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sanctions after martial law.

The oddest thing about the eastern
European financial crisis is that it was
largely foreseeable and foreseen. Many
economists warned that Poland was get-

. ting far too- deeply into debt—but to no

effect until the country was virtually
bankrupt. At the political level Mr Kis-
singer sounded the alarm in the mid-
1970s and called in 1976 for a systematic
attempt to develop agreed objectives in
western economic relations with commu-
nist countries. The increase in debt and
the scope for manipulation by the Soviet
block of economic relations were among
his chief concerns. But it was not until the
Soviet invasion of Afghanistan that a
wider appreciation dawned in the United
States that the low-key western response
to Soviet proxy action in Angola, Ethio-
pia and Cambodia amounted to an invita-
tion to the Russians to exploit any op-
portunity that arose in the third world.
An appearance of “business as usual”
was conveying all the wrong signals to a
superpower whose economic policies had
always been shaped by political and secu-
rity concerns.

Yet the Carter administration’s efforts
to seek allied support for America’s post-
Afghanistan sanctions, which included
such measures as the grain embargo and
tighter controls on strategic exports as
well as the attempted Olympic boycott,
contributed to a major crisis in the west-
ern alliance. This demonstrated all too
clearly how unevenly the costs and bene-
fits of detente had been spread. Seen
from the global point of view of the
Americans, detente had failed to deliver.
But from the regional perspective of
western Europe, where the Russians
were still on their best behaviour, the
new set of relationships with the east
continued to hold out some promise of
political and economic benefit. So an
international crisis that touched a raw
nerve in the non-aligned third world
failed to become the considerable propa-
ganda victory for the west that it should
have been.

No more carrot ,
Similar problems now confront the west
over ‘the current economic crisis in the

Soviet block. The west’s trade relations

with eastern Europe are bound to run
down over the coming decade. Private
banks, admittedly, may return to lend to
the more creditworthy countries such as
Hungary, which has just been admitted to
the IMF, and Czechoslovakia, when the
dust from the Polish and Rumanian crises
settiesa little. But the financial problems
of Poland, and perhaps Rumania too, will
take years to resolve. In a deteriorating
gast-west political climate, the prospects
for trade in eastern Europe are dismal
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and a fair measure of economic reintegra-
tion within the block is inevitable. The
focus of the west’s political and security
concerns in economic relations with the

- east will therefore 'shift to the Soviet

Union itself.

From their regional perspective the
western. European leaders still believe
that trade can make a contribution to
stability, even if they no longer expect it
to work wonders with Soviet behaviour.
Not so the Americans, for whom the
period of expanding east-west economic
relations in 1969-1975 was, historically, a
deviation from the norm. While the
Americans may have taken key features
of their constitution from Montesquieu,
they have never really shared his views on
the civilising influence of trade where
potential or actual adversaries are con-
cerned. Apart from the recent measures
against Poland and Russia, the United
States maintains continuing embargos on
.trade with, for example, North Korea,
Vietnam and Cambodia, and has always
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adoptéd more stringent national controls
on strategic exports than it observes in-
ternationally in the Co-ordinating Com-
mittee on Export Controls (Cocom).

The Reagan administration is deeply
divided on how to tackle east-west eco-
nomic relations. But hawks and doves
alike share a common presumption that
the carrot has failed and that resort to the
stick was overdue. Even the doves are
pushing for policies towards the Soviet
Union which to European eyes border on
economic cold war. The arguments with-
in the administration are about how hard
to push; and over the extent to which it is
necessary to carry the Europeans along.
The rest of this survey looks at what the
west can and cannot hope to achieve
through the use of economic sticks and
carrots in responding to the political and
economic crises in the Soviet block; and
asks how readily the pursuit of strategic
and foreign policy objectives can be
squared with conflicting national interests
in the western alliance.

Centrally planned stagnation

The notion of pulling the economic rug
from underneath Marxist-Leninist ideo-
logues has an obvious appeal for Western
capitalists. In the case of the Soviet
Union, however, the rug is smaller than a
prayer mat: trade accounts for only 1i-
2% of its gnp. That ideology has also to
be seen in its proper context. The Soviet
Union never offers hostages to theoreti-
cal Marxist fortune where its security is at
stake. Though the Russians are always

, happy to parade ideological justifica-
tions, their foreign policy is firmly rooted
in pragmatic calculations of national
"interest.

That i3 not to say that the Russians are
invulneruble, for they have severe prob-
lems. Everyone, capitalist or communist,
agrees that the prospects for the Soviet
economy in'the 1980s are bad. The only
question is how bad. After the period of
high growth during the forced industriali-
sation of the 1950s and a gradual decel-
eration in the 1960s and 1970s, the
world’s second largest economy, with. a
gnp of around $13 trillion, is suffering
from hardened arteries. On western esti-
mates the Soviet economy will continue
to lag behind the United States in abso-
lute terms and its productivity will contin-
ue to compare unfavourably with the
more dynamic free-world economies be-
cause of (among other things):
® So-called “systemic” problems. Cen-
tral planners pulled off the trick of rapid
industrialisation, but are having increas-
ing difficulty in controlling and directing
a more complex modern economy. Sovi-
et-style central planning is more effective

-

at promoting quantity than quality, ‘at
encouraging risk-avoidance than innova-
tion. There is a lack of competition and
lack of flexibility in wage and price sys-
tems and the planners themselves are
remote from those who work on research
and development and the people who use
the end-products. This puts a heavy
brake on the diffusion of technological
progress. So the Soviet Union exports oil,
gas and other raw materials and uses the
resulting revenue to plug the technologi-
cal gap. And while at the start of the
century Russia under the Czars was a net
exporter of agricultural products, the So-
viet Union under grossly inefficient col-
lectivist communist management has be-
come a huge importer of grain.

