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OTTAWA COMMUNIQUE

I attach a draft letter to the Prime Minister as requested in
Mr Jenkins' minute of 13 July. It can now refer to

Sir Robert Armstrong's report dated 13 July, of which a copy
has been sent to you (I suggest you could safely disregard most
of the Annexes - with the possible exception at some stage of
the Canadian paper on Aid).

2. I have put the last paragraph of the draft letter in brackets.
The proposal to which we are objecting emerged from the Personal
Representatives and is, I suppose, very much a matter for Heads
of Government. You may prefer to make the point orally to the
Prime Minister at the briefing meeting or elsewhere.

3. You will recall that the FCO were preparing a paper
suggesting the possibility of increased aid expenditure or other
concessions to the IDC's so as to ease Ministers' path through
the Summits of Cancun and Melbourne. They hoped that this could
be put forward as an agreed paper from a group of Permanent
Secretaries under Sir Robert Armstrong which has met twice

to consider preparations for the Mexico Summit. I had to urge
(with support from Sir Brian Hayes) that if it were to be put
forward, it should be by a Foreign Office Minister. The FCO
found this unattractive. In the end Sir Robert Armstrong said he
would be putting a paper on his own authority to the

Prime Minister. We shall not get it uwntil tomorrow: I think he
will do his best to make it a balanced one. However there is some
awkwardness if options for expenditure reach Ministers in this
particular way. I hope it will not be discussed on Thursday

and that we can consider whether and how to react later.

oo

K E COUZENS
14 July 1981
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DRAFT LETTER TO THE PRIME MINISTER FROM THE CHANCELLOR

cc. Foreign & Commonwealth Secretary
Secretary of State for Trade
Secretary of State for Energy
Sir Robert Armstrong, Cabinet Office

OTTAWA COMMUNIQUE

It may be helpful for your briefing meeting on the Ottawa
Summit if I record some comments on the draft communique
which our representatives brought back from the recent

Preparatory Group meeting.

2. As Sir Robert Armstrong has said in his report to you on the
preparatory work, Heads of Government are entirely free to
modify the draft communique if they wish. Having studied the
section on the Economy however I feel that we would have good
reason to be satisfied with it if it survived in its present
form. While it would be attractive from some points of view

to have a much shorter declaration, I fear that we could easily
lose from a substantial shortening of the section on the Economy.
For example, the French would no doubt like to remove the idea
that the economic policy reaction to the second energy price
increase has been better managed than the first. The references
to inflation and unemployment are a carefully constructed
balance which could easily be upset to our disadvantage. We
have no interest in deleting phrases which German representatives
saw as helpful to Chancellor Schmidt's domestic budgetary
arguments. And we also want to preserve the words about

interest rates, exchange rates and budgetary deficits which are

/'
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aimed at the Americans, which they have so far accepted and
which largely meet what the Communify (and we) would like to say.
Finally, I would not like to see the section on the Economy
made shorter than the section on relations with developing

countries.

3. My other main comment is on that section (Part III).

Heads of Government will be faced with a choice of formulae on
the Global Negotiations. The first and more forward formula
corresponds with the one included in the Presidency Conclusions
of the Luxembourg European Council and we cannot take the lead
in modifying it, particularly given our Presidency role.

If however it becomes clear that the first formula does not
command general agreement, I trust that we shall move to a
position as close as possible to the American formula which on
the merits I believe to be more nearly right. The whole

concept of Global Negotiations institutionalises the division
between North and South which I find so unattractive: and it is
long odds that if these Negotiations start they will produce
either bitter recrimination or objectionable concessions.

I do not suggest that we campaign single-handed against them,

or make ourselves a special target as opponents of them but I
certainly do not think that we should fight strongly against the

Americans in favour of an early start to these Negotiations.

‘ﬂu. I also have some doubts about further institutionalisation
of the Summits on the lines envisaged at the very end of the
draft communique - especially as the next one will be under
French chairmanship. But perhaps we can discuss this at your

briefing meeting.j 2
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5. I am copying this to the Foreign and Commonwealth Secretary ,
e the Secretaries of State for Trade and Energy and to

Sir Robert Armstrong.

G HOWE
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lonn-Parls aim to avoid clash wnthéU S. at summlt

BY JONATHAN CARR IN BONN

WEST GERMANY and France - heing followed by the- new  c-
* " now described as an in-depth -

are determined to aveid. con-

" frontation with the US. at

~ next week’s world economic
- summit conference in Ottawa,
- despite their concern ahout
~high U.S. interest rates. This
- has emerged at the end of top-

~ level talks here, which

. _hrought wide foreign policy
failed to

- agreement  hut
remove Bomn's worry about
the socialist economic course

Schmldt and

_ conference, .
be no cffort to isolate the

* French Goverament,

Both Chancellor  Helmut
Schmidt and President
Francois Mitterrand agreed
that U.S. monetary policy, and
its depressive impact on Euro-
pean economics, must come

“under scrutiny at the Ottawa
But there is to

issue and put the U.S. “ on the

spot,” an effort which it is felt
woul(! he dnomed to failure,

BY OUR BONN CORRESPDNDENT

AT FIRST sight it looked Just
like old times. There was
Chancellor Helmut Schmidt
praising the exceptionally close
relations between West Ger-
many and France and express-
ing confidence that these will
be maintained in coming years.
There was the French Presi-

--dent speaking of the * privi.-

leged = friendship”  between
.. Bonn and Paris and saying he
. wag “exceptionally satisfied”
~ with his two-day visit to Bonn,
'f,_ The odd thing is that this was -
_not the liberal French Presi-
dent Valery Giscard d’Estaing
* with whom Herr Schmidt has
~ had such friendly ties for years,
'it was M Francois Mitterrand,’
‘; ‘Wwho defeated M Giscard in the
. May elections, and whose-
& soclal,rst views were once said -
" to be too radical for a middle-
" of-the-road Soual Democrat
er Herr Schmidt to stomach.
It had long been expected in
Bonn that M Mitterrand would
:-be much closer to his old
acquaintance, Herr Willy
. Brandt, chairman of the West
- German  Social
Party, than to Herr Schmidt.
-~ ¥Yet in his talks in Bonn on
- Sunday and yesterday M-Mitter-

= '3 f.h J'

i

o« B W

s an even stricter supporter of
+ the Nato decision 1o correct the
1 East-West nuclear  missiles -

. 0f - persomal -
Chancellor is reliably under-

Democratic .

M Mitterrand clearly thinks
little of the apparent conces-
sions made by the Soviet side
durmg Herr Brandt’s recent
falks in Moscow The Presi-
dent’s main concern seems {o
be that the West should nego-
“tiate with Moscow from a
position of reasonsble strength
—which means -in. the first
place further-armament efforts.

On yet another Kkey issue.
M Mifterrand and Herr Schmidt .

‘found themselves in -accord —
that the U.S. high interest rate
puolicy is seriously depressing
the European economies, and
that the consequences of this
must .he underlined to Presi-
dent Ronald - Reagan® "at ‘the
‘Western economic ‘sumniit con-
ference in’ Ottawa next week,

‘Given up hope Rt

Tor Herr Schmidt, close ties
with -France remain -a foreign
political necessity: and a matter
conviction. The

stood to have given .up hope

that .Britain will play what he |

feels to be a far-sighted role
within the European- Com:
munity. He has, - in short,

‘rand made at least one thing § become a * Gaulhst " as far as
_very clear. He is, if anything, {{ Britain is concerned.

France - thus- remains at the
top of Herr Schmidt's European
policy list, despite the change

- The main ailnxr for Ottawa s

discussion aimed at avoiding
development of “nationalistie-
egotistical ” policies in trade,
monetary and other fields.

The draft communigque is -

_understood to be already com-
_plete—apart from a general

“political section to he inserted
€6 no -

later—and 1o contain
surprises ” on interest rates

- or anything else,

Despite  appearances, this

does not imply that Franco-
German relations remain the
same as ever. The French side

5
it

tresses that M Mitterrand wants
o see excellent ties with Bonn

maintained, but also to see some

bridges

remet with Britain

which he {feels were destroyed
under his predecessor.

‘A senior Bonn Government

officlal also underlined yester-.
day the problems which he felt. .
could well emerge for West
Germany
Kurope

and the

from the socialist

economic course announced by

M Mitterrand's administration. |
He declared bluntly that the

] consequences
i

be

in terms of
increased French inflation could
“simply © disastrous™

expressed hope that the new
Government in Paris would trim

1

ifs pahcy sails before it was too

“Iate.

ledged that
political accord with France was
highly - desirable,
stressed that

.ﬁ- - : §
€0 S russels. It was
ot clear that Bonn and Paris
were so close to one another
on this issue.

The same ofﬁclal acknow-
broad foreign

but also

o M Mitterrand and Herr

rest  of

and

- This Tound - of the regular

- Franco-German consultations

—the first since M Mitterrand

became President—has been

marked by repeated public

assurances that- hilateral ties

are good and will remain so,
M Mitterrand has delighted
his West German hosts in

-particular hy his firm support

for the Nato decision of
Decemher 1979 which aimed

range nuclear missiles, - This
~is wuseful help for Herr
Schmidt, who is under strong
pressure on the issue from his
own Social Democratic Pariy.
But West German fears

- remain strong that the Paris

Government's economic poli-
cies, which imply a bhigger

~ public sector credit intake, -

- will mean a further increase
in the already high French

- to -correcting the East-Westd] inflation rate.

B.mg.anﬂl&@n

had a ¢ derable common | ¢
interest i udgetar
Slorm 5 T o skt e T
ntributors to B

imbalance in intermediate-

itterrand find plenty to agr :

M Pierre Mauroy, the

woh

French Prime Minister, and
M Jacques Delors, the Finance
Minister, explained that
France had much leeway to
make up in social policy and
that greater state expenditure
was inevitable; Publicly, the
West Germans express under-
standing for this, but privately
.say: the results. could .be
_ eatastrophic, not least for the
future of the European mone-
tary sysl;em- B e

imbalance than is the Bonn of power in Paris and its Schmidt (right) meet in
- Government. attendant problems. Bonn
..‘_- o — s .t_' -,-; =y P; = = = == e - e =
18-77
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Mr Lavelle

Treasury Chambers, Parliament Street. SWIP 3AG
01-233 3000

PRIME MINISTER

OTTAWA COMMUNIQUE

It may be helpful for your briefing meeting on the Ottawa
Summit if I record some comments on the draft communique
which our representatives brought back from the recent

Preparatory Group meeting.

v As Sir Robert Armstrong has said in his report to ycu

on the preparatory work, Heads of Governmant are entiresly

free to modify the draft communique if they wish., Having
studied the secticn on the Economy however I Tesl that we

would have good reason to be satistied with it if it

survived in-its present form. While it would be attractive

Mr Mountfield
Mr Bottrill

from some points of view to have a much shorter declaration,

I fear that we could easily lose from a substantial shortening

of the section on the Economy. For example, the French would

no doubt like to remove the idea that the economic policy

reaction to the second energy price increase has been better

managed than the first. The references to inflation and

unemployment are a carefully constructed balance which could

easily be upset to our disadvantage. We have no interest in

deleting phrases which German representatives saw as helpful

to Chancellor Schmidt's domestic budgetary arguments. And

we

also want to preserve the words about interest rates, exchange

rates and budgetary deficits which are aimed at the Americans,

which they have so far accepted and which largely mest what

the Community (and we) would like to say. Finally, I would

/nat like to see
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not like to see the section on the Economy made shorter than

the section on relations with .developing countries.

. My other main comment is on that section (Part III).

Heads of Government will be faced with a choice of formulae

on the Global Negotiations. The first and more forward formula
corresponds with the one included in the Presidency Conclusions
of the Luxembourg European Council and we cannot take the lead
in modifying it, particularly given our Presidency role. If
however it becomes clear that the first formula does not command
general agreement, I trust that we shall move to a position as
close as possible to the American formula which on the merits

I believe to be more nearly right. The whole concept of Global
Negotiations institutionalises the division between North and
South which I find so unattractive: and it is long odds that
if these Negotiations start they will produce either bitter

recrimination or objectionable concessions. I do not suggest

n
-that we campaign single-handed against them, or mak

T
.......... i&T Th Surse.ves

o

a special target as opponents of them but I certainly do not
think that we should fight strongly against the Americans in

favour of an early start to these Negotiations.

4, I also have some doubts about further institutionalisation
of the Summits on the lines envisaged at the very end of the
draft communique - especially as the next one will be under
French chairmanship. But perhaps we can discuss this at your

briefing meeting.

5 I am copying this to the Foreign and Commonwealth Secretary,
the Secretaries of State for Trade and Energy and to Sir Robert

Armstrong.

/t\

-~

(G.H,)
|5 July 1981
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cc Chief Secretary
Financial Secretary
Sir Douglas Wass
Mr Burns
Mr Hancock
Mrs Hedley Miller
Mr Lavelle
Mr Mountfield
Mr St Clair
Mr Bottrill

Mr Slater
CHANCELLOR Mr Bonney

WORLD BANK ENERGY AFFILIATE
I attach a useful note by Mr St Clair about this.

2. You may also like to see a telegram just received recording a
discussion in the World Bank Board on 7 July. I think Mr Smith of the
ODA made a very respectable presentation of the UK position at that
meeting which ought to have given no offence to anybody. The US
position continued to be negative not only on the Affiliate but even
on the idea of a larger energy programme within the World Bank. The
German spokesman was distinctly cooler about an Affiliate than, for
example, Herr Schulmann has been until recently. I also see a
reflection in what the German representative said at a recent German
view, possibly deriving from Chancellor Schmidt's visit to Saudi Arabia,
that the Saudis were not really prepared to put up large sums for an
Affiliate.

Do I think we should avoid becoming identified with the American
view on this, although we should be careful to emphasise the realities
created by the American position. Those include giving priority to
getting IDA VI through Congress; and recognising that no new lending
programme or Affiliate will have worthwhile credit in the markets if
the Americans do not support it. We could say that we are not opposed
to an Energy Affiliate if it is demonstrated that that is the best way
of securing "additionality" in energy investment in LDCs; and the best
way of mobilising additional OPEC and market funds. But we are
interested in the results, not the machinery.

4, This is a good practical British line which is in the tradition
of the British attitude to the IMF and the World Bank. It is close
enough to the attitude of eg the Germans. It contains elements of the

US position, without identifying us with them.



5. We have however to remember all the time that the ODA would
have to find any new capital subscription within the aid programme,
if in fact a separate Energy Affiliate emerged. More multilateral
aid is contrary to the direction in which Ministers wished to move.
This has made the ODA at least as cautious as the Treasury about the
Energy Affiliate idea. We have to be careful not to appear to get
out in front of them.

B However, these were the questions I think you wished to discuss.

JER

pp K E COUZENS
15 July 1981
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1. SIR KENNETH COUZENS cc Mr Hancock
Mrs Hedley-Miller
2. CHANCELLOR Mr Iavelle
Copies attached for: Mr Mountfield

Mr Bottrill
Mr Slater
Mr Bonney

Chief Secretary
Financial Secretary
Sir Douglas Wass
Mr Burn

OTTAWA COMMUNIQUE - ENERGY AFFILIATE

The Private Secretary minute of 13 July says that you would like to
discuss the energy affiliate question. A note may be useful before
hand.

24 The proposal for an energy affiliate derives from the World Bank
itself. It is supported, in principle, by the main OPEC countries,

by France, Canada, the Netherlands, the Nordics, and virtually all LDCs.
Details have never been worked out, but the World Bank envisages a
capital of between £10b and £15b with a paid in proportion of 10%.

The affiliate would be permitted to borrow up to, say, 2% times the
capital. The shareholding would be divided among OECD, OPEC, and the
ILDCs so as to give OPEC a far bigger role (though less than 50%) than
in the World Bank itself.

Do Those who favour the energy affiliate put forward the following
reasons:

(a) There is a great need to develop energy resources
in the Third World, and a new institution could attract
support, if directed at energy, which would not be
available to the World Bank itself.

(b) In particular OPEC would be prepared both to put
in capital and to lend very substantial sums.

(¢) Giving OPEC a bigger share in the ownership and
management would be a worthwhile step forward.

(d) Indeed the OECD countries ought to support the
initiative for, if it were to be successful, the only



losers would be OPEC itself since their present grip
on energy supply and prices would be loosened.

4. On the other side the following points are made:

(a) BSome people doubt whether, in reality, there are
large numbers of profitable energy investment opportunities
in Third World countries which would remain unexploited

if World Bank finance were not available. They fear that
an energy affiliate programme might simply displace

private sector investment. (On the other hand it is known
that there are some countries which will not deal with oil
companies without World Bank involvement and also countries
which the o0il companies will not touch without World Bank
involvement for fear of political risks.)

(b) There is little that can be achieved by the energy
affiliate which could not be equally well achieved by
expanding the energy component of the World Bank prograume
as a whole. The only unique feature is a higher gearing
(capital to borrowing) ratio than the World Bank, and if
this is not available, the attraction of the concept falls
away. Given the attitude of the United States (see below)
a high gearing ratio does not look feasible.

(¢) Do we really want to give OPEC a larger share of
control? Especially if the energy affiliate takes over
some of the existing portfolio of the World Bank? In
particular why should they claim credit for lending to
the energy affiliate? They would not be doing the world
a favour, but rather OPEC would be provided with first
class investment media for their financial surpluses.

B At the moment the energy affiliate proposal is stalled. Most
countries, including ourselves, have said that they would be prepared
to continue discussions. The Americans say they cannot support an
energy affiliate at this time. Given their difficulties with Congress
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over IDA 6 and the general capital increase, as well as their wish to
reduce expenditure, it is hard to see them finding the money to subscribe
to an energy affiliate for several years at least. An energy affiliate
without whole hearted American participation would almost certainly not
be able to borrow the large sums required at the fine terms required on
world capital markets. Certainly it would be unlikely to achieve the
gearing up. Furthermore establishing an energy affiliate is equivalent
to establishing a full scale new international institution, requiring

action by legislatures in all participating countries. It would take
years to establish.

6. The Canadians wanted the Ottawa outcome to include a decision in
principle in favour of the energy affiliate. It would be a concrete
initiative to be able to point to.

i Mr Hamad, the Kuwaiti Finance Minister, outlined more ambitious
ideas for the energy affiliate when he saw you on 30 June,than have
been envisaged hitherto. He seemed to see it covering not Just oil,
coal, and other hydro-carbon energies, but dams and electricity which
could be linked with irrigation projects and food production. There
certainly ought to be close links between energy development in Third
World countries and the uses to which the new energy is to be put, but
that is an argument in favour of our own line of the need for close
integration with the main World Bank activities. It is not clear what
Mr Hamad has in mind with "a more aggressive approach'". This is an
area which certainly needs imagination and expertise, especially if it
is to be confined to marginal projects and avoid displacing potential
private sector projects. At the moment the World Bank and the regional
banks contain the main international sources of this kind of expertise,

although obviously experts could be hired from oil companies and
elsewhere.

8. There seems no need at present to change the British line, which

is that we are willing to continue discussions on ways of increasing

the World Bank's energy programmes. The idea of an energy affiliate

can be discussed, but it is not the only way forward. If the Americans
are unwilling or unable to participate, then some of the main attractions
fall away. Certainly it would be wrong for the UK to take the initia-
tive in proposing a decision at Ottawa on the enzf%? ;}liate.

W L ST CLAIR
3 14 July 1981
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TO ROUTINE FCO SAVING TELEGRAM N0.322 OF 7 JULY 1981
IBRD/IDA Board Meeting, 4 Jume 1981

Expanded Energy Lending: ENERGY AFFILIATE (R81-78)

The discussion of this paper is summarised in our tel no 154 of 5 June.
All Directors (or their Altermates) spoke.

American position

2, Once again, the US line overshadowed the meeting. Dawson (US) spoke
first from a prepared statement (copies by bag). He said that the US were them-
selves studying the energy potential and requirements of the developing countries
in the light of the Bank's proposed expansion of its energy lending programme.

The study was expected to be completed "in the coming weeks'" and its conclusions
would be shared with the Board.

;1 In the meantime, the US considered that it would be premature for the
Bocard to endorse a larger energy programme or to proceed with negotiations on an
energy affiliate. They were not prepared to support the creation of, or participate
in, an energy affiliate " at this time'". A particular US concern was the respective
roles of private and official capita: they favoured avoiding Bank assistance with
public sector energy involvement where this would pre-—empt private initiative.
(McNamara intervened that the Bank was a lender of last resort and that its funds
would only be used if private investment could not be mobilised).

4, Dawson indicated that the US would support the formation of a working
group to consider how the Bank could assure its lending contributed to an increased
flow of private capital in LDC energy development and avoided competition with
private capital; the need for furthet® expanded energy lending by the Bank; and

the project and country composition the Bank foresaw for the proposed expanded
energy programme. The conclusions of the working group could form the basis for

a future decision on the proposed energy lending expansiom.

5. No other chairs cast doubt on the need for some form of expanded

energy lending programme under Bank auspices although there were differences of
approach on the institutional or other framework for channelling these additiomal
funds and on how discussions should he taken forward.

/ Support



Support for energy affiliate

6. Adbulai (Nigeria ete), Blanco (Bolivia etc), Garcia-Parra (Colombia
etc), Kivanc (Turkey'etc), Drake (Canada etc), Al-Hegelan (Saudi Arabia ete),
Khelil (Tunisia etc), Looijen (Netherlands etec), Lundstrom (Sweden etc), McLec
(Australia etc), Mentre (France), Guimares (Portugal etc ), Ray (India etc),
Razafindrabe (Madagascar etc), Wang (China) and Aung Pe (Burma etc) all came

down in favour of the establishment of an energy affiliate as the quickest and
most effective way of mobilising additional resources for energy development. Of
these, Adbulai, Garcia Parra, Kivanc, Drake, Looijen, Lundstrom and McLeod
specifically stated they were ready for the door to be left open for considering any
alternative ways of channeling funds for energy, provided that the overall

aim of an expanded programme could be met.

UK Position

7% Moriocka (Japan), Muns (Spain etc) and Smith (UK) indicated a

readiness to consider all the possible alternatives including the affiliate.

