DOCUMENT RESUME

EC 238 819 SO 015 28]

AUTHOR Maxey, Phyllis F,

TITLE international Trade: U.S./Y.S$.S.R. Instructor's Guide
[and] Student Materials. Business lssues in the
Classroom.

INSTITUTION Constitutional Rights Foundation, Los Angeles,
Calif.

FPUB DATE 83

NOTE 38p.; For related documents, see SO 015 366-380.

AVAILABLE FROM

PUB TYPE

EDRS PRICE
DESCRIPTORS

Constitutional Rights Foundation,
Los Angeles, CA 90025 ($4.95).
Guides - Classroom Use - Materials (For Learner:
(051) -- Guides - Classroom Use - Guides (For
Teachers) (052)

1510 Cotner Ave..

MF0l1 Plus Postage. PC Not Available from EDRS.

Business; Comparative Analysis; Cross Cultural
Studies; Economic Climate; Economic Factors;
*Economics Education:; Exports; *Foreign Policy:
*Government Role; Instructional Materials;
International Studies; *International Trade;
Political Influences; Program Descriptions;
Education; Social Studies; Units of Study
*United States:; *USSR

Secondary

IDENTIFIERS

ABSTRACT
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Soviet trade within the context of worldwide economic and political
associatiops. Introductory in nature, the 5-day unit is suitable for
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include readings on trade patterns and governmental tools to control
trade; map study; skill building exercises using statistical charts
and graphs; and a panel discussion about the Soviet pipeline. (LP)
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INTERNATIONAL TRADE: US./U.S.S.R.

Business lssues in the Classroom (BIC) introduces students to exciting,
difficult, and complex decisions that face the business community today. Case
studies and activities help students understand the setting in which American
companies must function. This business environment includes many groups with
conflicting interests: stockholders, consumers, employees, special interest groups.
business competitors and creditors, and government. These groups affect
business and, in turn, are affected by business decisions. Each BIC lesson plan
focuses on a specific issue which highlights a particular relationship in the

business decision-making cnvironment,

Natural Environment

State | National
N ! . .
Local~_ N : ol _-International
TSl N T
- -~ S~ N -~ 4 --"
Creditors, BUSINESS Owners,
Competitors / \ Stockholders
Special Interests Employees
Government Customer

THE BUSINESS DECISION-MAKING ENVIRONMENT

This unit examines U.S./Soviet trade within the context of worldwide
economic and political links. Students learn the major trading partners of both
of these countries and discover that despite their power and resources, trade
between the United States and the Soviet Union is a very small part ot
international business transactions. Students learn that trade can be used by
governments as a political weapon to weaken an enemy or support a friendly
nation. Students have the opportunity to debate an American policy dcecision
regarding the building of a Soviet pipeline to Western Europe. In a parel
discussion based on the actual pipeline incident in 1981, students consider the
arguments ot the U.S. government, their Western European allies, and American

business leaders.
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International
Organizations

- S, governiment

Foreitan Bdusiness
1
\\ :\merlcan /
[mporters and

Exporters
' . [ / T N .
Domestic and Foreign ———_ Other Nartwnal
Customers Governments

A one-wee. unit can only begm 1o opan  up the complex world ot
nternational busineus. The teacher may wish to use this unit as part ol a4
larger study of comparative eConomic systems, American toregn policy, an area
study ot the L.3.5.R.. international finance. or a variety of international -tudies

Aciivities includz two introductory cases, one set in the Soviet Lnion and
the other 1+ Minneapolis, Minnesota, to Ulustrate economic ditferences bctween
the twe countries and the 1mpact governments can have on individual
businesses. ileadings on the reasons for trade among nations ard the tools that
governments use to control that trade are included. A map study gives students
a review of world geography with emphasis on lour areas: the Soviet ULnion,
Eastern Europe, the United States, and Western Europe. Skill 1n reading
statistical charts and graphs is tested in a true/talse quiz. A protile of the
Soviet economy ts followed by a panel discussion about the Soviet pipeline !Irom
Siberia to Western Europe. A Vocabulary Worksheet helps students review new

terms Introducea in the unit.

OBJECTIVES

Students will be able to:

|. describe at least three ways in which governments CONtroi international
trade.

2. define the law of comparative advantage and give two examples.

3. distinguish between blocs referred to as East and West,

4. locate Western Europe, the U.S., Eastern Europe, and the U.S.5.R. on a
world map.

5. describe ways in which international trade becomes a political weapon.

6. make a decision supporting or rejecting a policy that forbids American
companies to sell parts to the Soviet Union to build a pipeline to

Western Europe.



O

ERIC

Aruitoxt provided by Eic:

Instructor's Guide International Trade

TIvE

)\,

lass periods plus homework a-12n

FRAME

CLAYYRIOM APPLICATIONS

Dav 2

Day 3

Preassessment: The unit assumes students have a minimal knowledge ot
world geography and can state basic economic and political ditterences
Hetween the U.S. and the Soviet Union. General questions can be used
to determine siudent knowledge, such as. "Can someone show us where
western Europe is on this map?" and "How many would agree that the

Soviet Union is bigger than the U.5.? How many would disagree™

Discussion: Read the introductory case studies together, p. 2-3, and use
the discussion questions that follow the second case. Students'
knowledge oi political and economic ditferences petween the U.S. and
the Soviet Union should be revealed by their answers to the discussion
questions. Students should read “International Trade" p. 4-7. for

homework.

Reading and Discussion: Reter students to the reading review questions
on p. 8. You may wish to assign particular quesdions to ba written In
their notebooks, such as the definitions of important terms. Discuss the
review questions with special attention to the three topics raised in the
reading: Why do nations trade with others? How o governments control

trade? who resolves the conflicts?

Small Group Work and Discussion: Divide the class 1nto pairs or groups

of four to five students. Give each group the Map Study sheet on p. 9
in the Student Materials. If possible, have several wall maps showing
world political divisions available for their reference. Each group should

have one or more smaller maps in atlases or their textbooks.
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Day >

Each group will wors together to locate all ot the places »n the Map
Study and answer the questions at the bottom ot the page. You may
wish to collect their papers and review their knowledge betore

ol the class. Students should read "The doviet Economy." p. [&-it., 1o

nomewark.

vouvity: Distribute copies ot "Proitle ot the Soviet Lnion.' p. iu-13,

Asi eacn student to study the charts and the take the quiz on p. 12

Answers to the quiz are provided in this guide on p. 7. Review the
correct answers and discuss the Soviet economy with the class. Assign
rofes for (he Panel Discussion on the Soviet pipeline, distributing role

descriptions found on p. 1G-15 of this guide.