@® Slower growth in the labour force. In
the 1980s the new labour inputs into the
economy are expected to slow down. The

‘labourers will have to come increasingly

from the low-skilled people in Central
Asia (who, to add to the problem, are
disinclined to move to where the work is)
and the Transcaucasus.

® The rising cost of exploiting energy
resources. The Soviet Union is the
world’s biggest oil producer. But, like
many Opec producers that have failed to
establish much comparative advantage in
the modern sectors of their economies,
the Russians are living off capital: oil
exports provide more than half the coun-
try’s-hard-currency revenue.

Western projections of Soviet oil pro-
duction differ.considerably and are highly
controversial. But while experts cannot
agree on when and at what level Soviet
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emove vulnerability entirely. Nor to pla-
ate the Americans, who have been
vorking to drum up alternative sources of
mergy to the pipeline. Their proposals
nclude increased American coal exports,
vith perhaps more Dutch gas through
aster depletion policies and additional
ras from new finds in Norway. But to the
Sermans and French these alternatives
ippeared not to match up to the deal
sffered by the Russians. While the other
European countries deferred their deci-
sions on the gas at American behest,
these two countries signed up—the
French within a provocatively short
period of General Jaruzelski’s declara-
tion of martial law, The reluctance to
look sympathetically at any American
alternative was very largely brought on
by America’s own decision to lift its grain
embargo against-the ‘Soviet Union.

Against the grain

American politicians, even more than
Europeans, are judged on their ability to
deliver the goods to their constituencies.
No politician with all the farmers of, say,
Towa on his back would care to display
too doctrinaire an anti-Soviet attitude
given that sales to the Soviet block ac-
counted, in 1979, for 14% of total Ameri-
can feedgrain exports, and 8% in 1980,
even after the partial embargo over
Afghanistan.

American farmers need those sales

badly. They also need long-term agree-
ments with the Russians on grain; be-
cause of past pelitical interference the
Russians inevitably turn to the United
States last for short-term supplies, so the
United States has become the “‘swing”
producer of the grain market. It takes the
brunt of the upward and' downward
swings in world demand, with the resuit
that the boom and bust cycle is magnified
in the United States. Yet leng-term
agreements effectively foreclose many of
the political options, since their negotia-
tion is likely to be independent of the
Russian crop situation in a specific year.

When President Reagan lifted the
grain embargo, his excuse was that it had
become ‘“ineffective”. Since this argu-
.ment could be used to rule out virtually
any sanctions against the Soviet Union,
the excuse carried little conviction in

western Europe. Others in the adminis--

tration argue that grain sales to the Rus-
sians reduce the amount.of hard currency
available for the purchase of western
technology to support the Soviet military-
industrial complex and that the sales do
not give rise to debt problems of the kind
that'western Europe faces over the pipe-
line. This argument will not wash with
Europeans because it ignores the finan-
cial logic of a multilateral trading system.
If the United States runs a hard-curren~
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cy balance-of-payments surplus on cur-
rent account with the Russians, everyone
else in the system has by definition to run
a matching balance-of-payments deficit
with them; alternatively, everyone else
can run a surplus on current account
while extending credit to the Russians,
whose adverse current account position
would then be made good on the capital
account. So there is little point accusing

the deficit. countries of letting the side.

down if they sell whatever goods they
have available to satisfy Russian demand;
or in complaining if other countries ex-
tend credit, thus making themselves po-
tentially vulnerable to political pressure,’
in order to finance a Russian payments
deficit.

Strains within the alliance were further
increased by American economic policy.
Europeans feel that the forecast Ameri-
can budget deficit of more than $100
billion represents a return to former bad
habits. That is, it reflects a reluctance to
pay for higher defence spending with
higher taxes. In the 1960s and 1970s
America’s alleged fiscal irresponsibility,
which arose from reluctance to- pay for
the Vietnam war and the’ great society
programmes with higher taxes, led to the
collapse of the dollar and ultimately to
the collapse of the Bretton Woods system
of fixed exchange rates. This time the
fall-out from fiscal excess is being felt on
interest rates. Both the Federal Reserve
and Wall Street are operating tight mon-
ey policies—the Fed through monetary
targets, Wall Street by refusing to buy
American government bonds except at
rates of interest that compensate inves-
tors for uncertainty about economic poli-
cy and the risk of future inflation inherent
in the huge budget deficit. The incom-
patibility of American fiscal and mone-
tary policies makes for interest rates that
are not only high but volatile.

Unbenign neglect

While the focus of their attention is

primarily, if not exclusively, domestic,
both the Federal Reserve and Wall Street
are powerful international actors: move-
ments in American financial markets re-
verberate around the globe, imposing a
nasty choice on foreign pol1t101ans be-
tween higher interest rates or currency
depreciation. The"choice is particularly
galling for Europeans like Mr Schmidt,
whose coalition is in a creaky condition,
and Mrs Thatcher; both have tightened
their fiscal policy in a much deeper reces-
sion than the United States has exper-
ienced. (It is also galling for east Europe-
ans, whose debt mountain becomes more
expensive to service.)

