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" ANALYSIS OF OPTIONS : ~——

The first decision to be made is how and when to remove
MFN. An analysis of the legal factors involved is appended as
Tab A. We have at least three options: 1) The President may
simply discontinue MFN at any time of his choosing; 2) the
President may announce that he will withdraw MFN at some
specific date in the future (but before July 2); or 3) the
President could fail to recommend extension of MFN by June 2,
which would mean that MFN would simply expire on July 2. Under
all of these options it would be desirable for USTR to hcld
hearings for American firms engaged in trade with Romania and
we would need to consult with the GOR pursuant to our bilateral
' Trade Agreement.

It would also be necessary to deal with the GATT aspect.
When Romania joined GATT, we exercised our right under Article
XXXV of the GATT not to apply the GATT between us and Romania.
It therefore appears that there are no formal consultation or
-notification requirements; we are confirming this. However, we
would certainly wish to discuss cur impending action with
approp .ate GATT officials and Contracting Parties, preferably
before the President's announcement. With the withdrawal of
Romanian MFN coming hard on the heels of the Polish MFN
‘withdrawal, it is important to avoid having the Romanian
withdrawal complicate our GATT situation regarding Poland. A
more deliberate withdrawal process would be helpful in that
regard.

A second decision is required on what steps to take to
salvage as much as possible of the bilateral relationship
without giving the appearance of condoning the education
repayment decree. Finally, a decision will be required on how
to play the withdrawal of MFN and related issues in public.
Under all three of the options above, we would and should make
an early announcement which, at a minimum, would state that we
are taking steps to discontinue the benefits of MFN to Romania.

DISCUSSION OF OPTIONS

A. Terminate the Jackson-Vanik Waiver Immediately

To withdraw Romania's MFN immediately would show U.S.
firmness and cdecisiveness and would demonstrate to the GOR, the
Congress and the general public our determinaticn not to allow
ourselves to be pushed around on the emigration issue. The
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main drawbacks of this course of action are that.,it would make
relations with Romania more difficult than necessary, recduce
our flexibility in dealing with the GOR, be damaging to U.S.
firms doing business with Romania, and would allow little time
either for the bilateral consultations with Romania required by
our bilateral trade agreement or for discussions in the GATT
framework. If this option is chosen, it would still ke
necessary for the President to decide whether to recommend by
June 2 to the Congress that his waiver authority be extended
for an additional year.

B. Announce MFN Withdrawal for a Future Date

Under this option, the President would announce his
intention to terminate the current Jackson-Vanik waiver for
Romania on a date some three months off (e.g. May 31). The
President could then either let his waiver authority lapse
automatically on July 2 or, as we propose, recommend to the
Congress by June 2 that his waiver authority be extended for an
additional year. He would not exercise that authority unless
and until the implementation of the educatiocn tax decree is
discontinued. (While we believe that the Jackson-Vanik
amendrnient can be construed to allow this approach, the guestion
is not entirely clear and we would have to consult carefully
with the Congress before its implementation.)

If the President announces now the discontinuance of MFN
at a specified future date, he will demonstrate firmness,
maintain scme degree of flexibility in dealing with the
Romanians, give some time for adjustment to the many U.S. firms
engaged in Romanian-U.S. trade, and allow sufficient time to
complete the consultations required in our bilateral trade
agreement with Romania and to have discussicns in GATT. By
setting a date for discontinuance some three months off, we
would give Ceausescu an interval to contemplate the full
consequences of his action and find a face-saving way to change
his mind. We would also be acting fairly by giving U.S. firms
a chance to find new suppliers and terminate contracts with the .
Romanians., The fact that specific presidential action had been
taken ané a date set for MFN termination shculd defuse
Congressional criticism which would certainly follow if we
adopted a policy of inaction. This option is designed to
maximize leverage on the Romanians by keeping alive the
prospect that MFN would be restored if they agree to stop
implementing the decree and establish satisfactory emigration
procedures.
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C. Allow the Jackson-Vanik waiver and waiver authority to
Expire July 2

The President could simply allow MFN to expire July 2 by
announcing that he will not recommend renewal. This course of
action would preserve the greatest flexibility for us and woculd
be best received by the Romanians and the U.S. business
community. However, it is a less decisive course of action
than the previous option, would probably lead to Congressional
and public criticism for inaction, and might lead the Romanians
to think we were wavering in our intentions.

