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ECONOMIC SUMMIT, WTLLTAMSBURG

1. At the rneeting of Permanent RepresentatÍves held in March,
si.r R Armstrong reported that the Presídent had Ìt Ìn mind
himself to attend a shor.t church service in 'tfilliamsburgrs
Epi.seopal church before the plenary session on sunday zg May.
Any other Head of state'or Government or MÍnister who wouldlike to attend will be welcome, but the serviee wirr not be a
Summit event. fnvitations will not be issued, but the Ame,ricans
would like to know in advance who wílI be attending.

2. r.n reply Mr coles minuted that the prime Minister proposesto attend this ehurch service.

3. I should be grateful to know whether the Secretary o.f State
and chancellor of the Exchequer (to whose private Secretary r
am copying this minute) woutd arso wish to attend the church
service.

lfaghorn (Miss )
rseas Conferences and Visits Section
tocol and Conferénce Department
No 273 3633 Room Sc/95

OLD ADMTRALTY BUILDING

28 April 1983

cc PS/Chancellor of ,the Exchequer
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FROI,i: J.G.LfTTi IR
DATtr: I I'IAY,1913
cc. Chidf Secretary

Financial SecretarY
Economj-c Secretary
Mr. Middleton
Mr. T. Burns
Iutr. Unwln
Mr. Carey
lvlr. Lavelle

I,jASHINGTON MEETINGS

f attach a draft minute which the Chancellor might like to consider
sending to the kime lvlinister, reporting on the meetings l-ast week,

and pulling out some points for Williamsburgh very briefly.

?.. I have spoken to the Private Secretary to lvlr. Rees at the

Departnent of Trade about the Brport Administration Act. Apparently
lvlr. Rees had a brief talk about this with Ambassador Brock at
Leeds Ca-qtle over the weekend.. The Departnent of Trade will l-et
us have a note before the weekend on the state of play and points
which might useful}y be made 1n Paris.
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PRII{E MINI -qTER
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cc Foreign Secret'ary
Secretary of State for
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in v"ashington/r,r'*+å+h were on the whole successful_
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Development Committee

attach a copy of the Communique.

nitteeW
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mcderate tone of recent statements from meetings of
developing countries i-n l.Jew Del_hi and Buenos Ai-res. r
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developing countrle.s going well ond the tone of discu-ssion
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the outset and, with he from other Finance Ministers and
the fMF Managing ctor, succeeded in getting a balanced
result whi_ e1pful1y supports the strategy of ind.ustrial
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a no mcre than mociest rof e for intervention, bui recognise,s
the importanee of trying to achi-eve greater 

"*.h".rgu rate
stabiiity¿ through better-matched policies, and contains
the statement: t'rn the formur-ation of our domestic
economi-c and financial policies, our countries should have
regard to the .behavi
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our of our exchange rates,
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The mainfusinessr for rr,hich the IMF

Managing Director lvas pre-sent, was frsurveill,ancerf of
progress in our several economies. #or d.id.
an excellent job of analysis and criticism, and. attention
quickly focussed on the united states position: very high
real interest rates (unless one assumes an early move back to
much higher inflati on), closely associateAln the view ofår¿*'

the high gexchange rate against the
yen and deutschemark, which
US international trade perfo
protectionism, the whole der
sector deficit inpos ing too heavy a burden on interest
rates to naintain discipline over monetary growth.
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5 the United
States h¡ere unanimous. .A,lthough f to ch of the burden
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1 " The us took the opportunity in the G.5 meetings to
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zursued further at the 0ECD Ministerial meeting in paris
next week.
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striving for future ex rate stability anci of
taking account of exchange rates as an
indicator of ec ts of domestic policies,
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MR LAí1""f;,/s cc: Mr Carey
fl. Bq¡*S.

LAST WEEKIS WASHINGTON MEETTNGS

The Chancellor last night made some changes to the draft
minute to the Prime Minister which Mr Litt,l-er submitted.
He is anxious t,o send a final version to the Prime Minister
before they meet tonight. I should accordingly be most
gratefuljf ,t" Mr Littler's absence , fr. you could cast an eye

over the att,ached copy, and alert me quickly to any howlers.
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3.ó5 CONFIDENTIAL

Treasury Chambers, Parliament Street, SW1P 3AG
or- 233 3000

PRIME MINISTER

MEETINGS IN WASHINGTON

The discussions I attended in l{ashington last week were on the whole successful,

and produced some pointers for \üilliamsburg.

Development Committee

Z. The joint IMF/IBRD Development Committee meeting, primarily on

North/South and Aid issues, was fairly low key, reflecting the tone of recent

statements from meetings of developing countries in New Delhi and Buenos

Aires. Developing countries have not moderated their demands, but they do

seem to be a{.vancing them less stridently than in the past.

3. The key issue was, of course, whether the US will honour its financial

commitment to IDA. This depends on Congress, and the meeting recognised that
the Administration (Shultz and Regan) have now started to pitch in on the HiIl.
But delivering the IDA VI appropriation may require pressure from the President,

and it might well be right to raise this with him at Williamsburg.

G.7 Meetins

4. Finance Ministers and Central Ba¡k Governors of Summit countries plus

the Commission met to approve publication of the "Jurgensen Report" on

exchange rate intervention, and contrived to avoid a Franco-American row. The

agreed covering statement is constructive and should, I think, be welcomed at

Williamsburg. It accepts that intervention can have a legitimate, though modest,

role, but recognises the importance of trying to achieve greater exchange rate
stability through better-matched policies, a¡rd contains the statement: "In the

formulation of ou¡ domestic economic and financial policies, our countries shouid

have regard to the behaviour of our exchange rates, as one possible indication of
need for policy adjustment,"
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5. This goes further than the America¡rs have previously, and it is valuable to

have their acceptance of it. But what is needed now, if this step towards

agreement is to have the desired effect on business confidence around the world,

is stronger evidence that they accept some of its implicatio"". tr, i¡"dìr4*"ing
th his subse t

X
gave

readine o

ó. The main G.5 business, for which the IMF Managing Director was present,

was "surveillance" of progress in our several economies. Larosiere did an

excellent job of analysis and criticism, and attention quickly focussed on the

United States position: very high real interest rates (unless one assumes an early

move back to much higher inflation)r closely associated - in the view of all but

the Americans - with the high $ exchange rate against the yen ar¡d

deutschemark, which is one cause of poor US international trade performance

and resulting pressures for protectionism, the whole deriving from an excessive

public sector deficit imposing too heavy a burd.en on interest rates to maintain

discipline over monetary growth. One other disturbing consequence of the high

deficit is the fact that the US - the richest country in the world - is now a

. sx{3it :ie"*. of his

ficanf

G.5 Meeting

X substantial importer of capital.

in.et¡rcr''r:annffi.JJ

7. The US reaction was unimpressive. Don Regan tried to deny the causal

relationship between high interest rates, a strong dollar and high deficits. He did

acknowledge that the deficit must be reduced: but he spoke without conviction

about how this might be done, and was inclined to blame Congress.

8. I am convinced that it would be valuable if you would tackle the President

about the deficit - on the lines of your previous talks with Shultz and Volcker.

The right time to d.o it would be in Washington on Z? May, rather than more

publicly at Williamsburg. As Feldstein suggested to me the other day, the key

may be to point out to the President the gains - economic and political - wbich

have accrued to us from our demoastration, in the 1981 Budget, of our

commitment to reduced borrowing. We might have a word about this.
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Trade

9. The US took the opportunity in the G.5 meetings to urge again the

importance of resisting and reducing protectionism. This will be discussed

further at the OECD Ministerial meeting in Paris next week.

10. I also took the opportunity of pointing out to Don Regan the damage which

could be done to reiations in the Western Alliance by the measures proposed in

the draft Export Administration Act. Subsequently, in the G.5 meeting, Regan

mentioned this legislation, said that there was some possibility of fairly rapid

passage through Congress, and suggested that countries which disliked it should

"speak loudly in the Paris meetings next week.n I am sure that we should take

the hint.

Williamsburg

11. The key pointers for Williamsburg perhaps are:-

general agreement that the recovery is in train. This is tempered

with caution, and insistence that the objective must remain

sustainable, and therefore non-inflationary, growth, not "concerted

reflation."

tl. on debt, agreement that, while we can take credit for speedy and

effective action already taken, there remains a neèd for continuous

monitoring, on a case-by-case basis, with financial help available

conditional on appropriate adjustment policies. (lncidentally, US

representatives hoped that the GAB a¡¡d IMF Quota increases might

be approved by Congress just before Williamsburg.);

iii. agreemeni that the slightiy more moderate tone of recent ldc

meetings (contrasting with earlier years) deserves a sympathetic

response, eg. at UNCTAD; that IDA and IBRÐ must not be starved of
resources; but also that the best way to help the developing countries

is for industrial countries to promote sound and sustainable recovery;
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widespread concern that high interest rates could weaken or abort
recoveryr while a strong dollar feeds protectionist tendencies. The
prospect of future us public sector deficits equalling or exceeding

total us private sector savings is one that causes universal concern,

but has as yet produced no convincing counter-action from the
Administration. It would be wrong to envisage public criticism of the
President at \[iliiamsburg - as the French may -but equally wrong to
imagine that the subject of the deficit will not be discussed there.
The best way of helping to defuse the issue might, as I say, be for you

to take it up with him in advance.

LZ, I am copying this minute to the Foreign Secretary, the Secretary of State
for Trade and Sir Robert Armstrong

(c.H.)

4 May 1983

1V
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FROM:
DATE:

J O KERR
3 May 1983

MR LAVELLE cc: Mr Carey

n. Bq¡*S.

LAST WEEK I S VüASHTNGTON MEETTNGS

The Chancellor last night made some changes t,o the draft
minute t,o the Prime Minister which Mr Littler submitted..
He is anxious to send a fínal versi-on to the Prime Minister
before they meet tonight. I should accordingly be most

grateful¡frit t'ot Littler's absence , fr. you could cast an eye

over the attached copy, and alert me quickly to any howlers.

J O KERR

CONFIDENTIAL
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DATE z 7-¡ I{tA'{ ,19Í:'3,

cc. Chief SecretarY
Financial SecretarY
Economic SecretarY
Mr. Middleton
Mr. T. Burns
Itr. Unwin
Mr. CareY
Mr. Lavelle

I,¡ASHTNCTON }ßETÏNGS

I attach a draft minute which the Chancell-or might like to consider

sending to the hime lvlinister, reporting on the meetings last week,

and pulling out some points for Williansburgh very briefly.

2. I have spoken to the Private Secretary to ltir. Rees at the

Department of lrade about the Þçort Administration Act. Apparently
Mr. Rees had a brief talk about this with Anbassador Brock at
Leed.s Castl-e over the weekend. . The Departnent of Trade w111 let
us have a note before the weekend on the state of play and points
which might usefully be made in Paris.

.l.-fa G. LITTLER)
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FROM:
DATE:

C J CAREY
1 May I9BV

*ñ cc; Mr littler
Mr Ï¡avelle
Hr Bottrill
Mr SeastalL
Mr HaIl
IIr Atkinson
Hiss Cr¡¡d
Mr lJicks (llashíngton)

IEEDS CAST],E CONFEREI,ICE 0N UNCTAD VI

You may like to glance at the attached jottings about last
weekendrs proceedíngs. [wo general iupressíons are worth recording
about the debates. One was the persistent critj.cisn from
develoSn8 as well as developed countr¡r sarrces of the US deficit
(conbined in one or two cases with pressure for tfloconotiverf

action by Western econonies, though pressure for this was fairly
nuted). [he other was the virtual unåninÍty with which a]-1

speakers d.eplored protectionisu and called for a reversal of
the recent rísing tide of protectionisn. 0f course there is
a world of difference betweenpLous statements on this theme and
practical moves to reduce trade barriers. Du¡ke1 reninded the
neeting of this fairly brutally, and Streeb said privately that
he was surprísed and disappointed that Brock had been allowed to
get avüay with his pronise of a firm US statenent on protectionÍsn
without being asked to specífy what the statement would actually
ssy. The OD (8) neeting wbich the Chancellor has proposed to
his colleagues nay give IIK Minísters an opportunity to define
theb own posÍtion with a bÍt more clarity.

2. Participants fell over theuselves in praising the lIK government
for organising the conference and saying what a suceess it had been.
ft isnrt altogether clear why. On the few specific issues about
wbich there was any serious discussion, there was no sign of any
conpromise. Understanding of each others position has perhaps been

improved on both sides. The conference probably nade a nodest
contribution to lowering expectations, especially among the LDCs.

Mr Rees uanaged to Chair the neeting (rather well, I thougt{)without
disclosing anything of the IlKrs national position!

(c cAREY)
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UNCIAD VI

Selective Notes from f,eeds Castle Conference lst and 2nd Ma:r 198ã

First Session (ilContext. Concerns ProsDectgfl int r^orlrle-crl hr¡ Mr R¡:ca)

Corea set tb.e thene of recovery and developnent, and said on present
prospects Western economy recovery would not be enough by ltself
to regenerate the LÐC developnent process. Hence the IINCTAD

proposals on trade, conmodities and noney,/finance, and the enpbasis
on early action in the financÍal field. Focus must be on the
poorest countrås. In the trade field, tbe requirements for
developnent in L¡DCs and recovery of l,iestern econonies were the
same; we had to go beyond standstill and. ro11 back. llhe clinate
was nolr more propitíous than it had been at the GATT MinÍetería1,
which had taken place in the trough of recession. Belgrade wou1d.

be the natr.¡ral culmination to the neetings in OECD and lJilliansburg
and should set some guideJ.ines for the whole of the decade.

2. Stressing that he was speaking personallyt Iraubsdorff said
hopes raised by tbe Manila UNCTAD had been disappointed because
developing countries had supposed that itsconclusions could be

ínposed by IIN-styIe najority voting. Some developing countries
who had pressed for the Common Sund in Manila' still had not
ratÍfied. tlith hindsight, it was doubtful if the Manila
conclusions about conuodities or energy had been belpful.
He had missed any reference in Coreafs opening statement to :
debt rescheduling. {lhe answer to Mr Reee I guestion ttls recovery
really underway?fr was probably Xear but we uust not be nisled
. 'ÍOin¿luupposing that a nodest cyclical upswing would solve all our
probLens. , Unemplo¡ment was not going down. There was a long
period of structural readjustnent ahead. lowering of credit
barriers was just ae inportant for T¿DCs as for d.eveloped cou¡tries
(not least for the benefit of other LDCg).

.5..,*Ë-qag'1Ad.es4 
made a plea for a political decision to inplenent

inuediate measures for the benefit of Least developed cor¡ntries.

1
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US (Brock) said tbere werestill grounds for caution about

overy prospects, chiefly because of tbe risk of renewed inflation.
agreed with lanbsdorff about the enplo¡ment outlook. fhe US 

t

overy, and their ability to be congtructive eg on debt
rescheduling was severely constrained by their deficit which was

strcutural in nature. They had to keep in view the effects of
theÍr action on the world capÍtal pool which had been dininished
by low profitability. CapÍtal"fgrnation üIas inadequate. TrDCs

shoiLd look beyond aid to trady'investment. The US 198, trad.e

deficit would roughty egual their É7O tiftion imports from NODCs.

In the short teru this was a bearable situation provided uarkets
remaí¡ed open in the developed world and the I¡DCs did not increase
trade barriers.

,. India agreed. with the X'RG that najority voting solved nothing.
But if the OECD cor¡ntries found t}¡.e G77 package unrealisticr the
latter were entitled to be told how far tbe developed countries
h¡ere prepared to Bo.

6. Janaica agreeing generally with lanbsdorff, saíd the IDC

developnent process would be crucial for sustained. recovery of
the OECD cou¡tries. It was r¡ntruer 8S so¡ne seemed to supposet

that there was nisunderstanding about the relationship between

trade and fÍnance. That was the point of IINCIADT as Trade and

Finance Ministers when they net in Paris would do well to remember.

Second" Session (rtMoney and Ïinancett)
7. I'inch (IMtr.) introduced the ManagÍng Dírectorrs statenent
(attached). His main points were criticisn of the US deficit
and. enphasís on theparatountneed for narkets to remain open.

This he sar^, as prinaríly a responsibility of the industrialised
cor¡ntries. T.lDCs had less scope to liberalise trading policyt
though they should go far enough to assure realisn in exchange

rates. Generalised ideas about debt relief were probably
nisplaced.. |lhe IBRD representative said increased bilateral
and nultilateral aid could now be justified in terms of the
improved policies being followed by borrov'rers.
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B. France identified V areas of concern. The level of Ínterest
rates, the need for real recovery (¡or which they suggested
concerted action on connodities, ODA and SDRs in particular)
and the crisis of international financial institutions, especially
IDA, IBRD and regional banks. tr'rance supported some others in
appealing for a high level politícal input at Belgrade, especially
at the fj-nal stages.

9. Janaica said t}le G77 ï,ere open nínded on the j-ssue of the
competences of the specialised agencies such as IMF and IBRD.
They vrere not threatening these thougtr they did see a need for
I,DCs to have a bigger share in decision naking, both forually and
infornally. The Gll bid for ínnediate measures could not be
divorced fron their proposals for longer term reform. fhe US

deficit was a structural problen, requiring a structural solution.

10. lanbsdorff said it was essential to preserve the índependence
of the ïMF and IBRD. FRG could not accept that bonowers should
have any voice in the decisíon to lend money. tlhy try to change
instÍtutions which had done so well? The debt problen could only
be dealt with case-by-case, and through the Paris Club. [here
could be no bailing out of private banks.

lL. Japan (1argely inaudible) seemed worrÍed by the wide rangi.ng
nature of the Gll proposals and the risk of infringing IMF/IBRD
conpetences -

1,2. Mexico having read the IMF statenent, said its claims for
the beneficial effect of adjustment prograürnes on trade vûere

nísleading. (Tfre Il{F figures for Mexican inport perfornance vüere

dí stort ed,/unrepre sentative . )

IV. Brock acknowledged the danaging effect of US policy a year ago

when monetary objectives had been pursued without regard to fiscal
policy. Ílhe prospects were better that this would now be brought
under control. Ihe US assessed their current interest rates as

about 4% too high ín noninal terms. He appealed for moderation
in public references by L,DCs to the IMF eg in Belgrade. The prospects
for US quota ¡atification would not be helped if Congress got the

t





idea that the IMF rüas a threatened institution. The key message

US was looking for from Belgrade u¡as the fundanental link between

debt and. protectionisn. The US would be prepared to make sone

strong statenents on protectionism, debt and the financial systen.

This was a reflection Of their confidence in longer tern prospects.