PANEL MEMBERS:
Moderator
American business executive
French government represcntative
jralian government otticial
British government represcntative
Former U.S. Ambassador to the L.3.5.K.
1J.5. State Departiment representative
U.>. Senator
Professor of International Relations
Chairperson of Foreign Relations Committee, U.S. Congress

Undersecretary, U.S. Department ot Detense

Panel Discussion: The panel members and moderator should assemble In
the front ot the class with their roles written on name cards on their
desks. The moderator will introduce panel members, brietly discuss the
issue, ask tor each panel member's comments, and then ask tor
questions from the audience.

After the .pcmel discussion, use the following debrieting questions to

involve the class in a discussion ot the issue. Draw a chart on the

chalkboard similar to the {ollowing:

Y-
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The >Soviet Pipeline

or Agaimnst

what are some of the arguments that the supporters ot the pipeline gave
tc defend their position?

Wwhat are some ot the arguments you heard from the opponents?

Which side do vou find more convincing? Wwihy?

The U.S. Undersecretary quoted the famous communist writer and leader,
Vladimir Lenin, "The capitalists would gladly sell the rope with which they
would be hung." Wnat did Lenin mean?

Does anyone know what tinally happened with the pipeline? Did the U.S.

apply sanctions? Is the pipeline going to be butlt?

Note to teacher: Sanctions against sales of U.S. equipment tor the Soviet

pipeline were imposed in December 1981 by President Reagan, provoking an
angry response Irom American business and .rom Western Europeans. In
November 1982. the President liited those sanctions in an attempt to ease

the tensions In the Western alliance.
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CSENG A REDOLREE PERSON IN THE CLA>MRODM

The Business lssues 1n the JCiassroom (BIC) program has 4 talented group ot
prog A I

business protessionals who are prepared T3 teach one aav ob this lesson, At
least two weeks o advance, cail the Cuo sututional Rignts Foundation at (213)

473-5071 ana ask the placement COOrdinaior to arrange a classroom visit,

The pusiness persen could participate 1o the rollowing ways:

Day 2 01sCuss the Issues raised i tne reading on international trade.
Students should have ¢oipicled ne reading betore the Dbusiness
person's visit.

Day ~: D

ebriei the Panel Discussion. using this case as well as other
U

examples ot political intluence on interngtional trade.

FOLLOW-LP:

Throughout this unit .tudents may have questions about international trade.
current 1ssues, and the actual process ¢l organizing the snipment 0! goods
abroad. The teacher might «collect student questions and contact tne
Constitutional Rights Foundation to arrange tor a clissroom visit Dy a resource
expert. Questions could be sent to the business perscn in advance.

A recent case of government Involvement in in ernational business 1s the
shooting down ot a Korean airliner by the Soviet Union tn September 1983. A
commentary on this case is included in the Teacher Background section ot this
guide on p. 16-17.

To test students' ability to apply their reasoning in the pipeline case to a
new situation, the teacher might use this incident with the Korean airliner as

an assignment for a paper or essay.
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The Case ot rlignt OU7

Reports ot the shooting down ot a Korean passenger jet by the doviel
Lnion were greeted with disbelier and outrage around the world. Soviet tighter
1els tired missiles at the plane atter it invaded Soviet airspace, tiyving over an
area ol sensitive military operations. Two nundred siXty-nine people were killed.
Soviet officials «<laimed tnat tne plane was on a UW.S. spy mission and that any
other planes violating Soviet airspace would also vbe shot down. There was no
explanation tor the plane being ott course on Is international tlight, but some
experts attributed 1t to computer errors 1n data entry. L.S. ottiCials later
agmitted that it would nave been dilticult 1o recognize tne jet as a passenger

plane.

Your opinion: Write an essay in walch you support or reject the tollowing
L.3. responses to the incident. State your reasoas as clearly as possible tor or

against an interruption ot nternational trade.

Because ot tne brutal and unprovoked attack on tne Korean Airlines

passenger jet by the Soviet Lnion, the U.S. wills

|. sever all business ties with the Soviet airline. Aerotlot. Aerotlot

ottices will be closed and landing privileges revoked.

2. stop ah grain exports to tne Soviet Lnion.

3. stop all trade with the Soviet ULnior.

4. urge the United Nations to apply sanctions against the Soviets.
5. urge our Allies to join us in halting trade with the Soviets.

6. other:

Answers to Fact Quiz, p. 13

I. True 2. True 3. False -- Soviet exports to the U.S, are less than I|%,
‘imports are 4.5% 4. True 5. False -- fuels, lubricants, and chemicals are
more important 6. True -- $1,600 million = $1.6 billion 7. True 8. False --
Canada 9. False -- West Germany. Japan. and Finland are more important
partners 10. Faise -- 11% comes trom Latin America alone 1l. False -- the
EEC is composed ot West European countries 12. True 3. False -- exports
are only 9%, imports are 13% 4. False -- exports are 1%, imports are 4% 1|5,
True
_7-
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Answers 1o "International Trade." Reading Review p. 8

[§S)

o=

1O,

Exports are goods sold to another country; imports are goods purchased
troin toreign countries. Plastics, sophisticated electronics gear. and arms

and ammunition cannot be exported ts the Soviets,

The economic law of compara’ ve adva.ta.” states that each region will
tend to produce those goods aind services .1 which it nas the greatest

advantage or ‘he least compa-ative disaav itage.
No. the American company musi - e nough the Soviet goverimiment,

A taritf is a tax on imports usecd to protect domestic industries trom
toreign competition. Taritfs are used tor military reasons, as protection

against dumping, and to support intant indgustries.
i.lcenses, quotas. embargoes. and sanctions.

es, but tar less than in a country such as tne Soviet L ion. =~ ..
has used trade as a political weapon which aftects the trec 1 ot

Aimerican business to buy and sell in the global marketplace.