" Steps to Salvage U.S.-Romanian Relations

It is in our interest, as well as Romania's, to preserve
as much of our bilateral relationship as possible under the
circumstances and tc keep alive at least the slight possibility
that the Romanians might change their mind on implementing the
decree. To that end, it would be useful to go ahead, as
planned, with an early visit at the Deputy Foreign
Minister/Larry Eagleburger level. After that meeting, we can
decide whether to invite Foreign Minister Andrei to come in

late March/early April, as we had planned to do.

A decision also must be made on the EXIM credit to
Romania for General Electric's participation in the Cernavoda
nuclear power project, which technically would not be affected
by the loss of MFN. The loan agreement on this $120 million
dollar sale of turbines was apprcved by President Reagan almost
two years ago. The beginning of disbursement was suspended by
the Eximbank when Romania stopped debt repayments early last
year. The loan is consequently "grandfathered" and would not
be legally prohibited by the ban on new government credits
which accompanies the suspension of MFN pursuant to
Jackson-Vanik. However, the Eximbank will have strong economic
grounds for questioning the ability of the Romanians to service
a loan of this magnitude once their trade with us has kbeen
greatly reduced by -loss of MFN. A decision on how to proceed
will require careful weighing of the legal and economic as well
as the political factocrs. The Romanians are very much
interested in proceeding with this project, in which the
Canadians and Italians are major participants. It is the
largest Western commercial procject in Romanian history and we
should not foreclose the possibility of our participation so
long as it serves a rcle as the only remaining "carrot" to
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induce the Romanians to change their position gQn, the emigration
tax. One way to proceed is to have technical representatives
from the Eximbank participate in the forthcoming site survey of
the nuclear power project with the Canadians and Italians. The
survey is tentatively scheduled for next month, and Eximbank
participation would signal continuing interest in the project
without making any specific ccmmitment.

How we handle the GATT aspects and how we deal with our
obligations under the U.S.-Romanian trade agreement (and to
U.S. firms doing business with Romania) will need to be worked
out in consultation with STR, tk- Department of Commerce, and
other interested agencies. We w_..ll also wish to coordinate cur
actions with our allies and other interested countries (i.e.,
Israel) and recommend that prompt consultations be held with
them once a decision has been made on how to proceed. VWe would
also inform the IMF, IBRD and private banks of our stance and
the reason for it. We will ask them and the Allies to bring
whatever influence they have to bear on the Romanians to
reverse their decision by pointing out to them the serious
economic consequences for Romania's trade position and
financial prospects of the impending loss of MFN.

Public Stance

Our public stance will be determined in part by which
option is adopted for removing MFN and other benefits under
Jackson~-vVanik. 1In general, our stance in this area should be
principled but low-key and designed not to drive the Romanians
into a virulently defensive public posture on the decree
issue. We should seek to leave the GOR a way to back down
gracefully on implementation, despite the present unlikelihood
that they would move away from implementation now that they
have taken the plunge.

RECOMMENDATION:

That an interagency group be convened promptly to approve
a recommendation to the President that he announce his
intention to terminate the Jackson-Vanik waiver for Romania
effective May 31, 1983, if the education tax decree remains in
force as of that date, but to seek continuation of his waiver
authority for an additional year keginning July 2.

APPROVE DISAPPROVE
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Third, the Jackson-vanik amendment can be read to permit
the President both to terminate the current waiver under
section 402 (c) (3) and to recommend to the Cong®ess on or before
June 2 that his waiver authority with respect to Romania be
extended for an additional year beginning July 2. Assuming
that the Congress did not act to disapprove the extension of
the President's waiver authority, Romanian eligibility for MFN
and other benefits under the Jackson-vanik amendment could
thereafter be reinstated by a new determination and report to
the Congress that the waiver of the prohibitions of the amend-
ment will "substantially promote™ the objectives of the amend-
ment and that he has received assurances that Romania's
emigration practices will "henceforth lead substantially™ to
the achievement of those objectives.

