Technology (GKNT) denies support for USCO seminars because
there is no U.S.-Soviet science and technology agreement.
This severely restricts attendance.

U.S. POSITION

(U) The U.S. Government will continue to develop its
trade promotion program in the Soviet Union. The program
consists of: annually sponsoring at least one American
exposition at an appropriate Soviet international trade
fair; developing a program of technically oriented company
trade missions; and hosting company trade seminars at the
U.S. Commercial Office.

SOVIET POSITION

TFOUO)~ While the Soviet Ministry of Foreign Trade
(replaced in 1987 by the Ministry of Foreign Economic
Relations) has given their support for USCO seminars, they
have claimed to have no authority over the Soviet State
Committee for Science and Technology (GKNT) which denies
support for seminars.

(FQUO) GKNT support for USCO seminars is vital because: of
GKNT’s ties with technical specialists throughout Soviet
industry. Each Soviet specialist, invited to attend a
USCO seminar, must receive permission from his or her
organization, which is usually only granted if the USCO
event has GKNT support.

Controlled by Franklin J. Vargo
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BACKGROUND ‘

(U) The U.S. Government has identified several
non-strategic industrial areas in which U.S. companies are
highly competitive and where there is Soviet demand.

USDOC has focused its trade promotion plans in these
areas.

INPRODTORGMASH - In 1986, Commerce sponsored a U.S.
exposition at the Soviet international FOOD PROCESSING
show with over over 60 companies (17 NTM) participating.

NEFTEGAZ-87 - In January 1987, USDOC sponsored an
exposition at the Soviet OIL AND GAS EQUIPMENT show
NEFTEGAZ-87 with 45 American companies participating (9
NTM) .

STROYDORMASH - USDOC is currently organizing a U.S.
exposition at the May 1988 Soviet CONSTRUCTION AND
ROAD-BUILDING EQUIPMENT show in Moscow. Recruitment for
this show is going well, and USDOC anticipates a good
exhibit.

(FOUO) —TALKING POINTS

Announce a new program of trade missions

o Since 1985, the U.S. Government has sponsored an active
trade promotion program in the Soviet Union, including:
annually sponsoring at least one American exposition at
an appropriate Soviet international trade fair; locally
organized trade missions; and, when possible, hosting
company trade seminars at the U.S. Commercial Office.

O We believe that now is a good time to expand our trade
promotion program. We would like to initiate a program
of specialized, technically oriented trade missions,
working with state and local governments where appro-
priate. These missions would be in selected,
non-strategic areas in which U.S. producers are
particularly competitive, such as in medical equipment.

o We would like to use these trade missions to introduce
some of America’s outstanding companies and their
products and services to you. To be successful,
however, we require Soviet agreement and assistance to
ensure that U.S. firms will be able to meet with the
appropriate Soviet decision-makers.

FOR OFFI USE ONLY
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We would like to announce, at the conclusion of these
meetings, our agreement to establish a new program of
rade missions. Further, we would like to announce
that you have given your full support and commitment to
assisting American companies on these missions,
including assistance with organizing the event, as well
as locating and setting up meetings or seminars with
the appropriate Soviet decision-makers.

Use of USCO seminar facilities

o

An effective way of bringing U.S. corporate executives
and Soviet industry and commercial officials together
is to hold technical/sales seminars and small exhibits
at the Department of Commerce’s Commercial Office in
Moscow. This is only practical if appropriate Soviet
officials attend.

At the Joint Commercial Commission in 1985, the Soviet
side agreed to remove a ban on seminars at our
Commercial Office and at the 1986 JCC agreed to provide
necessary facilitation assistance.

The most vital ingredient is attendance by Soviet
specialists. We need the support of the Soviet side in
arranging Soviet attendance. Perhaps this could be
done by the new Foreign Economic Commission, and
perhaps by the Chamber of Commerce and Industry.

Support by the State Committee for Science and
Technology is also important. The State Committee has
resisted giving us support on the grounds that there is
no U.S.-Soviet science and technology agreement.
However, the purpose of U.S. Commercial Office seminars
is to encourage commercial and technical cooperation
between U.S. companies and Soviet industries --
something which Soviet foreign trade agencies should
encourage, and which the two governments have agreed to
support under the Long Term Agreement for Economic,
Industrial, and Technical Cooperation, renewed in

1984.