General Agreement on Taritfs and Trade. a group ot 33 nations that

established rules for international trade.

The European Economic Community (EEC) 1s & regional organization that

unites ‘countries of Western Europe in economic policies,

The Wwest is a term used to refer to countries who wusually have
democratically elected governments and market economies. Examples of
Western countries would be the U.S., Great Britain, France, and West
Germany. The East is made up of communist countries with centrally
planned economies, such as the U.S.S.R., the People's Republic ot

China, Cuba. and Poland.

The Organizatior tor Economic Cooperation and Development (OECD)

consists otf: Australia, Austria, Belgium, Canada. Denmark. Finland.

s 20
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France., Wwest Germany. Greece, lceland. reland. [fralv.  Japan.
Luxembourg, Netherlands, New Zealand. Norwayv, Portugal. dSpain.

Sweagen. switzerland. Turkey. Lnited Kingdom, and the uLnited States.

The members of the Council tor Mutual Economic  Assistance
(COMECON) are: Bulgaria. <Cuba. Czechoslovakia, East  Germanv.
Hungary, Mongolia. Poland. Romania. Linion of Soviet Socialist Republics

(LU.S.S.R.). and Vietnam,

Nations trade with others to obtain goods and services that are scarce
or nonexistent within their nations, and to obtain goods and services at

a lower cost or higher quality than domestic productions would allow.

Answers to Vocabulary Worksheet, p. 13

l. Domestic 2. Quota 3. Dumping 4. Tarift 5. Sanctions 6. limports

7. Exports 3. License 9. Embargo 15 - 14, Answers will vary
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THE PIPELINE PANEL

PARTICIPANTY AND THEIR VIEWS:

Mogerator:

Your rofe in this panel discussion will pe tor (1) ntroduce the lissue. (2)
introduce the panel members, (3) ask each to present their views, and (4) t:ela
questions from the audience.

The issue:

o The LU.>. s considering ways to obstruct the bullding o1 &
Soviet-European natural gas pipeline.

o The U.S. government wants to impose sanctions against any U.S. firm
or its toreign branches that sell pipeline parts to the Soviets.

o The Yamal pipeline would carry natural gas from Siberia in the

northernmost part ot the Soviet Union to Western Europe.

@]

Many American firms and foreign tirms operating under Ainerican
licenses have already signed contracts to provide equipment to the
Soviets tor the pipeline.

o These companies. it sanctions were applied, would not be allowed to
ship the goods in the contracts. It they did. they could bte tined anc

narred from selling goods and services in the U.S.

I.  American business executive, producer ot olil tield equipment

o Opposed to pipeline sanctions

o American companies could lose $2 billion in sales.

o Russia will not be hurty it can puy the equ.pment from the Japanese
or Europeans if the Americans won't trade with them,

o Europeans*and Americans will lose jobs and income.

o The tailure of American companies to honor international contracts
will encourage nations to do business with suppliers who are more

reliable.

| SNy
0o
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French government representative

o Opposed to pipeline sanctions

o France needs the natural gas supplies 1:om Russia.

o France ana other European countries need fto broaden their sources ol
energy supplies. Right now there is too much energy dependence on
Africa and the Mid-“le East. an area more unreliabie and tfar less
stable than Russia.

o Standby capacity storage facilities can be built to discourage Russia
from supply cut-offs and blackmail.

o Austria has had use of a Soviet pipeline and their experience bhas
been very positive with no blackmall or disruptions of service.

o Although this pipeline will make us more dependent on the Soviet
Union, we believe that Is better than our present heavy dependence

on Africa and the Middle East. We must have oil and gas.

3. Italian government official

o Opposed to pipeline sanctions

o The U.S. is acting like a bully. imposing its will on smaller countries.

o ltaly intends to honor all ot its contracts with the Russians.
regardless ot what America does.

o The U.S. could start a trade war where sanctions, embargoes, and
tariffs are used by countries to punish each other.

o Our people need the jobs that are created by supplting the Russians
with pipéline equipment.

o lItaly needs energy suppliers, and the Sovviet pipeline is a vital source.

o ltaly will follow its best interests. The U.S. has no right to 1mpose

its national interest on people outside of its territory.

-11- 13 .
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4. Aritish government representative

Q

)
~

Q

Opposed 1o pipeline sanctions

The U.S. made a sertous diplomatlc error o gotng public with this
lssue. Private discussions with members ol the Western alliance would
have been the proper course of action.

Political and economic concerns of Europeans do not  sewin very
important compared to the anti-Russian teelings ot some American
government otficials.

Great Britain stands to benetit from sales ot pipeline equipment. It
means millions of dollars in jobs, sales, and tuture business contracts.

Poland's political situation will not be changed by U.5. sanctiois.

5. Former {J.S. Ampassador to the U.S.S.R.

<

Opposed to pipeline sanctions

ye are living in an era ot multinational business, not American
de ninated business. We cannot call the plays, using toreign trade as a
wWe 2pon.

i~ takes time to establish international trade connections. —American
companies are going to be reluctant 1o invest in production that the
U.S. government might decide to use as a political weapon.

Sanctions are an example of "light-switch diplomacy" -- tlick a switch
and stop trade, flick it again and trade will come back. Qur trading
partners will not put up with It. They will tind more reliable suppliers.
If the U.S. ever wants to resume trade with the East and flicks the

switch, the light may not go on.

-12-
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h. Representative ot the .5, State Departinent

O Suppeorts pipeline sanctions

O Wwestern Curope has more to tear Irom Soviel dggression Thalh iroim
THANING out o enerygy supplies.

o The pipeline inakes Western Europe too dependent on Russia. Kussia
could threaten to cut oft supplies unless European policies are in
dgreement with rRussia.

o Russians have used "pipeline blackmail" in the past, against Finland --
withholding supplies until a pro-Russian leader was put into sower.

and against China tor anti-Soviet views.

<

The L.S5. can assist the Western Europeans in locating new energy
resources. It will be far more ditficult to fight Russian intluence on

Furopean aftairs because of this energy dependence.

