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Building Bridges: U. S. Policy Toward FRG Trade with Eastern Europe: 1961-
1968
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Throughout modern Germany's history trade has often been used not only as a tool for commercial
gain but as an economic means for political ends. Especially since the 1922 Rapallo treaty, Western
leaders have trembled at the notion of strong relations and a formidable trade bloc between the
industrially powerful Germany and the resource rich USSR. Following World War II -- although trade
with the USSR as well as the East bloc was severely restricted to non-strategic items due to the
CoCom embargo -- the Federal Republic of Germany(FRG) was often looking for ways to increase its
trade with its eastern neighbors in order to gain political concessions and to exploit emerging

differences within the East bloc.L

Due to Chancellor Konrad Adenauer's embrace of the West during his tenure, opportunities for this
type of trade remained scarce. His successors in the 1960's however, took a different stance on the
efficacy of East-West trade and began a policy of engagement with the East bloc that would evolve
into Willy Brandt's Ostpolitik.

This evolution in FRG policy occurs simultaneously with a shift in U.S. policy regarding the
possibilities of East-West trade in "building bridges" between the Western alliance and the Eastern

bloc 2

The executive leadership in the Kennedy and Johnson Administrations broke out of previous
patterns of East-West trade policy, particularly where German products might be used as an effective
trade incentive. Officials in these administrations believed that exclusive reliance on the instrument of
trade denial had limited the possibilities of rapprochement between the Western alliance and the East,

and thus sought to supplement "sticks" with economic "carrots" to provide differentiated rewards to

East European states that demonstrated independent tendencies 2

I emphasize executive leadership, because these new initiatives were hindered by domestic
restraints in both countries: in the U.S., a tough congressional attitude that viewed flexibility as an
abuse of executive discretionary authority and popular opposition as the U.S. became increasingly
involved in Vietnam; and in Germany, divisive conflicts within the governing Chrsitian Democratic
Union party (CDU) and the Social Democratic Party (SPD) over the proper role of trade in relations
with the East.

Historians have often described U.S. trade policy with Eastern Europe as "restrictive" or "limiting"
during much of the Cold War. This is largely a correct observation if one is describing the use of the
CoCom strategic embargo lists of the 1950's or the steel-pipe embargo of 1962. "Western economic
warfare" was the term of choice used by many to portray the Allied use of trade denial in order to

limit the military and economic capabilities of the Soviet Bloc E:
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However, with the ushering in of more liberal administrations in the U.S. and West Germany during
the 1960's, a marked shift towards using trade as a positive lever in influencing the behavior and
capability of the East bloc began to take hold. I intend to show that contrary to past descriptions of
U.S. foreign economic policy during the 1960's, the Kennedy and Johnson Administrations were
steadfast in their determination to not only expand U.S .-East European trade, but failing that, to
actively encourage the FRG to increase its own trade with eastern Europe for a variety of reasons.
Leaders in both the U.S. and the Federal Republic believed that expanding non-strategic trade with
the Soviet Bloc might increase capitalistic and polycentric tendencies in certain East bloc nations.
Furthermore, they desired to expand trade for possible quid pro quo political concessions by the East,
and wanted to gain Western leverage with increased East bloc dependency on Western and consumer-
oriented products.

Almost four years before he was elected President, Senator John F. Kennedy, stated on the Senate
floor:

We must arm ourselves with more flexible economic tools. We must be willing to recognize growing divisions

in the Communist camp and be willing to encourage those divisions. ... to promote peaceful change behind the

Iron Curtain wherever this would help wean the so-called captive nations from their Kremlin masters 2

In his first State of the Union address, President Kennedy enunciated again this shift in trade
strategy when he requested greater discretion for using "economic tools to help reestablish historic
ties of friendship between the free world and the Eastern bloc, whenever this was clearly in the

national interest."®

The basis for America's trade restrictions were the Export Control Act of 1949 and the Battle Act of
1951. The former prohibited without an export license the sale of materials which could a make

"significant contribution" to the military potential of another country.z

In practice, licenses were rarely granted if the importing country were communist or within the
Soviet Bloc. The Battle Act aimed to impose these restrictions on America's allies, by tying adherence
to Washington's policy to Marshall Plan funds. But by 1960, the economies of America's allies had
grown substantially and they were no longer dependent on Marshall Plan aid. The Allies shortened the
CoCom list by limiting the ban to goods which contributed to military capability, rather than the