Third Se ssÍon (rrTrade a ectsn )

14. Van frenneB introduced this iten with an analysis of the origins
of the debt crisis. His main plea was for OECD to buÍld on recovery
to reverse the trend. of protectionism. Ile spoke guíte sharply about

the US deficit and" interest rate polÍcy. Dunkel (GA[f) suggested

tbat IINCIAD night lend. its support to selected eleuents of earlier
internetional neetíngs euch as GA{[ÍI and It{F Interi.n Conmittee.

He joined other speakersr pleas for a reversal of protectionisn.
How othensise could IiDCs service their debts? One-third of the
exports of the six LDCs witb the bighest debt consisted of 8o

called" rsensitive products!! Opening industrialised narkets would

mean lifting restrictions in this area. From developed countries
point of view provid.ing assi*ance through the fMtr' was an easier
option than liberalising on tbis scale. Nothing less than a top

leve1 political decision would do tbe trick.

Lg. Hexico supported this statement. If LDCs could not selI thei:r
products, how could they pay their debts?

16. lanbsdorff wondered whether an agreement on a nevü Consensust

preferabty at higb interest rates, might be one element in the
IINCIAÐ package. Subsid"ising export cred.it rates was one form of
protectionism.

Fourth Sessíon ( I'ComnodÍties t')

r? . After Ranpbalrs introductiont Jamaica asked was there a comnon

OECD positön on prospects for recovery? If so 'rrrhat were its elenents?

Did it include the twin piIlar of developnent? Did it go beyond

general statenents about interdependence? llbat specific measures

would OECD cou¡tries put forward in Belgrade? What specific
conmitnents could, they accept as a contributíon to recovery?
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18. Lanbsdorff was glad to note that expectations about ldilliansburg
seened. realistÍcally low. He cautioned against expecting any

repetition of the locouotive experinents by OECD countries.
Brandt Mark 2 was seriously misleading in aome respectsr and had

not l-earnt tl¡e lessons of Manilã. FRG could not accept tb.e G77

proposals for an expand-ed. Ctr'tr', but could accept some proposals for
sta¡atising export earnings. Ihe trend of opinion in d.eveloped

countries r,\¡as swínging towards the narket related approachn but this
was not inconsistent with supporting aid to I¿DCs.

Second. Final Se r-on

19. Mr Reesr introduction posed two nain guestions -

1. Ïlas tbere a need. for differentr non-confrontatÍonal
techniques of dialogue at Belgrade?

2. tlhat were the reppective roles of IINCÎAD and

the specialised institutions? Should tbey be seen

as complenentary, wÍth IINCTAD having a distinctÍve
role in creating a clinate of opinÍon?

20. Sone aggressive rhetoric f ollowed from Algeria and Ig5!þ.
The latter singled out Japanrs lack of interest in the Gff proposals

for particularly r¡nfavourable conment. IndÍa also attaeked the
EC for dragging its feet'on. protectionism'

2!. Corea commented On Mr Reest question about conpetences.

Governments in Belgrade would not be neeting as the governi-ng

body of an institution. It would just be a conference of
governments. Decisions on allocation of SDRs could only be taken

by the IMF. But Belgrad.e üras more than just a matter of creating
a clÍmate. Governments should address tbeir uÍnds to wbat needed

to be done, recognising that inplenentation would be for the Ilß etc.

AZ. Canada said. reaching Consensus wa6 easy enough. Action was

more d.ifficult. Governuents were victins of e.ntrenched nyttts

which made it possibte to say one thing and do another. One such

nyth was the belÍef tbat nobody else obe/edthe rules. Ânother

was a belief ín the power of free market forces (or government

intervention, according to political taste). A sensible, real"istic
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objectÍve would be to carry out existíng obligations on such

tbings as IDA, IW quotas, the aid target, the Conuon Fund't

GA{[|[ work programme etc. Ibristing institutions should be

supported and reinforced, not pulled doun.

2t. tr'rau Ste eg (3RG) said- that one field wbere IINCTAD did have

an operational responsibility was couuodities'

24. Streeb (US) said Belgrad.e was a bit more than a conference

of governments. The us would not be prepared to accept ín Belgrade

moves toward.s decisions in other foruu which they would not be

prepared. to implement. (ttWe are not goíng to play that sort of

ganert). He noted that a gap renained to be bridged between the

USr/German view that recovery must come first and nust not be

prejud.iced., and the Ind-ian and IDC argument that I'innediate

measuresrr vúere in the 10ng tern interest of oEcD countries.

2r. The Japanese representative again warned against expecting

too much from his government. Sangladesh repeated their plea for
priorit¡r to be given to the problems of the least developed countries.

26. Corea suggested that tine G?7 proposals for Belgrade amor¡¡ted

to little more tban a request to put a bit of vigour back Ínto
objectives which had already been accepted by developed and

d.eveloping countries alÍke. (In a slight qualification of this
he tater conced.ed that the proposal for sDR allocatíon v¡as

rpartly newtt. ) He hoped- Be1grad.e would not be an exercise of tradítional
North,/South trencb warfare. But he was worried that not all
governnents would coue eguipped with the political will to act.

Z?. Mr Rees tben sumued up. He agreed with Corears forn¡ulation
(as auended by X'rau Steeg) of IINCIAD as a continuing conference of
governuents. It had elenents of the confessional too, and would

be concerned- with creating a clinate. Its relationship with the

specialised institutions was a complementary one' lhe context

of the Belgrad.e conference was the clear evidence of OECD recovery.

Tbat recovery night still look f¡s,8ile 1 tbough he had noted the us

confid.ent statement. There was a vi-tal need for reductÍon in

real interest rates and. físcal d"eficíts in sote cor¡¡tries' llhe

target nust be sustainable, non-inflationary growth over the
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longer term. I'Ie must use the opportuaity of recovery to reverse
protectionist trend.s. Ílhe responsibility for resisting protectionsin
rested. v¡ith all countries - developing and developed - acconding

to circr¡mstanceg.

28. Connod.ity agreenents by thenselves could not assure prÍces;
only recovery could. do that. But they could help snooth fluctuationso
llhe meetÍng had. shown general support for early launch of the common

fund. lhere had also been support for the special role of IINCIAD

in relation to the least developed. There bad not unfortr¡nately been

tiue for an in-d.epth discussion of financial issues, but for the next

stage of developnent more thought was needed about private capital
flows and the link with transfers ôf technology. There was also

a guestion of how to create a better cliuate for private investnent.

29. He agreed with Algeria, Jamaica and others that leeds Castle

had. been more about questions than answers. He welcomed the general
oonsensus on interdepend-ence, and on the need for a less confrontatíonal
form of dialogue in Belgrade.

)
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Leeds Castle Conference on UNCTAD VI, Kent, England
Statement for the Managlng Director

International MonetarY Fund

llay I , 1983

The Managlng Dírector rrishes to express his wal-In apPreciation for

the inltlatfve taken by the Britísh Government fn organlzfng this seninar

and regrets that he 1s unable to attend lt. The following statement

ref lects his vierrs.

The statement first sketches the background provided by tbe r+orld

economlc situatfon. It then turns to a descrlptíon of the role that

the Fund is ptayfng to helP lts members overcome the current problens'

Finally, attentlon 1s drawn, in the light of the Fundrs experl'ence' to

some major Íssues faclrrg the world conmunity.

As you all know, the world econouy has faced Lncreaslng dtfficulty

fn recent years. The economies of the lndustrial countrles have been

stalled fn a prolonged recesslon, and those of the developing countries

have seen sharp deceleratíon. In 1982 outPut declined ln lndustrial

countrles and fe1l behind-the growÈh of populatlon ln developlng

countrfes. After two year6 of stagnatlon ¡vorld trade contracted and

the terms of trade contlnued to move agalnst the developing world'

fhese adverse trends added to the problems of adJustment of nany develop-

lng couritries, and some countrles faced very serlouS strains as a reSult

of a marked reductlon ln capltal 1nf1ow. 
¡

At thfs tlme there are slgns of a modest but slgniflcaDt recov.ery

ln the economlc climate. With the return of more stable prices in much
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of the lndustrfal world and decllnlng nonlnal lnterest rates, the basls

fs belng la1d for a return to growth 1n some of the maJor countrfes,

notably Japan and the unftèd states. Moreover' ln many developfng

countrles a maJor adJustnent now aeems to be well under Ltay wlËh current

accouDt deflclts reduced to levels whfch' fn an fnprovlng economic envlron-

ment, should be consfstent wlth normal capital flows' There ls' therefore'

reason to belleve that the path to stabLllty and growth Ís no¡p beglnning to

aPpear.

Eowever, there are nany dangers stfll lurking and lt wlll take steady

applfcatlon of responslble pollcies for tbe recovery to be ffrnly estab-

lfshed. In most lndustrlal countrfes, confldence fn the rnalntenance of

the Lmproved prlce record ls sttll fraglle. Ihere are ln conaequenee

relatfvely htgh lnterest rates inhibtting the resumptlon of a deslrable

scale of investloeDt. Such hfgh rates are befng sustatned by the very

large fiscal- deflcl-ts--partf cularly ln the.unlted states where prl'vate

savl-ngs are relatlvely lor,--and they fnvarfably conÈrlbute to dlstorÈLons

fn the pattern of exchange rates. Irhe level of unenplo)rnent fn most

countrles remafns unacceptably htgh, and thl-s wtll be dlfftcult to reduce

fn the absence of effectfve actlon to deal wlth deep-rooted rlgldfties

in the econom.lc sy6telns, partlcularly as regards lncomes. Another

partfeularly worrLsome feature fs fncreaslng re6orË to Protectionist

measures taken a6 a resPoDse to the problems .of partl-cular sectors of

the economles. The strafu6 on the ¡¡orld financfal markets stf1l remaln'

wtth the commercial banks ¡lolt engaged in å reasÊement of thel-r lendlng

pollctes. Ïtrere are therefore Lnportant problems to be faced whlch need

¡þs maxlmum effort and cooperatlon of the entire international community'
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Thts sltuatfon has place.d heary responslbll-ltfes on the Internatíonal

Monetary Fund as the lnstltrrtton charged wtth the task of pronotfng and

facllftatlug lnternatlonal adjustment. In carrylng out thls task the

Fund has sought to strengthen the resolve of fts members to learn fro¡n

the past and pursue steady and responsLble pollcles to create the basis

for sustalned recovery. Through lts revlews of the world economlc sftua-

tlon and of all the najor economieÊ, 1t has stressed the Lraportance of

uaintaining firm control over fnflatfon and monetary instabílity' It

nas recognized that thfs vould be a palnful process but ft r¡as regarded

as essentfal lf the basis rdas to be lald for sustaLned recovery.

In these endeavors, the Fund of courae \tå6 Part of an effort carrled

out ln na.ny other fora, notably the OECD and the Srrmvnfts' But the Fund

has a partlcularly direct resPonsiblllty 1n helping to meet the external

financlng needs durfng the period of adJustment. In áischarglng thls

responsibtltty, the Fund has euphasl'zed that countries rnust make a real-

lstlc apprafsal of the pa)¡nent6 prospect and adjust to that prospect.

ThÍs ¡¡as the onJ-y Pragpatlc approach ln the glven circurnstances--to have

done otherwlse would only have exacerbated the probleus faced by mernbers '

The Fund therefore ¡vorked wlth the authoritles to devise Prograns fn rrhich

aggregate demand was mafntalned at levels conpatible wfth the resources

avallable. A basfs was thus lald for a return of confldence, to rnobflize

as much savLngs as possible through the dornestLc bankfng syateE' and to

keep such savlngs withl,n the country. Equally, by provldlng íts own

resources--outstan<ling commitments have rlsen fron SDR 8.3 b1llton at

the end of 1980 to abour SDR 25 bl111on at present--and by helping to
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åttract funds fron other sources, the Fund has sought to nitigate the,

cost of adjustrnent and make ít nore nanageable

Under current conditions the Fund has had to be rnore active in

mobillzing the necessary finance in consultatfon with commercial lenders

than was the case ln the past. For nany of the members, the commercial

banks had been the najor source of funds and r.¡ith the loss of confidence

there ï^zas a danger of precipitate wlthdrawals, especlally of short-term

finance. To rneet this problem, the Fund has taken on the task of collab-

oratÍng wÍth the banks in workíng out an orderly response, permitting in

some important cases not only full refinancing of raaturlties coming due,

but also new lendíng on a scale often several tines the amount that the

Fund could provide on its own. Thís relief was only posslble by the co-

operation that all partles have shown--not only the debtor authorities

and the co-mercial banks but also the regulatory authoríties ln the

creditor countries and the BIS.

At this polnt 1t nay. be useful to touch briefly on one criticisn that

ls sometímes heard, nanely, that the Fund, by stressing adjustment in such

cases, is addfng to Èhe decline of demand in an already depressed worfd'

This 1s sinply a misconceptíon. In no case has the Fund encouraged a

uember Ëo adjust íts dernand below the level forced by the avaílability of.

resources. The Fundts assistance, together ¡vith finaneíng from other

sources, has supported hlgher leveIs of economfc actívity than r^'ould

otherwlse have been possible, whlle at the same time helping the auËhoritíes

to put ln place an adjustrDent plogram that responded to the countryts needs'

This frequently perrnitted a recovery of lmports after a very serious fall

before the program. For example, imports in Mexico fell by.56 per cent
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fron the last half of l98l to the tast half of 1982 before the prograrn

that the Fund supported became effectfve. By mobflizl-ng resources from

abroad and assisting in checking capttal fltght, the new progran has laid

the basis for an expected recovery ln lmporÈs by one thlrd between the

lasr half of L9B2 and the last half of 1983. l{ith the resolute ectfons

taken by the Mexfcan authorlties, Mexfco fs now well on the way to playlng

once again an imporÈant role in an expanding world'

It became evÍdent thaÈ 1f the Fund r'Ias to continue to play an acËive

ro1e, its own reaources needed to be greatly reinforced' Fortunately'

the need for actlon was quickly recognized and the process of adding to

the resources is now uoving ahead. euota increases averaging 47.5 per cent

were recommended wfth unprecedented speed, together wlth a tripllng of

the resources and widenlng of their use under the General Arrangeüents to

Borrow. Legislatlve apProval is required in many countrfes before these

amounts are made available to the Fund; this proceas fnust be expedited.

while these results of lnternatfonal cooperaEion are greatly to

be welcomed, there are uajor challenges ahead. one of the most important

is to keep the reorld tradlng systeE open. In current and lrnmediately

foreseeable economlc condLtJ-ons, the pressures for restrictíve action

l¡fll continue to mounÈ. Special lnterests gain political strength in

periods of slow growLh and high unemplo¡rment. Despite the over¡¡helning

collective interest in raalntaining an open trading aystem' retrogressions

wlll occur. Everything possibte'has to be done to ensure that the common

ínterest is promoted and ft fs to be hoped that in the coming UNCTAD

meetlng there would be an exploration of practical ways to prevent the

erosion of a liberal trading systen





6

Equa11y, lnternatlonal cooperatlon has to Play an lncreasíng role

l-n the transfer of capltal to those who can make the best use of lt'' At

a tiroe rrhen flor¡s fron privãte sources remain hesitant, 1t ls evldently

necessary that every rneans of addlng to the offlcial flows uust be examined'

ïhe aÈtentlon that is paid to increasing the reaources of the Fund has

to be natched by attention to the resources of the international develop-

ment lnstitutions. There are polittcal difflcultíes ín obtainlng adequate

increases fn their resources, but such increases are essential to the

balanced growth of the lnternational economy'

Given the problems of adjustrnent and financing that rnany countries

face, 1t fs not surprísing that attention l-s glven to vays in whlch the

Fund rnight be used furthe¡--notab1y, schemes to'use the Fundrs gold

holdings. It ls also argued that the conditionality attached to Èhe use

bf the Fund's resources should be relaxed. These idéas have to be looked

at with great cautíon. At thls time, when the urgent need is to persuade

governments to entrust large nehr resourees to the Fund on the understanding

that this will add to thelr ltquld assets, actions that affect confldence

in the solvency of the Fund would not be deslrable' Also condftionallÈy

must remâin credlble and convÍncing to atÈract prlvate capltal f1o¡^ls. Now,

above all, lt is crltlcally necessary to conserve the pollcies and the

mechanísm whlch can prouise contlnuing support for members in difficulty'

ïn searchlng elsewhere for relief from the strains of current problems '

attentlon has to be pald to ¿.¡t rellef and this has to be an lmportant part

of our urrd""uorr.. .In 
thls, all creditor groups have to play a part' There

are a nraber of developfng countries whose current debt burden arises primarily

from the past use of officíal ald. To enable these countríes to make a smooth
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adjustroent, donor governnents need to uake a renewèd effort to raise their

Contrlbution despite the budgetary problems thay may be currently facíng'

For other countries that have relied on prlvate f1ows, the banks have a

critical role to play in easing their difficulties during the transitlonal

períod, thereby contributlng to the maintenance of the stabitity and strength

of the flnancial system. But íf the banks are to be encouraged to maintain

adequate flows, it is irnportant that no actions are taken at this tirne that

nrlght give rise to expectatlons of rnajor losses of capital. Consequently,

debt relief needs to be given on a case-by-case approach--the approach

that has been built into the creditor grouP meetings in Paris and elsewhere'

With'control on the extent of the re1íef vested in the credÍtors but with

the recognition that debtors have to be given l1bera1 relief as they

attenpt to reconstruct their economÍes, the problems have so far been

managed in a cooperatlve spirit. The challenge no!¡ is to ensure that

similar results can be achieved on a wider scale'

To conclude, the solution of the problems currently faced by the world

economy is not.in itself difffcult to conceive. The difficulty r'riIl be

in maintalning the political will to act, with the ínternational interest

always in vlew. The Fund is prepared to play its parÈ but the crirical

elements have to be provided by others. The developing countries--and

others--who flnd thernselves in difficultíes have to Ëake quíckly the

adjustment neasures necessary to restore order. The international cou-

munity has to continue to find ways to make adequate resources available

to lessen the socíal and political strains that beset the adjustment

process. At the same time the markets for the products of the developing
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countrleslDustbekeptopenandmustbenadet'ogrow.Ifthelndustrial

countrles can successfully maintain an economlc recovery on an enduring

basls, the prospects for the coming years can be much lmproved'
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!ü TT,TAMSBIIRG SUH}'ITT

The Chancellor has agreed to give an interview - probably on-the-
record-to the leading Japanese financial newspaper the Nihon Kei'zai
Shimbun (NKS) on Monday 2V May.

2. NKS have submitted a list of questions in aclvance (attached).

1. I would be most grateful íf addressees would kindly prepare
briefing on the questions, as follows:

oh each otrestion
4. l,lay I suggest that the briefing/be in thej form of a number of
shcnb points to make, together with any background, ideally on one

side of paper only.

5, f have also copied this note to other offi.cials who may wish to
offer guidance on the questlons.