/. L., Senator

o Supports the pipeline sanctions

o The Soviet Union is our enemy. Their design 1s to defeat the West
and take over the world.

o Wwny help the enemy? Anything the U.S. can do to make lite more
difficult for the Russlans will weaken the communist government and
help the Russian people overthrow these dictators.

o The Russians need the high technology «nd expertise of the U.5. to
build that pipeline. Why sell them technology that they will use to
build up their military -- a military designed to defeat the U.5. and
its allies?

o Economic pressure should be applied to the Soviet Union whenever
possible, especially now. In retaliation tor their harsh suppression of

the freedom of the Polish people.

o - .
ERIC 13
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rotessor ol Tnternational Ralations

SUPPOrIs pibeline sandctions

Russians  desperately  reed  toreizn  oxchange  earn. gs 50 that  they
nave  cnough  to trade  with the West. They need tood, electronics
sear, agriculture technology, and many other resources of the West.
The only export they have 1o -~arn foreign exchange credit Is eneray.
The pipeline will nean milltons ot wgollars in credit.

Without these energy sales, tne KRussians will have little money tor
puving high technology equipment and know-how. It wil hurt them
economically and militarily

Pipeline sanctions can be an etiective means of reducing Russian

access to world trade and technological progress.

Chairperson ot Foreign Relations Comnuitee, U.S. Congress

O

(6}

Supports pipeline sanctions

J.S. must take strong action against the kind of action Russia has
taken with Poland. Wwe must condemn the loss ot civil liberties and
the crushing ot dissent by the Communists. The Polish people are
sutfering under the Communist regime. Their leaders have been
thrown In prison.

11.S. and Europe must help Eastern Europe break away from >Soviet
control. We cannct do that by making Russia stronger and more
influential. The pipeline will strengthen Soviet power in Europe.

U.S. should punish the Russians tor their sanctions against the Polish
people who are fighting for democracy and freedom. If the Russians
should change their ways, the sanctions can be lifted. Otherwise, the

West should offer them no help in this project.

4=



O

ERIC

Aruitoxt provided by Eic:

fostrocror's Guide International Trade

o Lndersecretarv, LS. Deprortment ol Delense.  former  heau o1 4

hrgn-technology multinational corporation

N

O

N

Supports pipeline sanctions

Protit 1s not the only tning about which %estern Europeans need (o
worry, Lenin said. "The capitaitsts would glaaly sell the rope with
which they would be hung." The security of Europe ana the IS, is at
stake, Companys' protits are secondary.

Jur sale o1 Mmigh technology equipment to the Russians could come
back to haunt us. The Russian Invasion ot Atghanistan was carried
out with trucks made n a Russlan tactory that American bu: 58
helped build.

By stopping grain sales and himiting foreign exchange credits tor the
Russians, we can torce them to use their rescurces tor producing
tood and other necessities of the people. This takes away resources

trom their military build-u:.

-15-
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.!anlos Flanigan

U.S. Must Take
CareNottoAim
Trade Weapon

At Its Own Foot

Less than two weeks after the
1j S signed a new and un:nterrupt:-
bie grain agreement and slsa lifted a
han cn sales of Calerpillar pipe-iay -
g cquipment, the Soviet Union
shot down a Korean Airiines 747,
Kitling 269 people.

So much for the civ 'zing 2
ol commerce, i8 © .aspe:
first reaction. But we should qu..
uon it. Commerce may not, in factL,
make civilization, But 1t does pro-
vide a vital ansist. More imporiant.
withholding commerce presents us
with more dangers than opportur.
tes—unless we in the West are in
agreement on when and how such
sanctions should be appiied.

The issue is before us this month
because Congress. when 1t returns,
will take up renewal of the Export
Admimistration Act. That is (he
basic law. on the books since 1949
that governs .how and why the
President can move lo embargo
exports, or hmt imports. for reasons
of nationai securily, foreign policy
or scarcaity.

Before the Korean piane incident.
Congressional sentimenyL was run-
ning strongly toward amendments
that would lessen restrictions and
slign our trade posture loward the
1155 R with that of our aihies.

That process should go forward.
hecause to date we have been hurt
more than our adversary hy our
anr-agan. off-again grain sales and
cxparts of equipment

-l16-
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INFORMATION

Lel's review the history

In 1972. the Nixon Administration
encouraged U.S. farmers to greatly
:ncrease production of corn. wheat
and soybeans, with the promise cf
export markets—including. impor -
tantly. the Soviet Union—for the
surplus grain thus created. But as
we later embargoed grain ship-
ments. we found our alhes rushing
into the breech. Now we've reached
the ludicrous point where a varia-
tion on the Depression-era soil
bank. called Payment In Kind. 1s not
only costing our Treasury about $24
billion 1n support payments. but has
created an umbrella pnice for grain
sales to the Soviels by our allies
Canada. Argenuna. Austraba and
Frante.

In 1978. 1n response to the jailling
of Sowviet dissmidents Alexander
Ginzburg and Anatoly Scharansky.
President Jimmy Carter cut off
sales to the Soviet Union of Cater-
pillar Tractur’'s road-building and
construction equipment. But Ja-
pan’s Komatsu Inc. quickly sup-
planted Cat in supplying 85% of the
Sovicts’ $100 million a year in
purchases, and inhenited by defauit
a roughly $500-mithon order for
pipe-layers for Lthe Soviel gas fupe-
line to Western Europe.

We aiso banned sales ul oil-field
rquipment to Lhe Sovicis. the
worid's largest oil produccrs. and
handed an opening to European and
Japanese comoeution.

The sed fact 18 that while our
cmhargoes have undermined our
reputation as reliable suppliers (a
claim our compeulors are using
Jag4INAL us 10 all markels), they
have done nothing Lo undermine the
Soviet military’'s huld on ta own
people. or on Afghanistan or on
Poland.

So what should we do now’

We should reach a firmiy agreed
upon Western policy on trage with
ine Soviet Umon. which can e
capansive il need not be mindiesa
ol Saviet offensea ‘Trade 18 not
Cure all, but it can help to hring the
Coviel repepade into the cummmutinty

fnahiona Rqually tmportant it can

ST oD
18
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BACKGROUND INFORMATION

Jamaes Flanigan

Continued from First Page

nrovide the West a weapon stronger than words bul
safer (han missiles for umes. ke the present. when
Sovicl conduct cries out for chasusement.