The final explanation for the height-
ened tension between the allies over the
December sanctions, was that the imposi-

EAST-WEST TRADE

tion of martial law in Poland changed the
balance of the argument in the American
administration between the hawks and
doves. As long as ‘Solidarity was still
active; it was relatively easy for the state
department and others to argue the case
for differentiation in the economic treat-
ment of individual countries in the east
and for a judicious use of sticks and
carrots in conjunction with the allies. The
crack down on the Poles, involving
“heavy and direct responsibility for the
repression in Poland” on the part of the
Russians, in President Reagan’s phrase,
gave powerful ammunition to a loose
“unilateralist” coalition in the adminis-
tration, in which the defence secretary
Mr Caspar Weinberger is the most promi-
nent member.

Broadly, the unilateralists argue that, if
the Soviet Union and eastern Europe are
allowed to run current-account deficits in
their balance of payments with the west,
the result is a net transfer of resources
from west tq east which makes it easier
for the Soviet Union to devote a high
proportion of gnp to the military industri-
al complex. So with the Soviet economy
slowing down, its oil production peaking
and its balance of payments under strain,
a window of opportunity is opening for
the west. Why not, runs the argument,
impose a harsher choice on the Russians
between guns and butter by denying them
technology and credit?

The case was put in Mr Wemberger s
annual budget report to the congress in
February like this:

Without constant infusions of advanced
technology from the west, the Soviet indus-
trial base would experience a cumulative
obsolescence, which would eventually also
constrain the military industries. The Soviet
leaders must know full well by now that
their central planning system is fatally
flawed. But their system cannot be reformed
without liberalising Soviet society as a
whole. Hence without access to advanced
technology from the west, the Soviet leader-
ship would be forced to choose between its
military-industrial priorities and the preser-
vation of a tightly controlled political sys-
tem. By allowing access to a wide range of
advanced technologies, we enable the Soviet
leadership to evade that dilemma.

Mr Weinberger’s view does not command
much support in western Europe, where
officials argue that the Soviet economy is
too big and complex to permit western
countries to impose a simple choice be-
tween guns and butter with the limited
means at their disposal. They also ques-
tion whether economic sanctions could
ever push Soviet leaders to consider re-
form when this constitutes a very risky
political option for them. And they worry
that the denial of technology, which
would make it much harder for the Soviet
Union to develop its energy resources,
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should be co-ordinated and controiled.

@® There should be a pause on granting
further credit to the Soviet Union for
some months while these issues were
discussed.

The administration also seems likely to
press for a united western attempt to limit
the growth of counter trade (or barter),
which enabiles eastern Europe to dump
uncompetitive products on the west while
balancing mutual trade. -

The case for co-ordination in the grant-
ing of credit to the east is overwhelming

" in the light of experience in the 1970s.
For a start, a laissez-faire approach to the
Soviet Union puts pluralistic western
countries at a disadvantage, since the
Russians can use their bargaining power
as a single purchaser to play off countries
and companies against one another; this
affects credit as much as trade. The IMF
is not there to provide a safety net except
under Rumania (see next article) and
there is no equity capital in the east to
cushion western lenders against the con-
siderable risks. And it makes neither
political nor economic sense to subsidise
the world’s second largest economy when
such a high proportion of its resources are
devoted to the military build-up. Why
not, asked the Americans, give the subsi-
dy to more deserving less developed
countries?

A small part of the message is taken.
Since 1976 the leading industrial coun-
tries have operated an informal agree-
ment designed to avoid destructive com-
petition, known as “‘the consensus”. This
now operates under the aegis of OECD
and sets a floor under interest rates and a
ceiling on the maturity of loans. At the
start Comecon enjoyed the most favoura-
ble rates. But not any more. In October,
1981, the participants agreed to- change
the status of the Soviet Union from being
that of an intermediate country (where
the agreed interest rates are 104-11%), to
the relatively rich category (where the
going rates are 11-111%). Yet this still
leaves room for subsidy, because, first,
some countries, such as Britain and
France, have market rates in excess of
these figures at the moment and, second,

_because governments provide guarantees

for private bank loans and run state-
owned or state-backed export credit in-
surance schemes whose premium rates
are arguably uncommercial.

While the Europeans are happy to
discuss the issues involved it is plain that
it will be extremely difficult to reach
agreement. The United States is really
seeking to persuade the Europeans to
drop their mercantilist habit of buying
business in recession. It is impossible,
however, to move from the OECD con-
sensus arrangement to a pure market
system because this would give an advan-
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. tage to those like the west Germans and

the Japanese who have low nominal in-
terest rates. At the same time there is,
and always has been, an overwhelming
economic case for the west to put its
house in liberal order on this score; but it
can safely be predicted that many coun-
tries will be reluctant to concede short-
term national economic advantage with-
out a squabble.

It is probably also impossible to put the
Soviet Union in a category of its own
within the OECD agreement, because
OECD includes neutral countries such as
Switzerland, Sweden and Finland. And
there is certainly no hope of agreement
on a credit pause since this appears to
most Europeans to border on economic
war. .

A more general problem with co-ordin-
ating credit to the Soviet Union is that the
west would have to agree on the Rus-
sians’ creditworthiness. Mr Norman Bai-
ley, director of policy planning at the
National Security Council, points out that
on any basis the Soviet Union is becom-
ing a poor credit risk in the 1980s as its
economy slows down and its external
financial position comes under increasing
strain. Even assuming that oil prices,
production and exports remain relatively
high, the Soviet Union’s hard-currency
debt-service ratio will, on present trends,
rise to 25% of exports in 1985 and 68% in
1990, says Mr Bailey. On the basis of low
oil exports the Americans envisage the
debt-service ratio rising to 47% in 1985
and 116% in 1990. Either way, the Soviet
Union would not be a particularly good
medium- or long-term credit risk. The
Russians could, Mr Bailey suggests, go
the way of the Poles.