6. Could the briefing please reach me by Friday noon, 20 l'lay?

7. f attach a cop)¡ of the Chancellor's previous interview with the NKS

before the Versaíl1es Summit.
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Questionnalre for Cïrancellor of lhe Exehequer

Regarding the cooperative strategy for world economie
recovery fhat you are at present proposing for the
leading financlal. countries ( usA, uK, Japan, lrlest Germany etc. )
- could you give me more details about fhis?

In an attempt Lo stabilise a very volatile foreign exchange
market, nor^r even I4r" Volcker is proposing joint intervention
measures. However, ib is said that you yourself are'not keen
on the idea of joint inbervention. How true is bhis?
AIso, many people now feel that we should return to the t'fixed
parity systemrt of a decade ago. How can this be achieved, and
in this connection, do you bhink Brifain should join the
European lubnetary Sysbem?

3. On the question of those debtor countries which are incurring
heavy debts ( sucir as Mexico, Brazil elc. ), - as a result of
these mounting debts, it seems that eilher the corrunercial banks
face losing their credibility, or the debtor nations collapse.
h view of this situation, what sort of measures would you
propose to combat the currenb credit, crisis, and to ensure
better cooperation between the IMF and other financial insbit-
uLions and lhe GovernmenL?

A year after the Versailles summit, US interest rates are stlll-
at a very high level. l,rlhat should other" countrles do, to cause
fha USA to lower their interest rates?

5. There has been some international- opinion that Japan should
stimulate her economy by increasing budget expenditune. fut,
unlike Brltain, where the budget deficil has successfully been
reduced, Japanfs deficit is so heavy that any increase in
expendibure is out of the question. lhe other alternative,
to reduce interesl rates, would mean a devalued yen, which
would jeopardise Japanese exports No Europe. therefore, hre
are faced with a dilemma. !,lhat are your views on this problem?
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) sIR GEOrFRIY riot/n,s n\ITER IE\i IIITI{ IV Ilfi(DI - l.lil<ke i .

In an exclusive intervier¡ v¡iih I{essrs Llulrase andTakeuchi London c orrespondents of the l,[ihon KeizaíShimbun on L June. Sir Geoffrey Hol.re' Chancellor o.fthe Exc equer, made a statenient to the foll.or.iin6 effect:
-"\/é' will' attend.rthe Versai_l-Les Su¡mit vrith caut 10nand hope. " \/e intend to asir that the major advancedcountries cont inúe to f ight inf.Lation persistently,and r.¡e hope that each .of these count¡. es v¡ill stud Jlrays of i mproving (its orn) condit i-ons in o::der t oensure the stable gFo,;I'bh of the r¡orld' s economy. The:Sumnit 

';:i l.I , of course d.iscuss both the r¡lorld' seconomy as a lvhole and individua l.proble;:s. l/orldeconony is sbagnant, and ue ,r.lish to reduce unep nIo;,mentin advanced countries. Therefore the Sumnit vrilldiscuss v.'hat e aqh ccuntry can clo and can¡.o1; do toreduce uáemplo ynent.

/recovery.

At the ottarva srirunit l-asij year., read.ers expres.sed.concern a'out. t'he rrigtr interest rate,sin the united.stat-es ' Ar ttre. cgyf"e il*iir, rh;;;-urïrr u" consideraþrtdiscussion about.'ttris"tl;;r. It.is, noi thai; r.,re r.:ièhto see a change in the ùã"i" 
"ã"rJã äã"us finarrciarporicy. ue iritend. to:u""ã"rage the united states togortinue to marie effot'ts io recruce her budget deíicits.

IIigh interest rates i-n the rlnited.'sauror, ho;.evcr¡is not the onry prouieir-iãr tr,e 'ror,ia;ã"""o'o*y. rnJapan, there seem to be people_r,,rho say that.rtnerican

iii " Fr¡.iî:?i å,ì llli!îii"liä;¡ii;"ffii,iil:":rf,åiirïå"'"'Japan a::e very gorlc."nã¿"ãiout- J;panË"äconorric poticy.Japan has tenäea ;;-d;;;.,ä'o., q""ã!a"_¿ãnand roo rnuch,
*fJ'"",}#,*itr 5-"t " i f; i : å 
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s recovery. Er¡erT.bod¡r i" inie r:elted. in,Japan,secononic ..juccess, añd is j,rpre;;;ä üjl n,' lbu level .of unemplo¡lrent " 
' 

Hor,rever, íì. probru,a- is .tÌra,,- Jarjarì,secoronic sr.rccess affec'bs inä "å"iã;;. uconoìni/. ilehope thai J'apan r.vill prór,.ote ri.bã::ar.isation noi; onr.yby rcducins ta.riffs ¡üt argo ;t ;;ì;;E other sreosir"ruding Ì1rri'g, rreiitl,-" ¡io,r,J" or,*ïnäàrnarionarfinanci-¿rr tra.s¿¡ãtions u.i"g i,r.ãt^yän.' The arnountof yen usecr i-n tracie t'ansaði;ions is snatr, co:rrparred.lritll the inrportar¡ce of Japa.,r i-n thã v¡ãrr-cl econorny.l.je. also fgpä that Japãn ,,.rj_ll libe:ralj-se t¡:ade
J:*]:iå¡ìlr, "l,r ncL under, p"o,u"r:"u-iro,,, foreisn

.l

rn r')71 r visited.- Japan ano aslcecl the Finai.ice.i'linisLer ¿rnci. the tlj.nioi"i, for frrtr:rnational f,r¿rd.ea¡rd Irrctusrr.y ro reduce r,ar.i.frs ¿;-üï;uirs anci' other goocis - srn"o inen tarilrs r,n vã bee¡r r.ovrcrcd
i::1::11)., bur r.re feeL fi.,ut l;ircy ;;;'*rirr 1,_oo high"dapancse peopre bu;' Juuunose g;oóds instrnctivery,even if tarif{s on"fo"å¡f^. $-ooqs are ,.lo',,rerecì-. 

liebelieve that Japa* streurã tärie '¿o"ã-¿iàstic steps'bo remove non-tärifr rra*ie¡sr --¡Ì"";; 
entering anera of g;r:owth basecÌ on i;¡e Í;*"iiiã,'tñuo. in<lusL-riarcou-ntries'h"yg emerged. rn ãrãå""io fio,not" r.ror.l-dgro'th, inctudi'g thõse r",r;r;;i;i åJufi-"i"u, , advanced.countries' ancì ùtie third -rvolrg;;; 

J;ñ shou.rd ,arreefforts to lovrer t-a'iffs .t:a-iii¿ ;;í:;"riff barrier:s.Japan is en.ir:ving ftrã-üãneriu 
"i r""ä ira¿e, an<ì.1;he'refore ' ú1.u an oblig.fi".i tã.-"*pã,ìd"f""u tr,ad.cÌrv oper:ins her ¡narrre'-r"";ù;r";o"î5iäIg^ 

sooa,r.
Jap¿rn's econonic policy r,,,j-lt Llc ctisciu..ssed ai; tìiecorning Sumrnj.t uec.äusà irr*r., l*iII ¡ã-riã"ij.n,..,:s oirinance rnrnisrers " Th; 

-u"rr¡";t; 
;; ä;;"rssion v,,irri¡rclude uìret;he¡'- cr noi; Japg;i's ri""""iãr anci f iscalpolicies arô 

-¡¿rtanceci; ;r1.,;tirer o, "ot*îopo, isrecluc'i-nr; bucÌg,et def ici" *i too rasirru nr"", vrhe.biieror ¡iot Japan's f inanci:rr rruii"y-Iã"täof"era;ced.,co.npa::ccl r.,.LLh*lier lliscal Þ"1: "",."-ãrrä",irr"iher or nobJapa. is; a rrirror i*og;å ui tne"únif"¿"si*t"u, Japan,secononic su.ccess r.riuhïn i-r:e. lraü,"riã"[ ãr f::ee traãecourd calrse r'€i;rc ti.cns in 
-oi;irer 

"à,-i"iãå. Japanshoutd pro'oic riuei:ãriä*ir"n-¡ãiär"' 
"å"r¿ puìilicopiniorr i.s s.bi.red, 

"Þ. 
----ðãrurtries 

iur,ä"io *ove eas;iryin the d irect; i o'r 
. 
of ffrotãJtionis;rn. . Ue h.pe thal;Jrpan, r,rhicû l:s o"p"äã""i"ln free träã" for here:ciste^ce, r'¡i11 präy 

"-áãi¡,.,itã-"oiå*îi ",-,uur.i-ngthe continuation of " f""u -l::ade 
.

'l'he Sulrrnib v¡ilII of. coursc, dr:ic'ss; tfle quesi;i_on o.ijoi't intcr-'ventio¡l-¡y:"ã"iour couni::ies,i. theexcharni:,c narket " Joint--iii"r.uun.bion. rnay be atrle toad jus;t viorent fl'ctua¡i""À i' exchar,6,,å" rates , buLr''irr not ìre abre to {hãn-:"t ti-ru r^ã ¿"ï!'"ryhich causcexchange rltes to rfùòil;;". t/hat is irnporrani is

/to
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I to identify tire basic causcs of fluctuaûion and 1;o
si:udy hov¡ to deal with 'bhe¡n. The SulLnrit t¡ill no'L
¡nake an.y political com¡ritinent abou.'i tire e:r-tension
of credito to the East [uroÞean. bloc, including the
Soviet Union. ',/e rnust pay-al,ter:tioil bç achiãving a
balance be'bv¡een the poliûical and. econotnj.c aspects
oí this ques'bion.

fhe FaltçIs-rnd"s d.ispute uill nob har¡e any serious eff'eci
on the B.ritish econony" îhe cos'l;s of 'ühe British
iasl< force is wj.thin the deíence bud¡;ei; of íùl"t+ billion,
a'rd r:e have a reserve fun.d of î'2.5 bi-I1ion. I,Je l.ril}
ensure that the dj,npute ',¿iII ,:ot affect i;he basic course
of our economic policy. The pou,nd. is relatively stable,
and this fact sho',,rs tha'ü the dispuiers effecb oi: the
British economy is not so seriouË. 

:-

.iis rei5ards CBI's demand for l.ovrer interesi ra'bes , þ/e
intend 'bo reduce budget def j-cits, ¿r-nd brj-¡rg ciovnr. thè
r;-rte of inflation in accordan.ce r,¡i.th our ¡nediun-ter¡n
econoroic policy. In fact, the rate of inflation isfalLing. l.Je believe tÌra'i; tire CBI will understa.nd
i;his approach.,,

1
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Vl,\rlç<,af.l,q,

Visit by the Prime MÍnister to Washington

Your recent undated letter on this subject contained some
suggestions as to the subjects which might be raised at the Prime
Ir{inister's working lunch with President Reagan on 27 NIay and at
the pre-lunch session of talks. You also said earlier that you
would welcome guj-dance on partfclpation in these events'

fn general, the Prime Minister will be guided by President
Reaganls wi.shes. She does not want to press the Americans to adopt
our ideas.

If the President suggests that his working lunch should be
devoted to a dfscussfon of Williamsburg issues and international
economic questions, she will find this acceptable; Similarly, she
would be guided by his views on the participants in the discussion.
If the Americans seek our views on the latter point you could propose
that the Chanceltõfõt the Exchequer, the Foreign and Cormnonwealth
Secretary, Sir Oliver Wright and a Private Secretary are present.
If the US Sherpa is to be present, it would be helpful if Sir Robert
Armstrong coul-d also be Ínvited.

As regards the pre-luneh talks with the President, the Prime
Mlnister would prèfer a tete-a-tete, perhaps with notetakers. But
agaln she leaves that to the President. If he envisages a Larger
meetlng, the PrÍme Minister would like to be accompanied by the
Foreign and Con¡rionwealth Secretary, Sir Oliver lVright and a Prívate
Secretary. Mrs. Thatcher hopes that the agenda can be left flexible
but at this stage would expect to discuss East/West relations,
nuclear issues, the Middle East and perhaps Central America,
Be]ize and the Falklands. The other questions to which you refer
(US anti-trust proceedings agaLnst British Airlines and the US

Export Administration Act) can be.considered nearer the time. The
, Prime Mtnister will also want to have a word with the President
I ã;;î;s-;ü;;; talks about the world economie situation, notwithstand-f
Iine possible discussion of this subject also at the working 1unch. {

I agree with the subjects you suggest for meetings with
, Mf,, Weinberger and Mr. Volcker, The Prime MinÌster would be
, grateful if the Chancellor of the Exchequer would accompany her

\l
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to the l-atter meeting. In each case Slr Ollver lVright and a
Private Secretary wouLd also a.ccompany the Prime MLnf.ster,

I am copylng this letter to John Kerr (HItlÍ Treasury) and
Richard l{atf ield (Cabinet Of f ice),

R.B. Bone, Esq.,
Forelgn and Commonwealth Office.

CONFIDENTIAL





coPY FOR THE CHANCELLOR OF THE EXCHEQUER

The Lord Lever of Manchester, PC.
86 Eaton Square,

London.
sI{l

The Lord Roll of lpsden, KCMG, CB
30 Gresham Street,

London.
EC?P zEB

4t}r May, 1983

this
Ro t

| ¡r'¿ AUEñ

Á" up*lì*

rÀ.c I"&,,¿4

Dear Prime Minister,
We have just attended a private meeting chaired

by Helmut Schmidt to discuss the economic issues likely to
arise at the Williamsburg 'Summit'. Our conclusions are
set out in the enclosed memorandum which each of those of
us from countries represented at the summit has agreed to
send to the head of our government. The document as a
whole has been agreed by all of üs, although each of us
would, tro doubt, have preferred a different emphasis here
and there.

For convenience sake ute are sending copies of
enclosure to Geoffrey Howe, Francis Pym and

W I'f#
h,*

letter and
Armstrong.

Yours sincerely,

t
t

r'tAYlg85

t^rw

{,ff i :.

¡.,

Ro I
i

ILever

The Rt. Hon. Mrs. Margaret Thatcher, PC, MP,
Prime Minister,
10 Downing Street,
London SWl.

R/d1
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The t/ìlill"iamsbur I Economic Summit: hlhat can it clo for u s?

1. The hJilliamsburg Iconomic summit takes place at a

crucial point in time. The safety of the free world is

at risk in two ways: from the inc¡ease in tension and the

arms race between East and h,lesL and from the danger of

a protracted world economic crisis. I r our governments do

not create confidence by demonstrating their ability to

cope with this doubLe crisis, there might be politicaL

destabilization. The most p ressinq task is to ensure a

susLained worldwide recoveryr âñd not merely occasionaJ-,

regionaì.ly limited, spurts of economic activity '

2. The worl d economy 1s in bad shape. In the tdestern

industrial countries more than 32 million peopJ,e äre out

of work. Even if these countries were to 9et back to an

averi:rge growth rate of 3 per cent, unemployment wouJd not

be reduced in the next few years. Real interest rates con-

tinue to be extremely high. The exchange rates of key

currencles are seriously misal i.gned. shorL-sighted nat'ional-

egoism prevails in internaLional t¡ade. Banking is under

strain, domestieally as well as internationally. Many

developing countries are in dire straÍts.0n the positive

side is the fact that inflation in the industrial countries

is at its lowest level for many years and that at least a
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part of the

the process

excessive oil price increase of 1979 i80 is in

of berng reversed.

3. Recovery is the key to a last:.ng solut j.on of many of our

current problems. There are increasing signs of an economic

upturn in the United States and in a few other industrial

countries. It is doubt ful. however. whether this spontaneous

recover)' will be stronq enouq h and last l"onq enouqh in the

face of serious distortions in t he worfd economv. These

distortions will- not disappea¡ without a concerted effort

of the major industrial countries, led by the United States.

If the recovery should falter, confidence in hlestern leader-

ship would be seriously eroded and the risk of political

destabilization wou.l,d be greatly enhanced.

4. There will be no lastino reeoverY in the world economy

as lonq as real interest rates remain extremel,y hiqh.

Current and expected structural budqet deficits are a ma.lor

cause of hiqh interest rates. Because of its relative weight'

the United States must take the lead in bringing down world

interest rates. fven a .Ìower long-term real interest ¡ate

than the actual rate of 5 - 7 ló would - by historical com-

parison - sti1l be very high for the United Slates.

The Federal Reserve System last year has courageously

revised its strict monetarist course. It will not be able.

to continue the more accommodative course without rekindling

inflationary expectations unless there is a firm prospeet
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that the full employment deficrt ìn the U.S. budget will
t'

be decreasedt''. The deficits e\pected for FY l9B5 and

beyond are J,argeJ-y structural. Çontinuing structural delicits

of the order of 4 to 5 per cent of GNP would absorb an

unprecedentedl y hi,gh proportion o f net sav ings. strain

the capitaJ. markets, keep real interest rates high. draw

in funds from abroad and thereby lend tor¡ard o\ ervaLuation

of the U.5. dollar. A reversal in U.S. fiscal policy is

therefore a matter of qreat urgencv.

5. A fu¡ther decline in U. S. interest rates is highly

desirable not only from the point of view of the United

States but also for the sake of the world economv. It

would restore the attractiveness of phY'sicaL investment

over financial- investment. It would help other. countries

bring down their interest rates. It would substantial-ly

alleviate the debt servicing burden of developÍng countries.

1t would help bring about an exchanqe raLe structure that

is more t-n line with economic fundamentals, thereby re-

ducing proLectionist pressures. And it would make it

easier for countries Like Britain, Japan and hJest Germany'

u¡hich have brouqht their inflation rates under control and

whose current account ís in good shape, to take the action

which is now possible for them that would l-ead to expansion

and urhieh , in turn, would put the U. S. recovery on a broader

basis. Countries like France and Italy should persevere in

their efforts to fight inflation and to reduce fiscal and

1 ) The fult employment defi cit/ surplus is defined
defieiL/surplus that would currently result j'f
of the labor force is employed.

AS

94
the
per cent
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payments imbalances. Canada wiLl be a main benel'j.crarv from

a reeor,er\ in the U.S. which will contribute to a reduction of

ver),- high Ler¡els of unemployment and budget def rcits.

Such a set of mutually supportive chanqes in fiscaL and

monetary' policies is essential for balanced world recovery.

6. EqualJ"y urgenL

the international

are, however, joint efforts

monetary system, to preserve

to minimize the disruptions

system. There

and between

are j-mportant

trading

nationaL

between

system and

financial

these areas

to sLabilize

the worl"d

in lhe inter-

Linkages

them and the eurrent and

future state of the world economy.

7 . There i s disorder in the international monetary system.