While a strong argument can be made that the President may
terminate the Jackson-vVanik waiver under section 402 (c) (3) and
thereafter restore Romania's eligibility for MFN and other
benefits by means of a new waiver so long as the current waiver
authority remains in effect, it is less clear that the Presi-
dent may recommend the extension of his waiver authority for
any country with respect to which a Jackson-vanik waiver is not
currently in force. Thus, the foregoing option would require a
novel construction of the statute. Under such circumstances,
careful congressional consultations prior to 1mpl=mentatlon
-would be advisable.

. It should be noted that the Jackson-vVanik amendment
provided for the grant of waiver authority only within 18
months after enactment. Thus, should the President decide to
terminate the waiver without seeking extension of the waiver
authority (or should the Congress disapprove extension of such
authority by the adoption by either House of the Congress of a
resolution of disapproval), restoration of Romania's eligi-
bility for MFN and other benefits, and the conclusion of a new
trade agreement, would require either (1) an Act of Congress,
or (2) a report by the President to the Congress under section
402 (b) that Romania is in compliance with the emigration
practice standards set forth in section 402(a). Continued im-
plementation of the education tax decree would preclude such a
report.

Our 1975 Trade Agreement with Romania contemplates sus-
pension or termination of the Agreement, if either party is
unable to carry out any of its obligations thereunder. Prior
consultations with the Romanians "with a view to finding a
solution™ that would make such suspension or termination
unnecessary would be required. If we wished to suspend or
terminate only part of the Agreement, Romanian concurrence
would be required.



Drafted:L/EUR:TABorekTR%p
2/14/83:x24110 -

ClearanceiL:EGVervill%KkB
L/EB:MBWest

s



DEPARTMENT OF STATE

Washington, D.C. 20520

MEMORANDUM February 15, 1983
TO: See attached list o

L
FROM: EUR/EEY - Robert W. Sm%th

SUBJECT: Meeting on Next Steps with Romania
4:00 P.M. - Tuesday, February 15,
EUR Conference Room (6226 NS)

At _ached is paper for discussion at the 4:00 P.M.

meeting today.

Attachment:

As stated.
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DEPARTMENT OF STATE

EXECUTIVE SECRETARIAT —
TRANSMITTAL FORM B -

s/g 8303327

Date February 17, 1983

For: Mr. William P. Clark
National Security Council
The White House

Reference:
TO: President Reagan From: President Ceausescu
Date: December 1982 SubjectUS-Romanian bilateral
relations
WH Referral Dated: N/A NSC ID #

(1f any)

/

XX The attached item was sent directly to the
Department of State.

Action Taken:

A draft reply is attached.

A draft reply will be forwarded.

A translation is attached.

An information copy of a direct reply is attached.

xx  We believe no response is necessary for the reason
cited below.

The Department of State has no objection to the
proposed travel.

Other.
Remarks.

The attached original letter from President Ceausescu to President
Reagan was handed to Under Secretary Eagleburger by Romanian Ambassador
Malitza. It was sentrin response to the President's letter of December 1,
1982, to President Ceausescu. Since Under Secretary Eagleburger went
to Romania in January as Presidential Envoy and discussed the subject
matter of both letters with President Ceausescu at that time, we do not
consider that a response to President Ceausescu's lettar i necessary.
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toc becin thinking how toc manage a pcst-MFN relationship. At
the same time, we must lcck for ways tc convince the Romanians
that it will be more to their advantage nct to implement the
decree than tc do so. MFN is central tc cur present
relaticnship -- eccnomically, politically, and psychologically
-- and its loss would be a serious blow. It also would lead to
reduced emigration. Therefore, if there is no immediate
implementation, we suggest the following gameplan:

1. January 25: An interagency meeting tcok place to
examine where we stand in our relations with Rcmania andé to
explore ways to encourage the Romanians tc improve their
emigration/human rights performance and persuade them not
to implement the education tax decree. We are develcping a
set of positive and negative inducements, i.e., a trade
promction program, LANDSTAT ground staticn, linking EXIM
credits for their nuclear power plant to non-implementation
of the decree, annual bilateral talks on global issues,
etc. Much cf this woulcd be simply showing movement on
prior commitments but doing so in the next few months.