broader definition of goods which created military potential 8

Therefore, East-West European trade grew without significant American participation. Kennedy,
supported by business leaders and State Department officials, wanted to penetrate East European
markets in an effort to promote trade and perhaps lessen the dependence of East bloc economies on
the USSR. He proceeded on two levels in this effort. The first method was to order a Commerce
Department review of the CoCom lists of strategic embargo items in an effort to remove many items
from the lists. This was an area in which Congress had historically permitted more presidential
discretionary authority and the Administration was successful in shortening the list of embargoed

items by over 250 products 2

The second track Kennedy pursued was to liberalize trade via legislative initiatives. In 1961 he
tried to amend the Trade Expansion Act in a way that would give him greater flexibility to grant or
deny Most-Favored Nation (MFN) status to any area determined to be "dominated or controlled by
the foreign government or the foreign organization controlling the world Communist movement." His



intent was to extend MFN status for Poland and Yugoslavia just as Presidents Truman and Eisenhower
had previously done. In spite of the President's request, more restrictive language emerged in the
substitute bill that was introduced in Congress after the initial hearings. The bill was enacted into law
despite the Administrations objections and instead removed the discretionary rights of the President in

the matter of MFN treatment and required denial of MFN to any country or areas dominated or

controlled by communism A2

Moreover, Congress on its own initiative amended the Battle Act to expand export restrictions not
only to materials contributing directly to the military capability of a country but also to those products
which make a significant contribution to the economic potential of enemy nations. This Congressional
action forced export control authorities to review their CoCom decisions under this new criteria and
reinstate many of the items which Kennedy had previously removed from the embargoed list.

In this atmosphere of Congressional resistance to expanding trade with the East bloc, the Kennedy
administration first looked to the FRG in hope of encouraging it to increase its own trade. Both the
National Security Council and the State Department concluded that expanded East-West European
trade could lead to an increase in capitalistic and polycentric tendencies in certain East bloc nations,
possible qguid pro quo political concessions by the East, and Western leverage over Eastern Europe

with increased bloc dependency on Western and consumer oriented products AL

The 1963 wheat deal provides direct evidence of the U.S. position. While in Berlin in June 1963
Kennedy called for "increased trade with the East so far as our security will allow" and pressed
Adenauer to increase trade as a means of improving relations with the East. Walt Rostow, then head of
the State Department's Policy Planning Staff, reaffirmed the value of trade denial but also indicated
that trade could be a "useful lever with limited political goals." Furthermore, a State Department

Memorandum on Germany suggested that "in dealing with the Soviet Bloc, increased trade might be

included as a concession in a detente package."ﬁ

Comparing Kennedy and Adenauer's approaches to the sale of wheat to the USSR, illustrates how
the Chancellor's position on trade was still lagging behind the U.S.'s more flexible stand. In the fall of
1963, the Soviet Union was forced to buy a large quantity of wheat from the West due to consecutive
bad harvests. Until then, the USSR had been the world's fourth leading exporter of grain. After quietly
concluding deals with Canada and Australia in September for 8.5 million tons of grain, the USSR,
along with Czechoslovakia, Hungary and Bulgaria approached the U.S. in October for wheat orders.
The Soviet interest in grain was perceived by many in the U.S. as a chance to decrease vast American
surplus stocks, which required enormous storage fees, and depressed world market prices.
Furthermore, a large grain sale would make a dent in the negative balance-of-payments position.
Within the Administration, the dominant belief was that a grain deal would not only be economically
advantageous, but might also be used as a positive lever towards detente. A National Security Council

(NSC) memo concluded the purchase of "U.S. wheat diverts Soviet resources from arms to food."13

On October 9, 1963, President Kennedy announced that the U.S. agreed to sell 500,000 tons of
wheat to the USSR for cash and gold. By early December the Commerce Department had granted the

licenses for export to the USSR, Hungary and the German Democratic Republic (GDR )14

The endorsement of this huge transaction was a notable turning point in U.S. policy toward the
East. More than any other move of that period it helped to underscore the Administration's belief that
a flexible American policy required the use of trade, not only for economic reasons but for political
ends.



That same October, the USSR also approached the Federal Republic for grain. Although Adenauer
was pleased by the request, he had unrealistic expectations of political gains from the sale. With the
chance of wringing some concessions from the Soviets in the last few weeks of his Administration, he
set rigid terms, "If you want grain, show your good will and get rid of the Wall." Adenauer believed a
change in Soviet policy vis-a-vis the West, especially on the German question, should be a
precondition for the sale. He broached the possibility of a grain embargo in the NATO Council if his
preconditions were not met. Declaring, "I can't stand anymore of this wretched talk of detente,"
Adenauer was demanding fundamental political concessions from the USSR -- a complete revision of

its German policy -- in exchange for 300,000 tons of wheat 12

Kennedy described Adenauer's demands as "foolish" and a detriment to the more flexible policy the
U.S. had been trying to encourage. Furthermore, it undermined the economic reasons the U.S. sought

the deal. In the end, both nations sold wheat. Adenauer's cabinet delayed action until November, when

Ludwig Erhard would be the new Chancellor -- and he quickly approved the export licenses 16

The 1963 wheat deal is significant. It illustrates a remarkably flexible U.S. position in using East-
West trade as an economic lever for limited political goals. Adenauer was not yet prepared to utilize
this new flexibility that the U.S. was encouraging; the new Erhard chancellorship would soon display
its willingness to pursue this innovative course.