Jen years alter the breakdown of the Bretton hloods system

there is growing disappointment about the way the floating

rate sysLem has behaved in practice. Exchanqe rates have

been much more vol,atile 1n these years than wouLd have

been justi f ied orr the basis of economic fundamentals. The

alternate overshooting and

has had a negaL-i ve impact

production.

undershooting of kel' currencies

on worfd investment, trade and
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B. I f the free flow

goods and services

of pay'ments and hence

is not to fall rrctim

free trade in

tc Arou:ing br-

lateralism, closer econom.tc and monetar¡ co-oP eration betu¡een

he kev currenc! countries is required. Central banks andt

qovernments must make it Plain where exchanqe rate P olicv

is headinq. The y must make a renewed effort to stabilize

exchange rales. Moreover, the multilateral surteillance of

and influence on the live ke) culrencies . the doj lar, YÊn,

D-mark, sterling and French franc) agreed on in \ersailles'

under the auspices of the IMF, has to be :-mplemented. There

is also a need for smoothing the voLatililv of exchange

rates directly through official intervention. This, however 
'

wil-L not produce J,asting stabil.j-ty of exchange raLes unless

there is greater convergence of policies, Particularly leading

toward low inf lat.ion rates. t¡lhat is required, trrhi 1e making

progress in policy convergence ' is an improvement in the

working of the current lloating system, whrch lacks cal-

culabì.lity and dependability and invites economic nationalism

and private sPeculation.

9. The payments crisis, in whiclr

income countries found themsel ves

standable but dangerous reduction

deveìoping middl,e-

1982. caused under-

inte r nat i ona l' I endi ng.

many

in

in

atNothino woufd be more undesirable the moment than a

contra ct i on of inter national lendinq. Credj"t creates trade,

trade secures credit. short-term reschedulings, as practiced

now, are no long-run solution if a solvency crisis is to

be avoided.
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The burden of re-liabt-v ser\jrc:.ng tne debt wrll be

di fferent in di fferent countries. I t ls cl ear, however '

that this burden can onl¡, continuousl¡ and relraD-lr be

discharged r f the pubJ-ic authorities p1a) a much greater

role than in the past in providing the support, iunds

and disciplines required to maintain and pror" ide this

vital Lending at the levels required. The INF and the

t¡Jorld Bank must be provided with the necessarr funds for

this mandate.

by commercial

countries are

economy.

This wj-11 provide a sound basis for new fending

banks urhich will remain essentral ií developinq

to resume their dvnamic role in the world

CrediL

must be

lhe IMF

relations between creditor and debtor countries

transparent, welL regulated and stable ' The BI S '

and the central banks o f creditor countries rnrill

need to orovide qreater informatÍon and quidance to commercial

banks on the financial Position of develooinq eounlries. An

information and early warning system among commercial banks

is also essential.

10. A ro riate ad ustments of thrs'economic olicies are a

p rereouisite lor es tablishino the lonoer-term creditworthiness

I sovereion borrowers. The IMF and the hlorLd Bank are the
o

only bodies which can negotiate appropriate condit ions wi th

their borrowing members. The conditions must be realistic

and stop short of endangering the political and social stability of
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borr.owrng countries. Ihe ul.timate responsibilit¡' for

maintaining this J,ong-term debt-servlce capacitv rests

wrth the debtor countries themselves.

SoJ-ving the debt probLem of the developing countrÍes wÍll

take time. Pleanwhile the rnternational financial s¡'stem

may come under renewed strain which could cause charn

reactions in the system. Adequate contlngency pJ.annlng

is therefore essentiaL.

11. The least develooed and other low income countries

have undoubted-Lv been hit hardest bY the world recessron.

Their most uroent need is for an increase, in real terms,

in official development assistance ( 0DA). bilateral as

well as muLtilateral. In contrast to the needed increasest

of financial transfers - has been

l¡Je are particularlY concerneddeclinirrg in real terms.

about the contrnuing failure to so-lve the funding probLems

of the International Deveì.opment Assocration. I f the present

stalemate contlnues there is danger that IDA commj tments f or

the years l9B-l_ through 1985 will fall 40 per cent below

what !úas contemplated when the financing plan for these

years was agreed upon in 1981. It is therefore important

that this probJ.em i s soon satisfactorily sol ved.

ODA and hence the l-evel

policy interests require that u,e assist in

in the developing countries.
0ur foreign

maintaining economic growth





The developrng countries themselves do hold some of the keys

f or rev.ttal"ization, but the present wolld economic sltuation

may undo even their best efforts. The help they need must

incl ude pr i vate direct investment and joint ventures whr,ch

their governments ought to invite and assist steadiLv. The

"private sector", holtever ' wi-ì-l not be abl'e to solve all

the problems al.one.

The decline in raw material rLces , due

is one of the main causes of the current

of developing countries. These difficulties would be

if there is recoverY of the world

long run there is also need for a

economy as a whole.

export

to the ulorld recession,

economlc di fficulties

eased

In the

wori.dwj.de syslem to stabilize

earninos aÌonq the I ines of the Stabex system which the

ItC has agreed on with a

Africa, the Caribbean and

number of develoPing countrres in

the Paci fic.

12. The recent GATI ministerial meetinq did not

worldwide danger of proteetronism The¡e i.s an

stop the

increasino risk

that the virtuous circJe of economic q rowth. incr easino trade

and adeouate credit is turninq into a vicious circle af staq-

nation mi sal i qned exchanoe rat es. debt cris.rs and orotectionism.

A particular danger is the mani fest tendency toward bilaterali-

zation of trade policy, for instance by making the trade balance

between two countries the criterion of whether free trade be-

tween these two countries is useful or damaging.
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Protectionlsm is also lethal to the international finane:,aL

s¡ stem. There Ls only one real basls for serr" icrng a countr.v's

external debt: its exports of commodities, manufactured goods

and services. Protectionism in industrial countries erodes this

basis, and through the financial system the effects of increased

protection woufd be immedrately transmltted to other countries.

The eventual destruction of the open. multrlateral ruorld trading

system would lead to bil-atera-l,ism and barter trade and block

i nvestment , groulth and emp 1 oyment .

ll. This vear 19Bt must bring some first successes in the fiqht

aqainst protectionism. Free-trade rhetoric must be

action. At the very

commitments not to

least the Seven must enter into

introduce anv further obstacles to. and

backed by

bindinq

distortions of , trade with each other or t¡uith third countri es

i;: the next two vears. A credible move toward trade liberal-i-

zation is needed as soon as

moment um.

possibl.e to restore the lost

There also is

fLict betu¡een

a pressing need to defuse the

the United States and the EEC

immrnent con-

over aqricuLtural

trade. [¡Je are deepl y worried about the prospect of a mutuaì1y

ruinous subsidy race. It would set a very bad example for the

rest of the world. Constructive solutions are needed, both in

the United States and in the EEC,
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14. tiúhile the drop in world oiI r i ces obr r ous I ¡ has some

favourable aspeets, rt has to be remembered that the more

drasticaltv oil prices fall today, the greater the l"ikeli-

hood that thev will rise even higher again later. Both oil-

producing and oi.l-consuming countries have to face the fact

that violent fluctuations in orL prices heJ.p nobody ln the

J"onger run. Since investment in energy takes a particularly

Iong time to bear fruit, short-term price gyratrons brrng

confusion rather than clari fication -

hJe must not become complacent but on the contrary lncrease

our efforts to save enerqy and to develop alternative sources

o f enerqy

In order to

lead in the

and thereby reduce our long-term dependence on oil'

achieve this, governments need to git'e more of a

energy sector.

0iI is a non-renewable commodity. Given current consumption

I evels, given the increase of the oil-consuming r.'lorld popu-

lation, and assuming an economic recovery in the uiorld during

the eighties, it is J,ikely that in the long run oil Prlces

will again rise from present, or intermediateì.y even lower,

price levels. Therefore both investors and eonsumers must gear

themselves to long-term prospects and long-Lerm developments '
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Governments wc¡uld be

and industr,v to take

wise t o provtde incentives to consumers

the necessary sLeps .t.n order to meet

future situations wrthout new dramatic crlses.

Cooperation between oil-producing

as well" as steps Lo assist energy

developing countrres are essential

energy policy,

and oil-consuming countries

productton in non-oil

elements of a global

Another important area of rnternational energy poJ-icy co-

operatron is the further development of nuclear energy

as a souree of electric potiler. Today, achievement of that

objective is limited by problems associated with the disp osal

of nuclear waste. Few i f any countrÍes, and none of those that

do not produce nuclear weaponsr have yet found a proper

solution. Many countries have little scope for storing

nuclear waste on their oh,n territory. An international enerqy

policy must incLude an international aqreement on nuclear

waste di sposal.

t 5. Cooperat ion between North America. Japan and the EEC

i s essential for a heal thv world economv. If cooperation does

not work in this triangle, then it wilL certainly not work in

the very much more difficult context of the world economy

which includes the other 0ECD countries, the 0PEC countries,
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the C0f'îËC0N countries. the threshold countries and the other

non-oil developing countries. Trrlateral cooperation must

set an example to all.

If we have referred more often in this memorandum to

united States than to other countries, it j.s because

the

of the

fact that neither trilateral cooperation nor u¡orldwide co-

op eration is imaqÍnable at present wi.thout AmerÍcan leader-

ship, based as it is on its worfd position and its responst-

bilities.

16. 0ur record of econornic crisis management is in the main

a good one, as evidenced most recently by our successful

common effort to forestall an international banking crisis '

t¡rle have f ailed, however, to anticipate problems earf y enough

and to provide solutions in time. This faj.lure wiIl become

ever more critical- as our economtc interdependence continues

it is not too late to shift from crisis manaoementto grow.

to crisis Þrevention. In this light, the above rdeas re-

present an attempt to identify the issues whrch will have

to be tackled in l^Jil.liamsburg.





Ihis report was prepared during a meet ing whi ch took

place at the Schloßhotel Tremsbüttel on April 29 - l0' 1981.

The meeting was chaired by Helmut Schmidt. The Körbe¡

Foundation generouslv provided financial support for

the meeting. Partici.pants included:

AbduI Aziz Alquaraishi (5audi Arabia)

Guido Carli (1ta1y)

Herbert G¡ünewald ( Federal Republic of Germany )

Takashi Hosonni ( Japan )

Milton hJ. Hudsonl ) (united States)

Manfred Lahnstein (Federal Republic of Germany)

Harold Lever (United Kingdom)

DonaId 5. Macdonald ( Canada )

Robert Marjolin ( France )

Robert S. McNamara ( Uni.ted States )

I.G. PateL (india)

tric Roll ( United Kingdom)

Helmut Schmidt (Federal Republic of Germany)

1) For Alan S. GreensPan
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Ridiey MEEIIINGS IN WASEINGÎON
HaII
Beastall
Bot,trill The 'lisct¡ssious I atteaded i¡ \{¡chivrgtoa last week were on'tbe wbole srccessful,

:,:,t:f-" aad produced soure pointers for'Williarasburg.Hawtin ¡

Development Committee

Z. The joint IMF/mnO Development Committee q'eetiaþ, primarily oB

North/Soutb and Aid issues, was fairly low key, reflecting the toae of receut
statemeats from meetiugs of developiag countries i¡ New Delhi and Bueuos

*{ires. Developing cou¡t¡ies bave not uoderated lheir.de:oaads, but tåey do

seeu to be advancing tåem less st¡ideatly thaa in tbe past.

and to PS/Governor: Bank of England

Treasury Chambers, Parliament Street, S!71P 3AG

3. The. key issue was, of course, whether tbe US will boaor¡¡ its flna¡cial
commitmeut to IDA. Tbis depends on Congress, and the meeti¡g recoguised that
tbe Administration (shuttz aad. Rega.u) bave ¡ow sta¡ted to pitch ia o¡ tbe EiIl.
But delivering the IÐA \II appropriatioa may require ptessure from tbe President,

a¡d. it might well be right to raise this with him at Williansbu¡,g.

G.7 Meetine

4. Fi¡a¡ce Miuisters a¡d Ceutral Ba¡k Governors of Summit conntries plus

the Commissioa met to approve publication of the "Jurgensen Reportn o:1

excbaage rate Í¡terventiou, a¡d coatrived to avoid a Fra¡co-America¡ row. The

agreed covering statement is constructive a¡d sbould,, I thilrk, be welcomed at
\üilliaucsburg. It accepts that iaterventiou c". bave a legitimate, though modest,

rolg but recogaises tbe importaace .of trying to achieve greater excbaage rate
stability througb better-matcbed policies, '-d co:¡tains tbe stateme¿t: "I¡ the
formulation of ou¡ domestic eco¡romic a¡d fiua¡ciaÌ policies, our cou¡t¡ies shoutd

have regard to the behaviou¡ of ou¡ exchange rates, ¿ls one possible indication of
need for policy adjustment.'
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5. Tbis goes further tha¡l the America¡rs have previouSlyr Êìnd it is valuable to
have their acceptance of it.. But what is needed now, if this step torpa¡d.s
agreeEent is to have the desired effect o¡ business confidence around. tbe world,,
is stroager evidence that they accept sone of its implications.

G.5 Meeti:re

6. The m'in G.5 business, for whicb the IMF Managing Director was preseat¡
w€ls nstrrveill¡t'ceo of prcg"ess in our several economies. La¡osiere d5d an
excellent job of aaalysis a¡rd criticism, and attention quickty focussed on the
U¡ited States position: very high real interest rates (unless one assumes âÌ¡ early
Eove back to much higher inflation)r closely associated - in the view of all but
the America¡s - with the high $ "*.L"og" rate agaiast the yen and
deutschemark, whicb is one cause of poor US international t¡ade performance
and resulting pressures for protectionism, the whole d.eriviag frorn a. excessive
pubtic sector deficit imposing too heavy a burden on interest rates to maintain
discipline ov€r rnonetary growth. One other disturbing conseguence of the high
deficit is the fact that the US - the richest country in the world. - is now a
substa¡rtial iroporter of capital.

?. The US reaction was unimpressive. Don Regan tried to deny tle causal
relationsbip between high interest rates, a strong dolla¡ and high deficits. He d.id

acknorpled.ge that tbe deficit must be reduced: but he spoke without conviction
about how this migbt be done, a¡d was inclined to blame congress.

8. I am convinced that it would be valuable if you would tackle the P¡esident
about the deficit - on the lines of your previous talks with Shultz a¡rd Volcker.
The right time to do it would be in \{ashington on Z? May, rather tba¡ loore
publicly at Ït¡illiamsburg. As Feldsteia suggested to me the other d.ay, tbe key
may be to point out to the President the gains - economic a¡rd potitical - which
have accrued to us from out demonstration, i¡ the l9B1 Budget, of ou!
commitment to reduced borrowing. lve might have a word about this.
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Trade

9. Tbe US took the opportunity i¡ the G.5 meetings to urge agein ¡¡"
importaace oi resistilg aad. reduci.g protectionism. Thís wilt be discussed

fi¡rther at the OECD Ministerial meeting i¡ Pa¡is next week.

10. I also took the opportunity of pointing out to Ðou Regaa the damage which

could, be d.one to relations i¡ the Weste¡n Allia¡ce by the ¡Deasures proposed in

tbe d.raft Export Administration Act. Subsequently, ia the G.5 meetÍng, Regaa

mentio¡ed this tegislatioul said tbat tbere was son6 possibility of fairly rapid

passage tlrough Congress, and suggested tåat cor¡ntries which disliked it sbould

"speak loud.ly in tbe Pa¡is meetings next week.n I am sure that we should ta-ke

the hint.

Williamsburg

11. The key pointers for \¡l¡illiamsburg perbaps are:-

1. general agreement that the recovery is in t¡ain. This is tempered

wlth caution, and insistence that the objective must remai:o

sustainablê, and therefore non-i¡rflationary, growtb, not ncoucerted

reflatiou.n

It. on debt, agreernent tbat, while we ca¡ take credit for speedy a.ud

effective action already taken, there remai¡s a need for conti¡uo¡¡s

monitoring, o¡ a case-bfcase basis, with fi:¡a¡rcial belp available

conditioual oD approp¡iate adjustment policies. (Incidentally, US

representatives hoped that the GAB and IMF Quota increases migbt

be approved by Congress just before r'VilliamsUurg.h

agreeneut tbat the slightly tDore moderate tone of recent ldc

meetings (contrasting with ea¡lie¡ years) deserves a sympatbetic

reqponse, eg. at UNCTAD; that IDA and IBRD must not be sta¡ved of

tesources; but also that the best way to helP the developing coun&ies

is for i¡dustrial countries to promote sou¡d a¡d sustainable recovery;

l¡1
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wides¡rread,co¡ceru that high iuterest rates-could, wea.kea o¡ abort
reqoveryr while a stroDg dolla¡ feeds protectionist tendeucies. Tbe
prospect of future us public sector deficits equalliug or exceedi,¡g
total us private sector savings is oae tbat causes r¡niversal concem,
but has as yet produced no convi:¡ci'g counter-actiou from tåe
Admi¡istratioa. rt would be wrong to euvisage public criticisn of the
Presideat at l[¡irliamsburg - as the Freucb may -but equally wrong to
imagiae that the subject of tbe deficit rpill ¡ot be d.iscrrssed there.
The best way of belpiag to defi¡se tre issue might, as r say, be for you
to take it up with bim in ad,va¡ce.

LZ' I am copying this mlnute to the Foreiga Secretary, the Secretary of State
for Trade a¡d Sir Robert Armstroag

(G.rI.)

4 May 1983
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Prime Minister's Visit to Washin on

1T DO'TVNING STREET

ccommo on

'Ihank you for your letter of 5'May.
I agree with the accommodation arrangernents
outlined therein.

I am copyÍng this letter to Richard
liatfielrl (Catri¡ret Office) and John Kerr
(III{ Treasury).
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Prime Ministerrs Visi'l to Washington, 26 - 28 May: Accommo dat ion

The Ambassâdor, Sir Oliver Wright, would be very happy
to put up the Prime Ttlinister, Chancellor of the Exchequer and
Secretary of State at the Residence during their visit to
Washington from 26 28 May. There would then be three
additional bedrooms at the Residence, of varying degrees of
comfort: 1 single room and 1 double room (sharing a bathroom)
plus 1 further double room and bathroom.

The Ambassador proposes, subject to your views, that the
double room with bathroom should be for Sir R Armstrong, the
single room for yourself, and one of the Prime Ministerrs
detectives sharing the other double r6om with one of the
Secretary of Staters detectives.

The remainder of the party will stay at the Dupont Plaza
Hotel (about a 5 minute drive from the Embassy). A suite has
been booked there for Mr fngham.

f should be grateful to know if you agree with the
above proposals.

I am copying this letter to Richard Hatfield (cabinet
OffÍce) and John Kerr (Treasury).

t
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L

I
i/'r- \\.-n

(R B Bone)
Private Secretary

A J Co1es Esq
10 Downing Street
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10 DOV/NING ST

From the Private Secretary

SIR ROBERT ARMSTRONG

WILLIAMSBURG: MEETING ARRANGED BY HELMUT SCHM DT

The Prime Minister has received a letter from Lord Lever

and Lord Rollbringing to her attenti-on a memorandum agreed at a

meeting convened by Mr. Helmut Schmidt in Germany in April to
discuss recommendations for action at the lfilliamsburg Summit.