Smith said that the UK recognised the energy needs of ldcs and, bearing in

mind the conclusions of the Venice Summit, was prepared to consider an expansion

of the Bank's energy programme. Our basic approach was to see how additional

funds could be mobilised without displacing private flows. The proposal for an
energy affiliate was one of several possible solutions and should not be looked

at in isolation from other alternatives. Further work should include a comparative
assessment of the market borrowing prospects of an expanded IBRD with energy
investments forming a large element in its portfolio, and a new and unfamiliar
institution - albeit having close links with the IBRD - concerned exclusively
with energy investments. Consideraion should be given to the time it would take for
an affiliate to become operaticnal, as compared with other alternmatives such as
increasing the IBRD's callable capital without a paid-in element. The rate of
increase in total energy investments should be looked at in the light of the
capacity of the develoﬁing countries to absorb them; this involved questions such
as the manpower resources to ensure that standards of project preparation,
execution, andsub&equent operation were maintained. Smith said that he did not

propose, at that stage, to go into details of what structure an affiliate might

adopt.
German position
o 8 Kurth said that the German government was opposed in principle to

the setting up of new international institutioms, with all the problems of
coordination and additional administration that this could involve. They would
prefer instead a further general capital increase of the IBRD involving callable
capital only. He realised that with the existing GCI exercise still under
a v negotiatiou’!
RESTRICTED
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negotiation, this might not seem a particularly appropriate proposal; but he i
‘subted whether the existing climate augured more favourably for a new energy
affiliate than for an increase in the Bank's callable capital lﬁhich would of
course have no immediate budgetary implicatioqé? .

9. Kurth said he could see merit in an affiliate if it was likely to
attract recycled OPEC funds; but so far there had been no clear sign on this
from the QPEC countries. However, if it was decided that an affiliate should

be established, Kurth said that he thought his govermment would be prepared to

go along with this. But they would consider it to be of great importance that all
major shareholders of the Bank participate in the affiliate (Morioka, Guimares and
Al-Hegelan also took this line); and that it was integrated as closely as possible
with the Bank. IFC's relationship with the Bank was the loosest form of link

that the Germans would be prepared to contemplate.

Affiliate's links with Bank

10. A number of other Directors, notably Abdulai, Blanco, Garcia-Parra,
Al-Hegelan, Razafindrabe, Khelil, Mcleod, Kivanc and Wang, also stressed the
importance of any new affiliate having very close links with the Bank, referring
variously to the greater confidence this would engender on the markets, to the
Bank's existing expertise in the energy sector and to the role the Bank should
have in advising ldcs on the place that energy development should assume in the
context of their other economic activities. Mcleod made the point that priorities
for development could change. He thought it might therefore be prudent for a body
dealing with one particular sector only, to be affiliatedas closely as possible

to the Bamk which, with its overall economic view, could advise more

objectively if and when the energy affiliate had fulfilled its useful role.

French position

11 Mentre, on the other hand, considered that the options on the proposed
affiliate's links with the Bank should be kept open. He saw fairpossible
alternatives; (i) an IDA-type link; (ii) an IFC-type link ; (iii) an autonomous
affiliate loosely within the Bank Group; (iv) and a completely independent
affiliate maintaining external links with the Bank. He thought that tﬁere was a
strong case for a continuing role for the Bank in energy development but that this
was not incompatible with some form of autonomy for the proposed new institutiom.
/He did not make clear whether his preference was for (iii) or (ivi7
Mentre added that the proposal for basing voting rights on factors other than simply
the size of shareholdings was a positive move. He also suggested that if
certain countries had difficulty in making their contributions at an early stage,
the Bank should take direct shares in the affiliate itself and sell them off
to member countries as they became willing or able to purchase them.

/ Arab

3
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Arab position

125 The contributions by Al-Hegelan (Saudi Arabia etec) and Khelii (Turdsia
etc), representing the two main Arab constituencies, did not reveal any deta”ls
of the likely OPEC contributions to the proposed affiliate. However, both
strongly supported the establishment of an affiliate as the best means of meeting
the pressing energy needs of the ldcs. Khelil pointed out that, if the affiliate
was set up quickly this would release funds earmarked for energy in the Bank's
budget for use on the China programme and structural adjustment lending. Both
Khelil and Al-Hegelan urged the speedy convening of a Deputies meeting to
consider both the affiliate and the expansion of energy lending. Al-Hegelan

said that his constituency would certainly participate in the negotiations and
hoped all other members would also do so.

Form of negotiations

13 Kurth, Drake and Smith all made the point that it was premature to talk
of formal negotiations by Deputies, when there were still issues of principle

to be resolved. They all favoured the continuation of informal comsultatioms.
Morioka said that the Japanese would go along with a Deputies meeting if the majority
favoured it, but indicated that if it was to be effective all major shareholders
would need to be involved. All the other chairs (except for the Americans)

supported the early covening of a Deputies meeting although several, notably

Kivanc, Garcia-Parra, Mcleod and Ray again urged the involvement of all share-
holders. Only Lundstrom said that the negotiations should go ahead whether or

not all major shareholders (ie the Americans) chose to participate.

Role of Private Sector in Energy Development

14, Many Directors returned to the point first raised by Dawson, concerning
the role of the private sector in energy development. Abdulai, Drake, Mentre,
Kurth, Al-Hegelan, Garcia-Parra and Razafindrabe all specifcally recognised

the important and probably major role that private investment had to play im

this sector, underlining McNamara's point that the Bank should only be.a lender

of last resort, and should not pre-empt the use of private funds where these

could be more available. But nome saw this latter point as a real danger.

Energy was not just oil and there were other areas of energy development -

for example, fuel wood, electricity and conservation - where the private sector
was just not able or willing to participate by itself. Kurth,Drake, Abdulai,
Al-Hegelan and Garcia-Parra drew attention to the complementary and catalytic role
of the Bank in these areas. Through the '"good-housekeeping seal' of its involve-
ment, it was able tc encourage the participation of private investors; and the
Bank was able to provide not just additional finance but also technical advice

and administrative and institutional support which made the overall package

mure attractive to sources of private finance.

/ Miscellaneous
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MR TOLKIEN ce Sir K Couzens
Mr Hancock
Mr Mountfield
Mr Bottrill
Mr Peretz

BRIEFING FOR THE OTTAWA SUMMIT: EXPORT CREDITS
In response to your note of 1% July to Miss Rutter, I attach a

brief on export credits to supplement the references to this
subject in paragraphs 5, 15 and 16 of the brief on Trade (PMVL(81)4).

ot

M V HAWTIN
15 July 1981
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l
EXPORT CREDITS

POINTS TO MAKE

1. Vital to maintain Consensus to avoid export credit war, from
which only recipient countries would gain.

2. Three key issues to concentrate on:-

it early increase in Consensus minimum rates, to
bring them more in line with world market levels

3 1 the position of the low interest rate countries,
notably Japan

alis L the need for greater transparency in the use of

mixed credits

3. EC resolved to establish constructive position on these points
before resumed OECD negotiations in the Autumn.

4, Compromise necessary on all sides if agreement to be reached. In
particular, significant increase in interest rates will depend on
satisfactory arrangements to deal with the position of Japan. Accept
that Japan cannot be expected to change its export financing system.
But reasonable to ask Japan:-

2L to pay some price (in terms of a premium over
market interest rates) for being allowed to
offer its exporters official financing support
through ExIm Bank at sub-Consensus rates

s falg for assurances on access to yen finance for
matching purposes.
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BACKGROUND

1. There is a real prospect of breakdown in the Consensus unless

some compromise agreement can be reached between the three main

participants (the EC, US and Japan) at resumed negotiations this

Autumn., The new US Administration is under strong political pressure

for early progress in reducing export credit subsidies. The Americans

are already applying pressure on various fronts (eg. derogations on

credit length, action in GATT). They have made it clear that they

w 111 step up this action if the negotiations become deadlocked.

There are Bills in the Congress which would provide funds to enable the
US to embark on large scale programme of export credit subsidies,

if they so chose; and they have had talks with Canada and Japan about

a possible understanding on credit terms, not involving subsidised

interest rates, to which other non-EC countries might be invited to

subscribe.

2. The prospects for agreement have improved with some signs of move-
ment in the previously inflexible. French position. At the meeting of
ECOFIN on 6 July, EC Ministers agreed on the need for a significant
increase in minimum interest rates, a strong common position regarding
the Japanese problem . and transparency in mixed credits. The
Commission are now undertaking informal exploratory discussions with
the Americans and Japanese in Paris, with a view to drawing up firm
proposals for consideration by the Council on 17 September. The
fmericans appear to accept that the immediate negotiations should
concentrate on the three key issues identified by the Commission. In
particular, while not abandoning their objective of an automatic system
of interest rate adjustment, differentiated by currency, they recognise
that this is not likely to be negotiable in the short term.

3. The key to progress is some compromise to deal with the so-called
Japanese problem. This arises because Japanese market interest rates
would be below the Consensus if an increase in minimum rates is agreed.
In the past Japan, through its official ExIm Bank, has adhered to the
Consensus interest rates by ensuring that the overall rate on credits
supported by its official ExIm Bank respects the Consensus minimum.

But the Japanese have made it clear that if Consensus rates are
increased, they would want to be able to offer ExIm Bank finance at
lower rates.
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. 4, Given the present state of trade relations between Europe and

Japan, there are clearly strong objections to any arrangements which
might appear to give the Japanese a privileged position under the
Consensus. The general position of most EC countries (including our-
selves) is therefore that while it is not reasonable to expect the
Japanese to change their export financing system, they should be
asked to pay some premium (in terms of the interest rate charged)

in return for the advantages to their exporters of official financing
through ExIm Bank at sub-Consensus rates. They should also

be pressed to give satisfactory assurances on foreign access to yen
finance, in order to match low rate Japanese offers. In the case of
most European countries (like ourselves), this access is required

for exporters and banks, rather than for official institutions like
US ExIm Bank, for which it may present fewer problems. In practice,
the scope for access will be difficult to establish until it is
actually put to the test. This strengthens the case for requiring
some premium over Japanese market rates on officially provided export
financing, so as to limit their competitive advantage on the new
Consensus rates.

5. Pending decisions in September on the EC position, it clearly
would not be appropriate to engage in detailed discussions on the
size of the increase in Consensus rates, and the various possible
approaches to resolving the Japanese problem. But it would be useful
to get across the general point that the EC is now urgently reviewlng
its position and genuinely seeking a basis for agreement: we hope the
Japanese will respond by showing flexibility in their own position.
It 1s also important to impress on the Americans that the prospect
for Community agreement to an increase in minimum interest rates of

a size likely to be sufficient to satisfy them (which may be a
minimum of 2% for the relatively poor recipient.countries) depends
crucially on acceptable arrangements for dealing with the Japanese
issue. It would obviously be helpful if they could put some pressure
on the Japanese on this. (The US might also be advised to play down
threats of action in the event of a breakdown in the negotiations,
which could have a counter productive effect on the attitude of the
French. )

AEFZ Division
15 July 1981
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TELEGRAM NUMBER 2157 OF 15 JULY

PRESIDENT REAGAN’S MID-SESSION REVIEW OF 1982 BUDGET
1, FOR THE FIRST TIME SINCE THE PUBLICATION OF |TS ECONOMIC SCENARID
IN FERRUARY, THE ADMINISTRATION TODAY PUBLISHED REVISED ECONOMIC
PROJECTIONS FOR THE PERIOD AHEAD,

2. THE MAIN FIGURES ARE AS FOLLOWS.

THESE ARE FCRECASTS TQ 1982, THEREAFTER THEY ARE PHROJECTIONS OF THE
TREND OF ECONOMIC PERFORMANCE EXPECTED UNDER THE ADMINISTRATION'S
ECCNOMIC POLICY,

A, PERACENTAGE CHAMGES
YEAR OH YEAR

1981 1982 1983 1984
SNP HOMINAL 12,4 13,7 183 23
GNP REAL TEZMS 2.5 3.4 58 £,2
COMSUMER PRICE INLEX 9,9 T8 ByT o
2] PERCENT LEVEL
UNEMPLO MMENT TB e AuA 5ed
IHTEREST RATE Si-DAY

TREASURY BILL 13,6 1,5 T 5.5

C. DOLLARS BILLION

FYs1i FYag FYa3 Fyas
BUDGET RECEIPTS @5, 6 62,4 705.8 923.3
BUDGET QUTLAYS 661.2 704.8 728.7 895,1
BUDGET RALANCE =558 -42,5 oG 28,2

3, THE MAIN REASON FOR THE INCREASE IN FORECAST BUDGET OUTLAYS IN
FYB1 AND 82 IS HIGHER DEBT INTEREST. THIS IS BROADLY OFFSET BY
INCREASED RECE!PTS ARISING FROM THE SUBSTITUTION OF THE QUOTE
BIPARTISAN TAX PACKAGE UNQUOTE FOR THE ADMINISTRATION’S ORIGINAL TAX
PROPOSALS, THE FIRST YEAR FOR WHICH A BUDGET SURPLUS IS PROJECTED
REMAINS 1984 (PLUS 2.5BN).

4, F C O PLEASE ADVANCE TO BOTTRILL {TREASURY) AMD HAYWARD (BANK OF

ENGLAND), [ADVANCED AS REQUESTED]

HENDERSON [COPIES ALSO SENT TO OUTSIDE RECIPIENTS OF
FINANCIAT DISTRIBUTION]

Fgg/WHITEEALL

if
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B¢ WASHINGTON 1323227 JUL 81 i /
TO PRIORITY F C O s ,.
[ A L

TEL NO 2185 OF 13 JULY 1381 d

lw

U S VIEWS ON THE BRITISH ECONOMY,

1. BEFORE THE OTTAWA SUMMIT YOU MAY LIKE A BRIEF SUMMARY OF U S
VIEWS ON BRITISH ECONOCMIC DEVELOPMENTS AND POLICIES, '

2. THERE 1S A GROWING AMOUNT OF GLOOM HERE ARCUT THE STATE OF
THE UK ECONOMY AND ABOUT THE PAROSPECTS SOR ANY EARQLY RECOVERY.
THE ADMINISTRATION REMAINS BASICALLY SYMFATHETIC TO THE GENERAL Ko
OBJECTIVES OF OUR DCMESTIC ECONOMIC POLICY. S3PECIALLY OUR

DETERMIMATION TO GET OUR RATE OF INFLATION DCW, TO REDUCE THE
DISINCENTIVE EFFECTS OF HIGHY TAXATIOM, AND TO REDUCE THE AROLE

T

OF COVERNMENT AND THE PUBLIC SECTOR., WHERE SCME QOF THEM (SUGCH AS 4,

SPRINKEL AHD ROBERTS AT THE T‘R_ACUFEY\ HAVZ BCLRTS |S MORE ARQUT

PERFOXMANCE, PARTICULARLY WHETHER EHOUGH 4AS BEEN TCNE TO CUT b

SPENDING AMD TAXES, AHD TO KEEP THE WOMEY SUPPLY UMDER CONTECL,

3, PRESIDENT REAGAH HIMSELF 1S LIKELY 70 TAKE ‘THE VIEwW TrAT
1T 1S UP TO EACH INDUSTRIALISED COUNTRY TO 2ET ITS OWM ECONOMY
R1GHT, FIRST AND TO3ENOST ZY AETUCING !YFLATION,

A, GIVEN THE BASIC SIMILARITIES BETWEEN U S AND UK ECONOMIC
OBJECTIVES, COMMENTATORS HERE FIEQUENTLY SEEX TO READ ACROSS

EROM UK EXPERIENCE TO THE PROSPECTS FOR SUCCESS OF REAGAN’S
PROGRAMME (TESPITE THE STRUCTURAL DIFFERENCES BETWEEN THE TwO
COUNTRIES). FOR THIS REASON, THE UX ECONOMY CONTIMUES TC GET

A GOOD DEAL OF PRESS COVERAGE, SONE, SUCH AS LEOMARD SILK OF

THE HEW YO3X TIMES, KEGARD TME QUCTE BRITISH EXPERIMENT UNQUCTE
AS HAVING FAILED THROUGH DEFICIENCIES OF IMPLEMENTATION, AND
POINT TO THE ADVERSE EFFECT OM OUTPUT AND EMPLOYMENT, OTHERS,
PROBABLY THE MAJORITY, ARE WILLING TO GIVE US CREDIT FOR REDUCING
INFLATION AND WAGE SETTLEMENTS FROM THEIR PEAX LEVEL, FOR SEEKING
TO GET BETTER CONTROL OVER THE MOMEY SUPPLY, AND FOR IMPROVEMENTS
IN PRODUCTIVITY, EVEN THIS GROUP, HOWEVER, POINT TO THE COST OF
WHAT HAS BEEN ACHIEVED, HOBART ROWEN OF THE VASHINGTON POST HAS
DRAWN ATTENTION TO A RECENT STAFF STUDY FUR THE JOINT ECONOMIC
COMMITTEE OF CONGRESS, WHICH RAISES THE QUESTION WHETHER THE
BENEFITS OF REDUCED INFLATION AKD WACE SETTLEMENT OUTVEIGH THE
COST [N TERMS OF LOST OUTPUT AND UNEMPLOYMENT, RUT OVERALL THE
RECENT U S PRESS TREATMENT OF THE UK ECONOMY APPEARS NO MORE
CRITICAL THAN THE UK PRESS, WHERE MUCH OF THE MATERIAL PUBL!SHED
HERE ORIGINATES, y /%
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5. THE AMERICAH VIEW OF THE UK ECONOMY HAS RcCENTLY BECH
OVERSHATOWYED BY FULL MEDIA COYERAGE (REPORTED IM TELZGXAM

NO 2@71 OF 9 JULY) OF THE DISTURBANCES [N MAJOR CITIES AROLND

THE UK, THESE DEVELOPMENTS HAVE BREEN LINKED WITH THE HIGH LEVEL OF
UNEMPLOYMENT IN THE UK AND THE GOVERNMENT’S ECONCMIC POLICIES,
ALTHOUGH OTHER FACTORS SUCH AS RACIAL TENSION AND INHER CITY DECAY
HAVE ALSO BEEH CITED, WHILE PRESIDENT REAGAN 1S UNLIXELY TC REGARD
THISIAS A REASON FOR QUESTIONING QUR RASIC ECOMOMIC PCLICIES,

HE MAY ENQUIRE HOW THEY MIGHT RE AFFECTED BY THESE DEVELOPMENTS.

ENDERSEON
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D SIR K COUZENS,
GRS 6l COMFIDENTIAL
CONF) DENTI AL TREASURY.
£ PARIS 1649262 JUL B1
TO IMMED! ATE FCO
{ELEGRAM NUMBER 622 OF 18 JULY 1931
{NFO PRIORITY WASHINGTON, BONN, OTTAWA.
IHFO SAVIHG TO TOKYO, ROME, UKREP BRUSSELS.

OTTAWA SUMMIT

1. THE COMMUNIQUE | SSUED AT THE END OF THE FRENCH COUNCIL

OF MINI STERS MEETING YESTERDAY STATED THAT DI SCUSSION ON FORE|GN

AFFAIRS HAD MAINLY CENTRED ON PREPARATION. FOR THE OTTAWA SUMMIT,

ACCORDING TO THE COMMUNIQUE, ’*THE FRENCH GOVERNMENT IS DETERWINED

TO OBTAIN A FREE AND DI RECT DISCUSSION ON THE MAJOR PROBLEMS

OF THE HOUR, NAMELY THE ECONOMIC AND SOCIAL SITUATION IN THE

INDUSTRI AL} SED COUNTRIES AND RELATIONS BETWEEN THESE COUNTRIES

AND LDCS, UNDERLINING THE UNACCEPTABLE NATURE OF UNEMPLOYMENT W "
IN THE |NDUSTRIALISED COUNTRIES AND OF THE MISERY AND GROWING

IMPOSSI BILI TY OF ACH)EVING DEVELOPMENT | THE THIRD WOPLD. " Lo

THE FRENCH GOVERNMENT ON THI'S OCCASION WILL UNDERLINE THE ( (Y 5 L‘T/("/
I NAPPROPRI ATENESS OF CERTAIN RESPCNSES NOW BEING PROPGSED TO

THE CRISIS SUCH AS THE GAME OF HIGH I NTEREST RATES, THE SOARING \‘i‘v o

RISE OF CERTAIN CURRENCIES AND THE SUDDEN FLU»TUAT&O‘IS IN THE

PRICES OF RAW MATERI ALS.”* %%%L .

2. WHEN FINANCI AL COUNSELLOR 3AW MOREL (ECONOMIC ADVISER AT
THE ELYSEE DEALING WITH THE SUMMIT) YESTERDAY EVENING THE \,LZ
LATTER GAVE AN ACCOUNT OF FRENCH AIMS WHICH BROADLY FOLLOWED
THE ASSESSMENT IN PARIS TELEGRAM NO 595 BUT HINTED AT A CHANGE OF
TONE. f’fOREL SA} D THAT FOLLOWING HiI S DI SCUSSIONS AT THE EURDPEAN
COUNCIL, HIS 3Rsnxmsr"i‘ﬁ"wﬁ’§"?"“rcﬂaa AND THE FRANCO /GERMAN
SUMMIT PRESIDENT MITTERRAND NOW HAD A CLEAR | DEA OF THE APPROACH
o ADPT. HE mm.n“"‘"‘rcs*‘"ﬁ*r‘raw NEI THER TO PREACH NOR TO BE
PREACHED AT. HIS INTENTIO'\I WOULD BE TO EXPLAIN TO OTHER HEADS
OF GOVERNMENT THE FUNDAMENTAL OBJECTIVES OF HiS ECONOMIC POLICIES
Wl THOUT EXPECTING THAT OTHERS WOULD NECESSARILY FIND THIS STRATEGY .‘
APPROPRIATE IN THEIR OWN COUNTRY. THE AIM OF THE SUMMIT SHOULD ‘
NOT BE TO TAKE DECISIONS BUT TO ENABLE THE WORLD LEADERS TO GET |
TO KNOW EACH OTHER AND TO DISCUSS FUNDAMETNAL LONG = TERM ECONOMIC ‘
PROBLEMS AGAINST A LARGER PERSPECTIVE THAN THE IMMED) ATE TECHNICAL

_ JSSUES NORMALLY D) SCUSSED. HENCE FRANCE HAD PLACED A RESERVE |

il ON HAVI HG ANY COMMUNIQUE, Sl NCE PRESIDENT H1 TTERRAND WAS CONCERNED [

| THAT DVSCUSSION SHOUL D NOT BE CONSTRAINED BY A PREF RiCATEB\ .

DO CUMENT, UGH MOREL ADDED%TH#T\ COMMUNI QUE WOULR OF CO
BE NEEDED: 'THE SHORTER THME BETTER.

%
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Mr Wilkinson, Planning Staff

OTTAWA SUMMIT DRAFT COMMUNIQUE

1. I should be grateful for comments from
all recipients of this minute on the attached
Canadian draft of the communiqué which we
received this morning. These should reach me
by lunchtime today if possible so that we
have a line to take ready for the Prime
Minister's briefing meeting this afternoon.