In the United States, the grain deal reflected a policy that required greater Executive authority
regarding trade, setting off a conflict with Congress. The first Johnson Administration faced thorough
senatorial examination of this policy in Committee on Foreign Relations hearings where Dean Rusk
described:

Our trade policy toward Communist nations is an integral part of our overall policy toward international
Communism, and we must view it in this framework...trade with the Communist world cannot be effectively
used as a blunt instrument. It must be flexibly adapted and flexibly applied on the basis of political, economic,
and military realities.

The U.S., he said, had been encouraging Allied trade with Eastern Europe "where it helps promote

independent policies along national lines."lZ

U.S. policy and the West German position developing under Chancellor Erhard and Foreign
Minister Gerhard Schroder were now more compatible. Both sought to weaken East bloc cohesion
and acquire political concessions via flexible and strategic trade.

However, the Congressional response to the Johnson Administration's renewal of trade expansion
was tepid at best. Under the press of the Vietnam War, Congress enacted several pieces of legislation
which served to increase the restrictiveness of U.S. East-West trade policies. First, the Export Control
Act was amended in 1965 to increase the penalties for violations of its provisions. Second,
Presidential discretion with respect to PL 480 sales of surplus agricultural commodities to the socialist
countries was effectively removed by Congress in the Food for Peace Act of 1966. The Act prohibited
sales to countries which transported supplies to or from North Vietnam and Cuba. Thus Poland and
Yugoslavia, both of which traded with North Vietnam and Cuba, were now ineligible for these sales.
Finally, Congress saw fit to remove the President's discretionary authority over Eximbank credit
support for exports to the East. In August 1967 Congress amended the Export-Import Bank Act to
prohibit Eximbank support for Eastern European countries who trade with North Vietnam and

Cuba 18



In response to the punitive legislation coming out of Congress, President Johnson began to push for
more West German trade with Eastern Europe. Johnson indicated that he intended to build "bridges
across the gulf which has divided us from Eastern Europe. They will be bridges of increased trade, of
ideas, of visitors and humanitarian aid." In an effort to educate Congress and the public about this
policy, the Senate Foreign Relations Committee held hearings on East-West trade policy in 1964

which "for the first time...were clearly designed to bring about a new consensus on Capitol Hill in

favor of the building bridges policy."ﬁ

As promised in his 1965 State of the Union Message, Johnson convened a Special Committee on
Trade Relations with Eastern European Countries, and the Soviet Union. Its conclusions, contained in
the Miller Report, summarized the manner in which the notions of peaceful coexistence, polycentrism
and internal liberalization were combined to suggest a new strategy of broadening trade relations with
the socialist countries of Europe:

Trade is a tactical tool to be used with other policy instruments to encourage the movement toward greater
national independence in Eastern Europe and the trend toward greater concern for consumer needs in all
European Communist countries. ... Trade cannot settle the major outstanding issues between the Free World
and the Communists, nor can it, by itself, accomplish a basic change in the Communist system. Over time,

however, trade negotiation and trade relations can provide useful opportunities to influence attitudes in these
20
.=

countries in directions favorable to our national interes
Although Johnson remained sensitive to German concerns by stating that "wise and skillful
development of relations with Eastern Europe can speed the day when Germany can be reunited," and

that the United States was unalterably committed to that goal, the U.S. was anxious that the Germans

not hold up progress in East-West relations 2L

Chancellor Erhard, during a visit to Washington in June 1964 proved to be more amenable than
Adenauer might have been to Johnson's explanation that although the U.S. was still committed in
principle to Germany's reunification, the goals of security and stability in Europe and of improving

relations with East Europeans had first priority.2

The immediate goal of Foreign Minister Schroder's version of Ostpolitik was the establishment of a
base of West German influence in Eastern Europe, primarily through trade missions in Eastern
capitals. This was an attempt by Schroder to reach a certain formalization of relations with the East
bloc below the level of diplomatic recognition, and to show the FRG's willingness for rapprochement
vis-a-vis its Western partners, particularly the U.S. In Schroder's view, concessions in trade policy
were intended to strengthen Western trust and understanding for West German interests and offer the
Federal Republic a greater degree of autonomy in their foreign relations. The expansion of trade

promoted the polycentric tendencies in Eastern Europe and fostered a change of economic priorities

and political structures in the Communist states.23

Assured that the U.S. would support this policy, Schroder's variation on "bridge building" enabled
the Federal Republic to establish trade missions with Poland, Romania, Hungary, and Bulgaria by the
end of 1964. As a result of the latter two agreements, bilateral trade increased 25% and the Federal
Republic was given tacit recognition of West Berlin's status. In the year following the Romanian

agreement, anti-West German attacks in the Romanian press and governmental polemics against Bonn

ceased, an indication that Bucharest did not want to burden its developing relations 2%