I understand that copies of the letter and the memorandum have

been sent to the Chancellor of the Exchequer, the Foreign and

Commonwealth Secretary and you yourself.

I should be grateful if you could suggest a draft reply
to the letter, for signature by the Prime MÍnister.

I am copying this minute to John Kerr (HM Treasury) and

Brian FaI1 (Foréign and Commonwealth Office).

..t"'-'å'
I :r "ii

/î/,ha/ù,
MovvfW

W
/1,+/

/n{I

5 May, 1983
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CONFIDENTIAL

FM UKREP BRUSSELS 0509462 MAY 83
TO IMMEDIATE FCO

TELEGRAM NUMBER L775 OF 5 MAY

INFO PR.IORITY ROME PARIS BONN ì¡JASHINGTON OTTAI¡,A TOKYO

YOUR TELEGRAM N0.730 r0 ttASHlNcrON : PREPARAT.toN FOR r/tLLlAMsBuRG

..1. THE COMMISSIONIS PR.INCIPAL OBJECTIVES l',ERE REFLECTED IN THE

tìne rrreru By rHoRN ,¡rrg pREs,IÐENT REAcAN REpoRTED ,rN uKREp
TELEGRAM N0.1634. THEY BELIEVE IT IS VIÍAL THAT THE SUMMIT SHOULD

BE A SUCCESS. I{S MAIN TASK SHOULD BE TO SUPPONT THE EMERGING
ECONOMIC RECOVERY. FOR TH.IS TO HAPPEN, U S INTEREST RATES MUST

COMË DO'ÍN, FLUCTUATIONS I,N EXCHANGE RATES SHOULD BE REDUCED AND

ÏHERE SHOULD BE BETTER CO-ORDINATION OF THE ECONOI4IC POLICIES OF

ÏHE MAIN WESTERN COUNTRIES. THE COMMISS.ION WILL HOPE ÎHAT THE
l.{.ILLI.AMSBURG DISCUSSIONS I,JILL CONTR.IBUTE TO ALL THREE OF THESE

GOALS.

2. IN ADDI+ION THE COMMISSION BELIEVE THAT THERE SHOULD BE

REAL I'sr I c cOMM I:TMENT AT hl ILL l,AMsBuRG T0 REs I sr PROTECT t0N t,sÏ
PRESSURES SEI4I. COLON DI.SCUSSION OF EAST.V/EST ECONOMIC PROBLEMS

sHOuLD BE LIMI,TED T0 TAK.|NG NOTE oF Ì,/oRK tN pRocREss lN oEcD,
COCOM, IEA AND NATO SEMI.COLON AND.THAT ECIUS AGRICULTURAL PROBLEMS
NEEÐ NOT BE AN ISSUE (BUT SEE MIFT FOR COMMENT ON THI.S LAST POINT).

3. PERHAPS THE ONLY POINT ON h,HICH THE COMMISSION HAS DISTINCTIVE
VIEWS IS THE RELATIVE t^lEIGHT TO BE GIVEN 10 NORTH/SOURTH

c0Ns|ÐERATIONS, THE EMPHASIS THEY PUT 0N RELIEVING THE DEBT

PROBLEMS OF THE DEVELOPING COUNTRIES AS AN ESSENTIAL CTONTRIBUTION
TO ECONOM IC GRO\,JTH, THE I.MPORTANCE OF I NCREAS I NG A.I D FLOVJS , AND THE
NEED FOR THE su¡,lMl.T c0NcLUS:tONS T0 cr,vE A pOstrtvE stGNAL oF THE

INDUSTRIALISED COUNTRIES' INTEREST IN SEEING PROGRESS AT UNCTAD V,I.
THORN CAN BE EXPECTED TO STRESS THESE PO.INTS.

4. t,lHERE MATTERS OF COMMUNIfY COMPETENCE ARE INVOLVED, THE

c0l4Mlssl0N l,/.lLL 0F c0uRsE BE BOUND By sucH cOMMoN pOstrtONS AS

MAY BË "qtR(ED OUT IN THE COUNCIL, NOTABLY BY THE CONCLUS:IONS OF
ECOFIN OF ld'MAY AND THE PREPARATORY IJORK ON TRADE ASPECïS CARRIED
OUT IN THE ARTICLE 113 COMMITTEE.

I 5
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5. THE ABOVE P0INTS ARE SET OUT MORE FULLY lN THE ilTHEMATI;C MESSAGE'

FOR þJILLI,AMSBURG lñlHlCH THE C0MMISSION HAVE PR0DUCED (SEE MY TELNO.

t77 t+ - NOT T0 ALL ) .

6. PTEASE SEE M I,FT

FC0 ADVANCE T0:-
FCO EVANS HANNAY APPLEYARD CRO\I,E

CAB - PS/S I,R R. ARMSTROIIG U ILL,I.AMSON MS

DOT GRAY

MAFF ANDREh'S

TSY L I,TTLER UNI'J IN

LAMBERT

BUTLER
ÁDYAr.{cÐ Ãs RrR¡ßiË,

1,T¡ÍTTED

EÊD
Ef¡TD
rmD
rED
rÂÐ
EOD
PI'AÑN:TNG STÁ3I'
rAED
ESSD
EESD
tcEtis D
PS

PSÆOBD gElaÎnÁ¡
PS^ÍB mEKrnD
PSAß EURD
PSnfR BAÏSO¡V
PsÆ'trs
SXR J BIII¡IARD
!m EvÄNs
}IR EÄNIVAT
tÍR ßEO¡lrAS
!M DONÁãD
MR EÀT3S
¡fR AÐá¡.IS

.åÐDTNTON¿Í, DTSEEÏBI'TTOT

ECONo!tre fftMlfrr

2
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f,þom: J 3 UNWIN

5tqev I9B3

cc Mr Î,íttler (without enclosure
Mr Syatt except for l{r Syatt)
IvIr Carey
I{r lravelle
Ifr SottrilL
I{r 3eastalI
I4r IIa1l
ltr AtkÍnson
Miss Cund.
l¿Ir wicks (washineton)

(ry
CIÍAT{CELT,OR OT TTTE

Í,NF:DS C ASTI,E] CONTERNÏCE ON UNCTAD VÏ

Given its relevance to varÍous cunent d.evelopments I think you wilJ- want to gLance

at the attached note by Mr Carey on last weekendts IINCTAÐ VI Conference at L,eed.s

Castle.

2, .A.lthough nothing very specj.fic,energed, the conference nay Ìrave done a littLe
to improve r:nd.ers.t¿Lnd"ing on both sid.es and. we certaÍnly seem to have won a good"

deaL of credít for taking the Ínitiative in organisi.:ng the oonference wÍthout
conced.ing anybhing in returrr. IW oun fears that the occasion would. largely serve

as a fo:r.¡m for bri.nging ad.dÍtional pressure on the d"eveloped countries were

obviously unjustified..

1. Ëowever, issues of substance stÍl1 remain to be settLecl, ar¡d. v¡e have not yet
settl-ed the IIK positlon at UNCTAD 1l.t itself. Ehe proposed 0Ð d.iscussion on the
basÍs of a Ðepartment of fracle paper as you proposed. will be the first oceasion to
get to grips with this. We urdersta.r¡d that the I'orelgn & ComnonweaLth Secretary
wilL be writing to support your proposal-.

,)

J 3 T'NWTN
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PREPARAT IONS FOR \.,ILL IAMSBURG

1. ÐUR IËUX HAS ASKËD IVIE TO PASS rO S IR R.ARI"|SIROf{6 THE
FùLLOVJlNû ' rrHEMATlc tliÉssAGE'r FOR hf ILL r,Ar4sBuRG, b/H lcH
HE HAS TODAY SEilIT TO UNÐER-SECRETARY WALLIS.

hl ILL IAMSBURG SUMM,I{ : THEÎ'IAÎtC pApER

GENERAL 
. 
I.

CYTL ICAL RECOVERY I.¡OW UNDER'CAY. NEEÐ TO PROMOTE SUSTA IHÂBLE
GROìJ'ITH PROCESS TO RÉDUCE UNACCEPTABLY HIGH UNEt4PLOYf4ENT OiI

A ÐUR ABLE BAS I"S .
ÊXPRESS !'¡I.LLINGNÉSS - 10 MANAûE ÐOFIESÎIC ECONO}IIC POLICIES
I.N SUCH A ì}lAY AS TO TAI(E FULLY INTO AGCOUNÎ THE REPERCUSSTONS

THAT THESÉ POL IC IES I'1I.GHT HAVE OIi lHE S.IfUAT ICIhI I i'I OTHER

COUNTR I ES

- Ï0 IAKE JO,lNT MEÅSURES f0 IMPRûVE THE þ,ORK ING 0F THE l¡¡TERLOCK tNG
l,lORLD TRADE ANt FliNANC,l,AL SYSTEMS tfi OBDER T0 pUI THE I{0RLD EC0NOr'ty

BACK 0NT0 A PATH OF SUSTA,I,NED ANÐ l¡0t'¡ INFLATIONARY GR0r¡lTH

- ÏO DRA'd lHE CONSËQUENCËS fI{ rERf{S OF CONCERÎEÐ ACTION OF rHE
gROITJ ING I'NTERDEPENDENTE BETIdEEN DEVELOPED AIIID OEVELOP IÈ\IG COUNTR !ES
- T0 lt'lPROVE COMMON UI{ÐERSTAN.INc 0F ALL ÂSPEÛTS 0F EC0NOM,|C

I.NTERRELATIOf.I BET!'EEN EAST AND hJËST.

ECONOM IC AND I'IONETARY POL,ICY

. FIAJOR SUCCESSES IN BR INGING OOI,JN INFLAT ION SEM I, COLON

. FURTHER EFFORTS REQUIRED 10 ADJUST GOVERNMEf{T SPENDINO 
'¡ICOUI'¡TRIES !'jITH EXCESSIVE BUDGETARY DEFICIT TO FREE RES|ìURCES

FOR I¡[VESlI'IENT LEA}ING TO PROMOTIOi¡ OF EMPLOYMEI.tT.

. iXEED FOh LASl IfiG REÐUCT IOI{ I il REAL I ¡\¡TEREST RATES Ai\lD GREATER

EXCHATIGE RATE STAB.ILITY
. r¡lELc0t4E srEps TAKE¡¡ lill PAsT YEAR T0 tþTPLEi'lEt{T AGREEME¡tr Ar
VÊRSA.ILLES SUMMIf .ll'¡ r,uULTt{-ATERAL SURVETLLANCE' r pR0CËSS

l,/ lrH l1'1F l''lAllAG.|,N0 I] lRECTOR , ANü cO¡¡cLUS tONs DRAllN FROM sruÐy 0t¡
EXCHANGE MARKET I.NTERVENl ION.

TRADE

. CoMMITtIENT T0 FtcHT pR0îECTl0i,.¡,tSÍ''1.

. SUPPORT A PROCESS OF RELAXAT ION ANÐ DISMANlL it,¡G OF THE MEASUR€'S

INTNODUCÊD IN THE CCNTEXT I)F THË. RECESSION AS ECOI'¡OMIC RECOVERY

PROCEEÐS.

' SEEK TO ENSURE THAT GATT CONÎINUES TO BE III THE CEi,¡TRAL FORUþl FOR

TRADE NËOOTIATION AND CONSULTATION, .{lHILE RECOGNIZI¡IC ÎHAT I4OÊE

RESTRICTEÐ AD I1OC MÊËIINGS iVAY AT TIi4ES PROVE iJECESSAPY ANÐ UsEFUL.
. GIVE POLI'TICAL LçVEL IMPETUS TO GAiT l'JORK PROOREAi'I AS AGREEÐ EY

THE LA$T T4 I,I'ú I STER I AL SESS IÛN.

CONFIDENTIAL /wor.,.
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. V/ORK I N APPROPR I ATE I'IULT I LATEF AL AI{! B I LÅTËR AL I{AYS TO RÊ SOLVE

CURPINT TRADE DI,SPUTES ANÐ TO RESOLVE THE PROBLËI'I OF CONFL ICT OF

JURISDICTIOI'J WHICH CAN LEAÐ TO TRADE DISRUPTIOIT.

INÎERNAT I.TNAL F I.NANCE AND DEBT PROBLEMS

. CONF.IñI''i ÁGREEMEfT ON STRATEGY FOR MANÀGING LDCS DEBTS PROBLEMS :
PROPOSED ELEI{ENTS

A ) EFFECT IVE ÀDJUSTFÍENT I.N DEÊTOR COUNTR,IIS þJ ITHOUT uNDERf"l I Ñ I NG

THEIf; GRO.I,,TH POTENTIAL.
B) ENDORSE IMF QUOTA AND GÅB I,NTREÀSES ANÐ URGE SPEEDY RATIFITÀTION
BY LEG I.SLAIURES.

C } SÎRENGTHÊN ING OF THE MEANS OF AgT IûI,I AVA ILABLE TO THE \{ORLD SANK

GR0UP f 0 PR0t'10T8 STRUCTURÂL ADJUSTl,lEr,lT AND GR0ìdTH lN LDC

D } AVO ID I:NG NEId TRADE BARR IERS

E) AVAILABILITY OF SHORT TËRM TÊANSITIONAL FINAI'¡C.ING FR0N OFFICIAL
CRID ITORS ( B I.S AND/OR CEI,¡TRAL BAî'¡KS )

F} NOTT THT SPECIAL RESPONSIBILITY OF COMI'IERCIAL BANKS IN ¡{AIIITAIi¡ING
ADEQUATE FLOlll OF NET LENDING.

. CONF IRM WILLI.l.¡GIJESS TO I.NCREASE ODA FLOI{S TO SUPPORT DEVELOPMEiIT

POLICI€S OF THE POOREST COUI{TRI€S 1{ITH PAñTICULAR EMPHAS.I.S ON SUPPORT

Tû NAT'|oNAL F00D STRATEGt€S. t,N THIS COf,tTExT, ATTASH PARTtCULAR
.II{PORTANCE TO RAP,I,B COMPLËT.ION CF SI.XTH IÐA REPLENI.SHHENT A1{D TO

E¡rRLY AGREEÞlEfriT 0N MA I,NTENANCE 0F l,DA I S COMM lTl"lENT CAPAC tTy.

NORTH-SOUIH D I ALOGUE

. |}'ELCÛME OPENESS TO DI,ALOGUE EXPRÊSSED ,I.I.¡ NEIC DELHI ÂND BUENOS

Å IfiES COMMUN IQUES. REAFF IRI4 I¡IPORTAi¡CE þ/E ATTACH TO POL'IT.ITAL
ì STAtsIL lTY' E00t'¡0l"llC PR0GRESS ÀND PR0MOT,ION 0F ûENU l,l'lE 'lNDEPENilEl,lCE

l,N DEVEL0P,ING tJ0RLD,

. AFFAI.RM U/ILLI.NGI-¡ESS 10 SEIZE THE OPPORTUNFTY OFFERED BY UNCTAD

TO ENTER INTO CONSTRUCTIVE DIALOGUE AND SEARCIi FOR CONCRETE

PROGRESS TAK ING INTO ACCOUNT THE GROb,IING -T.NTERDEPENDENCE AND THE

I'ìUTUALITY OF.INTERESTS BETvJEEN LDCIS AI,ID DI'IC.

I
z
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EAST-ìÍEST ËCONOI4IC RELAT IONS

. TAKE sr0cK .l'N APPR0PR,|,ATE FORA 0F !J0RK pROGRr{t4s 0N EAsr-hrEsr
Ec0N0t"llc ÊELATloNs AND coNTtNUE T0 DEvELOp cOþtMON ANALys,t:s t{trH
åTTENT ION TO OUR SHARED CONCERNS.

TEC HNOLOGY

. FOLLOIJ-UP T0 THE REPORT 0N TECHN0LOcY, GROI^íTH ANÐ EMpL0yt"tENT.

FCO ADVANCE T0¡-
FCO ËVANS HANTIAY APPLEYA;D

TSY L tlrLE
N0.'10 - PS, PS/S l,R R.ÂRMSTRoNG

BUTLER

.ÁOVAhKÐ ¡S RECU¡SI,Ð.

LI}ÎIIED
ERD
E,gTD
IIED
rED
$ÁÐ
ECD
PLåNNINC S8A33
lntsD
ESSD
EESD
I{ElrfS D
PS

Æ)DI[IOSÂ! DISSRTBI'IIOIÍ
EcorÍoMrc $tltlfl8PSÆOBD gET,SSEAD

PS/lfR RIFKTTU)
PSAÍB EI'RD
PSnm sAtsoN
PSÆÛS
SIR J FIII,LA¡D
!m Ev¡¡rs
¡ÍB EAIÍIVAÏ
ltR [tro¡í¡,s¡
¡ÍB DONAIÐ
¡[R EAÏES
¡fB .A.DÁ¡.IS 3
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ÏO IMMEDIATE FCÛ

TELEGRAI4 NUT4BER 169 OF 06 MAY

lNF0 PR l0R ITY ROi"lE, PAR lS , B0¡¡l'l , \,IASH lNGTOl¡, T0KY0 At{D UKREP

BR USSELS

YOUR TELNO 730 TO \IJASHINGTON.

PREPARATION FOR l/ILLIAMSBURG.

T. THE MAJOR CANADIAN OBJETTIVE IS THAT THE MESSAGE FROI4 THE

suNMtT sH0uLD BE oi¡E 0F HARMoNY AND* opTtMtsM !.lHtcH ìit.tll suppoRT
ANÐ SUSTA ll'l ECO|'IOM lC REC0VERY AND CONTR IBUTE 10 tTS DURAB tL tTY .
l¡JITHIN THAT.COI'¡TEXT THEIR MAIN PREOCCUPATIONS AND TACTICS },ILL
BE FAIRLY 0RTH0D0X AS FOLLOVJS¡

A } MACRO-ECONOM Ig.
TO ENTOURAGË POLICIÊS \llHICH WILL AVOID REKINDLING INFLATIOi.I,
BUT l,., ILL ENCOURAGE BUS INESS INVESTME|,IT ANÐ LEAD TO A REÐUCT ION

IN REAL INTEREST RATES. THEY STRESS THË NEED FOR ¡I.¡TERNAT IONAL

CONSULTATION ANÐ COOPERATION AND FOR THE TONVERGENCE OF NATIOf{AL

POLtctES, vltTH ATTENTI0N pAtD r0 THE EFFECÍ 0F r,tATt0NAL

POLICIES - NOTABLY THOSE OF THË USA - O$I OTHER COUNTRIES.

B) TRADE.