There is a growing interest on the part of American
companies (and particularly small and NTM firms) for
heolding seminars at USCO. A major U.S. manufacturer of
dental supplies and equipment is ready to host a single
company seminar at USCO. The company, having
unsuccessfully attempted to enter the Soviet market in-
the 1970’s, sees Soviet "perestroika" as an encouraging
chance to try the Soviet market again. The company .~
feels that a USCO seminar is the appropriate,avenue-

‘

“FOR_QFFICIAL USE-ONLY




OR OFF LY

-4 -

o At the JCC, we would like to announce agreement by the
two sides to cooperate, including support by the State
Committee for Science and Technology and other
organizations, on a program of seminars at the U.S.
Commercial Office which will bring together U.S.
executives and Soviet specialists.

U.S. participation in Soviet trade shows

o The Commerce Department has been pleased with
participation in the Soviet international exhibitions
INPRODTORGMASH and NEFTEGAZ, and we look forward to
STROYDORMASH this spring.

o As perestroika continues, our companies participating
in these shows require greater market information
beforehand.

o We urge Expocentr and the sponsoring Soviet
organizations to supply our Commercial office with in-
depth information on the Soviet industry and on the
Soviet officials and technical people who will
participate in shows in which we are sponsoring a U.S.
exposition.

If raised,

Soviet Trade Promotion in the United States

o Of course, we are also aware that the Soviet Union is
considering new trade promotion activities for its
products, including your planned Exhibition of Soviet
Export Goods in New York this December. As agreed at
previous meetings of the JCC, we will offer support in
facilitating questions that might arise concerning the
exhibit.

Drafted by: S. Lewenz DOC/ITA/IEP/EUR/OEESA/USSRD/377-4655
Drafted 2/18/88, revised 3-24-88
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Business Facilitation

Issue

(U) Under the heading of "business facilitation," the
Joint U.S.-U.S.S.R. Commercial Commission has
traditionally discussed ways of improving operating
conditions for business representatives in each country
e.g., office and apartment access and rent, access to food
stores, multiple entry/exit visas. Since it is necessary
to have a presence in Moscow, either through an office or
frequent travel, in order to do business there, business
facilitation issues can have an significant effect on
trade.

U.S. Position

(U) The United States wants to improve conditions in
Moscow for all American business representatives,
including those stationed there as well as visitors. The
Soviet trade and economic reforms have presented some new
challenges, but they may also present some new
opportunities for improving service in Moscow.

(EQUEe)~ The U.S. delegation should follow up on several
statements by the Soviet side at the February Working
Group of Experts Meeting. American Countries
Administration head Zinoviev indicated in response to U.S.
representations about company problems in Moscow that the
Soviets would be willing to hold a meeting of the business
facilitation working group under the JCC to discuss
business facilitation problems of U.S. companies. Soviet
Experts delegation head Znamensky commented that the
situation raised by the U.S. delegation with regard to
making appointments, i.e., many of the new Soviet
organizations with trading rights require written
application and then fail to respond, is not proper and
should be corrected.

U.S.S.R. Position

(U) In some instances, the Soviets have responded
constructively to U.S. representations. In 1985, for
instance, they accelerated installation of direct dial
long distance lines for offices in Moscow. Often, the
Soviets have responded to U.S. representations by listing
services available from Sovincenter and Intourist or
claiming that they have no authority in areas such as
hotels, car rental, etc.

Controlled by Susanne S. Lotarski
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Background

(U) Under the Long Term Agreement to Facilitate Economic,
Industrial, and Technical Cooperation, the two sides have
agreed to improve working conditions for business
representatives. At the 1985 JCC, a business facilitation
working group was established, which later met in Moscow
in the fall of 1985 and the spring of 1986. In an effort
to take practical steps to assist small firms, the U.S.
side tabled ten specific proposals for improving
conditions for nonaccredited firms, who represent small
American firms not able to afford their own offices in
Moscow. There are about 6 American nonaccredited firms in
Moscow who rent hotel rooms or apartments on a continuing
basis.

(FOUO) Talking Points

o Both sides have recognized the role of business
facilitation in increasing trade, and both have worked
at Joint Commercial Commission meetings in the past to
improve conditions for our business representatives.