~

D E Lyscom
Economic Relations Department

16 July 1981 233 4916

ce: PR/PUS
Lord Bridges
Mr Bayne
Sir K Couzens , H M T—"
Mr Bottrill, F M T
Miss Sinclair, H M T
Mr Abramson, DOT
“Mr Manning,ODA
Mr Kinchen, ECD(E)
Ms Boyes, D of En ; <
Mr Johnson, EESD Flonling Sttt
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FM EXTOTT SPSO36@ 15JuLel

T0 WSHDC TOKTO L HET

LDN ROFE BONN PARIS LRLEC DRLTVER BY 160900

IHFO POECD GERLV BMATO FEMNY

REF GURTEL SPS@a6d ¢.d.L

| ——~TCONOMIC SUMMIT:DEAFT COMHUNIQUE

PLEASE PASS FOLLOWIKE MSG TO Pi4S Xebs INMEDLY .DUNTE
COKTILENTLAL

OT3s el dULE 1851 5%l

I SEOWED TC M TRUD:zAU Thi TrEAT OF TrE COMMUNIQUE ON wHICH WE
LABOURED LAST WEEX AT RORTEBILLS .he WAS GELUINELY PLEASED W ITH THo
RESULTS BUT ASLEDL 1F I COULD BE S4BSTALTIALLY SHORTERKED.EE ¥REY fdJ03
EAS IN MIND THE DESIRZ EXPReSSED Y ALL SUMMIT PARTICIPANTS THAT VE
SHOULD ATM FO2 A BRIZY,CLegR EXPR2SS10H DF CORSERSNS.

I HAVI TRIRT ™7 HAMD A% A ZEVIHER 1AX71T ARD 2diS 1S ATTACGHRD,IT
ATUEYPTS TO RLIMINATE UNNSCAZBAxY VERBIAGRE LEPFTITIOUS LANTGUAGE,
RETRUSPECTIVE ALALYSIS AN ILLUYSLKATIGKS G¥ POINTS.I {lAVE HOQWEVEE
TRIED 0 YEEP ALL THE SUBSTAXTIVZ POINTS OF OUL HORNTEBELLO TEXT ANLD
TG CAST TEEM IN THE FO&M JQF A DLCLIRATICHN.

TEE NEW TRXAYT OBVIOUSL® RaMOVES MANY O Tix NJANCES $HICH wE S50
DELICATELY NEGOTIATED AND 1 AM SUR: EACYE O} U3 WiLL MISS CuRTaIN
RAPRESSIONS WE THOUGHT IMPORTANT .YOU wibl ALSD NOTICH 1 FAYE LONZ

WAY WiTH SQUARE BHACKELS.THIS wasS i07T,/a00 TR RIOULT OF AN



PAGE TwO SPS#Z82 CONFD
ASSUMFTION ON MY PAXT THRAT GUX DIFFERERCES LAVE DISAVPRAVED :UT
PATEEK AN FFFORT TO GIVE YGI AN OPlDHQpNITY TO SEE & CLEAR TEAY
YITH CCMPROMISE LANCUAGLE. A
I PUT FORWARD TEIS TEXT AT TEIS LATE STAGLE WiTH SUME TREPIDATICM,
APPRFCIATING THE SEASINIVIPTIRS ThVOLVED,sUS HCGrE 1T *ILL Bf J3%iUL
WHEN WE tik2T AT THE SOMMIT MEXY WEEY.
YOUKRS SINCRREILY,
ALLEN k. oOTLIZSB
DRAET
JULE 1o, 1881
DECLARATION Gf THE OTTAwa SUMMIT  SuGRET VedSIut)
WE,THE TEADERS OF ThHi MAJORK [(NDOWSTRIAL DrOtLCxAC: ES ,MEETLINLG AT A
Tiv

=

OF RAPID CHANGE AMD LATENSs CLALLANGE 20 WORLD FCONOMIC P O3SRESS
AKD PEACE,BUT IMPRESSED PY Tha STHERSTH OF OuUr BOADSE ON sRICE WK
IRTEZND TO BUILD,MAKE THE FOLLO# ING DHELERBTIOR.
(1)WE BEAFSFIH OOR COMMON ORJRCTIVES AND JOINT DUVYRail hAT1ION 19
TACLLE CUR PRCBLEMS IN AN SPIRIT OF SRKARED RESPOWSIKILITY,BCTE AMCANS
CURSELVES AND 4ITH GUK PARTAERS TERCUSHOUY THE WORLD,FAXING ILY2
ACCOUNT THE EEFLCTS‘ON OTErRS Uy POLICLES wh FiURSUL.

TEE ECONOMY

(2)THE PRIMARY CHALLEAGE 1S5 TAE REVITALIZATION CF Tilk LCONGMILE DF
THE INLUSTRIAL DFMOCRACI=S.

&

(2)THFRE IS A PROSPRCT ik Ti% <OUMING YEAR FQK MODIKATE GurOUWLPH HUT
%3 50



PASE TPREE SP3@3&0 CONKD
LITTLE RARLY RELIEF FROM UKLMPLOYMANT ALD ONLY & MODEST EBASILG OF
INFLATION.

/

(4)THE FIGHT TO ERING DOaN IKFLATION AND RLOUCE GREMPLCIMENT [UST B

=3

CUR HTGHEST PRIORITY ALD “HiSY LINKRD PROBLEMS MUST RBE TACKLYD AT
THE SAME TINME
(5)T0 VEET THIS PRIOKITY »E HEQUIKE TRL BALANCED UST OF A RANGE OF

POLICY INSTRUMENTS WHICH WILL rROMOIE CuanNGFE [N CCE ZCONGMIES AMND

-l

EXPECTATIONS ,AND ENCOURAGF SUPPORT FOR CHANGE BY OJUE SOCIAL FARUNERS.

(6;dL NEED TO ACCEPT AND STRLNGTUEN 4GHE APii LCATION OF MAEHRIET
DISCIPLINES TEROUGET THL =CONOMY.

(7)WE SEE LOY AND STABLE MONETAHY GhCGWTIH &S ESSEHTIAL T0 EEDUEC T
THFLATION.

(8)YTO HEDUCE PRESSURES O# INTEREST HATES AS MUCL LRELIANCZ AC PO33I3LE
SHOULD BE PLACED ON RESTEAINT IN CGOVIREMMENT fALE:DLITURE AND
CONTAINMERT OF BUDGRTARY DEFICITSHIT 1§ ALS0 DESIRABLE TO NMIKIMIZE
YOLATILIPY OF LNTEREST RATED AND EXOLANUY BAYLS,

(GYIN VIEW OF THE LARST AND FEaSISTING LAYMENTS TMEALANCES,TT 15 IN

TRE INTERESTS OF ALL THAT TPx FINANCIAL SOUNTR:SS OF THE INTYLRHATIONAD
BANKING SYSTIM SHOULh BE SULLY BAINTAINEDWE WELOOME Thz RAPANDLED
ROLE OF THZ IMF IN FILANCING OrFICITS ARD ENCGURAGIKG NREDED
ADJUSTMERKT .

RELATICNS WITH DEVELOPINS COUNTHIES

(12)%E SUPPORT TEE STADLILITY,GROWTV . IUDEPENDzNCE AND GELUINY

l.l4



FACE FOUR SPSOZED CORFD

LOK=ALIGAMENT LF DEVELLPING CD'.JN’l‘hIE‘;S'!\?»ID EEAe¥ 1MW Jult
COMMEITWENT TO COCPERATE »ITH TELEH Ih #fSPIRIT CF MUTJARL INTEREST,
.RLSPECT AND TEHEFIT.

(11)WE LOOK TO DEVRLOPING CUJLIKTES "0 PLAY A PULL PrpY 1N TH:

;NTERNATIO&AL SYSTEM COFMaNsUgAsTY WITH “PEIEK CAPABLLITIES
AND RESPORSIBILITIES AWD QO BRUOVE ORI FULLY INTEIHATED IN T,
h {12)%F LOOK FCEWARD 70 CONSTRUCTIVE ANDI ESUESTALTIE DZSCULblO\Sq
WITH TEEM,AND BELIEVL Tii Chv LUN Sdimii CEFERS AN ZhMLY (
| SPPCETUNTTY T0 ADLEESS QU2 COMMON PROBILMS Iﬁ A NRe LISWT.
(13)WE ARE WILLING 90 PAATICIPATE IN LFKFOWTS "0 LZACH AN AGRIED
BASIS FOR TAE LAUNCITIRG OF GLOBAL KEGCTIATIONS.

(14)#E REMAIN READY TO SUPPORT THE D¥VLLOFILG COULTRLIES IN THE
Fr#ORTS TEEY MAKE TO PPOMOTYE Til&ik Ow' *COLGHMIC ALD SoUCTAL
DEVELOPMENT.

{15)WE AKE COMMITTED Tu MATKNTALLING ijSTANTIAL NGy 1N MakY

¥

CASLS URCGWING LLVELE Ur COA,anD &1L S9¢% TO TRCEFAL L PJLLIG
UNDRERSTAANDING OF TnlS vCLIUY.

{16YWE WILL ALLOCATIE TVE ™ASCY POATION OF OUR AID %0 YUUMEE COUSTRING.
t17)WE POINT 20T THAT TH: STHetUPLELTYG OF GUK OnW ZCOKCHMICS
INCREASING ACCEES TO OLE AAZKXLTS,AND RHueMOVIANG WrED)IMeNTS TO CarITAL
FLOWS CONTRIEUTE LAFGEZ A40UNTS OF ALEDRD RESOURCES ANDL TECHNOIOGY

AND TFEREBY COMPLEMENT OFFICIAL ALD,

(18)THE SOVIET UNION AND ITS FPARTINEYS YHCSE CONDIIBUMIONS

-015
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ARE VEAGRE,SECULD MARE ™MOhE Da/: 1»:1L JORSSIOTARCE AVAILABLE ,AND TARE
A GREATER SHARE OF EAPORTS OF BDrVELIP!YG COUNTMINS,wbLILe RESPECTING
TEEIR INDEPENDENCE AND NOM-ALTGLMENT.

(19)¥% WILL MAINTAIN A STLRONS COMMITMENT TO TUn IKTXaNATIONAL
FINANCIAL INSTUTUTIONS AKD WOkX TO »'SoKE Tua® TilY BAVR,ANDL US2

EFFECTIVELY,TEE FINAKNCIAL RESDSACES FOR TH:IE [MPORTANY RISPOHSIBIL

iDLl
FTEES:
(28)¥E CALL ON TUE SURFLLGS QIL~FXDOAT [NG CCULTRILS IO 24OREEN ThElh

VALUABLE EFFSETS T3 FINAWNCE D:2VW210PNF«. Ih KOL-J1L DEVE-.Q2]1R

o EUURTEI I,

ESPECI&LLY I8 TPRe vIELD OF ERIPS Y aF STAAND RESCY TO COOPLILATE W17 TEk4

Wl o Te =l S
FOR TRIS PURPOSE AND TO0 EXPLIRE WITH THEEM,IN A& SPIAIT OF PAMTHERSEIZ,
POSSIBLE MECFANISIIS,SUCH AS TH0S: bBaINT REXAMIMED IN THE WORLD BANK,
WEICH WOULD TAXE DUE ACCCUNT OF Trheg IvPORTANC: O: TIREIX FINANCIAL
CCNT®IBUTICNS.

i
(21)WE RRCOGNIZE Tif IMPORTANCE Cr ACC:LERATID FOOD PEODUCTION IN Tk
DEVELGPING WCRLD AND OF GREATLZ wOiul FOOD SaCURTRY  ARD GLE KERD POR
REVELGCPING CONNLTRIES TO I'UBRSUR LCOULD AGHICJLTU2A: AND F205 PCLICIFG;

WL wWILL EBXAMINE #AY5 TO VFAKE INChrASYD KelOURC2S AVALILARLL FUR THZLLE
PURPOS 55 .

—

z2)WE RECOGNIZE TRE NLED FOR &aNY DEVLIOPING COUNTR.IES TC D2al »17H
PRCBLENMS OF EYXCECSIVE FPOPJLATION CnoaTH ARL 1T DEVELDP LUMAM RESOURCILL)
¥E WILL PLACE GHEATEDZ :HMPEACIS ON INTEERVMASTONAL kEiBFOUT. IN TLESE ERLAS.

«..6
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TRADE

(23)QE KEAFFixM GUR STRONS CLVﬁI'P.l” A0 FRINTESS LI#ZRLL. THADBE
PCLICIES AND TO THE YFFECYIIVE OPERATION OF &k OFb. HMUTILATIRAL
TEADING SYSTEM AS EMBOLIRED IN THE CGATT.

(24)WE WILL WOTK TCSETEER TO STROINSTHEL L& SYSTRA IM PE:
INTEREST OF ALL TRADING COUNTRI S AL L TC S:F{ PUSITiIVE
oTPUCTURAL ADJUSTHERT 10 THY CHAYG LT <JbRLE pCTVHWLD
ENYVIRONMERT. |

(z5)WE WILL TMPLEMENT TEEvﬁﬁﬂﬁnvikfs EERCHEﬂ L% a5 BILY i LATERnu
TRADE NEGOTIATICAS AND INJITR OTibtd COUNTHIES ,FARTIC JiARLY

v

U

DIVELOPING COuXTRIES,TG J0IN IN TiiS: PUTULLLY BisiPiGlA. THADTYG

ARERING FMENTS |
(26)%E WILL CONTINUE IO REZSIST PACUYECTIONIST PHESSUXLIS ,SIMCE wk

&35
RLCOGNTZE ANY PROTECTIONIST MweASJEREL KOT/KOT CHLY UND.EMINIS THE
VIARILITY ANL DYNANMISM OF CJR hCOLDﬁLEg BUT ALSD AGLRALATES
IARFLATION AMU,GVER TIME,GHEMP.LOYMLLT,

(27)W% WELCORE THE PROPCSAL XY ToE COHSULTAYIVL SROUP OF FILUTAEN
TEAT TEE GATT COANTRACTIRG PARTILL S@OULD COLVEINE A MERTING AT
MINISTERTAL LREVEL DULING 19uz.

(2R)INE WILL WORE TOSLTHES: ®IT1 Tk 0-3R GECD CQUNTRIES

THEE

1.1
PROGRANMME OF STUDY TO FAAMINE TRALE :i35J%S,

(2¢)4® ¥WIL] KEFP UNDER EEVIEW THE a0OLe PLAYED 3Y CUR COUULIFIES
IN TEE SMOOTH FULCTIONILG OF PiHAE UWWLTI ATERAL TRADI'S

L ) ‘r?
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SYSTEM ARD IN ENSURING MAX IMUM OPERNLSé OF, iAHALTS .

(3¢)%E ENDORSF EFFORTS TO CONCLUDS gY THE ENIL CF THIS Yhih

AN AGEEIMENT TO REDUCE TPX SUBSIDY TEFECTS OF OFFICIAL

LXPORT CREDIT SCHEMES,

ENERGY

{21)WE ARE CONFIDERT THAT,:ITH PEESTVRMANCY,THE ENERIY GGALS
WE SIT AT VEMICE FOR THE DECADE CAM RE RCESRVED, LiABLLYNS US
TO BREAK TEFE LINE BETwEEN ECONUMIC GROWTH AND G?L CONSUMETION
THROUGH STRUCTURAL CHANGE IN CUR ENEKRGY ECONGMILE.
(32)RECOGNIZING OUR COUNTRIES ARY STILL VULNeEAELE AND ZNERSY

SUPPLY REIMAINS A POTENTIAL CONSTRLINT TD ECOROAIC GRIWTH, [

WE WILL ACCFLERATE THE DavZLOPMENT AL) Sk OF ALL OUR ERERSY

SOURCES,BOTH CONVENTIONAL AND N&EW,aNl COKTINUFT 70 PEUMOTE NNRRGY

EFFICTENCY AND THE FEPLACEMENT OF OlL RBY U&HLB FUELS.

(33070 TEESE ENDS WE #1LL CONTINUE 1O RELY HEAVILY Oh MAKKLT

MECHANISHMS ,SUPPLEMENTED AS NECASSARY,BY JOVAIUNMENT ACTION.

{G4)WE APPHECIATE COUR CAPACITY 10O DYAL WITE SIORY~TcidM OIL MARKET

PROEL3IMS SHOULD BE IMPORVED,PARTICULARLY TiECUGY THE HOLDING OF

ADEQUATE LEVELS OF STOCKS.

(Z5)WE INTEND TO EACOJRAGE GRFEATFR PUBLIC ACCEPTANCE OF NUCIEAR
LR L

ENZRGY ,BYING CONVIKCED TEAY PUBLIC COMCLRNS CA'. AND +ILL 2L MFT.

(36)WE WILL TAXE STEPS T0 K:ALIZE TLL POTENTIAL KFCR TiHE XCONOMIC

) PRODUCTION ,ThkAD2 AND JSE OF COAL AND wILL 20 YVERYTHING Iw OUR

bnns
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POXFR TO ENSURE TEAT ITS INKCKEASED USE DOES MOT/NOT DAMAGE THE
ENVIEONMENT . ;

EAST-WEST ECONOMIC RELATIONS

(37)WE RECOGNIZE ThAl TEER: 15 A COWFLEX BALANCE CF POLITICAL

AND ECONOMIC INTERESTS IN OUK %AST-4¢ 38T RELATIGNS AWD CONCLUDE

THAT CONTINUIRG CONSULTATIONS AMND,WHEKE APPROPEIATX,

CCORDINATIGN ARE NECESSARY TO ENSURE THAT OUR ECCAO*IC PCLICIES
CONTINUE TO BE COMPATIBLE WITH# OUr PO.ITICAL AND SECURITY OBJRCTIVES.
CONCLUSIONS

(38)0UR CONVICTION EAS BEEK HEIGHETLENRED TEA% TEE KESOURCsS OF OUR
DEMOCRATIC ,FREE SOCTILETIES ARE EQUAL TO THE 1IMFORTAWRT TASKS WE FACE AND
THAT OUR COMMON PROBLEMS CAN BE RES50LVED OKLY THkUUsH CLOSE CONSUL-
TATION AND COOFERATION.

(20) IN ORDFR 70 EANSURE THE GRY¥ATEST PQSSiBLE DEL3REE GF CONCERTATION
CF CUR APPROACHLES,wE INTIND BaTwilN NO& AMD CUR NEXT MEETING TO
MAINTAIN CONTINUING CONTACT WITL heCli OTHER WITH A VIEs TO

AGREEING RCW CUR CONSULTATIOH AND CCUPERATION CAN BE EVZIA CLOSER.
DAQUTE .

CCC/@71 15211R% 3YS@38E
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0. POLAND \g:l’k\ﬁ [

Points to make

1. The Polish economic situation still looks very uncertain. Even
if the Party Congress endorses the Recovery Plan, its chances of
success look rather poor.' Polish production and exports down sharply.
Imports not yet cut back to match. '

2 Vestern Governments have done.their best. We all joined in a
rescheduling agreement. Germany has provided a good deal of export
credit. UK, a much smaller trading partner, has also done its share.

T The banks have been less co-operative. German and British banks
have tried hard to get a sensible rescheduling deal. But US opposition
has meant postponing this till 1 January 1982.

4, Must acknowledge there is now a resl danger of a default, trigsered
eg by a maverick US bank pressing for payment, or of a deliberate FPolish
moratorium. UK has tried to assess extent of possible damage. Ve

don't think it is very great. UK banks should be all right. We

assume Bindesbank can look after any German bank which gets into trouble.

P Polish request for @500 million chort-term assistance remains on
table. (Addressed to France, UK, FRG, Italy and Switzerland only).
We think this will Jjust be used to pay off short-term liabilities.

No chance of getting it back. Haven't yet decided UK response. Any
indication of German attitude?

S, M Delors proposed at OECD Ministerial in June to turn this into a
BIS Syndicated loan, spread over 15 countries. Understsnd USA hzs
.Eifiggzﬂggjggteéfthis. Believe Central Bank Governors discussed it

at Basle 13 July. General reluctance to do it without adequate
security. Since no Polish gold, Central Banks would look to
Covernments for guarantees. Not very attractive to me, but no final
deedadon, Obwiously Pﬂ.itizzktggc(x@% you think?

—e s ———

Background — e

Ts There is no real sign yet of a default or moratorium, but a few
rumours and intelligence reports.

8. Most assessments of Polish economy point to continued rundcvn.
But US Treasury officials told us this week that they think it will
bottom out, at a low level, later this year, provided harvest is good

CONFIDENTIAL
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and political climate remains calm. They believe rescheduling
plus rollover of bank debt will be enough to avoid a default.

9. There is no general indication of VWestern willingness to
help further. The US have said flatly "no more help". The Swiss,
and perhaps Italians, Dutch and Norwegians, seem prepared to help
at least if others do. Ve have had conflicting reports out of
Bonn. We believe a Cabinet Committee met there last week to
decide their line. The French tried to pass the buck to Central
Bankers, who passed it smartly back.

10. The UK position still undecided. The Foreign Secretary's
tactics are to play it long, at least until Party Conference is
over. Your stated terms for a further loan are that Foreign
Secretary should guarantee Bank of England, and accept the charge
to his PES programme if guarantee is called. ©So far, this has
been a conversation-stopper; the Foreign Secretary has neither
accepted nor rejected. '

1i. But we can't stall indefinitely. A clear indication from
Matthofer of FRG attitude would help get a decision here too.

AEF Group
16781

CONFIDENTIAL
2
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EC STAFE PAY

A note 1s below on metters awaiting decision. The
Chancellor nay like to gay to Herr Matthofer that

he thinks that it wouvld be a good thing for ECOFIN to
take over the subject from the beginning of next year,
and that UKREP are taking this up with their German
colleagues in Brussels.

Matters expected to arise during the UE FPresidency

a. The Commission®™s detailed nroposal on a new
Pay Method

A decision on this will be required in time for the
next snnual pay review (see t. below). The Council's
Declaration of 23 June 1981 has set a frame-worlk,

under which smaller basic salary adjustments will

be granted over the next 5 years. These will lead

to a 10% reduction for the most senior stalff. Europezn
Perliamentary opinicn will be required on the necessary
smendment to the staff regulations.

b. Annual Pay Review

The next annuval pay review,with an effective date of
1 July 1981, 1s due to take place before the end of
the year.

c¢) Council Forum for Decisicn Malking

The Chancellor of the Ixcheguer wrote to the Tord
Privy Seal on 18 lMay supporting the German suggestion
that the Economic and Financial Council should take
over staff pay and conditions from the Foreign Affairs
Council. In preparation for a possitle Council decision,
UK officials will te suggesting that it should take
effect from 1 January 1982, namely after decisions are
due on a. and b. above.