Energy before debt

Whether the Europeans will accept that-

argument remains to be seen. Its weak-
ness is that a debt-service ratio for the
Soviet Union means something very dif-
ferent from a debt-service ratio for Po-
land. The assumption underlying the Po-
lish dash for import-led growth was that
the modemisation of the economy would
increase its foreign currency earning-and-
saving capacity and thus allow the coun-
try to meet its debt-service obligations.

Admittedly many of the factors that

caused that policy to fail can be seen in
the Soviet Union, notably the ‘“‘systemic”
weaknesses that create inefficiency and
waste, delays and bottlenecks and rates
of return far lower than the interest cost
of external borrowing. Agricultural inef-
ficiency, leading to a.drain on the hard-
currency trade balance as a result of grain
imports, is another common factor,

But the Soviet Union will be seeking to
service debts not primarily from the sale
of competitive manufactured goods but

. T
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from the sale of energy and other natura
resources. There is a limit to what Rus
sian inefficiency can do to reduce tl
quality of natural gas (or, for that matter
gold). And since the capital for the devel
opment of Siberian energy reserves i
likely to come in the form of projec
financing, whereby the loans are repai
from the revenues generated by the sak
of energy, this represents a better bank
ing proposition than balance-of-payment
financing to Poland. )

For the west, credit is a subsidian
issue. The real question is whether it is i
the western interest to help the Sovie
Union develop its huge, but increasingh

‘high-cost, energy reserves in Siberia

What is the going market rate for the
job? There is no free market in gas. Anc
it is not unusual, in major transaction
between western Europe and the Sovie
Union, for European countries to trads
off a below-market rate of interest ir
exchange for a more favourable price i
other parts of the deal. All that can bt
said with certainty is that it is a major
economic interest of the Europeans tha
Soviet energy resources should be devel
oped to the full since this will put a brake
on the pressure for increased oil prices a
the eastern European countries com:
increasingly into the market; the compa
rable American interest is much less sinct
the United States is dependent foronli
20% of its energy on external supplies.
And if the west does continue to hglp it
their development, hard currency fron
gas revenues will help to make good th:
financial: consequences of inefficiency.
muddle and corruption in other sectors o
the economy, thus making the Soviel
Union a better prospect for bankers.

In the end a compromise will no doubt
be struck. The United States, according
to Mr Bailey, does not now expect west:
ern Europeans all to rescind their gas
contracts with the Soviet Union. Its ef
forts seem more likely to concentrate or
building a safety margin into the equatios
by encouraging the Norwegians, the
Dutch and the British to make more ga
available, and to slim down the amoun
of gas that individual western countries
take from Siberia. Western Europe’s en
ergy producers are sensitive about thei
national assets. But with oil prices signifi
cantly lower than a year ago, the chance:
that the Americans might gain som
accommodation from its European allie:
have probably increased. In the mean
time, any lengthy delay in building tht
pipeline could cost the Russians the
equivalent of several billion dollars. I
they are forced to meet that cost b
selling gold at prices that are way belov
the cost of extraction, there is a loss t
the Russians in terms of resources as wel
as a financial squeeze.
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sponding measures to affect incomes,
monetary policy or the budget. The IMF
has no check on financial flows or bal-
ance-of-payments data in the way it has
with western countries. Budgets can al-
ways be made to balance in eastern
Europe. But the IMF may not be produc-
ing prescriptions that make sense for the
medium term.

At the political level the IMFE’s efforts
have done nothing to make Rumania a
more liberal, western-style democracy.
And indeed it could be argued that the
IMF has made it too easy for Rumania to
side-step some of the conditions that
might push it farther down the liberal
path. Rumania has refused to publish
balance-of-payments data that other IMF
members provide as a matter of course.
This gives a small indication of whether
the real difficulty lies in offering carrots
to eastern Europe. Arguments over ad-
justment programmes almost certainly do
lead to ministerial re-alignments in coun-
tries like Rumania and Jugoslavia. But
few in the west have a clear idea of which
way conditionality is likely to tilt the
balance of political forces in an eastern
European country and in whose favour.

It was never, in any case, self-evident
that deferring the inevitable economic
crunch in Poland was essential to the
reforms begun in 1980. What is clear is
that an adjustment programme for Po-

land which involved substantial further
borrowings would have carried the risk of
creating an even bigger debt problem at
the end of the decade, particularly if the
conditionality reflected a desire to be nice

.to the Polish government, or a concern to

prevent an undue decline in the living
standard of the Polish people. An excep-
tionally high cost would have been in-
curred for very uncertain political gains.
Could the “mega-carrot” be revived if
there is a return to reform in Poland?
Earlier this year at the Madrid confer-
ence on Security and Co-operation in
Europe (CSCE) Mr Haig dangled the
prospect of further official assistance for
Poland in the event of good behaviour.
But the line in Washington is, realistically
enough, that no detailed plans exist at
this stage. But if Poland ever does come
into the IMF it could be a major political
headache. Not in the sense of being a
Trojan horse: Polish entry would simply
add 1% to the voting strength of the
developing country group in the IMF,
which currently accounts for around 40%
of the votes. But the IMF could well have

difficulty in obtaining access to the right.

data. And the fact that the Soviet Union
is a major supplier and creditor of Poland
with vital interests at stake would be
bound to cast a shadow over proceedings
in the IMF in periods of heightened east-
west tension.

Who calls the shots?