But we must n°ve our albes’ help in loading the
wcapon. Penelope Haruand-Thunberg. a senior feilow
at the Georgetown Center for Strategic and Internation-
ai Studies. suggests that the ndtions of the West devise 3
scaie of jpint responses lo potcnual Scvict offensive
acuions. Then. if there is to be a demal of sparc parts for
(rucks or even for compulers. Lhe action can be
universai and effective. K

Most of all. we should be clear about the effecy of
cconomic development on the Soviet Union. There was
a fa;se assumplion thal, with development, the Sovicls
wou d become morc comfortadie and therefore peacea-
bic. The assumplion said the worid 18 governed by

"7 W e o

fiches, when in fact 1t respontis to somcthing much
deeper We should keep in mind thal we are nol
democratic hecause we are cconomically strong. we arc
strong i1 large parl becruse we arc democratic. The
Soviels, toy, have political imperauves that will be
maintaincd despile sCrious cconomic hardsh:p.

Our trade policy with Moscow should be praclical and
businesslhike. not based on iran--<cendental visions of
change Tothe extent that the Sovicls have resources (o
pay a full and fair price for the goods we scll them. our
sacicly gains from making the saic. To the catent that a
greater flow of commerce and diveesification of industry
makes Lthe Suviel cconomy more decentralized and 1Ls
socicly a it morce democralic, that 18 an addihonal
henefit. We have nothing ta fear economically from
Sowviel deveiopment, bul we have everylthing to fear
politically and mibtartiy fromn a backward and €nvious
Saviet Union
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Teachers mav  wish o consult the llowing references wnich were used n

preparing this lesson:

Ball, George W.. "The Case Against Sanctions,” New rork Times Mapazine,
September 12, 1332.

Considine, Bob., The Remarkable Lite ~f Dr. Armand Hammer. New York:
Harper and Row. 1973,

Cook, Jar.~s, "The Capitalist Connection,"” Forbes, April 23, 1980.

Croddy, Marshall and Phyllis Maxey. International '.aw in a Globai Apge,
Los Angeles: Constitutional Rights Foundation, 19%2.

"Inside the U.S.S.R.," Time, June 23, 1920C.

Millar, James R., The ABC's ot Soviet Socialisin, Urbana, lllinois: Lniversity
of llilinois Press, 1981.

Pisar, Samuel, Coexistence and Commercial Guidelines for Transactions
Between the £ast and West, New York: McGraw Hill, 1970.
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A5 American consumers we ha.e acgess to a wide range of products made
i Japan, Canada. Wwest Germany, the Philippines, Mexico, and countries  ail
over e world. But how many (tems in your home are from the Soviet Union
(1.S.3.R.)? Probably wvery tew unless you have Russian tamily ties or have
travelled In that part of the world. The Soviet Union is an enormous country,
two and a hialt times the size ot the United Siates. It 1s arn .ndustrialized
nation. rich in natural resources. Yet less than 1% or the $300 billion ot L.S.
nternational trade in {931 was with the LLS.S.R. %hy is tals so?

In this unit we will examine the barriers that restrict trade between the
Lntted ytates and the Soviet Lnlon. You will have an opportunity to evaluate
an American policy decision to use International trade as a political weapon.
You will discover why nations trade with each other and how ana why
zovernments intervene in such trade. You should gain a petter understanding
ot the economic and political ditterences ameng nations  which  create

international cooperation as weli contlict.

This unit includes the tollowing activities:

i. TWwO CASE STUDIES: U.S. and L.S.5.R.

2. READING: International Trade

3. READING REVIEW: Questions to Answer

4. MAP STUDY

5. ACTIVITY: Protile ot the Soviet Lnion

6. READING: The Soviet Economy

7. ACTIVITY: A Pipeline trom Russia to Europe
3. VOCABULARY REVIEW



O

ERIC

Aruitoxt provided by Eic:

Student Materials International Trade
CASE YULDY

THE CADE OF LISA IVANDV, soviel Busiiesswoman

Lisa Ivanov was 4 successtul Russ:an business woman. She oegan her career
bv investing her small savings account In the purchase o1 such products as
sunglasses, jeans, T-shirts, watches, cameras. lingerie, chewing gum. and wigs.
These scarce consumer goods were in great demand In the Soviet Union because
the government devoted its resources to agriculture and industry. Very iew
"luxury items" were producea or mported. Lisa used her contacts botn Inside
the country and in Western Europe and the United States to obtain faese
tilegal consumer goods. She becaine part ol the underground economy i Ihe
Soviet Union, buyving and selling goods that Russian consumers wanted, but that
the government declared illegal. Lisa did so well that she expanded her sales
to a mail order ca.alogue. greatly increasing her customers.

The Russian government, which often ignored the underground economy,
took action to stop this successful business. Lisa lvanov was tound guilty ot
the criminal act of speculation and sentenced to 12 vears in prison. She was

lucky; the maximum sentence for such a crime 15 death.

THE CASE OF HARRY HOPKINS, American Businessman

n

Harry Hookins jumped out of his chair and stabbed his finger at tne map
on the wall. Hopkins was Chief Executive of the Twin City Barge Company in
St. Paul. Minnesota. "What happens in Moscow determines our tate." he
declared. The barge company was in tinancial trouble. Business was declining
and he blamed the President of the United States.

President Carter had just declared an embargo on all grain shipments to
the Soviet Union. Shippers like Harry Hopkins, as well as farmers, would sufter
from losing this important international' customer. The Soviet Union often had
to import grain, and America had a surplus of grain > <ell, The U.5. President
stopped all grain shipments to the U.S.S.R. for politica: ither than economic
reasons. The Soviet Union sent troops to Atfghanistan and now Russian troops

occupied that country. Harry Hopkins was worried. "If the Russians don't

-2 23



O

ERIC

Aruitoxt provided by Eic:

Student Matoerads Internavional T

NN

Reagan. The Russians were stll in Ay

rade

CASE STHDA

ot e that this Compdny  survives oo

president s eleCisd OF 4 NeW PowLCy comes from Wwashington.”

i

Harry had to wait two veass. [n [9382 the emdargo was litted by Presiaent

g
(o]

the barge business.