1 2 & ol ] 217 prdbem =
d. Interinm Sslary Adjustments

The Council has deferred until September a decision on
whether to take special steps for EC staff serving
in countries with very high inflation rates (eg. Israel).
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DRAFT NON-LIFE INSURANCE SERVICES DIRECTIVE

Points to make

1. Freedom of servicés is a fundamental Treaty right.
Services should be as freely traded as goods. After
25 years , that is still not so. That wught to worry

the Community as a whole.

2. For 5 years member states including Germany have
said that they want the insurance services directive
but have placed everyconceivable bureaucratic obstacle
in its path. Ministers in the Council say they want
progress, but officials seem instructed to the
contrary and are reviving previously discussed and

rejected proposals; this can only waste time.
J p D y J

3. The UK insurance market has been open to foreign
P i

competition for years. We have had no significant
\.______‘_‘_ - "

pgoblemsﬁgfjgggjggl%

4, There is no need or justification for extra

supervision for services. Under the Establishment

Directives, authorisation and supervision by one
L e — R ——

member state should count—fer-all. If there are
‘,————'_'_'—-__—-_‘

problems, there is o well-established EC supervisors'

network to sort them out.

5. Industrial, commercial and professional policy-
holders do not need the clese control of insurers
given to private consumers. UNICE say they do not

want it.
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i S
Defensive point

7

/ j
4.42 Threshol The notion of thresholds does not sit
easily with/réﬁoval of barriers tc free trade in

o

servicegl Thresholds, were dropped after years of

discussion because they proved impossible to agree on.

They were replaced by the distinction between mass and
L ——— =

b@w We believe the June Council approved

that in principle, though others are now denying it.

Background

The ﬁ:iiie insurance services directive was proposed
in i§§§7§EE”E;§ made slow progress because Germany and
others are unwilling to open their markets to
competition. The Germans say they wish to protect the

consumer, but their own employers' federation (BDI)

support liberalisation.

The Finance Council discussed the Directive in March
and June. Council appeared to accept that the proposed
split between industrial, commercial and professional
risks and mass risks provicded the way forward, though
others are now denying it. Italy and Denmark agreed
with you on the need for Council decisions in September,
but again there is no reflection of that at official
level. The Germans only accepted that discussion
should continue. UK insurers estimate that they will
earn an extra £55m in the first year of liberalisation,
rising thereafter. After 5 years of discussion and

25 years after the Treaty making freedom of services a
right, it is time to reach decisions liberalising

insurance services business. This is a major objective

of our Presidency.
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[AWA SUMMIT: SUPPLEMENTARY BRIEFING UB\
OPENING UP THE JAPANESE MARKET

The Chancellor will recall that during his talks with Mr Komoto in
June he referred to the fact that the Japanese market was very hard
to penetrate and urged a positive approach in Japan to the encourage-
ment of imports.

2. The brief on trade for the Ottawa Summit (PMVL(81)4) notes that
during his visit to Europe in June the Japanese Trade Minister said
his Government would make a statement in Japan on increasing imports
from the EC and would seek the co-operation of the private sector in
bringing this about. No such statement has yet been made.

3. The following is some additional background on the issue.

Japan's imports of manufactures

4, Recent figures produced by the European Commission indicating
that in 1980 Japan's per capita imports of manufactures were only 41
per cent as large as those of the EC and 44 per cent of the US figure.
Manufactured imports as a proportion of total imports were less than
half as big in Japan as in the EC or the US. The detailed figures
are:

Imports of Imports of Imports of
Manufactured manufactures manufactures
oods in 1980 per capita as a % of
%S billion) (8) total imports
Japan 30 260 21.6
EC 164 627 43.8
Us 130 588 518

o 19 The Japanese often assert that they cannot afford to step up
their imports of manufactures because of their dependence on external
sources of oil, raw materials and foodstuffs. This argument has

some validity. But in 1980 per capita imports of these commodities
by Japan were only marginally higher than by thegc ($925 as against
$892).
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Sy The essential problem is that Japanese exports, though trouble-
some because of their geographical and product concentration, are
relatively low as a percentage of GNP (around 10 per cent). So
large-scale imports of both raw materials and manufactures would
tend to lead to a structural trade deficit.

T The long-term solution lies in a general increase in the openness
of Japan's economy. Greater Japanese exports of investment and
technology (eg through collaborative projects) would improve the
efficiency of other economies and increase their ability to absorb
Japanese exports. Japan would then be better able to step up its
imports of manufacturers.

Specific trade barriers

8. Japanese tariffs are relatively low in general (3 per cent after
implementation of the Tokyo round cuts, as compared with 4 per cent
in the US and 5 per cent in the EC). But they remain high in some
areas where the UK has a competitive advantage (ég scotch whisky).
And imports are also deterred by restrictive testing procedures on
chemicals, pharmaceuticals and cosmetics.

Non-tapriff barriers
9. Exports to Japan encounter not only strong domestic competition
but also an at times impenetrable combination of administrative

regulations and impediments,

Japan should be urged to

a) encourage the private sector to buy abroad

b) place more public sector contracts overseas

c) remove specific barriers to imports

d) take a close look at ways in which its administrative

practices cause difficulties which do not exist, or are minimal,
elsewhere.
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INFLATION

T1s Since the Venice Summit in 1980 the average inflation rate
in the 7 main countries has fallen by around 2% percentage points
to 9.7 per cent. As table 1 shows, there have been above average
falls in the UK, the US and Japan (the gap between UK inflation
and the average rate has narrowed from over 5 per cent to 2 per
cent)., ln Germany, the inflatim rate is now the same as last
summer, though a bit lower than at the beginning of 1981; in
France and ltaly the fall has been modest; while in Canada

the rate has accelerated.

lable 1: Year-on-year inflation rates (consumer prices)

July 1980 May 1981
Us 13.0 9.8
Japan T8 5ol
Germany 548 85
France 130 © 1247
ltaly 21.6 20.4
Canada 10.1 12.3
UK 170 T
Average of 7 11.9 9.7

INTEREST RATES
P Table 2 shows the movement of 3 month interest rates in the
major 7 since July 1980.

3 Short term rates in the US have eased only a little (and perhaps
temporarily) in recent weeks despite indications of decelerating
monetary growth and inflation. The Fed is acting cautiously, probably
chastened by the experience of Spring 1980 when interest rates

dropped precipitously. L1t has said that it will respond more

quickly to upward surges in the monetary aggregates than to sluggish
growth,

(W In Germany and France, short rates have declined a little
from their respective peaks of March and June. But in ltaly,



e

they continue to edge up. And in Japan the.steady fall between the
autumn of 1980 and April this year has subsequently been halted.

re—

Table 2: {3-month money market interest rate;)

e

July Sept Dec March July
1980 1980 1980 1981 1981
us 8.61 11.50 18.60 14,50 16,75
Japan 11.24 11.27 9.92 7.90 T30
Germany 9.64 8.92 10.06 13.79 12.95
France 12,16 11.78  11.58  12.7%5  17.38 ||
Italy 17.75 17.56 17«10 18.63 21.00
e
Canada 10.90 10.91 16.27 16.93 19.25
AVERAGE
OF 6 10.45  11.41 14.65 13.50 14.80
UK 15.91  16.14  14.71 12,65  13.3L ”

MONETARY DEVELOPMENTS

5. The US was the only major country (apart from the UK) where money
supply growth exceeded its target range in 1980. In Germany, the lower
end of the target range was undershot.

6. This year, monetary targets, or objectives, have been tightened
in all the Summit countries, typically by %-1 per cent. Details are
in table 3. There are reports that the Fed has now decided to aim for
the lower end of the target range for MIB (which is the most widely
watched aggregate). The Bundesbank is aiming, as last year, for the mid
point of the CBM target range.

Table 3: Monetarvy aggregates, recent trends and targets

Country Aggregate 1980 1980 1981 Annualised
target Outturn target  growth over
target base

Us MIA 326 5.1 3-5% -10.1 to June
MIB L-6% 71 3326 6.1 to June
M2 6-9 9.7 6-9 9.4 to May
M3 6%-9% 9.7 6%-9% 10.1 to May

Japan M2 + CD's 10 7.5 7 8.2 to April

Germany  CBM 5-8 4.9 -7 5.1 to May
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Country Aggregate 1980 1980 1981 Annmualised
target Outturn target growth over
target base¥*

France M2 11 9.7 10 10.8 to March
Italy M2 16% 121 11=-12 11 to March
Canada M1 5-9 5 L-8 6.6 to May
Notes:

a) Not all countries set their targets for a calendar year.

In particular, the US and German targets are on a Q4 to Q4
basis.

b) In Japan and ltaly there are no monetary targets as such.
For Japan, the official projection of #2 ¥ CD's has been
quoted as a proxy. For ltaly the "target" is the growth of
M2 consistent with the ceiling for total domestic credit
expansion.

EXCHANGE RATES

7 4 Table 4 shows the movement of Summit countries! currencies
against the dollar and in effective terms since July 1980.

Table 4: Exchange rate changes, July 1980 to mid-July 1981

Change in rate against Change in
the dollar effective rate
us - +21.6
Yen +Fed +11.9
DMark -39.7 -11.6
F Franc -43.8 -14,.6
Lira 46,3 -15.2
Can dollar + 4,5 + 4,1
Sterling -20.2 - 2.7

8. The future course of international exchange rates is notoriously

hard to assess. The following summarises the broad messages from
the Treasury's recent World Economic Prospects exercise,
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2) The dollar. Firm US monetary policies are likely

to keep the dollar higher in the short term than underlying
conditions (continuing inflation and a likely move into
current account deficit) would suggest. However there may be
a gradual fall in the dollar, especially against the DMark
and the yen.

b) The yen has weakened only a little recently against
the dollar, despite a very wide adverse interest rate
differential, The Japanese current balance is moving
rapidly towards surplus and inflation continues to moderate.
The authorities have said that a rate of about Y200 against
the dollar would be appropriate and acceptable. The rate
is currently ¥231 and may appreciate steadily in the course
of next year.

c) The DMark.Germany's improved competitive position and
the recent strengthening of its current account point to a
stronger D Mark. These factors could be partly offset by
domestic political difficulties (eg over the budget) and the
Polich situation. But on balance some appreciation against
the dollar, and in effective terms seems likely.

d) The franc. The new Government has so far managed to
defend the central rate of the franc within the EMS, though
its policies have called the longer term viability of that
rate into question. M Delors has himself indicated that France
may not be able to hold its central rate within the system

for the rest of the year. We would agree.

e) The lira. JLtaly will no doubt continue to exploit the
full potential of the wider band for the lira within the EMS,
But inflation is accelerating, the current account shows
little sign of improving and a devaluation over the next
year or so appears more likely than not.

FISCAL POLICY

S. In 1980 there was an increase in the average budget deficit
(general government) as a proportion of GNP in the Summit countries.
However this increase - around % per cent of GNP - was largely




accounted for the US (+1.7 per cent) and Germany (+0.6 per

cent). Budget deficits fell in Japan and France (mainly because of
higher taxes or social security contributions) and Italy (mainly
because of fiscal drag).

10. In 1981 both the OECD and the IMF expect a move to greater fiscal
stringency in the Summit countries as a whole. This is on the basis
that "discretionary" tightening is forecast, on average, slightly

to offset the impact of the built in stabilizers.

1. But the picture is likely to vary a lot from country to country.

As table 5 indicates, the move to fiscal stringency will probably

be most pronounced in the UK, Japan and Canada: in the last two countries
discretionary tightening is taking the form largely of higher tax
receipts; but in the UK, lower public expenditure is more important.

12. In the US, the forecast fall in the Budget deficit as a proportion
of GNP in 1981 is slightly below the average for the Major 7. But
in Germany, France and ltaly, budget deficits are expected to rise.

Table 5 : Changes in general government financial balances as a
percentage of GNP (OECD forecasts)

Change in Change due Change due
actual to automatic to discretionary
balance stabilizers measures
Us 1980 -1.7 -1.5 -0.2
Japan 1980 +0,8 -0.4 +1.2
1981 +0.9 -0.5 +1.4
Germany 1980 -0.6 -0,3 -0,3
1981 =0.1 -1.9 +0.9
1981 -1.2 =2.0 +0.8
Italy 1980 +1.6 0 +1,6
1981 -0.6 -1,0 +0.4
1981 +0,9 -0.8 +1.7
UK 1980 "'0-3 -105 +102
Average 1980 -0.5 -1,0 +0.5
of 7 1981 +0.1 -1.0 +1.1
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NOTES:
a) A positive sign indicates a move towards restriction (ie a
lower deficit); a negative sign indicates expansion.

b) "Discretionary" changes include the effects of fiscal drag.

The built-in stabilizers are therefore estimated as the impact on the
budget of variations in real economic activity and not of variations
in the rate of inflation.

OUTPUT

13. Table 6 shows the OECD's latest forecasts

Table 6: growth of real GNP

1980 1981 1982
us -0,2 2% 1
Canada 0.1 2% 2%
Japan 4,2 3% 4
Germany 1.8 -1% 2
France 1.3 -3 13
Italy 4.0 - % 12
UK -1.8 -1% %
Average 1.2 1% 13

ot T
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OTTAWA SUMMIT: NOTE ON UK ECONOMIC POLICIES AND PERFORMANCE

The Chancellor has asked for some speaking notes on UK economic
policies and performance for use at Ottawa. I attach at A a note
which is designed to pick up the points made in the recent
Washington telegram No 2125 (a copy of which is also attached at B).
The note covers the general economic situation and prospects
(domestic and external) as well as the various criticisms of UK
policies that have been raised by US commentators. The Chancellor
will note, however, the statement in the telegram that: "... overall
the recent US press treatment of the UK economy appears no more
critical than the UK press, where much of the material published
here originates".

2. I also attach (at C) four recent articles in the New York Times,
Washington Post and International Herald Tribune which given a fair
indication of the current line on UK policies in the US medis.
Leonard Silk's piece - "Thatcherism: a specter haunts Reagan's
Washington" - is particularly critical of UK economic policies.

The IHT piece argues (about the riots) that in Britain "there is

no general perception that the Government sympathises with the
problems of the poor and the unemployed". The NYT asks whether

Mr Thatcher has become "a velvet fist inside an iron glove".

B The Chancellor will recall that he has written two articles
for the US press this year - in the New York Times of 25 January,
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and in the July edition of the American Banker. He might wish to
refer to these in the course of discussion, or in his CBS broadcast,

and I attach copies at D:and E respectively. The articles provide
a useful summary of the economic situation inherited by the Government,
and the rationale for present policies.

LA

R I G ALLEN
EB
19 July 1981



|

OTTAWA: NOTE ON THE UK ECONOMY

(1) General situation of the domestic economy

Qutput declined by 3% in 1980. But impact of recession uneven:
manufacturing output down by 9%. Final dewand held up well in

1980 but for stocks, down by nearly &£2 billion at 1975 prices.

Since turn of year industrial/manufacturing output appears to have
stabilised. GDP (output) fell by 2% in 1981 Q1 compared with
average quarterly fall of 14% in 1980. lEusiness surveys cshow

marked improvement in trend of business confidence and other
indicators since 1980 H2. ZEvidence of higher productivity, both
anecdotal and in aggregate data - eg Bank's estimate of 23% increase
in manufacturing output per man hour in year to 1981 Q1.

2. Demand for labour has fallen sharply. Mid-1979 to 1981 Q1
employment down 1.4 million. Activity rates down. Unemployment
(excluding school leavers, seasonally adjusted) has risen from

1.2 million (5.3%) in wid-1979 to some 2% million (10.6%) in June.
However, rate of increase slackened considerably in 1981 (1981 @2
only half that during 1980 Q4); average hours worked by manufacturing
operatives stabilising. [New unemployment figures to be published

21 July.]

% Inflation as measured by 12-monthly change in RPI virtually
halved from almost 22% in 1980 to 11.3% in June 1981. Reflects
competitive pressures of the recession and sterling's sppreciation
on industry. After remaining virtually flat over much of the

latter half of 1980, wholesale input prices have risen rapidly in
recent months reflecting upward pressure on sterling crude oil prices
as dollar appreciated.

4. Average earnings rose by 1%.2% in year to May 1981, compared
with corresponding increases in excess of 20% last sutumn. And 12-
monthly increase in this index continues to reflect influence of

high settlements in the last pay round (only % of employees
covered by the index had settled by May in the current round). CBI



pay data bank shows settlements in manufacturing continuing to
average 8-9%, with about § of settlements in single figures.

S Government forecasts published with March Budget show slight
upturn in activity in 1981-82 and 1982-83%, but recovery is unlikely
to be rapid. Principal factors underlying the forecast upturn are

a falling rate of personal ssvings (reflecting falling real incomes,
and moderating inflationary expectstions) which facilatates increased
consumption in 1982 H1, and a sharp sldﬁdcwn. in destocking during
1981 . with a return to positive stockbuiiding next year (reflecting
both an upswing in the normal stock "cycle" and the further easing
of financial pressures on industry). Against this, exports are
expected to fall in the face of a sluggish recovery in the world
economy [latest OECD economic outlook suggests further delay in
world recovery as compared with expectations at turn of year] and
past losses in competitiveness, and imports recover from the sharp
reductions of 1980.

[ IF PRESSED on deterioration in inflation outlook: FSBR forecast
is for 12-monthly increase in RPI of 10% by 1981 Q%, falling to
8% by 1982 Q2. Fall in exchange rate, and higher import prices,

have made this more difficult, but not impossible, to achieve.
Forecasters severely underestimated deceleration of inflation last
year: Budget forecast was 164% for 1980 Q4, outturn was 154%.]

(ii) External factors: exchange rate, competitiveness and balance

of peyments

6. Government's policy is to leave exchange rate to be determined
primarily by market forces. Between May 1979 and January 1981,
sterling appreciated by 17% against the dollar and by 23% against
the deutschemark, continuing the steady appreciation of sterling

since 1976. Sterling's strength reflects variety of international
factors including the UK's position as o0il producer in a period of
uncertainty in world oil markets; confidence in the Government's
determination to combat inflation; and the UK's current account
surpluses.
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Y Since January the world oil market has slackened and relative
interest rates have tended to dominate currency movements. Most
currencies have fallen against the dollar with sterling moving less
than others at first and making a rapid adjustment in June. In
April-May period sterling fell €% against the dollar and rose 3%
against the deutschemark and continental currencies. In early
June, with the easing of pressures in EMS, market sttention fturned
to sterling and there was a reassessment of the pound's position
against both the dollar and deutschemark. [More recently, market
sentiment appears to have been affected'by the riots, though this
may be a transitional phenomenon; the increase in short term interest
rates last week was widely interpreted as a change in exchange rate
policy, but the effect on markets now appears to have blown over.]

8. UK exporters have sufferred sharp loss of cost competitiveness
since 1978 (about 60% on IMF measure). With UK rate inflation down
to around the average of our competitiors and the fall in the

effective exchange rate, cost competitiveness has probably improved
slightly in recent months. Arithmetically, more than half of the
loss of competitiveness since 1978 is result of UK labour costs
rising faster than those of other countries.

9. No trade figures have been available since February as result
of civil service strike. Large visible surpluses totalling £1.71
billion were recorded in January and February and, with estiwmsted

£71 billion surplus on invisibles during 1981 Q1, it is clear that
current account surplus : was well over &2 billion in 19871
Q1. Capital account figures show record outflow of £2% billion in
1981 Q71 which is necessary counterpart to the UK's current account
surplus. This large capital outflow appears to have resulted mainly
from a continued high level of portfolio investment overseas and
from sterling lending overseas by UK banks.

(iii) Monetary /fiscal policy

10. The Governument's objectives for the medium-term are to bring

down the rate of inflation and to create conditions for a sustainable
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growth of output and employment. It is committed to a progressive

-

reduction in the growth of the money stock and to pursuing fiscal
policies necessary to achieve this without undue reliance on
interest rates. These objectives are embodied in the Government's
MTFS, first announced in March 1980.

11. 1980-81 proved to be a very exceptional year for the performance
of the monetary aggregates and for a number of reasons the growth of
£M3 was very much greater than envisagéd in the Government's target
range. However, the narrower measures of the money stock actually

fell in real terms over the year as a whole, and other indicators
also suggested that financial conditions in 1980-81 were tight:

for example, the high exchange rate; high interest rates; pressures
on corporate liquidity; and the absence of any marked upward movement
in prices of houses or other real assets. PSBR in 1980-81 some £5
billion more than forecast at time of 1980 Budget, but effects of
recession on expenditure and revenues responsible for about half of
the overrun.

(iv) Money supplyv/PSBR remains out of control?

12. Assessment of the current monetary and fiscal position is
complicated by the effects of the CS dispute. Borrowing by central
Government in April—June-totalled £7% billion. It is estimatéd that
some &£3%-32 billion of receipts of tax and NI contributions were
delayed by the dispute. Allowing for this, borrowing appears to be
in line with the 1981-82 FSBR forecast. [Recent outside forecasts
of the PSBR for 1981-82 mostly fall within a fairly narrow band of
£93-11% billion, compared with the FSBR forecast of £10% billion.]

13. DMonetary aggregates have also been distorted by the effects of
the CS dispute. After allowing for distortions caused. by the
dispute, the increase in £M3 over the last 3 and € months is still
probably within the target range of 6-10% a year.




(v) Government has failed in its aim to reduce expenditure and

cut taxes?

14, Public expenditure is higher than we would have wished with

inevitable consequences for taxation. This is partly an effect of
the recession. Even so, public expenditure in 1981-82 will

be nearly 5% below volume plsnned by previous Government. Two
thirds of reduction in spending planned in 71980 White Paper has
been preserved in spite of strong upwafd_pressure exerted by the
recession. Normal public spending review now in progress. Recent
press reports (eg David Blake, Times, 11 July) that higher than
expected inflation/continued sluwp causing disarray in this review
are entirely misconceived.

15. Government's objective is to reduce taxes. But this has _not
been possible within overall financial constraints. Nevertheless,
high marginal rates of income tax have been reduced, and a variety
of measures (not all fiscal) introduced to assist new and small
businesses, as part of Government's aim to improve supply side of
the economy. Last Budget specifically designed to shield, and ease
net tax burden on, hard pressed industry.

(vi) Adverse effects of -present policies on output and employment?