There is nothing particularly novel about
the present tensions in the western alli-
ance over east-west economic relations.
The row over the Siberian gas pipeline is
" are-run, on a grander scale, of an earlier
heated exchange in 1961 between the
Americans and the West Germans over
the supply of large-diameter oil pipes to
the Soviet Union. Although the equip-
ment was not on the Cocom list, the West
German authorities felt obliged, in the
face of American pressure; to turn away
the order. .

Concern over the global impact of
American economic policies also goes
back a long way. The argument used to
be about the price of the dollar; now it is
about the cost of money. The likely size

.. of President Reagan’s 1983 budget deficit-

-suggests that the United States has yet to
learn that it no longer lives in a world
where it can spend freely to promote its

own national interest without incurring

longer-term political and economic costs.

The aspirations of the “unilateralists”
in the administration carry a strong echo
‘of 1971, when President Nixon’s secre-
tary of the treasury, Mr John Connally,
scrapped dollar convertibility. In doing so
he berated the allies for sharing too little
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of the defence burden, and introduced a
package of measures which were regard-
ed in Europe and Japan as coming close
to an American declaration of economic
war on the other industrial democracies.

. And today the Haig-Weinberger argu-

ment on how best to manage relations
with the Russians retains many similari-
ties with- the arguments between Mr
Zbigniew Brzezinski, President Carter’s
national security adviser, and Mr Cyrus
Vance, his secretary of state.

Yet the background against which the
arguments are taking place has changed
in -fundamentally important ways. To
start with, the world has become a more
dangerous place because of the Soviet
military build-up. And the balance of
economic power between the United
States and Europe has altered in favour
of the Europeans. The.combined gross
domestic product of the European part-
ners in Nato is now roughly level with
that of the United States—and the Euro-
peans know it. It is both more important
to establish a common policy towards the
Soviet Union and much harder to bring
such a policy into being.

One overwhelming obstacle is the lack
of agreement in the American adminis-

<
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tration on what economic policy towards
the Soviet block can actually achieve.
Another is that those objectives on which
all members of the administration do
agree are not, as we have seen, necessar-
ily acceptable to western Europeans.
West Germany, France and the United
Kingdom are willing and able to incur
some economic cost to send signals to the
Soviet Union and to indicate their soli-
darity with the United States when there
is a need to respond to unacceptable
Russian behaviour. But they also believe
that economic interdependence with the
east on -balance serves western interests
more effectively than an economic offen-
sive against the Russians.

Compromises may prove uncomfort-
able for both sides of the alliance. Con-
ventional wisdom has, in the past, sug-
gested that the United States can only
bring limited economic pressure to bear
on the Soviet Union on its own, since
most of the economic levers are in Euro-
pean hands. But that underestimates the
extent of potential American leverage.
Apart from their grain power, which they
do not use for what Europeans regard as
domestic political reasons, the Americans
retain a vicarious hold on European trade
with the east through technology licens-
ing agreements.

The same is true to an even greater
extent of debt. The Soviet block’s huge
accumulation of debt may only be owed
in very small part to American official
and unofficial creditors. But the inter-

linking of loans through cross-default’

clauses means that the Americans enjoy
disproportionate leverage over both the
Soviet block and its fellow creditors in the

-west. They can enlarge the economic

offensive against the Soviet block unilat-
erally and, very substantially, at western
Europe’s expense.. Agreement with the
allies is less important to the Americans
in this respect than in the past.

Against that background, and in the

light of earlier mistakes in handling the -

economic relationship with the east, it
would make sense for western Europeans
to oblige the Americans in two ways.
They could give a fairer wind to Ameri-
can proposals on limiting vulnerability to
Soviet pressure over Siberian gas than
they have been willing to do so far. And
they could seek to make the best of the
process of consultation and co-ordination
over credit that the Americans wish to
see emerge from the Buckley mission.
Yet this requires a rare combination of
realism and a readiness to keep an eye
firmly on what unites rather than divides
the alliance well beyond the forthcoming
summit meetings. The challenge for west-
ern diplomacy, after the bruising argu-
ments in the alliance over the past year, is
formidable.
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THE WHITE HOUSE
TO THE CONGRESS OF THE UNITED STATES:

In accordance with subsection 402(d) (5) of the Trade Act
of 1974, I transmit herewith my recommendation for a further
l12-month extension of the authority to waive subsection (a)

and (b) of section 402 of the Act.

I include as part of my recommendation my dete;mination
that further extension of the waiver authority, and continuation
of the waivers applicable to the Socialist Republic of Romania,
the Hungarian People's Republic, and the People's Republic of

China will substantially promote the objectives of section 402.

This recommendation also includes my reasons for recommending
the extension of waiver authority and for my determination that
continuation of the three waivers currently in effect will
substantially promote the objectives of éection 402. It also
states my concern about Romania's emigration record this year

and the need for its reexamination.

RONALD REAGAN

THE WHITE HOUSE

June , 1982



RECOMMENDATION FOR EXTENSION OF WAIVER AUTHORITY

I recommend to the Congress that the waiver authority granted by
subsection 402 (¢) of the Trade Act of 1974 (hereinafter "the

Act") be further extended for twelve months. Pursuant to sub-
section 402(d) (5) of the Act, I have today determined that

further extension of such authority, and continuation of the
waivers currently applicable to the Socialist Republic of Romania,
the Hungarian People's PRepublic, and the People's Republic of
China will substantially promote the objectives of section 402 of
the Act. However, I am concerned about Romania's emigration record
this year and suggest it be reexamined. My determination is
attached to this Recommendation and is incorporated herein.