In May 1964, Dean Rusk pressed Schroder to resume diplomatic relations with Yugoslavia and
fulfill Yugoslav requests for reconciliation. But Erhard indicated his government was not prepared to
restore full diplomatic ties with Yugoslavia. Instead he proposed that stronger trade relations should



first be enacted. In July, a trade agreement was concluded with Yugoslavia amounting to 535 million
DM. The Federal Republic agreed to treat the imports as those of other non-OECD countries and

would support Yugoslav application for GATT membership 23

This agreement was an important step in the normalization of West German-Yugoslav relations and
was encouraged by the United States 26

By 1966, Johnson's strategy of "bridge building" had evolved into one of "peaceful engagement."
Johnson noted, "One great goal of a united West is to heal the wound in Europe, which now cuts East

from West and brother from brother... We must turn to one of the great unfinished tasks of our

generation-and that... is making Europe whole again.”2—7

West Germany was quite ready for such a pronouncement. The Grand Coalition headed by Kurt-
Georg Kiesinger and Willy Brandt was just elected. This new grouping of CDU and SPD parties was
prepared to take the next steps in opening trade even further with Eastern Europe. For years the SPD
had been promoting the idea that trade could improve relations with the East. The SPD demanded,
"normalization of relations with the FRG's East European neighbors, the promotion of regulated
coexistence with the GDR, and a clear attitude on problems concerning Berlin." The Grand
Coalition's long range purpose was to utilize West German economic, technological and financial

power to increase West German political influence in Eastern Europe, further its freedom to maneuver

vis-a-vis Moscow and East Berlin, and eventually persuade the Soviets to moderate GDR policies.ﬁ

Once again, with the encouragement of the Johnson Administration, the Federal Republic
undertook vigorous efforts to expand its relations with the East bloc. The establishment of diplomatic
relations with Romania in January 1967 was the Grand Coalition's first breakthrough in its Ostpolitik.
Since trade and credit possibilities for Romania increased after establishing diplomatic relations, the
Federal Republic could show other East European states that better relations with Bonn could bring
economic benefits. FRG-Romanian relations developed rapidly and favorably: bilateral trade
increased dramatically; Romania resisted Soviet, GDR, and Polish pressure against Bonn; it joined
Yugoslavia in supporting the Czech move toward greater autonomy from Moscow; and it moved away

from the Soviet line on Israel and the nonproliferation treaty.2

The final success in the Grand Coalition's Ostpolitik was reestablishing diplomatic relations with
Yugoslavia in December of 1967-a move that had been encouraged by the U.S. as early as 1964.
German-Yugoslavian economic relations had traditionally been close and Yugoslavia offered great
prospects for West German exports. By 1966 Yugoslavia also became increasingly interested in
improving relations with the FRG. Belgrade wanted credits and high-level technology plus greater
Western markets for Yugoslavian agricultural products. The FRG was the source for both. The
reestablishment of diplomatic relations, increased West German trade and credits to Yugoslavia,

improved the status of Yugoslav workers in West Germany and furthered FRG sponsorship of
Yugoslav associate status in the European Community(EC.)@

From 1963-68, the Federal Republic had opened trade missions in five East bloc nations,
established full diplomatic relations with three Communist states, and had received some limited
political concessions for its efforts. The foundations for a new trade policy had been laid, and an
irreversible process with a momentum of its own was set in motion. West German trade with Eastern
Europe would continue to expand, sometimes haltingly, but always with an eye towards the better
political relations that may be gained from such movement. From 1961-1968, there was a remarkable
shift in policy regarding East-West trade by both the U.S. and West German governments. With the



exception of the 1963 pipe embargo, the Kennedy and Johnson Administrations steadfastly pursued a
course that encouraged the FRG to trade with the East bloc for several reasons. They hoped West
Germany might gain some limited political concessions from the East especially on the status of
Berlin and the overall reunification strategy. The U.S. acted on the belief that increased trade might
lead to an overall decrease in tensions and help in the road toward detente.
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