16. Depth of current recession largely reflects cumulative effects

of low industrial productivity and loss of competitiveness over many
years. Latter largely reflects excessive wage increases. Though
pay settlements moderated substantially in 1980-871, still no lower
than average of competitor countries, and further progress essential
if loss of competitiveness to be reversed. [IF PRESSED: If pay
settlements do not fall in line with monetary targets so as to
reflect "national cash limit", this will result in further losses in
output and higher unemployment.]



) Recent riots re=flect hien unemnlovment/ssver economic policies”

- L

“%. Certainly unewployment has beer & contributing factor, but
of the worst

rrobzbly not the only or even the msin factor. Soxe
riots occurred where uncmployment wes fer frow beling as high as 1in
other sreas. Our basic econowmic strategy will not be affected by
these developments. But of course we will continus to do all we can
to 2ssist those groups wost affected by the recession, including
voung people. Already spending over £7 billion this yeer on YOP and
other special employment measurecs. Considering what further
megsures shall be taken [Despite mediz leaks, Chancellor will
presumably not want to divulge details of new decisions 1in advance

of formal announcement. ]
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U S VIEWS ON THE BRITISH ECONOMY. Al PoSTpd %

1. BEFORE THE OTTAWA SUMMIT YOU MAY LIKE A BRRIEF SUMMARY OF U S
VIEWS ON BRITISH ECONCMIC DEVE[LOPMENTS AND POLICIES., A 2 Konind
CES. Ao Yty

®, THERE 1S A GROWING AMOUNT OF GLOOM HERE ARCUT THE STATE OF {x4ﬂ&ﬂ«15
THE Uk ECONOMY AND ABCUT THE FRCSPECTS SOR ANY EARLY RECOVERY.

THE ADMINISTRATION REMAINS BASICALLY SYMPATHETIC TO THE GENERAL O Cauim

OBJECTIVES OF OUR DCMESTIC ECONOMIC POLICY. ESPECIALLY OUR -

DETERMINATION TO GET OUR RATE OF INFLATION DCWN, TO REDUCE THE _.. F O |

DISINCENTIVE EFFECTS OF HIGH TAXATION, AND TO REDUCE THE ROLE

OF GOVERNMENT AND THE PUBLIC SECTCR. WHERE SOME OF THEM (SUCH AS éfv L}'S .

SPRINKEL AND ROPBERTS AT THE TREASUAY) HAVE DOURTS IS MCRE ABOUT

BEIFOMANCE, PARTICULARLY WHETHER ENOUGH HAS REEN TGNE TO CUT o a®
LI e

SSENDIHG AND TAXES, AMD TO KEEFP THE MONEY SUPPLY ULDER CONTROL.

3., PRESIDENT REAGAN HIMSELF 1S LIKELY 70 TAKE ‘THE VIEW THAT
IT IS UP TC EACH INDUSTRIALISED COUNTRY TO cET ITS OWN ECONOMY
1847, FIRST AND FOREMOST 3Y REDUCING IMFLATICN,

A, GIVEN THE BASIC SIMILARITIES BETWEEN U S AND UK ECONOMIC
CBJECTIVES, COMMENTATORS HERE FREQUENTLY SEEK TO READ ACROSS

TROM UK EXFERIENCE TO THE PROSPECTS FOR SUCCESS OF REAGAN’S
PROGRAMME (DESPITE THE STRUCTURAL DI FFERENCES BETWEEN THE TwO
COUNTRIES). FOR THIS REASON, THE UX ECONOMY CONTINUES TC GET

A GCOD DEAL OF PRESS COVERAGE, SOME, SuCH AS LEOMNARD SILK OF

THE NEW YORK TIMES, REGARD THE QUOTE BRITISH EXPERIMENT UNQUOTE
AS HAVING FAILED THROUGH DEFICIENCIES OF IMPLEMENTATION, AND
POINT TO THE ADVERSE EFFECT ON OUTPUT AND EMPLOYMENT, OTHERS,
FROBABLY THE MAJORITY, ARE WILLING TO GIVE US CREDIT FOR REDUCING
INFLATION AND WAGE SETTLEMENTS FROM THEIR PEAK LEVEL, FOR SEEKING
TO GET BETTER CONTROL OVER THE MONEY SUPPLY, AND FOR IMPROVEMENTS
IN PRODUCTIVITY, EVEN THIS GROUP, HOWEVER, POINT TO THE COST OF
WHAT HAS BEEN ACHIEVED, HOBART ROWEN OF THE WASHINGTON POST HAS
DRAWN ATTENTION TO A RECENT STAFF STUDY FOR THE JOINT ECONOMIC
COMMITTEE OF CONGRESS, WHICH RAISES THE QUESTION WHETHER THE
BRENEFITS OF REDUCED INFLATION AND WAGE SETTLEMENT CUTWEIGH THE
COST IN TERMS OF LOST OUTPUT AND UNEMPLOYMENT. BUT OVERALL THE
RECENT U S PRESS TREATMENT OF THE UK ECONOMY APPEARS NO MORE
CRITICAL THAN THE UK PRESS, WHERE MUCH OF THE MATERIAL PUBLISHED

HERE ORIGINATES, A /%
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5. THZ AMER|CAN VIEW OF THE LUk £C3WOMY HAS RoCehTLY Becw
GVEASHATOWED BY FULL MEDIA COVERAGE (REFCATED t# TTLZGERA
NG 2871 CF 9 JULY) GF THE DISTURBAMCES 14 MAJOR CITIES AROLND

THE UK, THESE DEVELOPMENTS HAVE REEN LINKED WITH THE HIGH LocvEL OF
UNEMPLOYMENT IN THE UK AND THE GOVERNMENT’S ECONOMIC POLICIES,
ALTHOUGH OTHER FACTORS SUCH AS RACTAL TENSION AND INKER CITY DECAY
HAVE A SO BEEN CITED, WHILE PRESIDENT REAGAN IS UNLIKELY TC REGARD
THIS AS A REASON FOR QUESTIONING OQUR RASIC ECONOMIC POLICIES,

HE MAY ENQUIRE HOWw THEY MIGHT EE AFFECTED BY THESE DEVELOPMENTS,
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The Riét E?;perts

What & Jot of experts in riot control have:
suddenly flowered on both sides of the At-
lantic! The newest is New York’s Governor
Carey, who predicts social upheaval in the
United Siates by October because of the
Reagan administration’s budget cuts. “Tele-
scoped Thatcherism,” he calls it, referring to
the two years of austerity practiced by Prime
Minister Margaret Thatcher of Britain. The
governor's words are not merely provocative;
they are arrogant. How does he know what
causes riots?

No one really knows. For all the consaien-
tious studies and commissions about urban
violence, there is plenty of theory but little
knowledge from which to generalize. Wise
politicians in the United States and in Brit-
ain should be slow to pontificate and quick
to seek facts. But what is being offered in-
stead? Ideology.

To choose & theory of urban nots is to
choose a policy. The rioting in Britzin has
pow spread to 17 dties, even to Dundcc,
Scotland, where there are virtually no immi-
grant non-whites. Why? Liberals, almost re-
flexively, say: loss of jobs, loss of social wel-
fare. Conservatives, just as refllexively, say:
loss of parental authority, loss of respect for
law. How can any of them be so sure?

Scholars are surely right that the British
and American situations share an underlying
problem of deprivation. But if stinginess on
social spending is the cause of Britain’s
wrenching unrest in 1981, then what is the
explanation for America’s urban riots of
1967 and 19687 Remember that they coincid-
ed with the unparalleled outpouring of social
spending called the Great Society. A com-

_“ T

mon liberal explanation was rising expecta-
tions: The hopes of the r do not ignite &t
darkest night but with lgoo romise of dawn.
Then why, in the supposod midnight of
Thatcherism, does Britain ignite now?

There is much for conservative riot-control
ideologists, 100, 10 be modest about. In the
1960s, conscrvative Americans thought that
urban riots arose because the liberal Kenne-
dy and Johnson administrations had created
an atmosphere of social giveaway and runa-
way permissiveness. Unleash the police, they
said; shoot looters, pass tough new laws,
send in the Army.

Conservatives in Brlain say much the
same thing. They even urge such absurdities
as meking parents pay for the damage. We
are eager 1o learn how the proponents would
punish poor parents unable 10 control either
thear children or their poverty. In any case,
whose permissiveness is it they are protest-

ing? Mrs. Thatcher's?

What is known 2bout urban riots is that
they are complex; it is sensible to address the
concerns of both sjdes. The overwhelming
imperative is to halt disorder with sensitivity
and with force. Yes, communicale an aware-
ness of grievances of poor communities; yes,
use enough well-trained force 1o master the
situation before contagion sets in.

The impression on the American side of
the ocean is that Mrs. Thatcher has so far
done the reverse. She has been talking tough
but appears to be acting indecisively. Once
they shake off their dismay over Hugh Carey,
Amecricans may wonder: Has Mrs. Thaicher
become & velvet {ist inside an iron glove?

THE NEW YORK TIMES.



&

INTERNATTONAL

,if‘{e%fa 10«

Jrib une

FPruoblistusd sdth The Nw Sork Times and Tix- \\.nuldu‘null Phomed
Paged  Thursdsy, July 16.1931 g o : - v

T Tt R I

: Brltlsh Cause and Effect

......

The Hnusc of Gommons'bcgns fonnal de-
bate 10day on the worst civil disorder in Brit-
ain since the.end of .World War II. If its
members are unable 10 meet the need for a
Tar-reaching and imaginative solution based
on anzalyss compassion and & willingness to

renounce partisan gain, the result cou]d bea

national disaster. s -

Prime Minister Marparet Thatcher can set
the right tone by directing her atiention away
from the hardware of modemn riot control —
CS gas, water cannon and rubber bullets. In
response, the frustrated opposition can ab-
stain from shouting ber down with pithy cpx-
thets like “stupid woman™ and “silly cow.”

If both parties are true to form, though,
the debate, 1tself, will probably go along the

following lines: The prime minister will as-

scrt that discipline has broken down in the
home and the community and that until or-
der is restored, nothing can be accomplished.
The Labor opposition will assert that unem-
ployment is to blame and that until Mrs.
Thatcher changes her economic policies the
situation can only pet worse.

It doesn’t take much sense to recognize
that both sides are partly right. There has
been & breakdown of order and the Tory gov-
emment’s economic policies have brought
the pot 1o the boil. There is also, however, a
fundamental error in Mrs. Thatcher’s posi-

.tion. She is describing an effect rather than a

cause. The same complex web of circum-
stances that have brought about the nots are
responsible for the collapse of discipline in
the family and the community. *

In the broadest sense, there seems 1o be a
feeling in Brtain that the old order has
failed. Millions of young people, white,
brown and black, sec little hope of escaping
from deprivation. The mos!t alienated of- the
whites blame Asians and blacks for their
troubles. The Asians and blacks blame the
whites, symbolized by the police. All regject
their parents to the extent thal parents ‘accept
the status quo. All reject the community, be-
cause it represents the establishment.

Mrs. Thatcher recognizes the economic
rool of the problem. She understands that for
any long-lasting solution 1o work, British
productivity mus! be substantially increased;
that spending cannol continue 10 outrun in-
come: that ineflficient operations, both in the
private and the public sectors, must be
turned around or phased out.

Bul sbc seems 1o have little u.nd:rslandmg
of the social magnitude of the British disease.
Her single-minded focus on law and order 10
the exclusion of other dimensions of the up-
heaval can be expected 1o confuse and exa-
cerbate matters, 1o further alienate the
nonwhite and the jobless. Mrs. Thatcher is

-acting as il she thinks banging ber fist on the

1able will make everything fall into place.
Well, it hasn't in Ulsier. And there is no rea-
son why it should in Bnxton, Brstol,
Southall or Green Wood, either.

Mrs. Thatcher is right to insist on restoring
law and order. She 15 also right to give the
police the means to do their job efficiently,
even if it means vsing rubber bullets. But she
is wrong in not considering additional funds
to improve living conditions in deprived
areas until there 15 a full return 1o quiet. She
is wrong 1o hold up spending aimed at creat-
ing ncw jobs for the young. She must display
some awareness that the noters are not all
the same — that an East End skinhead off on
2 “Paki-bash™ with swastikas on his arm,
chains in his hands and stee] toes on his
boots, is very different from the Southall Asi-
an he is out to maim. But most of all, Mrs.
Thatcher must demonstrate that she under-
stands that the British disease is now acute.

In the United Siates in the late 1960s, the
cities were burmning — Watts, Washington,
Newark, Detroit But the governmen!l was
also in the process of putting into place the
Great Society, which rightly or wrongly
made it appear sensitive to the needs of the
poor. There was a widespread perccption
that government cared. It is impossible to say
Jjust how much that feeling contributed to the
quenching of the fires, but few would argue
that it did not contribute at all.

In Britain, there is no general perception
that the government sympathizes with the
problems of the poor and the unemployed.
The opposite may be true. One young West
Indian 10ld a New York Times reporter that
Mrs. Thatcher “has no regard for human life,
She has no moral standards.” If that view
becomes widespread — and it may already
be in the riot-torn areas — no amount of gas
or rubber bullets will stop the riots. Unless
Mrs. Thaicher can show more compassion
than she has been able to project in the past,
Britain may be just beginning the first in a
series of long. hot summers.

INTERNATIONAL HERALD TRIBUNE
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' valion in economic

” Thatcherism: A Specter Haunts Reagan’s. Washi_ngton,

EW YORK — A specter is haunling the
Reagan administration: Thatchenism.
The riots in Liverpool this week, stemming
Earlly from the worst unemployment Brilain
as experienced since the ression of the
1930s, are grim evidence of the failure of
what was once regardle_d as a brilliant inno-
1CY.
When Mrs, Thatc er?ecamc prime minis-
ter in May, 1979, she was the darling of con-

servatlves on both sides of the Atlantic. To-
day she [aces a revoll in her own party and
has been disowned by the Reaganiles in
Washington, who say she departed from and
made a mess of what initially was a correct

By Leonard Silk

solution to the twin problems of inflation
and industrial stagnation.

But was her fault one of execution or were
there inherent inconsistencies and contra-
dictions in the Thalcher program that the
Reagan administration is on the way lo
repeating?

The Thatcher plan certainly began with
cloze parallels to the Reagan program:

® A commitmenl to “monetarism,” the
doctrine that holds that the way to stop in-
Mation is lo reduce the growth of the money
suppli lo a ral¢ equal to the potentinl
growth of the econemy. Mrs, Thatcher elect-
ed 10 do this gradually: The Bank of Eng-
land would cut the growth of the chosen
monelary aggregate cailed “sterling M-1" —
currency in circulation plus sterling-denomi-
nated demand and lime depesits in commet-
cial banks — 1o an annual rate of 9 percent
in 19R0-81 and to 6 percent in 1983-R4,

© The real value of gavernment spending
— tolal outlays corrected for inflation —
was 1o be cul. The money the government
needed Lo borrow from the public 10 cover
ity debts and those of local authorities and
public corperations would be scaled down
to £7 hillion in 19R0-81 [or openers.

® Marginal income tax rates would be cut
sharply to spur savings and productivily
Frowth. with the higgest cuts both absolule-
v and proportionately going to those in the
higher income brackels,

How [aithfully did Mrs. Thatcher carry

out her plan? On monetary policy she has
striven 1o tighten up the money supply. 1t is
true that sterling M-3 overshat its target, but
this resulted largely from removing the so-
called corsel [rom the commercial banks,
the special deposil regulations that had lim-«
ited the extent to which the banks could in-
crease lheir inlerest-bearing deposits, Bul
the money supply narrowly defined, M-1,
wns held (o 3-percent growth in the 12
months after Mrs. Thalcher took office and
R percen( thereaflter.

The clearest indication of tight money
was the sharp rise in interest rates, The oul-
flow of funds from London 1o New York,
altracted hy still higher interest rates, heiped
tighten money further, despite government
l:lnn-t to make more [unds availahle by

ringing drwn public-sector borrowing.

In this Mrs, Thalcher failed, She quickly

 put through culs in marginal income tnx

rates, bringing down the top rate on com-
pensnlion income to 60 percent from R} and
the hattom rate to 30 percent from 33, She
cul the lop rale on investmen! income (a0 75
percent from 98, To promote the shift from
consumption o savingy, she nearly doubied
value added (ax [rom B percent (o 15,
Sharpiy riting interest rales pushed the
economy into a deep slump, and the budget
lell deeper into deficil. To curb the growing
public borrowing requirement, the govern-
menl raised excise taxes on lobacco, aleohol,
gasoline, diesel [uel and road vehicles.

Government 9Ecndinp kept climbing. de-
spite Mrs, Thatcher's efforts at belt-tighten-

ing. She imposed her tterpest cute on pub-

lic-tector investmen! items, thereky agura-

valing the problem of infiation. But instend

of realizing her initial plan 10 bring down

public borrowing to ['fhillion in 19R0-R],

the Thaicher government ran its borrowing

requirement up (o £11.5 billion. or 6 percent -
of the gross national product, one of the

highest levels in the world,

Thusy Mrs. Thatcher's fundamental mue-
take has been Lo Iry to cure stagflation by
combining tight monetary policy »ith loose
fiscal policy, She has incurred big dehicite
that forced the government to be a heavy
compelilor for scarce privale savings, fore-
ing up real interest rales,

Thin  hey produced an  extraordinary
slump In production and emplayment. The
johless rate has doubled to more than 1)

rcent, from 54 percenl when M,

alcher took office.

With the slump, inflation has fallen to low
douhle-digit numbery, but the high interest
rates on both government and private bonds
reflect the passimism of the linnncial mar-
kets about the prospects for solving the
prohlem of Brtith inflation.

The recent behavior of interest rates and
the recuriticy markels in New York reflects
similar npprehension that the Reagan mone-
tary nnd fixcal palicies have more 1n com-
mon with those of the Thalcher government
than Washington is willing to acknowledge.

©I981, The New York Times
N
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When You Separate Economics From Social Policy

ASHINGTON — When |
lelt London len days ago,
the wave of riots that has swepl
across the cities of Britain was just
beginning. But a junior member of
Margaret Thatcher's Conservative
majority fn Parliament made the
observation, "This is what hap
when you separale economic theo-
rK from social policy and pursue
the one at the expense of the
other.”

An American Journallst reéturn-
ing to his own country at the be-
ginning of the long, hot summer,
cannot help but wonder what
warmings there may be for the
United States in the calamities vis-
ilir_ﬁ‘Britain. .

e Reagan administration says

there are none. Treasury Secretary
Doneld T. Regan has lold ques«
lioners on lelevision not to “push
the parallel,” adding, .“You can
have civil disturbances in any kind
ol economy.”

He is right. The last round of e~
rious urban riots in the United
States occurred just ax the Gteal
Society, that last full Mowering of
wellare-state liberalism, was com-
ing into bloom. Obviously thete is
no direct relationship between the
growth rate in the {ederal budget
and the tranquility or hostility of
the city streets,

Bul'it would be naive to think

that in times of social and econom-

By David S. Broder

le stress, ruch as ours, perceplions
about the attitudes of the rulers do
not influence the behavior of the
most miserable of the ruled.

For all their professions of tom-
passion, Thalcher and her atsoci-
ales in the Tory povermmen! are
seen by many in Britain == includ-
ing someé nol-so-secret critics in
their own pnarly — a¢ economic
ideologues who will govern hy
their monetarist docirines, no mat-
ter whal the consequences in Brix
ton or Manchester or Liverpool.

Ronald Reagan is a more afla-
ble personality than Thatcher; his
economic theories are not as one-
dimensional; (he American econo-
my is [ar healthier than Britain's,
and its unemployment is one«third
lower.

Yet the public opinion polls
measuré A growing beliel that
Reagan's économic policies are
harmlul to the elderly, harmful to
the poor, harmful ta minorities,
And that suspicion is rharpest
among those who live on the mar-
gins of the economy, oul of work
or working [or suhsittence wages.

Look back al the report of the
Kemer Commission, which con-
ducted A broad study of the causes
of the 1961-67 urban unrest in the
United States. [n the chapter on
“the batic causes,” the commitsion
desctibed the lactors of migration,
discrimination and segregation

that led to the existence of the
black ghetios — conditions thal
have not changed markedly in the
leun since the report appeared,
nd then it said that “recently,
three powerful ingredients have
begun lo catalyze the mixture.,”
These were “frustrated hopes, the
legitimation of violence and a
sense of political powerlessness.”

Can we honeatly say that those
factors have diminished today?

In the intervening years, \[-:Incks
have come (o power in many major
cities, f[rom Atlanta to Los Ange-
les, Millions of black youths have
achieved the drenm of higher edu-
cation and are making their way
intlo the middle cinss, The “vie-
lence™ of which the Kerner Com.
mission spoke — while police at-
tacks on black civil-rightn demon-
strators — has been ended.

Evenhanded?

But the violence of crime is an
ever-present [aclor in the ghetlo,
Hopelessness still dogs the 20 10 30
percent of big-cily minorily youths
who cannot find their [irst johs.
And throughout the biack commu-
nity, at sll levels, there is & rense of
exclusion from the decision-mak-
ing of this governmenl greater
than [ have known in 20 years —a
real sense of being the impotent
outsiders,

A reader in Minnesota recently

]
sent me an editorial from the
Princeton, Minn., Union-Eagle, a
weekly newspaper published by
Elmer L. Andernen, the former Re-
publican governor of thal state.

“Can we aay there is an even-
handed application of a new fiscai
politg to  reduce government
R IngT" It msked, In appraiting
the Rengan frecord so (ar, *No,
there in nol, What g clear is an
enormous  shift in  government
spending from social servicer 1o
military spending. and no indica-
tion that the result will be a bal-
anced tudget for many years 1o
come .., Furthermore, there 19 a
harshness about actions and atti-
tuden in (he social services area
that in not evident townrd excenees
in mililary spending. We are goin
after achool lunch programa, Ioc-ﬁ
ptamp distribution, nid to families
with dependent children, grants-in-
aid for the arts and humnanities,
with crusading vigor.”

Il that Ia the way it looks 1o
Elmer Andersen, a good Republi-
can, in Princeton, Minn., how can
it pmnih:r look 10 Joe Jones on the
South Side of Chicagn?