The general waiver authority conferred by section 402(c) of the
Act i1s an important means for the strenthening of mutually
beneficial relations between the United States and certain
countries of Eastern Europe and the People's Republic of China.
The waiver .authority has permitted us to conclude and maintain in
force bilateral trade agreements with Romania, Hungary, and the
People's Republic of China. "These agreements continue to be
fundamental elements in our political and economic relations with
those countries, including our important productive exchanges on
human rights and emigration matters. Moreover, continuation of
the waiver authority might permit future expansion of our bilateral
relations with other countries now subject to subsection 402 (a)
and (b) of the Act, should circumstances permit. I believe that
these considerations clearly warrant this recommendation for
renewal of the general waiver authority.

I also believe that éontinuing the current waivers applicable to
Romania, Hungary and the People's Republic of China will sub-
stantially promote the objectives of section 402 of the Act.

Romania: Emigration from Romania to the United States has
'increased substantially since the waiver has been in effect. 1In
1981, nearly 2,400 persons emigrated from Romania to the U.S.
This is nearly six times the pre-MFN level of emigration and
represents an optimum number of emigrants under U.S. immigration
procedures in effect that year. -

However, I am gravely concerned about the Romanian Govern-
ment's failure to improve its repressive emigration procedures
and the significant decrease in Romanian Jewish emigration to
Israel, which is disturbing. This emigration has dropped from
an annual rate of 4,000 prior to the 1975 extension of MFN to
Romania, to the current (1981) low level of 972. Furthermore,
contrary to the 1979 agreement with American Jewish leaders,
Romania continues to maintain a considerable backlog of unresolved
long~standing emigration cases. This backlog at present involves
at least 652 cases. Also, contrary to the 1979 agreement, the
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Romanian Government has not improved its emigration procedures.
The process is cumbersome and plagued with obstacles for those
who merely wish to obtain emigration application forms. All
these factors. demonstrate Romania's negativistic emigration
policy which clearly contravenes the intent and purpose of the
Jackson-Vanik Amendment. )

In waiving the prohibition of MFN renewal for Romania this
year, I have weighed the above factors within the context of
the satisfactory state of overall U.S.-Romanian relations. However,
I intend to inform the Romanian Government that unless a notice-
able improvement in its emigration procedures takes place and the
rate of Jewish emigration to Israel increases. significantly, Romania's
MFN renewal for 1983 will be in serious jeopardy.

Hungary: Hungary's performance during tne past year has continued
to reflect a positive approach to emigration cases. The majority
of Hungariahs seeking to emigrate receive permission to do so with-
out great difficulty. Few problem cases arise and these can be
discussed constructively with the Hungarian Government. Most
difficult cases ultimately are favorably resolved. The relatively
liberal Hungarian domestic situation seems to defuse any pent-up
demand to emigrate and the actual number of citizens who apply to
leave Hungary is apparently small.

People's Republic of China: During the past year, China has
continued its commitment to open emigration, exemplified by

its undertaking in the September 1980 U.S.-China Consular
Convention to facilitate family reunification. The Convention

was approved by the Senate on December 17, 1981. The instruments
of ratification were exchanged on January 19, 1982. U.S. Foreign
Service posts in ‘China issued over 6,920 immigrant visas in FY-1980,
and over 15,293 nonimmigrant visas for business, study, and family
visits. - The comparable figures for 1980 were 3,400 and 15,893,
respectively. More than 8,000 Chinese are now in the United States
for long-term study and research (approximately half of this number
is privately sponsored). As has been the case for the past several
years, the numerical limits imposed on entry to the U.S. by our
immigration law continue to be a more significant impediment to
immigration from China than Chinese Government exit controls. The
Chinese Government is aware of our interest in open emigration,

and extension of the waiver will encourage the Chinese to maintain
liberal travel and emigration policies.

In light of these considerations, I have determined that continuation
of the waivers applicable to Romania, Hungary, and the People's
Republic of China will substantlally promote the oBjectives of
section 402 of the Act.



THE WHITE HOUSE

MEMORANDUM FOR THE SECRETARY OF STATE

SUBRJECT: Determination under Subsection 402(4d)
(5) and (d)(5)(C) of the Trade Act of
1974 -- Continuation of Waiver Authority

Pursuant to the authority vested in me under the Trade Act

of 1974, (Public Law 93-618, January 3, 1975; 88 Stat. 1978)
(hereinafter "the Act"), I determine, pursuant to}Subsection
402(8)(5) and (d)(5)(C) of the Act, that the further extension
of the waiver authority granted by Subsection 402(c) of the
Act will substantially promote the objectives of Section 402
of the Act. I further determine the continuation of the
waivers applicable to the Socialist Republic of Romania, the
Hungarian People's Republic and the People's Republic of

China will substantially promote the objectives of Section

402 of the Act.

This determination shall be published in the Federal Register.
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DANIEL P. MOYNIHAN 5/ 24 /
NEW YORK

Wlnifed Hiafes Denate

WASHINGTON, D.C. 20510

The President
The White House
Washington, DC 20500

Dear Mr. President:

We want to share with you our concern about the severe oppres-
sion suffered by Christian groups in Romania, the tremendous
decline in Romanian Jewish emigration in recent years, and the

major cultural and social deprivetion experienced by the Hungarian
minority in Romania.

You will soon be making a recommendation to the Congress on
the renewal of Most Favored Nation trading status for Romania. We
urge that before you make the recommendation U.S. officials engage
in serious and intensive discussions with the Romanian Government,
making clear that your Administration shares the Congressional view
of the need for Romania to humanize its treatment of religious and
cultural minorities, and to raise the rate of Jewish emigration to
the level of the years prior to the granting of MFN to Romania.