THEY ìÅ,ANT RÉAFF IRMATION OF SUPPORT FOR THE OPEN TRAÐINO SYSTÉI{

AND ÛF THE NEED TO REVERSE PORTECTIONIST MEASURES AS RECOVERY

PROCEÉÐS. THEY VJOULD I.IELCOMÊ CONDEMNAT IOI¡ OF OTHER D ISTORT IONS

OF THÊ SYSÎEM SUCH AS SUBSIDIES ON EXPORTS ÂNÐ EXPORT CREÐITS.

c) FtNANCE.
THEY SUPPORT THE STREI'IGTHENING OF THE INTERNATIONAL FIi,IANCIi\L
INST ITUT IONS PART ICULARLY THE IùlF AND IÐÂ ANÐ 14EASURES TO SUSTA IÎ.I

L,\RGE DEBTORS -MEx lc0, BRAZIL' ETc - THROUGH TttESE lNSTlTUTl0Ns
ANÐ BY ENCOURAG I I'IG COí{MERC IAL BANK LINÐ I I{6. THEY SEE A NEED FOR

IÏORE SURVE ILLANCE , GREATER EXCHAi-IGES CF II,IFORIlAT IOI¡ ANO CLOSER

COOPE¡ìAT ION OIi II'ITERI.¡AT IONAL DE BÍ.

D) AtD.
THEY SHAiìE THË COMM ISS I ON ' S V I EI.JS (UKREP TELNO T175 TO FCO ) ON

INCREASING AID FLOIJS T0 LDC S PARTICULARLY THE PO0REST,,,tHtCH

HAVE BEEN THE MOST VULNERABLE TO þ]ORLD RECESSION.

E ) NÛRTH/SOUTFI.

ANY COMI-IUN IQUE SHOULD EMPHAS ISE INTERDEPET,¡DENCE BETI¡/EEN DEVELOPED
AND DEVELOPINC COUNTRIES, RECOGNISE THE MOÐERATE TONE TAKEN BY

-t:
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THE GR0UP aF 71 AT BuEN0s AIRES, ANÐ RESPOND f0 ÏHAT H0DERATt0¡¡
i., ITHOUT ÂCCEPT I NG THE MORE R AÐ ICAL PROPOSALS .

F) EXCHANGE RATES

TI{EY SEE A i'¡ËED FOR i',IORE INTERVENTION IN THE SHORT TERM TO COUNTER
RAP¡D FLUCTUATIONS !/HILE RECOGI,IISIi,¡G THAT LOôIGER TERM STABILITY
RËOU IRES APPROPfi IATE MACRO ECONOI4 IC POL IC I ES . THEY ARE COI,¡CERNED
ABOUT THE EFFECT OF THE US ÐEFICIT ON B€TH EXCHANGE AND INTEREST
RATES. ù;

G ) ENERGY.

THEY CONSIDER THE DECLINE IN OIL PRICES GE¡¡ERALLY HELPFUL ÏO THE
I'IORLD Ec0N0l4Y lN sprTE 0F trs EFFECT 0N THE ÐEBT BURDEN 0F
PR0DUCERS LIKE MExlc0 ANÐ VENEZUELA, BUT ABOVE ALL ìdANT GREATER
PR ICE STAB IL ITY: PARTLY BECAUSE THÊY !¡A',{T TO SEE Ê XPLORAT I ON FOR
NE\,I SOURCES I4AINTAINED PARTICULARLY ON THE CANADIAN FRO¡TIERS.
THEY FEAR THAT ÐEcL tN rNG pR tcES !,t ILL BREED coMpLAcENcy ANÐ tJ tsH
ÏO REAFFIRM SUPPORT FOR CONSERVAlIOlI ANÐ SUBSTITUTlO$I.

H ) EAST/VIEST.

THEY l,/ISH TO AVOIÐ CONTENTIOUS ÐISCUSS¡OI,I AND I,JOULD LIKE TO SEE
REAFF IRi4AT ION OF THE L I}¡E TAKEN AT VEÊSA ILLËS AND REÛOGI,IIT IÛii ÛF

'.J0RK D0it¡E ËLSEI¡/HERE.

2. MR TRUDEAU r,r tLL DEL |VER A SPEECH TON tÊHT (C0py By BAG ) tN
þlHICH HE WILL OUTLINE THE CA¡.IADIAN ATTITUÐE TO }/ILLIAMSBURG ON THE
ABOVE L I NES.

3. PIEÄSE SEE ALSO MY TEL¡IO T65 OF 4 MAY (NOT TO ALL) ON TRUDEAU,S
V IS IT TO 

.I.'ASH 
I NGTON .

BAKER

lT¡CITED
rqD
ESrÐ
rmD
EED
$Á¡
ECI)

T¡ANNNTG S!.A3F
!EED
ESSI}
EESD
I{E,!ÍS D
PS

PSÆOBI¡ BET"STEÂ!
PS/¡{B RIFKII{D
PSAÍR ET'R¡
PSy't{R SAISO$
PSÆ'Ûs
STR J BST/IIUÐ
MR EV¿]ß
}[B EAISNAT
IfR ÍEO}1AÍ¡
IfR DOTÍAIJD
¡[B EAYSS
}TR ÂDAIIÍS

A"DDTIIOSÂ! DISSRTBUIIOIÍ

ECoITOIÍIC $nltfi[

É
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TËLEGRAM NUi"IBER 369 OF 5 I.IAY

lliF0 B0NN, 0TTA\¡JA, R0t1E, TOKY0, \,JASH I I{GTCfl , UKREP ERUSSELS '

Y0UR TELt{0 730¡ PRÉPARAT l0NS FcR l'l ILL I Aì'1SBUFG,

1. ICALLËD Ott JE.All-CLAUDE PAYE T0DAY T0 DISCUS$'tljlLLtAt'iSBURG'

AÌ'II] FINANCIAL COUÎ'ISELLCR HAD A TALK.IIITH MOREL OF THE ELYSEE

YESTERÛAY. PfiESIÐENT 14ITTERAÌ'ID'S PERSONAL FEPRÉSEIITÀTIVE,

ATTALt, lS \,JlTH Hti"1 lN CHINA.

2. IN1OREL SAIÐ THAT SIR ROBERT ARMSTRONG SHOULD BY ïIO\j, IlAVE

RECEIVED A COPY OF THE FRENCH MESSAGE TO THE AIIER ICANS

Oi\I SUI,IþI IT THEi\iES AIID THE IR HANDL I NG. TH I S MAY I,'ELL ADD TO

ì",JIIAT 'dE HA'VE BEEN ABLE TO GLEAN TIERE. IT \'JOULD tsE ¡IELPFUL

TO HAVE AN IDEA OF THË CONTE}IT OF THE þlËSSAGE BEFORE 20 114Y,

ì¡iHEl'l I HAVE ttlv lTED THE. SEt'{ l0R FREI'ICH OFF IC I ALS l IIVOLVED l N

gUI'iI4 IT PREPARAT I ONS TO LUNCH. I N THE MEANT II'18 OUR IMPRË3S IONS

ÛF FREI'.ICH OBJECTIVËS ANÛ THÉ FACTORS LIKELY TO AFFETT THEIR

HANDL ING OF THE þ14IN ISSUES ÀRE AS FOLLO\.¡S.

i./rA I N f*IESSAGE 0F SUt"lM I T.
3. THE FtìEllCH AôREE THAT \,JILLIAFTSBURG SHOULD SERVË ABOVE ALL

TO STRET¿GTHEN CONFIDENCE, I}I THE PROSPECTS FOR THE RËCOVERY I,'IHICH

APPEARS TO BE EI.1ERGIf'IG IN THE US, GERI'IANY AND THE UK. IT vlOULD

BE CATASTR0PHTC tF fHE RECoVERY 
'dERE 

ABoRTED. T0 SUPPTRT lT,
THE SUI4NIT SHOULD AÊREE ON A COI{BINATION OF ECONOMIC I4EASURES,

THE þ1OST IMPORTANT OF \,lFiICH \,IOULD BE A REDUCTION OF THE US

RAL BUDGËT . PAYE SPOKE OF THE NE ERGE NTE

OF CONCE t0 S ON ECCNOMIC POLICY AND FOR COLLECTIVE ACTION,

BUT I'IE ITHER HE NOR MOREL Ì,1ADE ANY SPEC IF IC RÊCOÍ"IMENDAT IONS BEYOIID

THAT 0N rHE US BUÐGE.T DEFtCTT, AND INDEEÐ THE FRENCH 00 NOT

TII INK IT APPROPR IATE FOR THE SU¡{M IT TO BE TOO SPEC IF IC AEOUT

NATIONAL POLICIES.

I NTERNAT I ONAL TRÀDE.

l+. THE TRENCH ALLEGE THAT THE US lS TAKTNG T00 NARRO!, A VlEi/
OF HO\¡¡ THE LDCS SHOULD BE HELPÉD OUT OF THE RECESSION.

THE.Y SHARE THE AMERICAN APPçIÉCIATION OF THE ILL EFFECTS OF

THE C0I¡TRACT t0N 0F tMPoRTS BY LDCS, BUT BEL IEVE Tl{AT T0 lt'iCREASE

LOC FORE IGI¡ E.XCHAI{GE EAR}I INGS BY GIV ING GREATER ACCESS TO

DËVELOPED COUNTRY MARKETS FOR THEIR INDUSTRIAL GíJODS DOES NOT

PROVIDE THÉ 1¡IHOLË AI'ISI'¡ÉR. MAINTAI¡IIN6 OR II.¡CIìEASING PUBLIC AND

PRIVATE CAPITAL FLO\IS IS ALSO II'1PORTANT IN THEIR VIE\^J. IN ANY

cAsE, THE US r"rUST REAL TSE THAT EUROPE HAS ü.IûUSTR I AL PR0tsLEllS

Ai'ID IIIGH UNEI.IPLOY}4EI'IT AND CÅNNOT ALLOW \'/HOLÉ SECTORS OF

II.¡DUSTRY TO BE DËSTROYED BY II4PORTS FROM THE fHIRD \.JORLD.

cøN FlÒ f1¡*tfil ftr- ,/t*-n e*çTtoN{ \
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5. TH I$ I4AY EMÉRGE AS A STRONG FRENCH THEilË AT \./ ILL I AI4SBURG.

I4OREL GAVE IT GREATER STRESS THAI..I PAYE. IIE SHALL BE IN TOUCH
\illTH THE TRESOR T0 SÊE H0l{ THÉY At{E REC0l,ll,iENttTlG THAT THE

ISSUE 3Ë HAT,¡DLEÐ BY I'lITTEfìRAND. I.4OREL SA ID THAT THE FRENCH

RECOGI{ ISE TIìAT REFORM OF TIIE INTERNAT IO}IAL IiOIJETARY SYSTE14

lS A Loî'iG HAUL J0B, BUT lT i,ouLD BE \,rR0NG F0R THE SUt-it"1tT T0

PUT THE JUROE}ISEN REPCRT ON Ti.IE SHELF A}.IÐ THEIT FORGET THE

suBdËcT. cr..i Hts REcEt'iT vtstT T0 ÂstA, tÌ{ spEAKtltc T0 TtiE
PRESS AND, APPARE,NTLY, ALS0 T0 HtS OFF tCtAL HOSTS, CHE.YSS0N

SUPPORTED THE CALL BY THE T{ON-ALIßNED IIOVEFIE}IT FOR A NEIJ

BRETTOI{ þIOODS CONFERENCg.. 1,IH ILE FRE¡ICH OFF IC IALS RECOGN ISE

TirAT TfiE StTUÀTt0N tS N0þIHERE NEAR RtpE FoR A CONFEREuCE,

r¡1 tTTEiìRAND , b¡H0 ts EvEN KEENER THAN H tS pREDECËSS0RS 0N

BURN ISH ING THE. FRE}.¡CH IMAGE IN THE EYES OF THE TH IRD

VJ0RLû, l4AY WELL I¡IANT T0 ARGUE THE $IEED FOR GREATER EXCHANGE

RATE STAB IL ITY. AT A T II.lE 'JJHEN TFIE DOLLAR/FRAî..IC RATE IS

uNÐERl,rtN n¡G H ts G0vERT,¡t"rEt{T r s AUSTER tTy pLAt! , TH ts THÉþ18. HAS

OôV IOUS ATTIIACT IONS ÅT HOME AS UELL. THE FRETICII F INÐ

THE PRONCUNCEMENfS OF SECRETARY REGAN OI{ TI{I5 SUtsJECT SII1PLISTIC.
I4OREL CALLED THEM PA I }.IFUL AND IRR ITAT I ilG.

EAST/I.IEST ECONOM Ig RELAT IOI,IS.

6. THE FRENCH ADHERE TO THE VIE\I THAT EAST/',JEST ECOI,IOMIC

RELATIO}tS T4UST NOT BE GIVEN PR II,îÉ ATTENT IOI.I AT \.'ILL IAI4SSIIRG.

THE SUI'4MTT SHOULD AT MOST ÎAKE NOTE OF PROGRESS I4ADE IN THE

STUDIES UT.IDER lÚiAY I¡I SPEC IALISEÐ FORA. THEY ARE SOI,IE\./HAT

REASSURED BY SIGNS THAT AMERTCAN oFFtCtÀLS AoREE tJtTH THtS,
BUT REMA lN 0N THE lR GUARû AGA I NST A PERSOItAL DEC I S I Ot'l By

REAGAN TO GIVE THË SUBJECT GREATER PROMINENCE. THEY ARE READY

TO þlAN TIIE BARR ICADES AgA INST H I14.

TECHNOLOGY.

7. THE FRENCI1 PRESS HAS DUTIFULLY \,/RITTEN UP THE RÊPORT 0F THE

vERSATLLES !JoRKt$lG GR0UP 0N TËCHN0L0GY, GR0l,lTH AND EMPL0YMENT

AS A MAJoR FRENCH lNtTtATtVE, AND MTTTERRANÐ !JtLL N0 DoUBT \,,'tSH

TO EXTRACT SÛI"IE PUBLICITY DIVIDE.ND FROM THIS ÀT \.JILLIAMSBURG.

OVËRALL APPROATH.

B. MOREL STRESSED THAT SUMMIT PARTICIPANTS SHOULD NOT BE

TOO AI-18 IT I OUS I }I TIIE IR APPROACH TO !'l ILL I AT{SBURC. THEY SHOULD NOT

LOOK FOR I,I IRACLES, BUT RATHER SEËK TO IDENT IFY PROBLEI"IS WH ICH

THEY CoULÐ FRU tTFULLy EXERC tSË T00ETHER, pERHApS t¡t FOLL0\,J-up

MEËTtNGS AT MtNTSTERIAL 0R oFFttIAL LEVEL, U|DER CCIIDtTtoNS 0F

AN lûE0L0GICAL ARMISTICE. ( lT lS NOT CLEAR H0\ìt THËY REC0NC tLE
THIS THOUGHT WITH THEIR OBJECTIOilI OF PRINCIPLE TO IIBUREAUCRAT-

ISATIOI¡I I OF THE SUI'{I4ITS.) Î.lOREL SAID IN TERI4S THAT THE FREIICH

L
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IIIRE i{OT PRËPAR ING FOR !,l ILL IAPISBURS IN THE EXPECTAT tON OF HAV ING

T.O î.1AKE A OESTURE bJORTHY OF DE GAULLE IF TI1EY DID NÛT GET THEIR
\¡JAY, AS 0FF-THË-RECORD BRIEFIIIGS T0 fRENCH J0URNALISTS HAVE

THREATEl.IED. BUT IF \ll I LL I A!.iStsURG D I D NCT ADDRESS FU¡IDAÎ.lE}{TAL

tssuEs ,. M TTTERRAND vlouLÐ SER t0USLy QUEST t01,r THE I R USEFULf,iESS,
(TirAT THoUGHT tS NoT NEv¡).

9. IT VJOULD BE UNCHARACTERISTIC OF I"lITTERRATID TO HAVE I4ATE

ÛLEAR TO H IS STAFF AT TH IS RELAT IVELY EARLY STAGÉ HO'.,,I HE I NTENDS

{b.Pt*Y rH6 6u*¡t¿f
1 .¡THERE lS N0 LACK 0F TSSUES 0N I{HICH HE

cduìo srAGE A coNFRoNTAT l0N d trH THE AMER I cA¡rs tF HE s0 cnosc .
SOI4E PUBLIC AND PRIVATE COMMENT HAS STROî.IGLY SUûGESTED A

READ INESS TO DO SO. IN ONE IJAY OR ANOTHER MITTERRAI.¡D W ILL
\{ANT ÏO CONVEY TO FRENCH OPII'¡ION THAT HE IS PLAYINC A DECISIVE
ROLE AT r¿i ILL I ÀMSBURG. BUT I WOULD TH tNK THAT AT TH tS STA0E HE

IS KEEPING OPEN THE PT l0NS 0F ÀPPEAR tl,l6 E ITHER T0 HAVE gU tDEÐ

REAG N O\.JARÐS GREATER ltJISDOM OR TO HAVE DEFENDED EUROPEAN AND

TH I RD I'JORLD INTERESTS AGA I NST H I M.

F R ETI^JELL

LI¡{IIED
ERI)
ESII}
l{ED
IED
ISÁ.D
EOD
gL/uflrING s8a3l
!8ED
ESSI)
SESD
ISETTS D
PS

PSÆOBD BELSSEAÐ
PSA{B RITK]NT)
PSAÍR EURD
PS^ÍR 8Àts0N
PS,ÆES
SIR ,f BIILI'ARD
!!R EVåXS
¡fB EÀIÍNAT
![B IEO¡I!ÄS
UR DONÁ.ÛD
IfR EA1ES
}ÍR ADA}IS

.A^DDITTOSÂ! DTSSRTSI'tIOIV

ECOlgOUrc $,t{}ü!
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T0 ' I l.tt{E D, t,ATE FC0

TELÊGRAiq l¡Ur'ìBËR 46rA 0F î16 ||AY

INFC l,t,ll'lED'l,ATE \ì¡AS'rt¡l+lGTON PARIS R0l4E T0KY0 0TTAitA UKREP BRUSSELS

Y0UR fELN0 73Ø T0 !lASH.l;NGTûN¡ PREPARAT't0NS F0R ,¡l,lLL'l,AivlSBURG¡

qERMAI.I EXPECTAÎI,ONS

1. TH'l,S '*l,LL tsE K0HL' S F,l,RST EC0N0ùLlC SUfli'tl.T. HE HAS ALREADY 8ti^lLT A

gERTA'l'N REPUTAT,I¡0N AS S0f'1E0NE llH0 CAÍ'.¡ GET 0N !¡l'l'TH AND .lNSP.l,RE

CCI.¡F.I.ÐENCE'IT,I '¡/AS$I.¡IGTON AND DÉ HELPFUL ]I'N IìELAII.OIIIS IIII TI'IE

C0illMUN,l'.ïY. HE b¡.l,LL 1'IANT AT l+lLL;ltAllSBURc T0 .RE¡l"llF0RtE THçl,S il{,1AGEr

Ai'¡Ð T0 !,J0RK T0 BRI,DGE TRANSATLANT'lC $I,FFERENCÉSr'liNCLUD,l:¡ic

Tl'l0SE 3Ei\'JEEN i,JASll'l',NGT0N AND PAR:l:S. H'lt$ STAFF SAY THAT HE !,J,l,LL ïAKE

H,l,S R0LE Og ppE$:l'DENT 0F fHE C0l-ìHUN þTY SEftlÐUSLY.