In 1985, for example, we raised problems that companies
with Moscow offices were having in getting direct dial
long distance lines. The Soviet side provided
assistance, and our companies soon reported that this
problem had been resolved.

o The reforms underway in economic management and
decision making open up new possibilities for U.S.
firms. Prospects for joint ventures will be furthered
by the removal of practical impediments to the pres-
cence of U.S. firms in Moscow. Thus, business
facilitation questions are becoming even more
important.

o We should focus on conditions for all business
representatives, e.g., accredited, nonaccredited, and
travelers. The trade reform has provided the
opportunity, and even made it necessary, for firms to
establish contact with many more Soviet industry and
commercial officials than before. Under these new
conditions, the role of nonaccredited firms that
represent American companies may increase.

o Nonaccredited, representative or agent firms perform a
particularly important service for small firms who
cannot afford accredited offices, yet need to be
represented in Moscow. The proposals we made in the
business facilitation working group in 1985 for
practical assistance in obtaining reasonably priced
office space, clerical and technical support, local
transportation, and essential office equipment would
still be practical. The Soviet reforms (individual
enterprise) might make it easier to implement them.
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o Our business representatives in Moscow report a
contradictory situation. Costs of a Moscow office,
particularly office and apartment rents, are rising
significantly. This is hard for some firms to bear,
because they have seen their business in Moscow
decline. For some firms then, rising costs raise a
question as to whether it is cost effective to maintain
an office. We believe that an office can be a valuable
asset, but we also believe that both sides should work
to keep costs down.

o We understand that hotel rooms at the Mezhdunarodnaya
Hotel cost about $200 per day, and that apartment and
office rents have risen about 40 percent over the last

" year. (FYI: Some Soviet officials have said that
prices will be held at the present level for two years.)

o Business representative’s access to food supplies has
worsened, including meat and vegetables. We understand
that the hard currency stores are being reorganized,
and perhaps it would be possible to arrange access to
stores where supplies are better.

o On the positive side, we want to note that Soviet
travel regulations for business representatives have
been brought closer to U.S. practice, improving
conditions for our representatives.

o Finally, our firms report, that following the extension '
of foreign trade rights to new ministries and
enterprises, it has become more difficult in many cases
to get appointments with Soviet officials. Whereas in
the past, it was possible to set up an appointment by
phone, it is now often necessary to write letters
requesting appointments and these are often not
answered.

o At the February Experts meeting, the Soviet delegation
agreed that this situation should be corrected, and we
are ready to work with the Soviets on this.

o0 We would like to take up the Soviet offer at the ;
Experts Meeting to hold a business facilitation meeting
in Moscow to discuss ways of improving conditions for
companies.

Drafted by: JBrougher/DOC/IEP/EUR/OEESA/USSRD/377-4655
2/17/88, revised 2/24
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2. IEGULAR HE!TINGS HIYH V!SIERN COHﬂERCIll OFFICERS

WHILE |r 13 DIFTICULT 70 UNDERSTATE rnz
PROBLEMS INVGLVED IM DO!NG BUSINESS IN THE SOVIET
UKION, USCO RECOMMENDS THAT BUZINESS FACILITATION
PRESEHTATIONS BE HANDLES IN A SLIGHTLY
LCWER-KEYED MZNNER THAM IN THE PAST. THERE ARE
SYSTEM CONSTRAINTS WHICH WILL NOT ALLOW MUCH
IMMEDIATE IMPROVEMENT IN KGSCOW’'S BUSIHESS
CONDITiONS AND A SOFTER TOHE MAY REAP MORE
IMPROVEMENTS FCR AMERICAN BUSINESSMEN ESPECIALLY

- IN THE WAKE OF THE GLCW OF THE INF AGREEMENT AND

WASHINGTCH SUMMIT. ' THERE IS GROWING EVIDENCE
THAT THE SOVIETS ARE RECOGHIZING AND REACTING

TO THE FACILITATION PROBLEMS FACED BY VESTERN
BUSINESSHEN AS THE EVER-INCREASING NUMBER OF
WESTERH BUSINESS PEPRESENTATIVES TO MCSCOW <

- CHORUS THE SAME COMPLAINTS. ~FOR EXAMPLE, A SWISS
d

V. WILL LAUNCH A WESTERN-STYLE SHOPPING CENTER
SEVERAL YEARS FROM NOW WHICH WILL HOPEFULLY PROVIDE
MORE FOOD AND BEVERAGE ITEMS FOR THE BUSINESS =
COMMUNITY THAN THOSE rounn N tnz EXISIING _;;'
IEIIOIKA svsrtn. 3 &

. AT MIGHT BE HELPFUL TO TAKE A MORE  poaliive

HELD !ETUEEH UESTERI COHﬂERCIlL GOUNSELURS B

MATTERS. IT SHOULD BE STRESSED T0 THE SOVIET

T’zDElEGAIION THAT.SUCH MEETINGS ARE NOT INTENDED
TO BE "GRIPE SESSIONS" BUT TO PROMOTE INFORMATION
'/ FLOW AND TO DISCUSS MUTUAL CONCERNS. " THE