Documents and other information reaching the Helsinki Commission,
private organizations such as Amnesty International and Radio Free
Europe, demonstrate beyond doubt the seriousness of a situation
previously underestimated in official quarters in Washington. They
indicate ample use of prisons, labor camps and psychiatric facili-
ties by the Romanian authorities in the apparently deliberate
harassment of Baptists, Pentecostals, Orthodox and other religious
groups, the exclusion of believers from educational institutions
and jobs; forced assimilation of two and a half million Hungarians
and the remorseless diminuition of their educational and cultural
facilities; extraordinary obstacles placed in the way of would-be
emigrants, including job dismissals and demotions, intimidation,
military conscription, and the lengthy separation of families and
affianced couples. 1In a region of the world noted for the general
deprivation of human rights and civil liberties, Romania has dis-
tinguished itself by enforcing the separation of more affianced
couples than in all of the rest of Eastern Europe, including the
Soviet Union, put together.

Though section 402 of the 1974 Trade Reform Act relates ex-
pressly to emigration, we believe emigration performance has a
broader significance as a visible measure of a government's commit-
ment to other basic human rights. We have therefore been alarmed
by the precipitous drop in Romanian emigration to Israel from an
annual rate of three to four thousand in the years before the 1975
awarding of MFN status to Romania to barely one thousand in recent
years. The first three months of 1982, moreover, show a monthly
average of only 54, compared with 250 to 350 just a few years ago.
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The monthly rate of Romanian emigration to the U.S. during 1980 and
81 was over 200; Israel, with a far larger Romanian family base
than the U.S., should not have less.

Accordingly, we would urge the Administration to note the
Recommendations of the Senate Finance Committee in the Fall of 1979
following the hearings of its International trade Subcommittee:

to initiate discussions with Romania intended to lead
to more specific assurances regarding emigration,

such as those which preceded the granting of MFN to
Hungary . . . . The Committee understands the diffi-
culty of such an undertaking but nevertheless believes
a renewed, more aggressive effort must be made.

We would also draw your attention to Senator Henry Jackson's
1981 message to the International Trade Subcommittee, with which
the rest of us wholeheartedly agree:

It is necessary for the Romanian (authorities) to do
much better with regard to emigration to Israel

They should more than double the annual number they
are approving for emigration to Israel.

Finally, we remind you that there are a number of instances of
Romanians who have been trying to emigrate to join family members
in the West for as long as a dozen years. These long unresolved
cases simply must be resolved if Romania is to continue to enjoy
Most Favored Nation trading status.

MFN was granted to Romania in 1975 in hopes it would encourage
freer emigration and greater freedom at home. Since then, however,
emigration has fallen off and repression at home has continued
unabated. We hope that your Administration will be able to report
to Congress greater progress on these issues than we are currently

aware has been made. At this point, we are unpersuaded that another

extension of MFN for Romania will have the desired effect.

Sincerely,

' /\_Q(LO
Daniel Patrick Mdynlhan
%%(7 e/

Geoftge J. Mitchell
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Memorandum
TO: Dr. Richard Pipes, National Security Council
FROM: Howard Squadron, Chairman, Conference of Presidents

of Major American Jewish Organizations

DATE: May 19, 1982

Since Congress first approved MFN for Romania in 1975, Jewish emigration has
steadily declined and now seems frozen at just under 1,000 persons a year.

Although that decline can be partially explained by the shrinking pool of
would-be emigrants, an additional reason for the decline is the Romanian
government's policy of active discouragement of all emigratiomn, taking the
form of harrassment and even intimidation of applicants.

Emigration to ILsrael has dropped from 2,372 in 1975, to 1,982 in 1976, 1,347
in 1977, 1,141 in 1978, to 991 in 1979, 1t rose slightly in 1980, to 1,043,
but dropped again last year to 973. The number of persons leaving this year
does not provide much encouragement.

In 1979, the Conference of Presidents reached an agreement with the Romanian
government which the Conference hoped and expected would facilitate
emigration. That agreement created a mechanism by which the Presidents
Conference would, on a regular basis, recelve lists of Jews seeking to
emigrate, which could then be brought to the attention of Romanian authorities
for favorable action. However, there continues to be large backlogs of cases,
some of them going back as far as 1978 and 1979. This year the backlog is 652
names, but since the President's Conference has not received any lists since
last October, it may be that the backlog is actually larger.

The 1979 agreement also carried the understanding that there would be no
official obstacles to Jews seeking to leave or to obtaining application forms
in the first place. OQur experience since that time, however, suggests that
would-be Jewish emigrants continue to face impediments.

We believe that MFN has been a useful tool for the United States to encourage
Romania to continue its relatively independent foreign policy. We also
believe that MFN is useful as leverage to induce the Romanians to relax their
emigration policies. However, we do not believe that this leverage has been
used as effectively as it might be.

We would hope that the President's message to Congress on Romanian MFN will
reflect our concerns with Romania's performance. We would also hope that what
the President will say will encourage the Romanians to improve their
performance substantially between now and the deadline for Congressional
approval of another renewal. We believe that this is the optimum time for the
Romanians to make that improvement, before the pressures of the Congressional
hearings on MFN are brought to bear.

HS/bas
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET 3396
WASHINGTON, D.C., 20503

MAY - G 1982

MEMORANDUM TO: MICHAEL O. WHEELER
FROM: Philip A. DuSault
SUBJECT: Extension of Jackson-Vanik Waiver Authority

This responds to your request of May 17 for OMB comments on a
proposal by the Department of State that the President waive the
prohibitions of the Jackson-Vanik amendment for Hungary, Romania,
and the People's Republic of China. This would extend MFN tariff
treatment to these countries for an additional year.