DISCLSSION QLESTIONS

& hat was Lisa lvanov's crime? Woula her actions be legal or ilegal in
Loted  States?  Wwhat  coula  shie  do about  her  disagreement  with
Jovernment”?

Wiy did tne President place an emuargo on L.S. shipments ot gramn o

yoviet Lnion?

Harry Hopkins opposad tne 1.3, ~bargo, Whgt could he do about
ment “h the govermrme:
hNa. oan Muodergrouna ceonom ;s the U.3. have one?

Why does a government wart to control whar products come Nt

country and what products are shipped ou. ior saie to other countries’

3 24
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INTERNATIONAL TRADE

It we look at a political map oif the world, we can tind nundreds ot
divisions called nation-states. Each ot these nations has natural resources. a
particular climate, and a level cf industrial development which encourages
specialization in certain products. Each nation aiso has scarce or nonexistent
resources. and needs to trade with others to obtain such products. For example,
% est Germany .mports most of its food, and sells its macninery. tools, and
chemicals to other nations. Brazil exports tood and imports manufactured goods.
Linports are goods and services purchased trom foreign countries. Exports are
goods and services sold to foreign countries.

The economic law of comparative advantage states that each region will

tend to produce those goods and services in which it has the greatest
advantage and the least comparative disadvantage. The advantage may come
from a warm climate. a highly educated work force, or the oil and coai
reserves. We can see such specialization within our own nation. States such as
Florida. Texas. and California have the advantage ot a climate well-suited to
growing truits and vegetables. [t would be expensive and difficult for a tarmer
in Kansas to grow these products. Kansas specializes in wheat farming because
ot 1ts particular soil and climate. When each area produces according to its
advantage ard sells the surplus, evaryone can benetit frcm more goods at lower
costs.

But trade must flow two ways. Imports and exports should balance over the
long run. A country that always buys but never sells will have no money to
pay for its imports,. This Is called a "balance of payments" probiem. A country
that falls into debt to other countries must seek loans tfrom international
organizations or wealthy nations, or pay out gold to balance its payments.
Trade between nations with differing customs, currencies, and languages Is
certainly not as easy as trade between Kansas and California. But despite the
difficulties, all nations trade with others. For some, such as West Germany.
England, and Japan, international trade is a critical part of their economies.

For some larger countries, international trade plays a less dominant role.



O

ERIC

Aruitoxt provided by Eic:

Student Matertals International Trade
READING

Government Trade Controls

As we can see In the two Introductory case studies about Lisa lvanov and
Harry Hopkins, business people are aftected by the actions ot their own nation
as well as others. The United States and mary cther countries iIn the West
provide a great deal of freedom for business and coisumers. The proper role ot
government is seen as tostering a healthy economic environment. and allowing
most decisions to be made by buvers and sellers 10 the marketpiace, not by
goverament.,

In the Soviet bLinion the entire economy 1s controlled by the governmernt.
The Soviet Planning Committee and the Foreign Trade Ministry are government
groups that determine the amount and content ot international ‘trade. They
decide whnich imports are most needed in the Soviet Union., and which Russian
zoods can be sold to greatest advantage abroad. Government planning takes the
-'ace of the Individual decision-making characteristic ot market economies.
American businesses that export to ' 3coviet lnion do not deal directly with
Russian business people or companies; they work thrcugh the Soviet government.

Although the United Srates dces not have a planned economy, the
zovernment does intervene 'the free market system. We have seen in the
-case of Harry Hopkins that the U.S. government placed an embargo on the sale
of wheat to the Soviet Union. The embargo is an example ot a trade control
used by government. In this case trade was used as a political weapon to
punish actions taken by the U.S.S.R. Another government control on trade with
the Soviet Union 15 the export license. Export licenses must be obtained before
goods are shipped from the U.S. to other nations. Customs ofticials inspect
shipments upon departure and arrival. The United States will not issue export
licenses to the Soviet Union for certain kinds of products, including plastics.
sophisticated electronics gear, arms, and ammunitions. This is called a
"selective embargo." In some cases, the U.S. has 1mposed a total embargo,
stopping shipments of any kind. In the past, total embargoes have been used
against North Korea, North Vietnam, Cuba, and Cambodia.

Governments also use tariffs which are taxes placed on imports. They are

used for several reasons. Tariffs raise the price of foreign goods. In doing so.
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they may protect domestic (home) industries anc workers' jobs by making
domestic and foreign products competitive in price. Tariff protection has also
been used tor military reasons, to protect essential domestic industries needed
during wartime.

Tariffs are also used to protect nations against an International trade
practice known as "dumping." Country A sells steel to Country B at a price
below the cost of producing that steel. The steel industry in Country A
receives a government subsidy (payment) so that they are able to sell their
products at a loss. Lower prices are thus not due to greater efficiency but to
government support. Country B might place a taritf on steel from Country A to
protect its own steel industry which is not benetiting from government
assistance.

Quctas and sanctions are other tools government wuses to control
international trade. Quotas limit the amount that can be imported or exported.
janc:ions are ?alties, such as fires, against a business which has violated

government poli or a country's laws.

who Resolves the Contlicts?

When nations accuse one another of untair trade practices, such conftlicts
may be resoived by the nations themselves, by changes in the world economy,
or by international organizations such as the United Nations. Meetings of
representatives from many nations provide for regular discussions and airings of
grievances. Agreements are made which reduce restrictions on trade and aid
economic growth. Of course, the counflict may not be resolved, and trade wars
or military conflict may result.