SESSIONS MIGHT REDUCE SOME OF THE TIME WESTERN
COMMERCIAL COUNSELORS SPEHD IN CHASING THE
NUMEROUS RUMORS ‘MAKING THE MOSCOW CIRCUIT. -THEY
WOULD CERTAINLY ALLOW THE NOW FRACTIONALIZED
WESTERN BUSINESS COMMUNITY TO FOCUS ITS

IDEAS. AND COHCERNS DIRECTLY UPON SOVIET
DECISICH-MAKERS,” BUSINESS FACILITATION ISSUES
AXD PROBLEMS, A PRIMARY CONCERN FOR ALL WESTERN
COMMERCIAL OFFICERS BROUGHT OUT IN SUCH A

TWICE YEARLY FORUM MIGHT HAVE GREATER IMPACT 4
THAN WHEN RECITED BY EACH COUNTRY INDIVIDUALLY
IN AN ANNUAL COMMERCIAL COMMISSICN MEETING.

IT WOULD BE EVEN.MORE HELPFUL IF THE

MINUTES OF.HMEETINGS BETWEEN THE CIC AKD/OR THE
HFER AND WESTERN REPRESENTATIVES WERE LATER
REVIEWED AT LEAST AT THE DEPUTY MINISTER LEVEL
OF EACH OF THE SOVIET ORGANIZATIONS. WESTERN
AGRICULTURAL REPRESENTATIVES HAVE CREATED A
PRECEDENT BY MEETING WITH GOSAGROPRCM OFFICIALS
OH A SIMILAR BASIS. SCO INFORXALLY RA!SED THE

- ISSUE ONCE WITH MFER PROTOCOL CHILF NIKOLAEV

AND DID NOT RECEIVE A NZGATIiVE RESPONSE. INFORNAL
TALKS WITH VARIOUS OECD COMMERCIAL REPRESERTATIVES
DEMONSTRATED THAT THEY ARE SOLIDLY BEHIND THIS

THE EXORBITANT COST INCREASES IN 13387 OUTLINED
IN REFTEL HAVE ANGERED THE WESTERM BUSIMESS
COMMUNITY AHD MADE A DIFFICULT BUSIKESS
ENVIRONMENT EVEN MORE SO. THE SOVIET DECISION
TO GENERATE MORE HARD CURRENCY I[N THE SHORT R!'MN

»VILL HARM THE SOVIET’S DESIRED IMAGE AS ;
“ FACILITATORS OF MUTUALLY BEMEFICIAL TRADE WITH

HESTERI IATIONS.V SCO RECOMHMENDS A STRONG STATEMEHT
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BE MACE CCNCERNING THIS ISSUE TO SUPPCRT THE
AMERICAN BUSINESS REPRESENTATIVES FACING THESE
INCREASED CHARGES. A STRONG STAND NOW MAY ALSO
LESSEN THE PROBABILITY OF PRICE INCREASES OF
SUCH MAGNITUDE IN THE FUTURE.

5. SPACE SHCRTAGE .

THE SOVIETE SHOULD BE URGED TO CONTINUE THEIR
EFFORTS TO INCREASE THE AVAILABILITY CF HOTEL,
APARTMENT, AND OFFICE SPACE FOR VISITING AND
PERMANENT BUSIMNESS REPRESENTATIVES. CURRENT
WAITING LISTS OF ONE YEAR AND MORE FOR ACCREDITED
REPRESENTATIVES' APARTMENTS AND A CHROMIC LACK
OF HOTEL SPACE FQOR VISITING BUSINESSMEN ONLY
SERVE TO DAMPEN TRADE OQPPORTUNITIES. A STRONG
STAND NEED NCT BE TAKEN ON THIS ISSUE, HOWEVER,
AS THE SOVIETS THEMSELVES ARE FINALLY
RECOGNIZING THE PROBLEM. FOR EXAMPLE, IN
MID-MARCH THE SOVIET SERVICE AGENCY, UPDK,
PERMITTED ONE AMERICAN FIRM TO SUBLET AN
APARTMENT TO ANOTHER AMERICAN COMPANY AND
SEVERAL JOINT VENTURE NEGOTIATIONS ARE UNDERWAY
FOR BUILDING HOTELS OR REHABILITATING OFFICE
SPACE TO EASE THE EXISTING SPACE CRISIS.
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