OMB supports the State analysis of the importance of extension of
MFN treatment to the U.S. trade relationship with these
countries. As to whether the extension of the Jackson-Vanik
waiver will encourage emigration from Eastern Europe and promote
East-West policy objectives of the United States, we defer to the
National Security Council.



THE WHITE HOUSE
TO THE CONGRESS OF THE UNITED STATES:

In accordance with subsection 402(d)(5) of the Trade
Act of 1974, I transmit herewith my recommendation for a
further 12-month extension of the authority to waive subsec-

tion (a) and (b) of section 402 of the Act.

I include as part of my recommendation my determination
that further extension of the waiver authority, and continua=~
tion of the waivers applicable to the Socialist Republic of
Romania, the Hungariah People's Republic, and the People's
Republic of China will substantially promote the objectives

of section 402.

This recommendation also includes my reésons for recom-
mending the extension of waiver authority and for my deter-—
mination that continuation of the three waivers currently
in effect will substantially promote the objectives of

section 402,

RONALD REAGAN

THE WHITE HOUSE

June , 1982



RECOMMENDATION FOR EXTENSION OF WAIVER AUTHORITY

I recommend to the Congress that the waiver authority
granted by subsection 402(c) of the Trade Act of 1974
(hereinafter "the Act") be further extended for twelve
months. Pursuant to subsection 402(d)(5) of the Act, I
have today determined that further extension of such
authority, and continuation of the waivers currently
aprlicable to the Socialist Republic of Romania, the
Hungarian People's Republic, and the People's Republic of
China will substantially promote the objectives of section
402 of the Act. My determination is attached to this
Recommendation and is incorporated herein.

The general waiver authority conferred by section
402(c) of the Act is an important means for the strength-
ening of mutually beneficial relations between the United
States and certain countries of Eastern Europe and the
People's Republic of China. The waiver authority has
permitted us to conclude and maintain in force bilateral
trade agreements with Romania, Hungary, and the People's
Republic of China. These agreements continue to be fundamen-
tal elements in our political and economic relations with
those countries, including our important productive exchanges
on human rights and emigration matters. Moreover, continua-
tion of the waiver authority might permit future expansion
of our bilateral relations with other countries now subject
to subsection 402(a) and (b) of the Act, should circumstances
permit. I believe that these considerations clearly warrant
this recommendation for renewal of the general waiver
authority.

I also believe that continuing the current waivers
applicable to Romania, Hungary, and the People's Republic
of China will substantially promote the objectives of
section 402 of the Act. '

Romania - Emigration from Romania to the United States has
increased substantially since the waiver has been in effect.
In 1981, nearly 2,400 persons emigrated from Romania to the
United States. This is nearly six times the pre-MFN level

of emigration and represents an optimum number of emigrants
under U.S. immigration procedures in effect in that year.
Continuation of the waiver will also contribute to maintaining
a framework for dialogue with the Romanian Government on
emigration procedures, emigration to Israel, binational
marriages, and other humanitarian problems.



Hungary - Hungary's performance during the past year has
continued to reflect a positive approach to emigration

cases. The majority of Hungarians seeking to emigrate

receive permission to do so without great difficulty. Few
problem cases arise and these can be discussed constructively
with the Hungarian Government. Most difficult cases ultimately
are favorably resolved. The relatively liberal Hungarian
domestic situation seems to defuse any pent—-up demand to
emigrate and the actual number of citizens who apply to

leave Hungary is apparently small.

People's Republic of China - During the past year, China has
continued its commitment to open emigration, exemplified by
its undertaking in the September 1980 U.S.-China Consular
Convention to facilitate family reunification. The Convention
was approved by the Senate on December 17, 198l1. Instruments
of ratification were exchanged on January 19, 1982. U.S.
Foreign Service posts in China issued over 6,920 immigrant
visas in FY-1980, and over 15,293 nonimmigrant visas for
business, study, and family visits. The comparable figures
for 1980 were 3,400 and 15,893 respectively. More than

8,000 Chinese are now in the United States for long term
study and research (approximately half of this number is
privately sponsored). As has been the case for the past
several years, the numerical limits imposed on entry to the
U.S. by our immigration law continue to be a more significant
impediment to immigration from China than Chinese Government
exit controls. The Chinese Government is aware of our
interest in open emigration, and extension of the waiver

will encourage the Chinese to maintain liberal travel and
emigration policies.

In light of these considerations, I have determined that
continuation of the waivers applicable to Romania, Hungary,
and the People's Republic of China will substantially
promote the objectives of section 402 of the Act.



THE WHITE HOUSE

MEMORANDUM FOR THE SECRETARY OF STATE

SUBRJECT: Determination under Subsection 402(4)
(5) and (d)(5)(C) of the Trade Act of
1974 -~ Continuation of Waiver Authority

Pursuant to the authority vested in me under the Trade Act

of 1974, (Public Law 93-618, January 3, 1975; 88 Stat. 1978)
(hereinafter "the Act"), I determine, pursuant to Subsection
402(d)(5) and (d)(5)(C) of the Act, that the further extension
of the waiver authority granted by Subsection 402(c) of the
Act will substantially promote the objectives of Section 402
of the Act. I further determine the continuation of the
waivers applicable to the Socialist Republic of Romania, the
Hungarian People's Republic and the People's Republic of

China will substantially promote the objectives of Section

402 of the Act.

This determination shall be published in the Federal Register.