An important organization in resolving such conflicts is the General
Agr;eement of Tariffs and Trade (GATT). Formed in 1947 by 22 ccuntries,

GATT now has a membership of 88 nations who meet periodically to hammer

"out new policies and rules. The International Monetary Func. the World Ba

the U.S. Import-Export Bank, specialized United Nations organizations, ana
-
individual conferences are other groups that play an important role in

international trade.
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There are also important regional trade assocClations. One ol the most
nighly organized 1s the European Zconornic Community (EEC). also known ds the
Common Market, in which Western European naticns have joined together to
reduce trade barriers among themselves. The "West" 1s a term used to refer to
countries with market eccnomies and democratically elected governments.
Ancther Western organization is the OECD, Organization for Economic

Cooperation and Development. [ts members are:

Australia Austria Belgium
Canada Deninark [Finland
France West Germany Greece
Iceland Ireland Italy

Japan Luxembourg Netherlands
New Zealand Norway Portugal
Spain Sweden Switzertand
Turkey United Kingdom United >tates

The "East" refers to communist countries with centrally planned economies.
They belong to the Council for Mutual Economic Assistance (CCMECON.

sometimes referred to as CMEA). Its members are:

Bulgaria Cuba Czechoslovakia
East Germany Hungary Mongolia
Poland Romania U.S.S.R.*
Vietnam

*UUnion of Soviet Socialist Republics
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READING REVIEW

[o check your unaerstanding ot the reading, answer the following questions:

l.  Wwhat are exports? imports? What gocds cannot be legally exported to the

Soviet Union”

2.  What is the law ot comparative advantage”?

3. Can an American company buy and seil directly to a Russian business?

4, what is a taritt? why do governiments use taritis?

5. In addition to taritfs, what other ‘ols does government have to intluence

international trade?
6. s U.S. international trade controlied by the U.>. government? Explain.
%hat 15 GATT?
3. Wwhat is the EEC?

~J

9. Wwhat Is "the West"? What is "the East"?
10. Who are the members of the OECD?
ll. Wwho are the members of COMECON?

12. Why do nations trade with other naticns?

8- 23
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International Trade
MAP STUDY

VAP STUDY

Using a world map. tind the location ot each of these places:

Western Europe
Eastern Europe
t,.%.S.R. (Soviet Union)
United States
Latin America
Asia

Atfrica

Japan

North Korea
Vietnam

Greece

ftaly

Iceland

ireland
Luxembourg
Denmark

France
Wwashington, D.C.
Kansas

California

China

Poland
Czechoslovakia
East Germany
Hungary
Romania
Bulgaria
Albarnia

Cuba
Yugoslavia
west Germany
Canada
Belgium
Austria
Netherlands
Great Britain
Moscow
Minneapolis. MN
Florida

Texas

Which places are classified as "the East"?

Which places are classified as "the West"?

Which places are in the United States?

Which places are cities?
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PROFILE OF THE SOVIET LNION

The Soviet Union and other communist countries have strong national
governments who control the economic and political lives ot thew citizens.
Communist doctrine teaches that capitalism 1s a destructive system that 1is
operated to benetit the few. Under communist governments the Western
institutions ot private property, individual freedom, and economic inequality, are
abandoned. A strong central government owns and controls all property on
behalt of the people. The governr:ent owns the banks, the tarms, the railroads,
the telephone systems, radio and television broadcasting, mines, tactories, office
buildings, and stores. The government decides what wages people will receive
for their labor and what prices, quantities, and types ot consumer goods will be
avallable to Russian consumers. There are startling contrasts petween ‘.nerican
lifestyles and life in the Soviet Union.

In the charts on the next few pages, we can discover how 1important
U.S./U.S.S.R. trade is compared to trade with other nations. Both ot these
countries are world leaders with advanced industrialized economies. There is
another group of countries who tall into the category of "developing countries."
These developing countries have a variety of political systems. including
military dictatorships, democracies, and communist governments. Most are still
in the process of changing trom reliance on hand labor to machine labor. and
their people are striving to attain the standard of living of the industrializea
world. Many countries in Latin America, Africa, and Southeast Asia tall into
this category. Japan. Canada, Western European nations, the United States, and
the Soviet Union are examples of industrialized nations.

Examine Tables | - 5 on pages li-12 and then take the Fact Quiz to test

your skills in reading these economic statistics.

31
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Table 1 U.S.S.R. MAJOR TOADING PARTNERS 1980
Communist countries S47
Industrialized West 337
Developing countries 137
Source: World Factbook, 1982, Washington, D.C.
Table 2 U.S.S.R. FOREIGN TRADE WITH
THE INDUSTRIALIZED WEST:
Selected Countries 1981
Exports Country Imports
6.07% West Germany 4 5%
4.07 Finland 5.07
1.0% Japan 4.07
.S% United States 4.5%
Source: United States Department of Commerce, 1982
Table 3 U.S. MAJOR TRADING PARTNERS 1981
Exports Country Imports
" 16.0% Canada 17.0%
23.072 EEC* 16.0%
9.072 Japan 15.02
13.02 LAFTA®*® 11.07
7.02 Mexico 5.02
Communist
3.02 countries .5%

# European Economic Community

##Latin America Free Trade Association
Source: World Factbook, 1982, Washington, D.C.

-11-
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Table & U.S. EXPGRTS TO U.S.S.R. (millions)
Food . . . . ., © e« e s e e« . % 1,000
Machinery . . . « ¢« ¢« « « . + .+ . . 301
Chemicals . . . e e e e e e e e 180
Fuels, 1ubr1cants . . e e e e e 63
Crude materials (not fu‘l) . e e . 59
Animal, vegetable oils . . . . . . 56
Manufactured gecods . . . . . . . . 32

Other exports . « « . + .« . . . o« . 48

Total exports tn U.S.S.R. $ 2,33 million
Table 5 U.S. IMPORTS FROM U.S.S.R. (millioas)
Fuels, lubricants . . . . . . .. . $ 112
Chemicals « . + v « v o v v v o o 94
Manufactured goods . . . .« e e 88
Crude materials (not fuel) . e e e 18
Beverages, tobacco . . . . . . . . 6
Food . . . o ¢ o v 00000 ... 3
Machinery . . . « + . . . . . . . 2

Other imports . . « . .+ « . . « . . 24

Total impcrts from U.S.S.R. $ 347 miliion

Total United States International Trade, 1981 . . $ 490 billion

Total Soviet International Trade, 1981 , . . . . $ 153 billion

Source: United States Department of Commerce, 1981

-12-
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FACT QUIZ

Test your skill at reading tables 1-5 by answering the tollowing

true/talse questions. Write in the correct answer when an itemr s talse.

Put T or F in the space provided at the left ot each item.