Brilain ia offering R grim re
minder that peopie are not labora-
tory animaiy, availahle lor eco-
nomic experimentalion., When
they reach the brenking peint of
frustration, th
United Siates
learn the |exson,

oes nol have (0 re

© /91, The Warhingron Post. ;
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N recent weeks | huve been siruck by
S uonumber of wrticles lu the Unlied
Stules press  wdvislng  President
Icuul'un on the maln problums that
wyuld fuce hilm on taklng oflice und the
muln steps the guthofs lelt he should
ko,

Whut wus purticularly Interesting to
me wuy the close purullel between the
problema Identified, und the prescrip-
tiuns mude, In some of thoss articles,
und my own view of the British econ-
omy. Indeed, there are close purallely
with many of the industriallzed coun-
tries uround the world. Wn are all sul-
ferjng from Lhe effects of the severe
rise In oll prices since 1979, which hay
sent the world econumy Into recession
und gdded to Influtlonary Hres,

Lut the parullels went further thun
the Jolnt experlence of recesslun. The
articlos highlighted the problems of
Inflation nnd how to tuckle It, guvern-
ment apending und borrawing, und gov-
ermment over-regulution of the private
sector, On ull these, the authors ralsed
issues that ure lmportunt twihe Diltsh
economy as well,

Like the United Stutes, ulter o long
postwar period of growth, with relu-
tively lowinllutlon, we liuve scen serls
ous Influtlon estublish Hsell lvgur econ-
omy over the lust decado or so. [n Brit-
uln we have seen tho Influtiunury pora-
phernalla  of uutomutle Indexatlon,
wigo clulms at leust (o fine with price
movementls, «lm.nustun of tost In-
creases In reul terms' ws 11 the gen-
eral risn In the price level were unini-
portunt, and saon,

Successive governments have pluyed
a part In our lonflutlunury process,
through excesslve spanding und bor-
rowinff, und the pretendsa thul they can
solve problems that cun only be mas-
terdd by chunges |n ceonenile behnvlor.
In some cases, they huve luken over
tushy better purlormed privately.

In others, the prublem has been the
estublishment of u level of entitiement,
or stundard ol provision, that assumes
substuntinl ecunumlec gruwil, which It
15 then difficult’” to scule duwn I Lhe
growth docs nut materlalize, Thus,
public  &pendlng  hey  wcquired  w
momentum divorced liom the reulltics
of thu productive econemy, which hay
had 10 bewr un Increasing butden, Mie
productive scetor has been further
hampered by Jevols of persunal laxa-
Hon frustrating to enterprise and el

Slr.Groﬂrn‘y Howa 1v Brilwn's Chan-

Reagan Should Talk to Mrs. Thatckx

By GEOFFHEY IIOWE

fort, and by an excesslve number of
governmenl regulutlons. [ lind echoes
of nll thess phenomenw In descriptlons
of Americun experlenco us well,

Theso are problems which have de-
veloped over muny years, und they will
not ba solved overnight, but I now (Ind
near unlversal ugreement among my
fellow finance ministers that inflution
must ba cut (o redtore tuble cunditions
for growth und new employment.

There [a agreement, (oo, thut mone-

" tary control I8 & necessary conditlon

for the reduction of Infatlon, and thut
thls control needs 1o be sustulned, In-
deed, a responsible uttltude to the
money supply needs 1o become a per-

"manent feature I the deeply Ingruined

Influtionary mentality Is to be erudlcot-
ed, The right method of monelury con-
trol will vary from coeuntry o couniry
according fo the nature of the financlul
[nstltutions [neach,

Dut no method of control, In our
highly sophlsticated modem  &cono-
mies, can work Instant mirucles. So fur
us Britain ls concerned, [ do not believe
there can be any doubt that monetary
conditions have been tight, desplie the
foct that the brouder monetury oggre-
gutes have been growlng rather fuster
then the Government's target would In-
dicute, The nurrower aggregates have
been growlng much slower thun the
rute of Influntlon,

We huve succeeded In reducing our
yeur-on-yeur influtlon rate [rom a peak
of 22 percent lust Muy 1o just over 13
percent, while the annualized six-
muaunth rute Is much lower — well below
the rutes In the Unlied Stutes und

Frunce, for example. Meanwhlle,
L oo tnr b

vie B ros

duced hy 3 percent since lust summer,
And Uiara I8 Increaslng evidence In the
labor market of the sort of reallsm wa
need 1o Insure adequate control uver
dotnestle costs, Mapy wuge setile-
mients huve now come dowm tn slogle-
figure Increases, And strikes have been
atunnll-time luw,

The tusk of defeating In!lallon l$ Im-
muusurubly easler if flscul polley is
conslstent with the monetary stunce. 1
the government’s demand for credit s
excesslve, (he result is high Interest
rutes crowding out private fnvestors,
and proper monetary control [isell bey
cumes much more difflcult, But ngain,
reduclng the government's' borrowing
requlrement lﬁkgstlmc.

HAVE already mentioned the bullt-in
[ momentum of many spending pro-
& proms, I takey thime (o reverse this.,
[Further, at w time of recession there (s
upward pressure on the fiscul deflcit
from higher benefit puyments and
lower revenues, These ure often re-
gurded as autumatic stabillzers, mitl-
gating the effects of u recesslon, and
we have Judged that we should not try
to counteruct thelr effect ultogether,

Neveritheless, we ore reversing Inex-
nrable growth uf public expenditure,
und our pluns now provide for u reducs
tlon In real terms of about 1 percent o
year in 108182 und subsequent yedrs us
cumpared with the previous Governe
ment's plons lora 2 percent Increase,

Tlis hind ennbled us ulsu 10 make o
start on cutting the high personal taxes
that were o uniguely foollsh disincen-
tive In the Britlsh economy, This ob)ec-
tiye of cutting personal tuxes 15 polen-
thellecdtn cherr man conllict, s womntier

\ A .:i_s‘\w i\

of slenple arlthmetle, with the objective
of reducing Government borrowling
The long-teim answer s plunned culy
In spending, und extroe reveonne will be
derfved us the egononiy pruws,

In the meanthme, we have chusen o
strike o prudent balunce between (he
two pouls, and huve Increosed revenue
[rom Indiect taxutiop to offset reduc-
tony n Income tnx, Dat the luct (o
muins thul In my (hst budget T ot In-
come laxes acrosy tho board sod re.
duced the top rate of tax on ¢urnlngs (o
60 percent from 83 percent, thus sub-
sinntinlly fnereasing the rowurds suc-
cesslul managers wrc able 1o curn.

Reducing the burden ol unnecessary
regulintion on lndustry and comnmerce
Is the other supply side policy, The hirst
stages have been qulchdy uchieved. |
huve removed a buttery of controls (n
Uelialng on prices, pay, dividends nnd
movenents of capliul ncross forelgn
exchunges. Dut not oll derepulacion s
as simple us we should wish We nll
have to tuke account ol feglthnate anxl-
ctles ubout such maotlers o health and
salety, nnd protectiun of the consumer
and environment, We need 1o nliuw fur
our sepurale Institutionel construlnts,

[n Britain, we ure somelimes con-
strnined by our membership In the
European Community; In tho Unfred
Stivtes your nedminlstirations ure suimne-
tines constradned by the division of
poviers within the Congress, The difil
culties of tackling these probluems,
purticularly when the world outlook 1s
su cluuded, should not Le vanderestima-
ed. Yel, tiey are problems that must be
tuckied vigotously LT we are to pestone
the health ol our cconmmites, 11
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'_ Reduced‘,Pubhc Sector Spendlng,

Gmllor of the Exchequer-- ;1
B et it
i DO

In‘.thls\amcie Iw ant to discuss
px‘ospecr rather than *

the
‘the prospects’:
for the 'British economy, for two rea-
.sons." First, this is not the place" tu?

."discuss the- deta:ls of statistical enr:t:lncmJ
“ic' forecasts.’ Valuable ‘as they can be,.
forEcaits tend to be based ‘on how
" people; companies, even bankers have's
behaved : in ‘the "past.” For: a" radical
Government which sees. the ‘need ito? |
‘charige ‘old attitudes “and pattemsmf’s’
: behavior, an assumption'that past pat’y
“terns and relationships will necessarily!"
continue may not be realistic. SRR
- And, secondly. 1 do not believe thnt
the coming révival in Britain’ secOnurn-“

ic fortunes will be wholly.= or. eveng _&m;lllon RN L g_u el Hl il SO
mainly, the Government's:doing. :The |} AT .',\"{;_" S ‘..‘c_:j:n{'*;‘.,:'.

-Government can only try. to:set, the:
“necessary financial and [fiscald|:

time, remove many of the state controls ;
and 'restrictions, penal. taxation -and:
“excessive growth of our public sector-
‘which have too long held private en- 4.
terprlse back. The prospect now.Is one’
- of'a*'more - liberal and’ more *stable}

economic ‘environment. The prospects®:

i

‘British businessmen and all who ‘work;

#:

So let me explmn our- pol[cy y'and theqﬂr
frnmework we, havo set, for: the‘qcono‘ ¢
3- (LS o+ T ]

: wqqlt:&i’wmw

- ,the average Inflation rate has been’13% "

G dtid ey e

K

't" ~,l

Tlght Monet

; gt 8o
f " Since- 1945 suocessive Britlsh Covern--
“ments have broadly followed policlesof,
"demand management’ In an attempt‘}
,:achleve a high rate of economic growth:
Zand full, or nearly full, employment.*
1 Such’ pol.lcies may have had some suc-,
acess ‘up _to the’ ,mid- or 'latg;'1960s;:
'-;_'B.lthﬂugh everyone ‘complained of’ the
33‘ ‘stop- g0 . approach to directlon’of the¢
*'economy; ‘and iaflation remained rea~:
hsonably low"and stable But since 1970,

:(three to' four times the average rate.in

;sthe previous 25 years),'the economy has

‘sgrown more slowly, and unemployment z
-rehas quadrupled from, 600,000 -to; 2%

Priorlty foL,Dcfmﬂng lnﬂnﬂonm,,wﬂ -"
It’u."ay

Rhg all the more because I t6ok an';

£'active part in'the'countersInflation'and

+ demand : management - palicies of! the.;

*'Heath ¥ Government "that™*T: am now
convinced that defeating Inflation must:
come before anything else;-and is'a pre-1| s

i crmdltlon ‘of "the.’sustained ¥ growth ‘of- o

Houtput. We ln-BdtaIn all"wnm nfu see.,
W

o
3 ‘Inﬂation ls more than Iust}a s()cinl"
frevil,. operatmg as an arbitary‘and un-'
“‘pred;ctable wealth' tax. It is very de-~
ftructiweaof industrlal gmwth through

.-

tha‘huncertnlnty“’ih LT ades)] In-«m)cent*
#years_ hig hmnd Vaﬁn Je nflation hnsﬁ,
.‘3-‘resulted vin® excesslve "fluctuations’ ‘in% | &

2N '. r..,u

i N

emm

J‘J

l' 3 \Ju..
5

7 different speeds and Hmes. So business |
;. plunning has been made ' more dlfﬂcuit
‘“and Investment decisions more risky
aYet getting such declsipns tight is f}m-
-~damental to business success and.in-
v, dusmal expansion. Defeating Inﬂahon
‘is not the only pre-condition of h:gher
boutput and higher employment = Iwill"
'mentlon other parts of our policy later” |.
but At Is an-essentinl one." /{2,

S 'H'
i3 e

& - e
; -My past experlence of pay:and price‘ :
"wenntrois convinces, me. ‘that: they can.«
‘.néver'be anything more than a:short-1*|"
‘ term “palliative.~They - do ¢énotattack/
“inflation at-Its*roots; ’Fhey"dlstort ‘the! }
* labour “and * goods” markets in harmfulix |
. ways when'it is‘on the improved func~ ke
, tioning "of those! ‘markets that!we> dl*-'

5 ‘pend for the renewalof ‘our econom
[RCAR -2 ‘ﬁ‘t l--""i 5 ";' '?"i f%ﬁul ,f"‘ *lwf-;
B

:,vaidlng the anmrk ';w : 3 ‘?_
/ h,l.r
'33 What ls'needed ls a framewcrk whlch
rnllows relatlye prices- (nnd*pny‘) totadsy’
~Just,’ agalitst!a tbackground: ’of‘stnblllt)f
n'the ‘general. price”level:“The British -

u

‘1,.

#.

. Government,*like’ those ‘In” most’ other
“indpstrial ‘countries, seeks to provide .
tnn}‘ framework by fOUOWIng a consls- .
tent policy of tight and stable monetary
»conditions. ‘There* s, in"faet, nothingy
Sivety néwmbouthbnem(‘ymntml 'much.’
’”'"as your peaple and ours like to nrgueﬂ.,
“about!it7s The | ald - international gold

&relatlve -prices’ as’ “prices of- particular

" standard 4 "and- the” Bretton' Weods: sys-- -

gonds and ‘services' “have' moved ‘at

*maﬁ»a _' :

—

ary Pollcy Sho_uld HelpxReduce Inﬂa‘non . | [

trm of fixed exchange rales, ln effm‘t
lm—msed. monetary dlscip“nr from
.'W|th0ut" Since afloating regime was:
-adopted In 1971, an explicit “internnl .

o

-system of monctary contml hm bemme "y
- nc'cessary__

bl -
'1‘.I \" Y L f

»- Perhaps the most lmpnrtnnt aspect of
“any policy for '‘control of monetary
 growth Is that It must be-continousand
suslalned over a period of years, and
.,be scen to be so susfainad. We have,
' therefore, set out our Medium® Term
:I'"lnuncini' Strategy,” at ‘the heart.of
which is a progressive reduction in the *
‘irate of monetary growth over the permd
-to' 1983-84. In order to meet the meme-
“tary objectives without putting. upward |

- pressure on Interest rates, . we mtend tol .
, progressively reduce the public sector
2 borrowing s reqquiremnent: (PSBR)- as: a

|4 proportion UHhe gross'domestic prod- &

et "ur b el b gfm« :'\nT‘ rae pl,f »"‘f
A) i 5 $ ] v
‘:':\,', L‘. 1r,. e e ‘lf(’}.i"ileir g o e h'r v
; U pectcd Prmum ‘?i\mrt_tm‘fwv“"'u 3
J ' ¥, %

Over lhc [mt two ymr\u lhq effechve &
cnntroi of money and the interpretation - |

‘ofthe aggrcgalcﬂ has fiot beeri easy,and ¢, *
"the growth ‘of "the" Jbroad .monetary -

aggregate on which’ our’ policy has
focused (EM3) has been above the
Ztarget range. Ve started at a time of
{world econom|c uphéaval.. The further,
qdoubling ofthe.OPECmﬂ pricc ndded
*Rap lnﬂntionnrysﬂprusum nnd. con-

,‘;_' ‘- R 4N r;jr.“4c

/




s and at the same timg, it has the effect-|.
_-of ‘putting upward Jressure ‘ontthe:

by sterhng exchange rate bedause, ol ~our, i

-posmon of sell-sufficiency in "ol At
"homey il took a long time before the
"adverse trading and financial conditions P
5 “of_industry. and the improved |nfla~
- tionary outlook, were reflected in waget

:‘settlemcnts _ e -"-‘ ;w:

For a country that _exports one’ thlrd
of all it produces — a higher proporhon -

lhan Germany or Japan'— this rise’ in- i

lnbnur costs, combined’ w:th the, unex<”
pccted ‘pressures from. the' :world e [*
"'cesslnn and the high pnund inevltably:L-
‘;..,helpcd{tn produce o far’ more “seriousp
,-fInss of jobs and output:in_manufac-"
. turing “industry thdn had been. pre:|’
‘L;."dtcted That, in turn, made fornlglgher
"i?v PS8R, with spending on - unefnploy-3
"’ %, mentand other benefits rising and less):
- fevenue from company*and personal
tnxcs The -unhalanced nature of: thé®
* recession,. with companies severely”
:squccrcd while individual people fared
T relatively well, also added to thc prhb—‘
lcms of ‘monctary control. - %50 E S
: *.From the'outsct we said that nd smgle 4
oy stnhsticai meisure of the money supply£|*
7 could ‘tell-us all we needed to know:,|.
-«'about monetary conditions. So we hlve;
<+ looked at a vange of indicators, as well 7,
“.as at the position of the exchange rate’t
.1!'and the, level of real interest rates, in‘
" tuking decisions on the Bank of Eng-7.
>~ land's minimuin lending’ rates (which
"can be thought of as a cross between:
" the discount rute and the Federal funds’,
..~ rate). I have now beer ahle fo. lower,,
'J-‘ "-M! R by five percentage points ‘sincef
.+ last summer. And the slower growth of
“EM8, 1 forecasted last - Nnvembef ,hnS"
..mlrld(‘t'd*cumv .nhnut_}x..ﬂ‘ar:& e

WL L'.q,n - e 1] '*J';'\VW‘;M'}\

. { -
U '\ruu ?} ;:\1)_:‘3[...4
g i R

by

/.'nlﬂ.'t Pmpns:lmm

+ ;" Techniques of monetary- control -can:,
ﬁmlwuys of course, be improved. - 1 Iay
'stress on three pmpnsmnns In my ap-

“ “proach to possible’change. Flrst'l wnnt

but they never removed-them. Second, J
i rely on the fundamentals:, taxation, ’
Jexpenditure. control, interest rates nnd
debt sales, And® thtrd]y, I prefer an’
evoluhonary, approach’ to any. sudden

* We are, for- mslance. sludvmg t\n-,
,possibility of concenlralmg much-more .
closely on'movements in high- pnwcr‘t'd
“money in deciding on official interven-,
,;hnn in the financial’markets. Although-
.the techmques ofmonetary control’ may),.
-bc somewhat “arcane, and reflect’ t}le-
partlcular drcumqtances ‘of the country"
'concerned, !he essential need for such +-
‘{control ta’ be maintained by\whalevcr.
‘means fare appmprmte is.a common »-
Ieafure of all the: Western _economies.”
Maoreover, they 'all face the’ reality,: i
fthnt * although” ‘appropriately’ defined"’
u‘fmnnetary nhjectlves act as a mcdmm-'
“term’ constraint on, the total growth 'of*
nnminal ‘spending, it is how individual -
,people, react . that * decides “how . that”
rgmwth is divided between price infla-..
stion.and the growth -of real output., lf
too  much-is taken out in_pay rises,- as
“has happehed for many years, the resuit
“can only be lower profits, lower invest-- |
‘ment and higher unemployment. Glven '’
the, monetary. limit; -those involved /in:?
pay bargaining cannot escape responsi °
biht){ for thﬁ level of unempmyment '
: .|'

‘,.; ',"'-I
! 0 """' ""““k‘ ﬁ"ni -r'r'f "'s- ter

PulylicrExpcndlmre Cut. . o T _‘
TR N T TR o e

In the isame’ isart of - wav all. the :
Westem economies need public spend- -
'ing’and taxatjonlevels consistent with
\the chosen form.;of monctary‘.contrni.'
*!f the public sectnrs nds and barrows |

“too 'much, this can only be. recondiled -’
& ‘Iﬂ'l the, Jmonetatytarget at the cost of
Am'arkedly “higher interest ‘rates "which®

frustrate the enterprise of the prlvate
“Sector. ¥ v e i S

Uln my’recent, budget ["had to g[ve‘
prmrily to the need to reduce borrow-
Ing even ut the cost bf some increases
“n taxes,"We have reduced public,ex<"

-w—-_'-

S Jtouvoid arbitary quantitative limits on-

- penditure well below the level planned -

po WELIMY L U 3 TUU Ny i
‘woula have liked. We shall mnt.mm the'

~dow. _ard pressureon. spending: by "

AR YT LEY T IS J

s.eutting &pcndmg progranimes ‘and’ re: J?;_,

- ducing the’ size of “the civil service;
throup,h our efforts’ to make the na-

N1

“more profitable, and thrmlgh QUF pres- ..
wrc onlocal authoritled to’ economise -
o0 bolh stnfrnurnbers and total’ spend-‘

’ -‘\-\1“"&-"'("-"

~1ng A

g . vash Wy

M”' Reﬂrammg expendlturq is essential?.|

7 but it needs to complemented,by. meas- :/
. ures to encourage enterprlu Here wa
V‘have takena series.of major’ inltlntaves.rQ
§iThe top rate of Income tax is down from'

" 'controls have all been swept away, The

|i"controls7on outflows of Toreign ex-- |

1 change which existed since World War.,.,
* II have' been.abolished. British*capital=,

can now . seek ‘profitable .investment
; whcrevcr‘(.:t Is"to be found, and; there»
-are ‘signs- that. that is happening. not2

.,least .because* of “our. earnings . from®:
¢!North Sea.oil and its beneficial c{fecl‘s i
.- on. our. balnnce of payments Y ,,.

- P il VTR
B i B u.,"r -:’-}l L,,au'
ey

lielp for ﬁnnl] Buslnesaes i

. iy

? 1 have introduced a whole rnnge of,.
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T0O IMMEDIATE FCO

TELEGRAM NUMBER £32 OF 18 JULY 1981 v

INFO PRIORITY WASHINGTON BONN ROME WARSAW BERNKE

INFO SAVING TO UKDEL OECD BRUSSELS OTTAWA COPENHAGEN HELSINKI
TOKYO OSLO MOSCOW THE HAGUE STOCKHOLM UKREP BRUSSELS VIENKA
UKDEL NATO ’

ECONOMIC ASSISTANCE TO POLAND

1. FOLLOWING 1S THE EMEASSY?’S TRANSLATION OF THE TEXT OF A
MESSAGE FROM M DELORS, MINISTER OF THE ECONOMY ALD FINANCE,

TO THE CHANCELLOR OF THE EXCHEQUER. THE MESSAGE |S DATED 17 JULY
AND WAS RECEIVED THIS MORNING. ORIGINAL LETTER FOLLOMS IN
MONDAY’S BAG TO PS/CHANCELLOR. G

o, BEGINS. DEAR CHANCELLOR AND COLLEAGUE. i MY LETTER OF )
19 JUNE 1981, | PROPOSED THAT THROUGH THE BIS EXCEPTIONAL CREDITS
SHOULD BE ESTABLISHED BY OUR CENTRAL BANKS TO DEAL WITH THE FINANCIAL
PROBLEMS OF POLAND. ‘

THE GOVERNORS OF THE CENTRAL BANKS MET IN BASLE ON 13 JULY.
ALTHOUGH THEY CONSIDERED SUCH AN |NTERVENTION TO EE TECHNICALLY
FEASIBLE, THEY COULD ONLY AGREE TO SUCH ASSISTANCE AT THE
REQUEST AND WITH THE SUPPORT OF THEIR RESPECTIVE GOVERWMMENTS.