2. Early February: Deputy Fcreign Minister Groza should
be invited by Larry Eagleburger to visit Washington for a
general review of relations with him and fcr the second
stage cf discussions tc reach agreement on improved
emigraticn procedures with Elliott Abrams and Rick Burt, as
stggested in the President's letter tc Ceausescu of
December 1. Improvement in emigration procedures is one cf
two preccnditions to a Presidential recommendation to
extend MFN and to overcoming Congressicnal opposition to
continuing MFN. (N.B.: Cne major Cocngressional concern,
i.e., speeding up the processing of emigration cases, is
particularly tricky and potentially embarrassing, since we
currently are unable t~ take in all the people the
Romanians have approve. for departure to the U.S. Because
cf limitations on our refugee numbers, there are now over
1,000 people with exit passports in hand whom we cannot
assist to depart Romania. We are helring about 100
refugees to leave each month, while the Romanians are
approving about 200 passports for travel to the U.S. per
month. Thus the backlog grows.)
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3. Early February: A Csnadian/Italian/U.S. technical
ricsicn is tentatively scheduled to visit Romania for an
cn-site inspecticn ancd evaluatiocn cf the proposed Cernavcda
ruclear power plant. EXIM has committed but nct disbursed
$120 million to General Electric for its share of the
project. U.S. participation in this tripartite visit,
which EXIM currently is resisting, would demonstrate cur
continuing interest in the project without obligating us to
any specific course of action. We need to make clear to
the Romanians that this deal will only go through if they
do nct implement the decree and continue tc meet their
eccnomic obligations, i.e., cebt rescheduling.

4. Late March/Early April: During Larry Eagleburger's
visit to Bucharest the Romanians proposed that Foreign
Minister Andrei visit Washington to ccntinue the
discussions. 2ssuming that they do not implement the
decree before then, we should go ahead with this visit and
use it to expose 2ndrei further to Administration and
Congressional thinking on the decree and related issues.
We should try to obtain a firm commitment from Ancdrei that
the decree will not be implemented.

5. April ancd May: 1If the decree has not Leen implemented
and we have reached agreement on improvements in emigration
procedures, the Administration will need to lobby with
Congress to ensure the continuation of MFN. It is possible
the Romanians will be unwilling to give us an explicit
commitment not to implement the decree. 1In this case we
would need to tell them and the Congress that we would take
away MFN if they do proceed to implement the decree after
MFN is extended for one more year. With MFN extended and
if cur economy imprcves and Romanian exports to us expand,
we will retain a powerful lever for influencing Romanian
policy. Hcwever, without MFN we would lcse much of our
capacity to influence Rcmania and ease ccnsiderably the
Soviet prcblem of bringing a recalcitrant Ceausescu bkack
into line with other, more crthcdox wWarsaw Pact leaders.

We also would see a downturn in emigration.

6. Early Summer: There is a possibility that the Vice
President might include Romania in a more general visit to
Eastern Europe. We need to think how such a visit cculd be
fit into our strategy of penalties and rewards.
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Adcditional steps to be taken will emerge from the
interagency consultation process anéd as events unfcld. Wwhile
we may succeed in avoiding implementation of the decree, in the
end we may { il and have to take away MFN. There inevitably
would be muc.. fingerpointing if this occurred, and bcth
emigration andéd U.S.-Romanian relations would take a sharp
drop. But we will be better positioned vis-a-vis the
Romanians, Congress and those interested in emigration if we
have made a maximum effort over the next few months.
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