2. THE 0ÊRl{ANS APFR0VE THE AI4ER'lCAti Al{4 T0 i.l0RK F0R AN t'NFORi4AL

SUt4l4l.T BUT FEAR THAT THE 0CCAS-lOtl 14AY DEGENERATE:l'NT0 A PRÉSS

SPECTACULAR.

3. THE POL.I;TICAL ASPËCTS OF I¡AILLI;A¡ISBURG !rI.I'LL BE AS IJ"IPORTA}¡T TO

KOHL AS THE ECO|\¡OiVIIC ASPECTS, NOT LEAST tsECAUSE THE SUf4I.+I,f \.,iILL

BE TAK lilG PLACE L'I¡TTLE f"l0RE IHAt'¡ A flONTH BEF0RE Hi'S Vl¡$1,.T T0

l'10SC01,i. HE t0l'lS.¡'DERS.l,T V'i¡ïAL, ,l.N THE L,l.GHT 0F PROBLEf{S;l,N EAST/

!'JEST AND N0RTH/S0UTH RELAT'lr0NS AND Wr'l,TH¡l,N THE ALL.hÂNCE, THAT THE

SUI'1l4t,T GI,VE A CLËAR MESSAGË T0 It{E l,l0flLD 0F Â }JEST UI,l,l'ïEÐ 0N

FUNNAfiENTALS AND COÎ¡IF.I.DE?'I1 THAT THROUGH CCCIPERAT.!CIi.I THE CURRENT

DIFF,ICULT¡I'ES CAN 3E EFFECÎl'VELY HANDLED. À SHO\'l 0F TRAllSATLAl,lT.lC

HARf40¡¡Y 
"*l^LL, 

0F C0URSE, BE HELPFUL T0 K0HL f'N ti.lJr.tN,t,NG GREATER

ACCEPTANCE F0R ltlF STAT'l{tl.lil,NG l{{ THE FRG TH;f€ AUTUI4N.

4. 0f¡ THË EC0l'l0l+lC $l.iD[, THE 14A'l.N RESULT THE ûERf{ANS l{ANT l,S A

i'lESSAGE 0F C0NF"liÐEi'l0E :lN THE 3[Êl"N].ltl'llGS 0F REC0VERY. BÀCKED

3Y ÀN EXPRESS,I0t{ 0F r¡¡1.'l-L T0 TACKLE IHE TASKS AHEAD. THEY BEL'l€vE

ÏH.IS \{OiJLÐ I.lAKE AN.I+,1PORTANT COI,¡TR,I8UT.I.ON TCI THË COHESTIOI'I OF THE

TRAíìISATLAI.¡TIC TOI4["IUN'IITY, AND iìIV:IVE THE HOPES OF THE TH"I.RD T.JORLÐ.

I'T þ/0ULÐ ALS0 !IAVE DCIl'lESTlC VALUE FOR THE14 Srl'i{C[ K0HL'S

GOVERNI'IEllI1, 1''r},ILE ANI,TI¡TTI'NO THAT THE ROAD TO ËCCNOI4I:T RECOVERY \'ÉILL

tsE LüNG AND ÐtFF,lCULT, HAS PLACED .qREAî [î'4PHAS,t.S 0N ,.t.NDtCAI,!f]NS THAT
'iHlT'tCS ARE L00K.i.¡'¡G UP lif,l Il.lE v¡0RLl. IiIEY rti,LL ti0T 3E L00K,ltl0 F0R

Å DETA.ILEÐ PRESCR'rPTt.oil F0R EC0il0t+t,c REcOvERy, AtiÐ HopE THA'r THE

CÛi4iiU¡,l:IQUE l'i ILL tsE 3t)il'{ BR.IEF AND CûtJtäED I ¡¡ GEI}ËRAL TEîìt4S, î,UT lHEY
\,¡lLL $rilÌT T{i STfìESS iHAT PRCiìOT l}l{ì INTEÊl,lAT,l'litAL TAÅDE l€
,lNl¡iSPE$iSABLE T0 THE TASK 0F TACKL,INC H lßH .l,l,iD[ETEDIIESS AND Ui"lEi4PL0Y-

l4El{T. i[rEY i'¡lLL THEiìEF0RE PLEAÐ F0R A STAilnSTlLL,.l'F ll0T A R0LL3ÅCK,

ûî'¡ PR0TECTIOi\tl,S14¡ l¡Ì'lLL trjARN AGA.I,NST THE IEllPTATl,0l¡ T0 SUßSTl*TUTE

.:ONFIDEI\JTIAL
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,lNÐUSTi?lAL SUBS,IÐl.ES F0R TAR'IFFS AllD QUOTASi AilÐ 1#lLL ARGUE THAT

BUDOËT DEF IC ITS' SIIOUL¡ 3E BROUGHT UNDER COI{TROL ÂND THUS HELP THE

NASçEI.IT RECOVERY TO 3E ilOR[ SOUNÐLY tsASEÐ. THEY FEAR TIIAT THE

FREi'¡CH I'lAY \,,4¡¡T T0 t0 ll0RE l,NT0 DETA lL Al',1Ð IiJANT REFERE'r'.lCES T0 ïllE
i¡EED FCR S0l'18 GûVERNl"lENfS T0 EXpAllÐ f'lORE RAP,IÐLY ANÐ F0R L0\,iER

l\ù1ËR'lCÂt'¡ l.l{TEREST R,1TES. tdH l:LE AGREE'1.ì,tû \É.l,TH THE LATTER NEED, THE

GERIIANS V0ULD 1¡/ANT T0 RES,I'ST SUCH D"l.SCUSS,lO!i{, l,NTËR AL l,\ tsY

ARtU'l,l.lG THAT THI,S '.;J0ULD ACCEI'ITUATE LACK ûF C0HES,ICN RAIHER THAN

THE REVERSE.

i. Il{Ë GERiIANS HûPE AGtul ¡lST EXPECTA1;l 0N THAT 1.j,l.LL.l Aù'lSBURG il¡lLL
S0Ui'lD A C0NSïRUCTI,VÊ i{CTÊ 'l,N TilE iìUN UP T0 UNCTAÐ ì/'1,'.

6. DESPThTÊ THE,I'R DES.I,RE T0 Av0.r.0 P0LElittAL DETA 14- ( PARA 4 AB0VË ) ,
ïHEY {vlAY SEEK REC0GN'kTÌlON 0F THE llEEÐ FOR 'I,NTERNAT"IONAL C00PERA-r'1.0N

l,t¡ ENVI;R0lll,lENTAL PR0TECT.lOl,¡ (AGl.D RA.l'¡l) - A THEME T0 \'JH4CH K0HL

ATÏACHES IMP0RTANCE' ACC0Rll:NG I0 THE F"INA¡¡CE f''i!'f'hI'STRY, THE GERi'IANS

ÂÊE ALS0 C0ítlS,l:llER:l.f,lG RA"!¡$l:irlG THE EClUS PR0BLEtIS 0N AGR,t{-
ULïURAL TRAÐ8, TH0UGH I'l0T ,l,fl 0EîAilL, J0'l'l{T RECCGtl l,Il,0¡t CF THE

PRCgt-ErÌ tJoULÐ, ïHEY ¡lRGUE, :lflPLY fHE NEED F0R C00pERAT.t:0N FRort tsOTH

S.l'DES .1,î,1 'loTS S0LUT.þON.

7, IAST/r.lEST ECONOiltlC RELATl0l.lS r¡ål.LL, THEY H0PE, 3E HANDLEIJ"I"t¡

Ir Ibr¡ KEY. AFTER KOHLIS 'I.I.S.IT TÛ ',llASH:I.NGTON, THEY PRCFESS TC BELI.EVE

ïHE A14EÞICANS lelLL C00PERATE . AÇC0RÞl.Nc TC THE ÄUS!,tÂE RT l:GEg ¡|t,|t
PR,i,VATELY (PLEASE PR0TECT) THË.|,R CONF"I,0ENCE HAS BEEII DI,STURBED BY

THE ARR,IVÂL A gfEEK AGO 0F A f4ESSÂGE FR0f'1 REAGAT'l T0 KOHL LIST'l'l,lG
Ai,IËRI.CAi\¡ DEI4ANÐS AN,' ËXPRËSSING THE HCPE THAT THEY qg¡¡Ð ÐE I,IET

BEFONE 
"'JILL.I'.A14SBUilG. 

(i+I,ITERRAi,}D I.IAS APPRENTLY RECA.I,VEÐ A S.I.i+ILA.R

i'iESSAGE, ) THE I4ESSAGE llAS S0f,]E î.li4E ;t,tl TRANS14l6S,lûN AND S0t4E 0F ,!'TS

DEI,IAI{05 ''.JERE OVERTAKEN BY POS I;T.I.OI'IS THE AI{ER.IC,ANS HAD ALREADY

ACüEPTEÐ 'l.N THE VARrl,OUS FûRA' EG tûC0l'1 HLi4. THE GERt4Ai'¡S HQPE Tlt,l¡S

r{ERÉLY REFLECTS P00R sTAFF \'J0RK, ÐUT ARE i'¡ERv0US AB0UT TllE PcSsl.BLE
CCNT I,¡lU.l,NG .l¡NFLUEì'lCE 0F illl-l'TE HOUSE HAR0L I't¡ERS, THFt,R

ÐRAFï REPLY T0 REAGAN ll0TES THESE P0S,l.Tl0f.¡S At'{Ð TAKES TtlE LI,NE

THAT, l,/H,lLE PROûRÊSS 0rl THE 0THER I'SSUËS REiIA:l;tlS .l¡4P0RTANT, THEy

HOPE rHAT THE 140ùlE¡lTUl4 NOll¡ DEVELOPËD cAN ¡E rtAii'rrtr"t;NED AND THAT
A¡lY D,iFFERE¡¡CES t¡,'.l,TH,l,ftl THE ALL,I,ANCE CAt¡ ,t,N DUË 1.tJ4E BË

RES0LVED; ANÐ fHAT THEY IH,lliK l,T l,NÂDV,tSABLE FOR TtiE SUt4FSt.T T0
ATTEMPT T0 G0'l"NT0 DETA.I'L 0l.l A,\lY 0F THESE {lUËSTi0ttS ¡1ND ÂSSUPlr THAr
THAT I.S ALSO REAGAïIIS.I,NTEIITI.OI{. (THE US AI.lBASSASOR TOLÐ ù1ã OTI

4l"lAY THAT HE s"l,D ¡¡0T Tfl,l,l.lK THAT É-t ãc0t'i0?¡rlc.tssuES ir0uL3 cAusE
PROBLE¡4S AT i,¡IJ.L"I AI'ISBURG) .
TAYLOÊ
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,Vorrlrín,
By Enrtco J¡ech

Tl OME - fto* lonn will'
IS. rooos stav in Lõbano,
withdr¡w¡l of ilí: Italirn con
from lhe multinrtional forcc
he ¡ serious sæp. Evøyone ir
is aware of tb¡t. But the prosp
dcepcr cnianglcment of the
force causcs vcry rcal cont
Romc political circle¡. Eræn if
tsry of St¡t€ Gcorge Shultz sr

ín his efforts to arrangc thr

draw¡l of forcip forccs fron
no& the proapoct rcnnains of
betwecn Christians ¡nd Moclc
betwcan thc lsraeli an{ Synat
æthrydiscnglç.

Regan and
Thc financ¿ ministcrs of the ¡cvcn loading

industrial o¡tiqn¡, mccting a fcw days ago in
Wa*hington, i¡sucd s cautious ststomcnt or
cxchangc ratcs. Aftø joining in tbc stst€,ment"
thc U.S. $rrchry of thc'llcrsury, Donald T.
Regrn, inmediateþ dcnounccd it æ meoning-
lesô. He wcrt on to sssurc rcportcrs that it
ccrtainly will not affr*t Amcrican policy. Docs
that not scc,n en odd pcrformanæ?

Pcrhaps Mr. Regan wæ dclibcrately nee-
dling thc Frr,nch, wbo want thc Amcric¿ns to
intervcnc rnorc forcefully in thc anrrcncy mar-'
LeB. lf ttrât is the exphíation, it is not a very
h¡ppy precedcnt for the ÏVilliamsburg summit
mccting at tbc cnd of this month where thc
c,mploycrs of thoac scvcn fin¡ncc ministers arc
to ¿iscr¡ss thcir cconomic troubl€s.

But whcn a tcch¡ical issue litc intencr¡tion
gcn€ratcs sparks, it gcnerally indic¿tes a con-
nection to somcthing largu. A governmmt in-
tcrv€ncs whcn it buys or sells currcncies to
úift their valucs, a limitpd dcviæ, occæional-
ly uæful but only tcmporary in its effect.
Looning behind the i¡terv€ßtion dcbaæ is a
largc and inractablc fact - thc pcrsistent
overvaluation of thc dollar, a subject oo which
thc Reagan admini¡tration hæ good rcason to
bc scnsitiv€. Most q¡ncnt U.S. trade trouble¡

-thc falling €rports, tho disputes ovcr othcr

the Dollar
i-

high interest ratesr Everybody in thc U.S. gov-
ernrncnt knows that the abnormally high dol-
lar is doing damage to thc ec,onomy, both to
tho export industriæ and to produccn who
or¡st oompcte with imports. But the only rerl
rclution is to'get the budget deficit and intcr-
€st rates down, and on that issue the adminis-
tration is inmobilized.

The Europeans; and particularly thc
French, have bcen pretty explicit on the diffi
culties that high furerican interæt rates are
making for thern. Since Secretary Rcgan does
not have much to suggcst, perhaps he wæ sim-
ply trying to cut off the discusion. Pcrhaps hc
was only trying to discourage any impulse to
bring up thc currancy alignments at lilillians'
burg although he is more likely to h¿vc ac'
complished the oppositc.

A smootli and cordial weckend at Williams-
burg hæ suddenly bccome a good deol morc
imporant than it sccrncd even;a couplc of
montls ago. Of the scvcn governments, thLrcc

- in Britain, Japan and ltaly - m¡y facc ns-
tio¡ral elections in Junq right oftcr thc confcr-
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the dcclinc

dolla¡, by

responsibility for
useful conclusion.

toa
6cems lo

- afe have lost sigbt of r complicatod, unclear situ¿

thc rcsult of ¡n

citcs thrcc rccent casæ: A woman was convict-
cd of stabbing her lover to dcatb, inlticting 19
knife wounds. A policcman wæ convictod of
bcating to dc¡th a prisoner in his custody. A
me¡chant admittcd killing an 8-year-old aftcr
thc child h¡d stolcn grapcs. In all tb¡cc cascs,
tbe killcrs walked out of court on probation,

These cases are strong evidcncc th¡t two rç
forms being consídered by courts across thc
country arc badly nccdcd. Thc first is thc es-
tabliúmcnt of a æt of victims'rigbts. It would
have bur muoh more difficuft for Judgc
K¡ufman to focus his concern cxclusivelv on
'tbÊ k¡tlets S tlû Çþ case if fhe victim's sürvi-
von had had an opponirnity to make a stat+
mcnt before scntcncing.

Thc second is thc adoption of scntencing
guidelincs that forcc judgæ to conôidcr not
only the rccord and thc prospccts of the of-
fsldcr, but also thc naturc of thc øimc.
Guidclinæ uscd by Maryland coufs, for cx-
ample, would havc produccd a prison sËntcnc€
i¡ the Chin casc €ven if thc dcfendants h¡d no

t#-':Tr*tg*,9*#*,wm"*:

Sonc politicians,.fcw in I
but rrnging qcross thc spoctnr
Christi¡n Dcmocrat o C-on
hopod that committing troq
s¡da tbc boundaricc of thc No
l¡ntic Trcaty Organization wc
hance ltal¡rs imagc and its ino
cnt rolo in thc Mcditcrranc¡n.
thought it appropriatc for r lo
to support U.S. policy in tho
åt lesst with a symbolic prcsø

But mo6t ltalians sccm to Ì
tcrprctcd the goveramcnt in
othcrwiæ. Following thc m¡s
hundrod¡ of Palcstidans in th
and Clntila rdugee compc, th
mation rcccived herc lcd ms

& *q*"S{t
Qoí*otic SentencÍng

Two nighæ bcfore he was to be m¿rrid,
Vinccnt Chl¡ and thrcc fricnds went out to
oclcbr¿tc in'¡ Dctroit bar. During thc couræ'
of the wening a fight brokc out 6ctwccn Mr.
Chin and hir fricnds and two white mc,n. An
cycnitncer ssid th¡l Mr. Chin, a Chinæa
Anoficoo, wu mistakc,n for ¡ Japancsc. and
th¡t ha¡d tincs in thc Motor Cíty h¡ie in.
crcasod raci¡l animociw tovard Asicns in ¡€n-
crrl But whata¿cr thc õ¿usc of thc disputc] no
onc dÉnics th¡t Mr. Chin wæ ¡c¡tcn io ¿éaO
with a bc¡cb¡ll bat by the nyo white mcn,

Both ¡ssailanb werc charged with second-
dcgrt murdcr, which wæ rõduced in a plca
b¡rgsin to nsnsleughtsr, a cfirno thet caníes ¡
madmnm søt noe of 15 ycars. But neithcr
man was ûo spcnd a singfo night in jail, for
Jud¡e Charlæ lfuufman frcod them on Þroba-
tim aftcr each paid a fine of $3,000. Liðtcn to
thc judgc s rcuons for imporing sucb a prc-
poctcrour smtcnoo: "Wc are tallcing huc
¡bo¡t a m¡n who has held down a ræponsiblc
job with thc ramc company for l7 or 18 ycrru,
and his son who is cmployod and is a-part-
lin¡ ¡rrr¿lml ffr¡o¡ --l ô.- -^. ñ^:-ã .^ 'Ã
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''EL¡r0 225 0F 06 MAY 83

I,NFO PR:IOR,IfY WASH.I.NGTON

,I.NFO SAV.ING PAR1I.S, BONN ' UKREP BRUSSELS ' OTTAbl , TOKYO

I

t¿
YOUR TELNO .?30 TO \'tASH.I,NGTON: PREPARATIOtl|S FOR I'J'ILI'I'AMSBURG:

iTnL,r,rn Posl.Tt,oN
\

1. FANFANVI: Tú.I,I.L ATTEiID \rIII'I-LiIiAF{SgIJNC AS CARETAKER PR'IME ì'}IN'I8TER.

TH.IIS .I'S BOUND TO PREVENT IT"I{"I FROI'I PLAY¡ING A'VERY ACT'I'VE PART'

ALTH0UûH'l..'T !J,ll-L HELP Hil€ ELEÛTORAL rlflAGE T0 BE THERE. tlÊ EXPECT

IrTALil¡AN 0BJECT,I''VES T0 BE BROADLY AS F0LL0l,S.