IN THESE CIRCUMSTANCES, AND IN ORDER TO IMPLEMENT THIS OPERATION
AS RAPIDLY AS POSSIBLE, | AM WRITING TO YOU AGAIN TO ASK YOU
KINDLY TO GIVE AS SOON AS POSSIBLE WHATEVER ASSURANCES YOU
CONSIDER HECESSARY TO YOUR CENTRAL BANK. ‘




| AM MAKING THIS SUGGESTION TO THE RELEVANT MINISTERS IN THE
COUNTRIES WHO ARE SIGHATORIES OF THE MULTILATERAL AGREEMENT OWN
POLISH DEBT AND TO OUR SPANISH COLLEAGUE. HOWEVER, | AM NOT
WRITING TO THE S%CRETARY OF THE UNITED STATES TREASURY WHO HAS
TOLD ME THAT FOR DOMESTIC LEGAL REASONS IT IS IMPOSSIBLE FOR HIM
TO ASSOCIATE HIMSELF WITH THIS OPERATION.

SINCE YOUR COUNTRY IS ONE OF THOSE TO WHOM POLAND HAS MADE A
REQUEST FOR SHORT-TERM HELP, | AM TAKING THE LIBERTY OF URGING YOU

IN PARTICULAR AND OUR COLLEAGUES IN THE FEDERAL REPUBLIC OF GERMARWY,

IN ITALY AND IN SWITZERLAND TO PLAY A POSITIVE ROLE IN THE RAPID
AND EFFECTIVE MOUNTING OF THIS OPERATION, AS | SHALL“ENDEAVOUR
TO DO AS FAR AS FRANCE |S CONCERNED.

THANK YOU FOR ALL THE PERSONAL ATTENTION WHICH YOU ARE GIVING TO
THIS MATTER AT A PARTICULARLY DELICATE MOMENT /FOR POLAND.

(USUAL COURTESIES).

SIGNED JACQUES DELORS. EMNDS.,

ADVANCE COPIES: BROOMFIELD, MONTGOMERY EESD, FCO
MOUNTFIELD TREASURY

FCO PLEASE PASS SAVINGS TC ALL EXCEPT UKDEL OECD it

ARBUTHNOTT

COMMS NOTE: :
OTTAWA HAVE TAKEN NO ACTION ON THIS TEL WITH S OF S PARTY.

NNNN
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DEFENCE CASH LIMITS REVIEW \C{ l:{')@’ | ' / /
SYz )1

Aide Memoire for the Prime Minister

1. November 1980 Cabinet decision that the 1981-82 Defence
cash limit should be reviewed, taking account of:-

(1) the reduction required to offset the 1980-81 overspend
(75 million pounds);
(ii) the cost of any pay increase beyond the 6 per cent already
provided (this is put at 80-90 million pounds); and
(iii) any change justified by the movement of defence prices in
relation to the 11 per cental already provided for.

2. It was agreed 1in restricted meetings earlier this year that
the last tranche of cuts reqguired by the November 1980 decision on
the volume of defence expenditure should also be settled in the
context of this review. '

3 Urgently necessary to complete the review - before the Recess.

4, Ministry of Defence cash limit managers are expecting increases

on account of (i) and (ii) in para 1 and also an increase of

295 million pounds on account of higher defence prices (which they
attribute to a continuing fall in sterling and to high pay

settlement in the defence industries). They also want exemption (cash
cost 42 million pounds) from the last tranche of volume cuts.

Total addition 427 million pounds.

5. Treasury calculate that defence prices will increase by only

91 per cent, which would imply a reduction of 92 million pounds.
Allowing for higher service (but not civilian) pay, and offsetting last
year's cash limit overspend, this implies a total reduction of

99 million pounds.

/6



CONFIDENTIAL

6. Essential to stick to last year's volume decision, and to
normal cash limit discipline that overspends must be offset.

Defence cash limit must not be infinitely adjustable. Other cash
limited programmes had to find ways of ontaining cash so as to keep
within the limits. Defence should not exaggerate difficulties; last
year's overspend only 75 million pounds as compared with 300 million
pounds threatened earlier.

A If Defence are to take timely action, decisions needed now.
May be necessary to resist pleas by Defence Secretary to wait for
more evidence on prices. Officials preparing joint report on facts,
and issues for Ministerial decision.

19 July 1981
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1. FLAVOUR OF MEETING

Tribute to Mr. Trudeau's chairmanship.

Excellent arrangements made by the Canadians in
Montebello. Very good idea to have all the delegations
and all the meetings in one building away from it all.
This promoted a sense of coherence that was reflected in

the discussions.

This is my third Economic Summit. Over that period
we have increasingly given time in our discussions to the
major political issues of the day, such as Afghanistan
and the Middle East, as well as to the economic problems
facing us. This development reflects reality. Political
issues and economic matters cannot be isolated from each
other and treated separately. They interact at every
level, national and international. This reality was

recognised more at this Summit than at any other.

Result was a workmanlike, balanced discussion com-
prehending all the major problems, economic and political,

that face the Western world.




2. WORLD ECONOMY

At the -last two Summits in Tokyo and Venice our work
Aavinakiny

was qi;ﬁshhégyed4é§ the impact of the second o0il shock on
the world economy. We considered the impact it would have
and how we should react to it. This time we have met in
the trough of the recession which that shock produced, but
have had to look at the whole range of economic questions -
the twin evils of inflation and unemployment, the need to
adapt our economies and attitudes in order to beat
unemployment and monetary disorders producing high interest

rates and volatile exchange rates.

We were agreed on the need to fight inflation as the
precondition for defeating unemployment, and on the need for
low monetary growth, for reduction of public borrowing and
for tight control of government expenditure. We are all
giving effect to these principles in our own policies,

according to our different circumstances.

3. DEVELOPING COUNTRIES

I take away three salient thoughts from our discussions
on relations with developing countries. The first is that
we share many of the problems of the world economy with them:
the need to develop energy resources, to encourage investment,
to maintain creditworthiness, to fight inflation and unemploy-

ment, to expand trade. The second is that we welcome discussion



discussion with developing countries in whatever forﬂs are
useful. The third is the particular needs of the poorer
countries. We agreed to direct the major portion of our aid

to the poorer countries and the UK has i/good record on that.

pakedot

4. MIDDLE EAST

We have been meeting in the shadow of a further outbreak
of fierce fighting in the Middle East; once again the
unfortunate people of the Lebanon are bearing the brunt of a

conflict that is not of their seeking.
W Al ey B 1 ey Yoo cad
%vEﬂ*if—oup~anal¥sés-of he causes may differ, we all
agree on the need for an urgent cease-fire in the Lebanon,
for an end to the loss of innocent civilian life there and,
above all, for a solution to the conflict between Arab and

W
Israeli from which this viglence flows. PFer—the—U¥X-and—fer

WWL(/MM__,
the~Eg;9pean"eemmunif%&é:;azage_a*gggﬁinniaggeffortgte—&se all

our influence for this purpose.
5. EAST/WEST

We also discussed the East West scene, the concern that
all of us feel about the extent of the Soviet military threat
to our interests. I have been i@mgagﬁ;gﬁyy heartened by the
strength of common purpose that I sensed in our discussions.
We all agreed - and agreed with real determination - on the
need to maintain a strong defence capability and to insist

on the reality of military balance.

/ Of course



Of course that goes hand in hand with our readiness
to negotiate arms control agreements that will ensure genuine
security for us all at a lower level of weaponry and

resources.

But we have reasserted with total firmness our resolve
to defend ourselves and to do what we can to help others
who so desire to defend themselves too and to preserve

their own independence and security.
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WIGGINS cc: Mr. Ingham :5

CHANCELLOR OF THE EXCHEQUER :&3{},§],

AMERICAN TV INTERVIEWS

The two requests for the Chancellor to appear on American TV

to talk about the Summit discussions have now grown to three.
They are outlined below.

The American TV companies are operating from a temporary

studio in the Notre Dame Church which is, they say, a mere three

minutes'

stroll from the front gates of Montebello. This very con-

veniently means that the Chancellor will not need to make an early
morning journey into Ottawa as we originally feared.

(i)

The interviews requested are as follows:

ABC Morning News (bid made yesterday and not yet put
to the Chancellor):

ABC would like five minutes, either live or pre-
recorded, first thing on Tuesday morning.

They are featuring the American delegation's news
this morning and hope to interview one or two
other Finance Ministers to give the European view
tomorrow. They want to ask the Chancellor for
his feelings about the economic issues and the
discussion at the Summit. I would expect the
level of American interest rates to feature
fairly strongly.

I have told ABC that the Chancellor is already
committed to appearing live on the rival CBS
Morning News programme. They are hoping to tape
the interview in advance tomorrow morning and
have suggested the ridiculously early time of
6.15 to 6.30 am. If the Chancellor consents

to giving the interview, I would of course

/ negotiate



(ii)

(iii)

negotiate a later time, but I fear that it would
still be before 7.00 am when theprogramme starts
live. In favour of the interview is the fact
that the programme claims an audience of some

6 million, somewhat higher than that of CBS.

CBS Morning News:

The Chancellor has already consented to give this
interview. His presence would be required in the
Notre Dame Church between 7.20 and 7.45 am for a
live 5-10 minute interview with Diane Sawyer, one
of their senior reporters. If the weather is fine
they would like to do the interview out of doors.
CBS are looking for an overall view of the economic
aspects of the Summit so far - what does the
Chancellor think is the most important issue to arise
and what are his views on US interest rates.
(Estimated audience of 33 million).

ABC Nightline:

The Chancellor has agreed to tape an interview with
Ted Koppel on inflation, unemployment and interest
rates., We now need to find a suitable slot in his
timetable. The programme would like it as late as
possible in order to cover the maximum proportion

of the Summit proceedings (they cannot record between
6.00 and 7.30 pm). Is there a possibility that the
Chancellor could tape his interview after 5.00 pm
when the Heads of Delegation make their joint
statement? We will have to find an Ottawa location.
(Estimated audience of 83 million).

The Chancellor may like to know that this morning's news is

saying that it is clear that the key issues to emerge at the Summit

"will be differences between America and the Europeans on East/

West trade and on the level of American interest rates". Tr

easury

Secretary Regan was interviewed on NBC at 7.¢5 am this morning and
was asked about last night's dinner for Finance Ministers.

/ tha

He said

t



that criticism of US interest rates "lasted right through from
+.up to dessert" and admitted that he had felt somewhat beleaguered.

As I am some 60 miles away from Montebello, could you please
reply with your thoughts on:

X, ABC Morning News bid;

|
24 Agreement to CBS News at 7.20 am on Tuesday 21 July;

!
s Suggested time slot for ABC Nightline.

Could you please contact me either by telephone - Chateau
Laurier (232 6411 x 176/178) or via Bernard Ingham, who will be
travelling into Ottawa twice today?

Miss E. Drummond
Press Officer

20 July 1981
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(Revised July 20, 1981)

DECLARATION OF THE OTTAWA SUMMIT (NMJTVW&L)

L We have met at a time of rapid change and great

challenge to world economic progress and peace.

- We are confident in the strength of our bonds on
which we intend to build, and we are conscious that economic
issues reflect and affect the broader political purposes we

share.

3. In a world of interdependence, we reaffirm our
common objectives and joint determination to tackle our

problems in a spirit of shared responsibility, both among
ourselves and with our partners throughout the world, taking

into account the effects on others of policies we pursue.

THE ECONOMY

4, The primary challenge we addressed at this meeting
was the revitalization of the economies of the industrial

democracies.

5 Since the Venice Summit the average rate of
inflation has fallen although in four of our seven countries

inflation remains in double figures. In many



countries unemployment has risen sharply and is still
rising. There is a prospect for moderate growth in the
coming year but at present it promises little early relief
from unemployment. The large balance of payments deficits
originating in the 1979 o0il price increase have so far been
financed without imposing intolerable adjustment burdens but
are likely to persist for some time. Interest rates have
reached record levels in many countries and, if long
sustained at these levels, would threaten productive

investment.

6. The fight to bring down inflation and reduce
unemployment must be our highest priority and these linked
problems must be tackled at the same time. We must continue
to reduce inflation if we are to secure the higher
investment and sustainable growth on which the durable
recovery of employment depends. The balanced use of a range
of policy instruments is required. We must involve our
peoples in a greater appreciation of the need for change:
change in expectations about pay and conditions, change in
management and labour relations and practices, change in the
pattern of industry, change in the direction and scale of

investment, and change in energy use and supply.



. We need urgently to reduce public borrowing; where
our circumstances permit or we are able to make changes
within the limits of our budgets, we will increase support
for productive investment and innovation. We have also to
accept and strengthen the application of market disciplines
in our economies, and we must not let transitional measures
that may be needed to ease change become permanent forms of

protection or subsidy.

8. We see low and stable monetary growth as essential
to reducing inflation. 1Interest rates have to play their
part in achieving this and are likely to remain high where
fears of inflation remain strong. But we are fully aware
that levels and movements of interest rates in one country
can make stabilization policies more difficult in other
countries by influencing their exchange rates and their
economies. For these reasons we should also rely on
containment of budgetary deficits by means of restraint in
government expenditures as necessary. It is also highly
desirable to minimize volatility of interest rates and

exchange rates.

9. In a world of strong capital flows and large
deficits it is in the interests of all that the financial

soundness of the international banking system and the



international financial institutions be fully maintained.
We welcome the recently expanded role of the IMF in
financing balance of payments deficits on terms which

encourage needed adjustment.
10. In shaping our long term economic policies care
should be taken to preserve the environment, the ecology and

the resource base of our planet.

RELATIONS WITH DEVELOPING COUNTRIES

11, We support the stability, growth, independence and
genuine non-alignment of developing countries and reaffirm
our commitment to cooperate with them in a spirit of mutual
interest, respect and benefit, recognizing the reality of

our interdependence.

124 We look to developing countries to play a full
part in the international system commensurate with their
capabilities and responsibilities and to become more fully

integrated in it.

13 We look forward to constructive and substantive
discussions with them, and believe the Cancun Summit offers
an early opportunity to address our common problems in a new

light.
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14. We are willing to participate in efforts to reach

an agreed basis for the launching of Global Negotiations.

1.5 We reaffirm our willingness to explore all avenues
(UsS. of consultation and international cooperation with
text) developing countries in whatever forums may be necessary,
including a process of global negotiations in circumstances

offering the prospect of meaningful progress.

16. We are deeply conscious of the serious economic

problems in many developing countries, and the grim poverty
faced especially by the poorer among them. We remain ready
to support the developing countries in the efforts they make

to promote their own economic and social development.

17. We are committed to maintaining substantial and,
in many cases, growing levels of ODA, and will seek to
increase public understanding of this policy. We will

direct the major portion of our aid to poorer countries.

18, We point out that the strengthening of our own
economies, increasing access to our markets, and removing
impediments to capital flows contribute larger amounts of
needed resources and technology and thereby complement

official aid.
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19, The Soviet Union and its partners, whose
contributions are meagre, should make more development
assistance available, and take a greater share of exports of
developing countries, while respecting their independence

and non-alignment.

20. We will maintain a strong commitment to the
international financial institutions and work to ensure that
they have, and use effectively, the financial resources for

their important responsibilities.

21, We attach high priority to the resolution of the
problems created for the non-oil developing countries by the
damaging effects on them of high cost of energy imports
following the two oil price shocks. We call on the surplus
oil-exporting countries to broaden their valuable efforts to
finance development in non-oil developing countries,
especially in the field of energy. We stand ready to
cooperate with them for this purpose and to explore with
them, in a spirit of partnership, possible mechanisms, such
as those being examined in the World Bank, which would take
due account of the importance of their financial

contributions.



22, We recognize the importance of accelerated food
production in the developing world and of greater world food
security, and the need for developing countries to pursue
sound agricultural and food policies; we will examine ways

to make increased resources available for these purposes.

23. [We recognize the need for many developing
countries to deal with problems of excessive population
growth, in any ways sensitive to human values and dignity;
and to develop human resources, including technical and
managerial capabilities. We will place greater emphasis on

international efforts in these areas.]

TRADE

24, We reaffirm our strong commitment to maintaining
liberal trade policies and to the effective operation of an

open multilateral trading system as embodied in the GATT.

25. We will work together to strengthen this system in
the interest of all trading countries with the structural
adjustments to the world economic environment which this

would involve,



26. We will implement the agreements reached in the
Multilateral Trade Negotiations and invite other countries,
particularly developing countries, to join in these mutually

beneficial trading arrangements.

27. We will continue to resist protectionist
pressures, since we recognize any protectionist measure,
whether in the form of overt or hidden trade restrictions or
in the form of subsidies to prop up declining industries,
not only undermines the viability and dynamism of our
economies but also aggravates inflation and, over time,

unemployment.

2B We welcome the new initiative represented by the
proposal of the Consultative Group of Eighteen that the GATT
Contracting Parties convene a meeting at Ministerial level
during 1982, as well as that of the OECD countries in their

programme of study to examine trade issues.

29. *We will keep under review the role played by our
countries in the smooth functioning of the multilateral

trading system and in ensuring maximum openness of markets.

*This paragraph to be reviewed. Original of text
attached as Annex.
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30. We endorse efforts to reach agreement by the end
of this year on reducing distortions and subsidy elements in

official export credit schemes.

ENERGY

31 . We are confident that, with perseverance, the
energy goals we set at Venice for the decade can be
achieved, enabling us to break the link between economic

growth and o0il consumption through structural change in our

energy economies.

324 Recognizing that our countries are still
vulnerable and energy supply remains a potential constraint
to a revival of economic growth, we will accelerate the
development and use of all our energy sources, both
conventional and new, and continue to promote energy

efficiency and the replacement of o0il by other fuels.

33, To these ends we will continue to rely heavily on
market mechanisms, supplemented as necessary, by government

action.

34. Our capacity to deal with short-term oil market
problems should be improved, particularly through the

holding of adequate levels of stocks.
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35. In most of our countries progress in constructing
new nuclear facilities is disappointingly slow. We intend
in each of our countries to encourage greater public
acceptance of nuclear energy, being convinced that public
concerns about safety, health, nuclear waste management and
non-proliferation can and will be met; we will further our
efforts in the development of advanced technologies and in

spent fuel management.

36. We will take steps to realize the potential for
the economic production, trade and use of coal; do
everything in our power to ensure that its increased use

does not damage the environment.

EAST-WEST ECONOMIC RELATIONS

37. We recognize that there is a complex balance of
political and economic interests in our East-West relations
and conclude that continuing consultations and, where
appropriate, coordination are necessary to ensure that our
economic policies continue to be compatible with our

political and security objectives.



CONCLUSIONS

38. Our conviction has been heightened that the
resources of our democratic, free societies are equal to the
important tasks we face and that our common problems can be

resolved only through close consultation and cooperation.

39, We will move forward together and with all
countries ready to work with us in a spirit of cooperation
and harmony. In order to ensure the greatest possible
degree of concertation of our approaches, we intend between
now and our next meeting to maintain continuing contact with
each other with a view to agreeing how our consultation and

cooperation can be even closer.



A NNEX

ORIGINAL PARAGRAPH 27

We will keep under review the role played by our
countries in the smooth functioning of the multilateral
trading system with particular emphasis on the need to
maximize the openness of markets [, while allowing for the
safeguard measures provided for in the GATT] [At the same
time, disruption by the concentration of exports on specific
markets and in narrow sectors should be avoided through
appropriate international cooperation. Within the framework
of this cooperation and according to internationally
established rules, a timely industrial adjustment should be

sought].
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THE ITALIAN PRIME MINISTER

The Prime Minister had a discussion with the Prime Minister
of Italy, Signor Spadolini, earlier today. Signor Spadolini
was accompanied by Signor Berlinguer.

At the outset of the discussion, the Prime Minister invited
Signor Spadolini to visit the UK at a convenient time. Signor
Spadolini expressed his thanks but did not suggest a date or,
indeed, indicate any intention of proposing a visit in the near
future.

After a brief reference to the discussions yesterday evening
and this morning, which both Heads of Government agreed had been
positive, the Prime Minister asked Signor Spadolini for his
assessment of the effects of President Mitterrand's electoral
victory and of his decision to take Communists into the French
Government. Signor Spadolini said that the fact that there were
Socialist Governments in France and Germany undoubtedly made
Italy easier to govern. It lent strength to the Italian
Socialists. Signor Craxi's policies were on the same lines as
those of Chancellor Schmidt. Signor Spadolini had the full
support of the Socialists on such issues as the stationing of
cruise missiles in Italy.

As regards the entry of Communists into the French Govern-
ment, Signor Spadolini said that in one sense it was a negative
development in that it created a precedent. Much had been done
in recent years to exclude the Communists from Italian Govern-
ments and to strengthen the position of the Socialists. However,
Signor Spadolini had found the justification given to him in
Luxembourg by President Mitterrand for his action persuasive.
He accepted that the long term consequences would be a further
weakening of the position of the Communist Party in France.
President Mitterrand had made it clear that he was prepared to
part company with the Communists if they did not adhere to his
policies. Moreover, President Mitterrand's firm commitment to
the Atlantic Alliance, to the need for a strong Western
European defence capability and, in particular, to the need for

/ a strengthening
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« strengthening of the military posture of the United States, {
created real difficulties for the Italian Communists. So long

as the French Communists remain in President Mitterrand's

Government, they were committed to the policies which he

advocated. The Prime Minister agreed with this analysis and

noted how useful it was to her to be able to contrast the

policies of the Socialists in France with those of the Socialists

in the United Kingdom.

Signor Spadolfhi said that he thought President Mitterrand's
only mistake had been to give the transport portfolio to the
Communists. The Prime Minister agreed. The Minister of Transport
was in an influential and sensitive position. More generally,
she thought it would be difficult for President Mitterrand to
control the flow of information to his Communist Ministers.

Signor Spadolini commented that given the Presidential structure
of the French Government, it might be easier for him than it
would be in, for instance, Italy or the United Kingdom.

In a brief reference to this morning's discussion, Signor
Spadolini said that in his view President Mitterrand's restraint
in commenting on the consequences for Europe of the high interest
rates in the United States showed his gratitude for the restraint
which the US had earlier shown in commenting on his decision to
have Communists in his Government.

The remainder of the discussion between the two Heads of
Government was about the domestic problems of the Italian Govern-
ment and in particular about the economic situation in Italy.
Signor Spadolini said that his Government were struggling against
inflation which was currently running at 21% per annum. The
basic political problem was how to cope with the Communist
controlled trade unions who set an unacceptable political price -
the entry of the Communists into the Government - on their co-
operation. No social pact was possible in Italy, Many of
the trade unions were content to see inflation continued since
it weakened the present structure of Italian society. Signor
Spadolini invited the Prime Minister to reflect on the
difficulties of running a country which, in addition to the
inefficiencies of a large nationalised sector and of universal
indexation, had a work force the majority of whose members took
as their model the Soviet Union.