1. Most doviet trade s with orher communist countries.

2. Most U.S. trade (5 with non-communist countries.

3. The Soviet Union sells more to the U.5. than it buvs from the U.>.

4. 1U.S./Soviet trade is a small part of International trade for both
countries.

A
.

One o1 the most important nroducts the U.S. buys from the Soviet
LUrisa Is machinery.

6. Food purchases account toi >1.6 billion of U.S. exports to the
Soviets.

7. An Important Soviet trading partner in Western Europe Is West
Germany.

3. The single country with which the U.S. does the most trade Is
Japan.

9. In its trade with the wWwest, the Soviet Union deals primarily with
the United States.

1C. Less than 5% of U.S. imports come from developing countries.
[i. The EEC is an organization ot countries in Latin America.

[2. The U.S. imports less than % of its total world trade from
communist countries.

t3. The U.S. exports more to Japan than it imports.
l4. The U.S.5.R. exports more to Japan than it imports.

t5. Trade with the industrialized West makes up a larger part ot Soviet
international trade than trade with developing countries.

-13-
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THE SOVIET ECONOMY

The Union of Soviet Soclalist Republics (also calied the Soviet Union or
Russia) is che largest country in the world. It occupies 5% of the land surtace
on our pianet and is two and a half times the size ot the United States. Along
with the U.S., the Soviet Union has tremendous military and nuclear
capabilities. But it difters from the U.S. in its political and economic systerms.
The Russian Revolution of 1917 established a communist: nation in Russia,
tollowing the ideas of Karl Marx and Vladimir Lenin. There is only one
political party and no free eiections. Party members hold al!l important posts.
including positions in the Central Committee and Gosplan, the agencies that
plan most economic activity in the Soviet Union.

Despite its great size and power, this communist nation has serious
economiC ditficulties. The Russian economy has been agescribed as having the
worst marketing and distribution system in the world. Goods are produced In
one place, but never get shipped to other places where they are needed. The
products made in Russia have an international reputation for poor quality and
lack of style. The labor force is still heavily tied to agricultural production
and scarcity ot food is a recurring problem. The demand for consumer goods Is
very high, but the nation's resources are tirst devoted to agriculture, industry,
and military production. An illegal underground economy that produces consumer
goods exists alongside the dominant system. Even in the priority sectors ot the
economy, there never seem to be enough resources to do the job. Time recently
described the production problems of Russia as the result of the government

rewarding quantity rather than innovation and quality:

The Soviets have, in effect, created an economic
system that values the production of 100 clunking
breakdown-prone trucks more highly than that of ten
smoothly running ones, simply because the plan demands
higher unit production and makes no allowance for
quality.*

*'Inside the U.3.S.R.," Time, January 23, 1980, Vol. 115, 25, p. 49.

-l4a
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The “pitan" referr.s to in the quotation s a one-year plan tor all
businesses 10 the Soviet Union. There are no stockholders and little privately
owned property 1n Russia. [he government holds all economic resources in the
name ot the people. The Council of Ministers is responsible for the monumental
eftort ot planning the wages, production, 1inputs, and outputs for 350,000
businesses in the U.S.5.R. Production targets are broken down Into gquarterly
and monthly figures that are to be tulfilled by every plant manager in the
country.

International trade is conducted by the Foreign Ministry on behalt of the
various industries, Such trade makes up a very small percentage ot the
economic transactions in the Soviet Union, but in the last decade, the emphasis
on triade with the Wwest and Japan has been growing. The Soviet Union needs to
import food and nigh technology goods. As a leading producer of petroleum and
natural gas, the Russian government has tried to export these energy resources
in exchange for Western tood and technology. There is a belief In the U.S.5.R.
that Wwestern technology is essential to making the communist experiment a
success. Trade with the West Is therefore a political priority. Armand Hammer,
an American businessman, quoted the former Soviet leader, Nikita Khrushchev,

as saying during one ot their meetings:

If we cannot give our people the tood, shelter. and
cultural benetits that you provide under the capitalist
system, we know that communism cannot succeed.
However, we are convinced that we can, and our
performance over recent years is proof of this, We are
perfectly willing to leave it to history as to which
system is the best for mankind and which will survive.*

*Bob Considine, The Remarkable Life of Dr. Armand Hammer, New York:
Harper & Row, 1975, p. 162.
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A PIPELINE FROM RUSSIA TO EUROPE

In this activity you will hear the views of supporters and opp.onents ot a
plan to build a natural gas pipeline trom Russia to Western Europe. The United
States government is considering imposing sanctions against any firm that sells
equipment needed by the Russians to build the pipeline. You will decide
whether or not such penalties on American and European business are a good
or tad policy. ’

A moderator and ten pane! members will discuss their views on the Soviet
pipeline to Western Europe. The remainder ot the class will be the audience

and may ask questions atter the panel members have presented their arguments.

Panel members:
Moderator
American business executive, producer ot oil field equipment
French government representative
[talian government official
British government representative
Former U.S. Ambassador to the U.5.3.R.
U.S. State Department representative
U.S. Senator
Professor of International Relations
Chairperson of Foreign Atfairs Committee, U.S. Congress

Undersecretary, U.S. Department of Defense, former head of a
high-technology multinational corporation.

-16- 3

~




* student Materials International Trace
WORKSHEET

VOCABULLARY WORKSHEET

Place the correct word next to i1ts definition.

[IMPORTS TARIFF SANCTIONS
EXPORTS DUMPING DOMESTIC
QUOTA EMBARGO EXPORT LICENSE
l. A nation's home-based industries; limited to one's own
country

2.  Government-imposed limit on the amount 0t goods that can

be exported or imported

3. One country sells goods at a price below the cost of

production to another country

4. A tax on Imports

5. Penalties such as tines assessed on businesses that do not

tollow a nation's policies

6. Goods and services purchased trom toreign countries

~J

Goods and services sold to foreign countries

A permit to ship goods ou. of the country

O (o

Government stops trade in certain goods or stops all trade
with a foreign country

Define and give examples ot each ot the {cllowing terms:

DEFINITION EXAMPLES

10. law of comparative
advantage

1. The East
12. The West
13. Balance of Payments

4. GATT
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