The Prime Minister asked Signor Spadolini whether he thought
he could implement the cuts in Government expenditure which he
was seeking in order to reduce demand. Signor Spadolini said
"I hope so". But in order to do so he would have to make con-
cessions to the trade unions on price controls. There would have
to be controls on some of the staple items such as bread and pasta.
There were signs that some of the trade unions would be prepared
to join in the fight against inflation provided the real value
of their members' wages was kept intact. In return for price
controls and some reduction in taxation, some trade unions had
agreed to a review of the indexation system, and in particular
the escalator clause in wage contracts.

/ The Prime Minister
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The Prime Minister asked where the cuts in Government
expenditure were likely to fall. Signor Spadolini referred to
health, education, social security, local government expenditure
and "movement of personnel". He was hoping to secure a 4%
fall in the inflation rate, i.e. from 21% to 17%. This would
enable him to cut interest rates which were presently at 26%.

It was vitally important that he should succeed in doing so
because at present small businesses in Italy were choking to
death. This, if it continued, would have a most damaging
effect on the nation's economy.

I am sending a copy of this letter to John Wiggins
(HM Treasury).

A

ﬂm Aco$en

Brian Fall, Esq.,
Foreign and Commonwealth Office.
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MACRO-ECONOMIC POINTS TO MAKE //

) 1 Understand each others problems better. Personal
recognition of these problems and their causes. See more

clearly the realities each of us face.

2 Agreement once again that inflation has to be fought
in order to get down unemployment. Renewed recognition that

the fight against inflation cannot be abandoned.

3. Specific recognition of the need to achieve low growth
of money supply to beat inflation; to control public deficits
and to control strictly public expenditure. Several countries
(Germany, Italy, Ireland) now embarking on programmes which

reflect this.

4. Recognition also of need to be ready to change. To adapt,
to adjust expectations, especially on pay, to be more com-

petitive. Recognition of importance of market disciplines.

5. Unemployment position serious and tragic. Full recognised.
But has to be tackled through and at the same time as fight
against inflation and achievement of improvements in the

flexibility and competitiveness of our economies.

6. Still all struggling with aftermath of major oil price
increases. Still need to adapt industries and our expectations

to cope with this.

/ 7. Have made
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W% Have made progress in UK. Inflation down. Pay increases
down. Productivity up inspite of recession. Interest rates

lower than in some other European countries.

B However US interest rates affecting us like others through
exchange rate and pressure on our interest rates. Fully
support US objectives but hope their policies will enable

interest rates to fall.

21 July 1981
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PRESS CONFERENCE

Mechanics

Your usual end of Summit press conference is to be held in
the UK room at the Chateau Laurier (Salon Palladian) at 5.55 pm.
We are trying to restrict it to the British, Canadian and a few
US correspondents, though it is not possible to be absolutely

certain of confining it to those nationalities.

It now appears that there is no shortage of time and that
you will therefore be able to give separate radio and TV inter-
views to BBC, ITN, IRN and COI (five in all). Nonetheless,
given the tendency for people to change their minds in Canada,

I have agreed to their filming and recording the press conference.

At the end of the press conference (which I suggest you end
after 25 minutes); we shall proceed to our press room on the
first floor - one floor above the press conference room - for

the short radio and TV news interviews.

I cannot I fear recommend you to give Canadian TV inter-

views; five is enough for anyone after a press conference.

/ Substance



Substance

As I see it you have four presentational problems:

To persuade the British public that the Summit rose to
the occasion of the highly dangerous events in the

Middle East (see Nick Fenn's brief Annex A);

To justify your cautious optimism expressed during the
macro-economic discussion against the background of

today's unemployment figures and economic forecasts;

To clarify your role on US interest rates and Japanese
trade, given that others in Europe appear to have been

less moderate than you on both accounts; and

To explain what some feel, perhaps because of the
isolation in Montebello, has been your relatively low-
key operation at this Summit; (one of the elements
contributing to this feeling is the limited number of

bilaterals you have held).

Background

By way of background on the last three points above:

Cautious optimism: I qualified that optimism in

my briefing yesterday by the need for continuing

oil price stability and the pursuit of sound

/ economic



economic policies; there may be some who will argue
that you have implicitly admitted the West is at the

mercy of the Arabs.

Your role re interest rates and Japanese trade: as

I mentioned this morning there is some evidence that
your colleagues have been briefing more toughly than

they spoke.

Your low profile: I do not take this too seriously,

but some may be trying to suggest that you have kept
your head down because you have been shaken by the

riots.

Other points

Other points which could come up are:

Northern Ireland: did you raise it with President

Reagan and what did he say/is he going to do?

North/South: did you really make any progress here?

(I said at yesterday's final briefing that you felt
that North/South, taken together with the macro-
economic discussion, had constituted a very useful
and workmanlike day.) They may be particularly
interested in your idea of a code of practice for
private investment.

/ = Namibia



Namibia: (See Annex A).

East-West Relations: the extent to which you are

at one on the need to negotiate from strength

(see Annex A).
COCOM: Mr. Haig's views on high/low technology;
it is clear to me that the USA is much freer in

its briefing on such East-West trade issues than us.

Patriation: Any significance that you did not

reinstate your bilateral with Trudeau?

Your frustrated interviews with Canadian TV:

Here I have said you always like to give an interview (s)
to the local media and that in normal circumstances you
would only do this at the end of the Summit. But the time
constraints were such that you could only offer yesterday
and these had to be cancelled when it was agreed that no
Head of State or Government should give interviews until

the end.

What do you think of the Summit (and Reagan/Trudeau

contributions)?

21 July 1981
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ANNEX A

PRIME MINISTER'S PRESS CONFERENCE qq‘

POLITICAL QUESTIONS

Middle East

[ A keynote of the Summit was our shared concern and anxiety

at the deepening crisis in the Middle East. Deplore violence from
whatever quarter. Particularly dismayed at the extent of Israeli

bombing in Lebanon and the heavy loss of life there.

2. Conclusions drawn by the Summit:
(a) support efforts to achieve ceasefire (Habib);

(b) call for restraint (in tune with thrust of statement
as a whole: '"restraint and responsibility");

(c) intensify search for just and peaceful settlement to
Arab-Israel dispute. Welcome sense of urgency on
American side (forthcoming visits to Washington of Sadat
and Begin). The Ten will play their part. Determined to
carry forward under British Presidency the work begun at
Venice.

B Comments on FI 6s? Respect/endorse the US view that shipment in
present circumstances would be "inappropriate". Final decision for

the Americans. Not for us to make a judgement.

East/West Relations

4. Full consensus on need for strong defence capability, political
restraint and willingness for dialogue when Soviet conduct makes this
possible. Negotiate from strength, e.g. TNF this autumn.

Particularly encouraged by common mind among the seven on firm posture
towards Soviet Union.

/Afghanistan
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Afghanistan i ”

5. Welcome support of Summit for constructive proposals of

European Council. Proposal for two-stage conference remains on
the table. Soviet coolness unsurprising: but neither the problem
nor the proposals will go away. Gathering international support.

Terrorism

6. Welcome declaration. British delegation active to ensure
not only utter condemnation of terrorism in all its forms but also
effective implementation of Bonn Declaration on Highjacking.

Namibia

7. Not discussed at the Summit. Separate meeting of the Five
Foreign Ministers (Canada, France, Germany, Britain, US).

The Americans have made useful progress in their discussions with
South Africa, but not yet enough. Determined to press on to achieve
peaceful independence for Namibia which would command international
approval in accordance with Security Council Resolution 435.
Statement will be issued tomorrow.



_ b\ PRIME MINISTER ??

ﬁ
Q_\\Gr\s? Iy

YOUR VIEW OF SUMMIT

Because Fleet Street is five hours ahead the Press

are obviously extremely hard pressed today to round up

the Summit.

They would greatly appreciate a quote from you which
they could incorporate in their stories, embargoed until

5 p.m. Canadian time (10 p.m. London)? Content with the

following:

"This has been a very valuable Summit though it
has unhappily been overshadowed by the deepening

crisis in the Middle East.

I strongly reiterate our call for the utmost

restraint in that area.

Our overall discussions and particularly on East-
West relations, the world economy and North/South
issues were conducted in an excellent and
constructive atmosphere. All of us, I am sure,
know each others minds much better on a very wide

range of issues.

And I am impressed and encouraged by our general

resolve to negotiate on armaments from a position

(; of strength."
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OITAWA SUMTIT: OBJECTIVES FOR THE WORLD ECONOIMY DISCUSSIOWN

The Prime Minister may wish tTo make some of the following points
in order to secure the right balance in the discussion and to get
them reflected in the Communique and associated media reports:-

1. to sustain the line that there cannot be sustained progress
on unemployment ifinflation is allowed to rise; aund to avoid a
situation in which what is said publicly after the:Summit on the
fight against inflation is relegated below the fight against
unemployment;

2. to make the point that unemployment requires structural remedies
and moderate pay settlements, not reflation;

3. to say that in a world of recession it is particularly

important that trading partners avoid export drives concentrated
on narrow sectors, which create strong political pressures for
protection;

4, to make the point about the impact of US interest rates on

Europe in a moderate way, supporting the US objective but urging
policies which take the strain off high and volatile interest rates;
but to avoid a hostile outcome;



£. to say that we sll want the non-0il IDC's to come through this
period with least damage but that in their own interests they need
to retain the confidence of markets in their policies or obtain
IMF support with an appropriate programme;

6. to say that it is helpful if the Summits convey a sense of
continuity in the leaderghip they give, and give some clear guidance
on broad economic matters. On that ground the paragraphs for the
Communiqgue already agreed seem preferable;

7. to correct any impression that UK economic policy is a

"failed experiment in monetarism" by emphasing the success in
reducing inflation; moderation in pay settlements and accpetance

of improved productivity; and the history of inflationary conditions
and structural problems.
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OTTAWA SUMITIT

Some Paragraphs for the Prime Minister's intervention in
the Economic Discussion

1. At the first Economic Summit which I attended in Tokyo 2 years
ago we were faced with the second major round of oil price increases.
We are now meeting at a time when the effect of those increases on
inflation and on output has reached or just passed its peak but when
unemployment is still rising.

2. Europe in particular Has suffered and is suffering very badly
from unemployment in this second oil price recession. Over many
years in my country the level of unemployment has risen from one
recession to the next, and I believe this has happened in many
developed countries. The effect of structural factors has mounted

in our economies and caused increasing damage to employment. Many of
these factors have also added to inflation. A development of this
kind over a long period takes time to reverse. Many of our economies
have become less flexible and adaptable in the face of change.

These are stubborn obstacles to reducing unemployment, but we must
tackle them if we are to achieve lasting success.

3. NMeanwhile we face tragic problems of youth unemployment and

some of our social problems are made worse by recession. Some of us
know the special problems of getting people to live harmoniously
together where there are differences of race, colour or religion.
Those problems have often been just as acute in times of prosperity
ag in times of recession. Occasionally, affluence seems even to
produce more of them. And sometimes we fa%? violence which is
nothing to do with race, colour.q?’religign.‘_ nemployment may
contribute to some of these problems but what is certain is that these
situations of violence and hostility are themselves an obstacle to
employment. They are part of our structural problems.

4, These Summits began in the shadow of the first oil price increase.
I think it is worth considering for a moment how well the world and
its economic leaders have coped with the second oil price increase

/l
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compared with the first. The IMF said recently that we had managed
things better this time. Total output in the developed countries fell
in 1975, but not in 1980 or indeed probably in 1981. Bad as it has
been, experience on output and on inflation have both been better

this time round. The fight against inflation has been pursued with
more determination. It is unemployment, not output, that has been
worse and that goes back to the cumulative structural problems I

have mentioned.

5. Within this better story we have had different experiences.

My own country has passed through higher inﬁlation, lost more output,
and suffered a bigger rise in unemployment than most because when the
o0il price increase came we had a worse history than most of pay
inflation, more productivity problems and greater structural rigidities.
But we have brought down inflation dramatically. We have achieved
important productivity improvements, and brought down sharply the

rate of pay settlements. I believe we can hold and reinforce these
gains.

6. We support the efforts of the United States which are also
directed at reducing a stubborn inflation and improvig% productivity.
I believe they are right to give priority to control/monetary growth
and reduction of public expenditure. We hope that in the interests -
of their partners they will do all they can to reduce the extent to
which they have to rely on interest rates to achieve their objectives.
We believe they understand why that is important to Europe in
particular and we think it is in their own interests also. In the
UK we have managed by a strict budgetary policy to give our industry
for some months interest rates lower than in the United States and
other countries.

7. There is another important area in which those of us in the eye

of the recession in Europe seek the clear understanding of our friends
and trading partners. At a time of such acute recession export
efforts to our countries beamed on rather narrow sectors can be:
disruptive and expose us to great political pressures for protection.
We need to avoid these risks through amicable international

co-operation. I agree too that we need to avoid
2




N

wasteful and damaging competition in export credit.

8. What is striking is that our Western market system and the
international financial markets have again survived the shock and
served us well. Funds have been successfully recycled to the ILDC's
and the developed countries in deficit. The most striking financial
problem has been in Fastern Europe. Perhaps the international
market system is more flexible and responsive even than some parts
of our domestic economies. There is no ground here for complacency,
but some ground for satisfaction.

9. My conclusion is that there are important grounds for hope in the
world economy alongside much reason for concern and perplexity. |
We are past the worst of the recession. The world is rather less
dependent on imported oil than it was. Unemployment will begin to
fall if we are spared further shocks to the international system and
allowed to work steadily for the further reduction of inflation and
improvement of the structure of our economies.
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DECLARATION OF THE OTTAWA SUMMIT

1. We have met at a time of rapid change and great
challenge to world economic progress and peace. Our meeting
has served to reinforce the strength of our common bonds.

We are conscious that economic issues reflect and affect the
broader political purposes we share. In a world of
interdependence, we reaffirm our common objectives and our
r;cognition of the need to take into account the effects on
others of policies we pursue. We are confident in our joint
determination and ability to tackle our problems in a spirit
of shared responsibility, both among ourselves and with our

partners throughout the world.

THE ECONOMY

2 The primary challenge we addressed at this meeting
was the need to revitalize the economies of the industrial
democracies, to meet the needs of our own people and
strengthen world prosperity.

3. Since the Venice Summit the average rate of
inflation in our countries has fallen, although in four of

them inflation remains in double figures.
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In many countries unemployment has risen sharply and is
still rising. There is a prospect of moderate economic
growth in the coming year but at present it promises little
early relief from unemployment. The large payments deficits
originating in the 1979-80 o0il price increase have so far
been financed without imposing intolerable adjustment
burdens but are likely to persist for some time. Interest
rates have reached record levels in many countries and, if
long sustained at these levels, would threaten productive

investment.

4, The fight to bring down inflation and reduce
unemployment must be our highest priority and these linked

problems must be tackled at the same time. We must continue
oo

to reduce inflation if we are to secure the higher
e =

investment and sustainable growth on which the durable
-_——

—

recovery of employment depends. The balanced use of a range
— ¥
of policy instruments is required. We must involve our

peoples in a greater appreciation of the need for change:
change in expectations about growth and earnings, change in
management and labour relations and practices, change in the
pattern of industry, change in the direction and scale of

investment, and change in energy use and supply.
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5. We need in most countries urgently to reduce
public borrowing; where our circumstances permit or we are
able to make changes within the limits of our budgets, we
will increase support for productive investment and
innovation. We must also accept the role of the market in
our economies. We must not let transitional measures that
may be needed to ease change become permanent forms of

protection or subsidy.

6. We see low and stable monetary growth as essential
to reducing inflation. Interest rates have to play their
part in achieving this and are likely to remain high where
fears of inflation remain strong. But we are fully aware
that levels and movements of interest rates in one country
can make stabilization policies more difficult in other
countries by influencing their exchange rates and their
economies. For these reasons, most of us need also to rely
on containment of budgetary deficits, by means of restraint
in government expenditures as necessary. It is also highly
desirable to minimize volatility of interest rates and
exchange rates; greater stability in foreign exchange and
financial markets is important for the sound development of

the world economy.
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Te In a world of strong capital flows and large
deficits it is in the interests of all that the financial
soundness of the international banking system and the
international financial institutions be fully maintained.
We welcome the recently expanded role of the IMF in
financing payments deficits on terms which encourage needed

adjustment.
8. In shaping our long term economic policies, care
should be taken to preserve the environment and the resource

base of our planet.

RELATIONS WITH DEVELOPING COUNTRIES

9. We support the stability, independence and genuine
non-alignment of developing countries and reaffirm our
commitment to cooperate with them in a spirit of mutual
interest, respect and benefit, recognizing the reality of

our interdependence.

10. It is in our interest as well as in theirs that
the developing countries should grow and flourish and play
a full part in the international economic system
commensurate with their capabilities and responsibilities

and become more closely integrated in it.

11. We look forward to constructive and substantive
discussions with them, and believe the Cancun Summit offers

an early opportunity to address our common problems anew.
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12. We reaffirm our willingness to explore all avenues
of consultation and cooperation with developing countries in
whatever forums may be appropriate. We are ready to
participate in preparations for a mutually acceptable
process of global negotiations in circumstances offering the

prospect of meaningful progress.

13 While growth has been strong in most middle income
developing countries, we are deeply conscious of the serious
economic problems in many developing countries, and the grim
poverty faced especially by the poorer among them. We
remain ready to support the developing countries in the
efforts they make to promote their economic and social
development within the framework of their own social values

and traditions. These efforts are vital to their success.

14, We are committed to maintaining substantial and,
in many cases, growing levels of Official Development
Assistance and will seek to increase public understanding of
its importance. We will direct the major portion of our aid
to poorer countries, and will participate actively in the

United Nations Conference on the Least Developed Countries.

15. We point out that the strengthening of our own
economies, increasing access to our markets, and removing
impediments to capital flows contribute larger amounts of

needed resources and technology and thereby complement



official aid. The flow of private capital will be
further encouraged in so far as the developing countries
themselves provide assurances for the protection and

security of investments.

16. The Soviet Union and its partners, whose
contributions are meagre, should make more development
assistance available, and take a greater share of exports of
developing countries, while respecting their independence

and non-alignment.

174 We will maintain a strong commitment to the
international financial institutions and work to ensure that
they have, and use effectively, the financial resources for

their important responsibilities.

18. We attach high priority to the resolution of the
problems created for the non-oil developing countries by the
damaging effects on them of high cost of energy imports
following the two 0il price shocks. We call on the surplus
oil=exporting countries to broaden their valuable efforts to
finance development in non-oil developing countries,
especially in the field of energy. We stand ready to
cooperate with them for this purpose and to explore with

them, in a spirit of partnership, possible mechanisms, such
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as those being examined in the World Bank, which would take
due account of the importance of their financial

contributions.

19. We recognize the importance of accelerated food
production in the developing world and of greater world food
security, and the need for developing countries to pursue
sound agricultural and food policies; we will examine ways
to make increased resources available for these purposes.

We note that the Italian Government has in mind to discuss
within the European Community proposals to be put forward in
close cooperation with the specialized U.N. institutions
located in Rome for special action in this field primarily

directed to the poorest countries.

20. We are deeply concerned about the implications of
world population growth. Many developing countries are
taking action to deal with that broblem, in ways sensitive
to human values and dignity; and to develop human resources,
including technical and managerial capabilities. We
recognize the importance of these issues and will place
greater emphasis on international efforts in these areas.
TRADE

2l We reaffirm our strong commitment to maintaining
liberal trade policies and to the effective operation of an

open multilateral trading system as embodied in the GATT.
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22, We will work together to strengthen this system in
the interest of all trading countries, recognizing that this
will involve structural adaptation to changes in the world
economy.

23, We will implement the agreements reached in the
Multilateral Trade Negotiations and invite other countries,
particularly developing countries, to join in these mutually

beneficial trading arrangements.

24. We will continue to resist protectionist
pressures, since we recognize that any protectionist
measure, whether in the form of overt or hidden trade
restrictions or in the form of subsidies to prop up
declining industries, not only undermines the dynamism of
our economies but also, over time, aggravates inflation and

unemployment.

25. We welcome the new initiative represented by the
proposal of the Consultative Group of Eighteen that the GATT
Contracting Parties convene a meeting at Ministerial level
during 1982, as well as that of the OECD countries in their

programme of study to examine trade issues.

26. We will keep under close review the role played by
our countries in the smooth functioning of the multilateral

trading system with a view to ensuring maximum openness of

————

our markets in a spirit of reciprocity, while allowing for

—

T ——
the safeguard measures provided for in the GATT.

-
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27, We endorse efforts to reach agreement by the end
of this year on reducing subsidy elements in official export

credit schemes,

ENERGY

28. We are confident that, with perseverance, the
energy goals we set at Venice for the decade can be
achieved, enabling us to break the link between economic
gfowth and oil consumption through structural change in our

energy economies.

29. Recognizing that our countries are still
vulnerable and energy supply remains a potential constraint
to a revival of economic growth, we will accelerate the
development and use of all our energy sources, both
conventional and new, and continue to promote energy

savings and the replacement of oil by other fuels.

30. To these ends we will continue to rely heavily on
market mechanisms, supplemented as necessary by government

action.

al. Our capacity to deal with short-term oil market
problems should be improved, particularly through the

holding of adequate levels of stocks.
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32. In most of our countries progress in constructing
new nuclear facilities is slow. We intend in each of our
countries to encourage greater public acceptance of nuclear
energy, and respond to public concerns about safety, health,
nuclear waste management and non-proliferation, We will
further our efforts in the development of advanced

technologies, particularly in spent fuel management.

33, We will take steps to realize the potential for
the economic production, trade and use of coal and will do
everything in our power to ensure that its increased use

does not damage the environment.

34. We also intend to see to it that we develop to the
fullest possible extent sources of renewable energy such as
solar, geothermal and biomass energy. We will work for
practical achievements at the fourthcoming United Nations

Conference on New and Renewable Sources of Energy.

35. We look forward to improved understanding and
cooperation with the o0il exporting countries in the

interests of the world economy.
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EAST-WEST ECONOMIC RELATIONS

36. We also reviewed the significance of East-West
economic relations for our political and security

interests. We recognized that there is a complex balance of
political and economic interests and risks in these
relations. We concluded that consultations and, where
appropriate, coordination are necessary to ensure that, in
the field of East-West relations, our economic policies
continue to be compatible with our political and security

objectives.
37 We will undertake to consult to improve the
present system of controls on trade in strategic goods and

related technology with the U.S.S.R.

CONCLUSION

38. We are convinced that our democratic, free
societies are equal to the challenges we face. We will move
forward together and with all countries ready to work with
us in a spirit of cooperation and harmony. We have agreed
to meet again next year and have accepted the invitation of
the President of the French Republic to hold this meeting in
France. We intend to maintain close and continuing

consultation and cooperation with each other.
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