ËCON0l\l lC S'I'TUAT,ION , lillCLUDLlN0 I't0tiETARY AND TRADE POL l{tl ES '

2. THE .I{ÂL;I:ANS !+I{.L BE AMONG THOSE CALLING FOR I4ORE COMI4I'.TÍ'IEÎIT

TO GROwTH POLiI.Ç.I€S BY COUNTR'I€S þIHO HAVE BROUSHT ïN-TDfi-'TõÑ-TTXDER
t-.- - ---

cburnou,FoR A REDugr"loN :¡,N us TI,NTEREST RÄTES AND FoR l40RE

C00RttNA1'tr0t{ 0F Et0NQl,t'l{ POLltY, ESPEÇ:l:ALLY 0N EXCHAÍ'lGE RATES.

THEY I,J'ILL SUPPORT CALLS TO RES,I,ST PROTECT'IOI¡'I'SI4.

NORTH/SOUTH.

3. THEY ITJIILL ARGUE FOR GENEROUS TREATMENT OF TH'I'RD bIORLD COUNTRiI'ES

IN A}¡Y D.I,SCUSS.ICIN OF MULT,II.ATERAL A'I,0, UNCTAD, AND TREATMENT

OF DEBT PROBLEMS.

EAST/IIEST ECONOI.'}IC RELATIONS

4. hIE HAVE BEEil TOLÐ THAT THE I'lA,I.N IiTAL,I'AN OBJECTIVÊS ARE TO

AVS.tÐ A elV.l,s'l.vE DEBATE AT \'¡ILLIAMSBURG, T0 SUPPORT rHE PR,tNCIPLÊS

0F RECrlfROCilttY AND COMMERC,I¡AL PRUDENCE 'lsl 0EALINGS !i:l'TH THE'

EAST, BUT T0 0PP0SÉ Al¡Y US AÎTEMPT T0 BRANÞISH ÂN Ecot'l0Mls

tlEAPON AGÄ'lilST THE USSR. M0RE SPEg,¡f'ICALLY' THE rliTALl:AltS BELTIfVE

THAT PRESENT CONSENSUS CREDIJT RATES TOl,lARDS THE SOV'I'ET BLOC

ARE ABOUT R¡IÊHT (AND iI"T,IDEED ABOVE L:IIBOR}, AND TIIAT THE OUTCOHE

0F THE OHT DI¡SCUSS'IONS lil{ C0C0l'1 REMAilt'lS UNCERTAI'N, :|tr ONLY BECAUSE

S0 FAR THESE tI$CUSSIIO¡IS HAVE BEEN HTIGHLY iIMPREC'ISE. THEY ARE LIKELY

TO RESII,ST RESTR'IfT;IONS ON THE TRÂNSFER OF TIL AND GAS TECHNOLOGY TO

THE USSR, CLA*lf't.l'l,lG THAT ,I;TALY HAS ALREADY I+4P0SED STR'ICTER SANCT.IONS

THAN 0THER TTESTER¡¡ t0UNTftl,ES BY FREE¿l.NG 'l"TS NEG0T"l'AT'l0NS 0vER THE

LAST 18 MONTHS. THEY H0PE THAT THE AMERTICANS Wç|LL BE CONTEI'¡T

t¡l'lífH THE PROGRESS 0F THE VAR,IOUS STUDI,ES' BUT REMA'l,N !l0RRIED

THAT REA6AN AND þI'hS ADVII'SERS MAY TAKE A TOUGHER LiI'NE AT !JI{-LiI.A[4S-

BURG. THEY VJ¡ILL CERTA"II,¡LY ARGUE FOR ÞIfiFERENT.I'AL TREATI4ENT OF THE

VAR'IOUS C0UNTR,I;ES 0F gASTERN EUR0PÉ
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POL''IT.I,CAL SUBJECTS

1. UE ti¡0ULD EXPECT THE .l¡TÀL'l.A$¡S T0 REl4A,l{rl F,IRM 0¡l I'NF A¡lD T0
SHOI{ GREAT PREOGTUPATII,OT{ OVER THE 14I.,ÐDLE EÂST.

FCO PLEASE PASS TO ALL SAVfI$¡G ADÐRESSEES
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FROM:

DATE ¡

J.G. LTTTLER

6 MAY,1983

gHANcELLoR

tfProspects for the World

saw with my minute of 22

Economyrr, from the version which you

Apri1.

cc Mr. Middleton
Mr. Burns
Mr. Unwin
Mr. Lavelle
Mr. Bottrill

I!'

WILLIAMSBURG

I have very slightly recast the draft paper for Williamsburg' on

I hope this picks up your main comments, and in particular high-

lights the questions for d.iscussion. I have however not drafted
in the form of a frquestions f,op discussi-on papertt, because the US

are separately preparing a nthemestt paperr ârld ours was supposed

to be more descriptive and analytical.

I have sent a copy of' the draft to Sir Robert Armstrong, asking him

to wait until Monday morningn to hear from Mr. Kerr whether you

have any comments which you would like to have incorporated before

he clrculates the draft to other Sherpas. If you had minor comments,

these need not necessarily delay the ;lraft being ci.rculated: I
sha1l be attending the Sherpa meetlng{s on- Wednesday and Thursday of

next r¡reek. (Sir Robert A.rrnstrong cannot join them until later),
and can offer and insist on yoLlr comments astrsecond thoughtsrr!

,{l
G LTTTLER)





¡' RESTRICTED

RECORD OF A DTSCUSSION BETV'¡EEN THE CHANCELLOR AND MR EDIVTN MEESE

COUNSñLLOR TO THE US PRESTDENT, AT 5.3OPM on 6 MAY

AT No 11 DOVTNTNG STREET.

I

Present: Chancellor
Mr Li-ttler
Mr Kerr

Mr Meese
Mr Streator (US Embassy)

The meeting considered the economj-c issues for the Vtilliamsburg
Summit.

Interventi-on

The Chancellor thought the G7 statement of 28 April a helpful
development, whj-ch the Summit might note. Intervention had a

legitimate role at the margi-n; but its efficacy should not be
exaggerated. It could help trim over-or under-shoots, unjustified
by relative natj-onal economic performance. Concerted intervention
might be appropri-ate in such c j-rcumstances. But no amount of
intervention could stop exchange rate movements where economj-c
performance differed widely: convergence of national economj-c
policies must therefore be the primary aim.

2. Mr Meese agreed with the Chancellor's analysis, but asked
about the French attitude. Had bhey reacted to the final paragraph
of the G7 statement? The Chancellor said that they had reacted to
the i-nterpretation which Secretary Regan, ât his press conference
on 28 April,had put on that paragraph.

1
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3. Mr Meese said that it was his impression that Finance Ministers
of the Summit countries hrere meeting more frequently than before.
fhe Chancellor confirmed this: Gg Ministers had met in Canada and

in Germany in the autumn, and in Washington twice this year. The

presence of the fMF Managing Director at certain of these meetj-ngs,

and the circulation by him of papers analysing differences in
national economic performance, \das helping to encourage the develop-
ment of a form of "group therapy". But the issue causing most

concern hras undoubtedly the scale of the prospective US deficit.

US Deficit

4. Mr Meese agreed that the deficit must be one of the factors
keeping interest rates up and the dollar strong. It was hard to
judge the performance of the monetary aggregates. The Presidentrs
proposed stand-by taxes should ensure that the deficit was in due

course put on a declining path, and eliminated by 1989 or 1990.

Interest rates seemed for the present to be on a plateau.

5. The Chancellor said t,hat the problems f acing the US ad.mj-nistration
were in some respects reminiscent of those encountered in the UK

in 1980. We too had then experienced difficulty in interpreting
the monetary aggregates;together with a rising defj-cit. It had

taken the stringent measures in the 1981 Budget "double-indexation"
of indirect taxes, and no indexation of personal all-owances - to
convince the market of our determination to hold to policies which

would reduce both inflation and interest rates. The PSBR as a
percentage of GNP had falIen from almost 6 per cent in 1980-81

to 3tá per cent in 1981-82, 3U per cent in L982-83, and a planned

2*, per cent in the current Year.
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6. Mr Meese said that perhaps the Chancellor should show Congress

these figures. The Administration recognised the need to reduce

the deficit: their difficulty lay on the HiIl. The Chancellor
thought that the effect on the world economy if Congress could
be persuaded to act in srrch a way as substantially to reduce US,

and hence world, interest rates would be hardly less dramatically
beneficial than those of the Marshall PIan.

East/West fssues

7. Mr Meese hoped that

to our concern about the ExPort

8. Mr Meese said that Ðuropean concerns were weLl understood in
Vüashington, and had been taken into account in recent proposed

amendments. The intention was that the Act should affect only
key strategic j-tems; and the right to restriet imports into the
US would be used only in the very limited, and. he hoped' infreguent
circumstances in which the forej-gn company concerned was engaged in
selting to the Soviet Union j-tems whose export violated US national
security. He had himself produced the language about national
security, and had insf.jsted on the lim.ited use which v¡as to L.e made

of this particular provision.

g. The Chancellor said that Mr Meese, âs a lawyer, would understand

his o\^,n lawyer's concern about legislation which could be widely
used, however limiteo. the use its d,rafters had in mind. Moreover,

the extraterritoriality inherent in the scope of the Act was

profoundly unsatisfactory to us. The UK Government certainly
did not wish to see Western military technology falI into Soviet

,/hands; but *L'L

3

East/l{est trade issues would not
The Chancellor and Mr Littler

dominate
agreed,
Administration

the Williamsburg Summit.

though drawing attention
Act.
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hands; but Western governments,we,re entitled to handle their own

economic relations with the Soviet Unionr êS, for example, the
US Government did. with its graj-n sales. It should be possible to
find through discussion a satisfactory accommodation with the US

ACministration on the Act: Ít r¿ould certainly be most unfortunate
if there were to be a reprise of the L982 þipeline" crisis. But

we remained. profoundly unhappy with the Act in its present form.

North/South Issues

10. The Chancellor thought that the clj-mate of relations between

the industriatised and developing countries had somewhat improved.

Certainly developing country representat,ives at the April Development

Committee meeting had been surprisingly restrained. It was recognised

that the Administration were working for congressional approval
of the increase in the IMF quota, and the TDA VI appropriation.
ft was important that these go through. But developing countries
could be best helped by a falI in interest rates.

Ant i-Inf lationarv Polici-es

11. Mr Meese said that a main theme at Williamsburg should be

re-commitment to the counter-inflationary strategy. The Chancellor
agreed, pointing out that the history of past Summits illustrated
the dangers of alternative strategies. The Germans still regretted
their acceptance of the "Iocomotive" theory at the I978 Bonn

Summit. At Venice in 1980 Trudeau had argued for reflation, but
by Ottawa 1981 he had reversed engines. At Otta'wa it had been

Mitterrand who argued for giving primacy to reducing employment;

but by Versailles L982 he had been converted by experience to the

necessity of restraining budgetary deficits. The Summit Seven

vüere now in broad agreement on economic strategy; but the key to
the speed of world recovery lay in the level of US interest rates.

J O KERR
6 May 1983
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1. AS HoST, PRESIDEI¡T

THERE ARE A TUT48EÊ OF

COOL CURREAT DISPUTES

OR AT LEAST FSLL THEI,I

AFTER.

ô. SUPP0RT1116 THEI'I€S AREt

(Al co¡rslsTÊ¡¡cY 0F Ecoflo]{lc PoLlcï,
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REAGAT{ HATURALLY TANTS A SUCCÊ,SSFUL SUI'IHITt

IHDICATIOIS THAT THE Â¡IERICAI{S ARg TRTIAg TO

(A6R TCULTURE , EÀST{EST TRADE, EXPoRT CRED tTS I

OVER IIITO F{SETIIIGS SCHEDULED FOR .'UNE AXD

2. IT¿ TDDITIOl{ T}IE A}TERISAHS ÂRE TRYIHq TO DE-BUREAUCRÅTISË THE

peaplnirrols Àr{D pRocÊÐuRE F.0ß HtLLtAHsBuRc¡ As A DELTBERåTE

ATTEHPT TO 6ET AUAY FROI{ UHÂÎ THET SEE AS THg POIÐ€ROUS SOIIFUSIO}¡

OF EÅRL¡TR }ITETIIIGS. SOÊîE OF THÊI{ FE,ÂÊ THAT THEY F1ÅT ÍIAVE GO}¡E

ÊATHER FAR lH THE OPPOSITE DIREGTl0ft¡ lF THIS Sul'tfilT lS A llUÐDLE

IT COULD BE EECAUSË TOO IIUCH REPONSIgILITY FOR PROVIDISO À STRT'CTURE

HAS 8EE'{ LÊFT TO THE PñESIDÊHT ÅS CHAIRI4À}¡. BUT THE A¡qEÊIçA'TS STILL
HOPE THAT THÊ PÂRTICIPAIITS TILL BÊ ABLÊ TO DISSUSS THE HAI}I ISSUES.

FRgELy, ytTHoUT EXCESSTVE C0ICE]ITRAÎ|oX 0A Coilf{UfitqUE LAflGU¡GE.

3. THE THE¡{ES THE ÁI.{ERICAIS TISH TO EÍ-IER6E FÊOI¡I T}IE SUI,TIIIT ÀFE SET

OUT IT À PAPER 60¡TÊ DIRECT TO SHERPAS T}IIS YESÍE}ID (I YOI'LD 8T

GßTTEFUL FOß Â GOP?'. THIS HÂT ÀLSO COIITAIII THT EHOST OF Â SËELETOI

mAFT Collt'lullIQUE. THE l,tÂllt lHEltE fS THÂT THE,.Sumrll SHOUUI ISSuE

A Co[FIDEËT ttESSÅÊË. TH^r'THE REC0VERY HAg EEGU!|, CAlt BE SUSTAIilED,

A}ID gA¡ BE. EITEIIDSD TO OTHEFS III THE DEVELOPED AiD DEVELOPING UORLDS,

SKBY

THERÉ AR'E l{0 QulCx FlxES. DURÂBLE RECOïE,RY REQUIRES A-Bß0AD 
",ì-i
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ô. SUPPORTING THEÞIES ÂREr
( A ) CoNS t STE t¿C y 0F ECoNO¡il C poL t cy .

THERE ARE }¡O QUICK FIXES. ÐUFASLE RECOVERY REOUIRES À BROAD

AI¡Ð COIìERE},IT RÀì{GE OF ACTIO¡I TO PÊEVEITT Â I,IEIJ RISE IN IIIFLÂTIOi,¡ AIiD

lI{T¡REST ÊATES. FOR THE SUI'iHlT TC'IFFÊR PALLIÂTtvES stLL Ui{lERiþuruE
ITS CREÐIBILIlY. BUT IT SHOULD GIVg ITS HARù{ tsLESSIHG TO THE

PÊCGAESS TOIdARDS II{CREASÊD HULTILATERAL SURYEILLAI,¡CE OF ECO'{OÈIIC

POL¡CIES hIHTCH }IAS TAKEII PLACE SIi.¡CE VËRSAILLES.
(B) THE ¿ INK BETUEE}i TRADÊ AI{D F I¡IAIICE.

THE SU|4HIT |'IUST BOOST CO}{FIDENGE THAT DEBT CAI¡ BE F1A¡IAGED

Al{D l{ARKETS rEPT oPEl{ FoR DÊVSLoPlf,6 C0UI¡TRlES. SUSTAII,¡ED GRoHTH

Iil THE DEVE,LOPED CCUIITRIES YILL I,IAXE BOTH EASIER. A GOOD SUUI,IIT IdILL
HELP THE ÅDHIII ISTRATIO}I VITH f TS I}lF PACKAGE III COI¡GRESS. SOÞ18

OFFICIALS ALSO HOPE THÂÎ THE SUI'l''{IT COULD LAY THE GROUHDS FOR A TIEU

GATT NIÏISTERIÁL I{EETIIIG A¡t¡¡} FOR RE6ULAR COIISULTATIOHS BETI{EEN
ÎRADE AIID F I}¡A}ICE I{ I H ISTERS. 

.

TRËÂSURY SECRETÂRY BE6Ail }IAY RAISE I¡{ THË È1ARGIHS THE IDÊÂ OF BEITER
}IACH I I¡ERY FOR HÅ}IDL I N6 ¡¡EBT EMERGE NC I ES SUCH AS YUGOSLAV IA .

(c) €,AsT-vÊST Etoilot'ilC RELATr0ils
lHE PROSPERITY OF THE SUTI}IIT COUHTRIES IS À CONDITIOII ¡¡OT OHLY

FOR HATEFIAL HELL.BEI¡IG SUT ALSO FOR TXT ESSEÌTTIAL DEFE}¡CE OF OUR
WAY CF LIFET ÀT¡D FOR THT RESPOI{SIELE ÂTÎITUDES TO THE DISTRIBUTIOII _

OF ÐEFEHCE BURDEflS ARD TO EAST.ilEST TRADE.

5. OII POLITICAL ISSUËS, T}IÊ AHERICÂ¡{S EXPEST I}IF TO BE THE SIITGLE
irlosr ¡HP0RTAI{T lssuE,. THEy ARE coNstÐtntnG A posstBLE srÂTEf4E¡lr,
I¡HICH ïOULD UI{DERLIHE Ir Ui¡COI{TEHTIOUS LÂHGUAGE THÅT ALL - II{CLUDIIIG
THE PÊES¡DENT - ARE CO¡{TIITTED TO SÊRIOUS HEÊOTIATI.OR Ofi ARHS COITROL.
0ïHER l'lAJ0R HÂlTERs cOuLD llcLuDE THE trilDÐLE EAST ltr{CLuDmG AtD FoR
LE9AHOII} AI{D EAST-IEST RELATIOßS, THE FOREt6I¡ I{IHISTERS HIG}IT'ALSO
Dlscuss sucH TRADtTIo¡AL SutstfT QUESTIof¡S AS HI.JACKt[6 ÂitD TERROR-
lsl{r |{oH-.PRoLIFEÊÂTl0ll, AltÐ youTH ErcHA!{GEs. ÂLL TH tS ylLL BEC0¡íE
CLEARER AT BURTIS {'IEETIIIC III PÂFIS OH 11 I{ÂY.

6. 0ll POttlTS 0f ÐETAIL, OFF¡C|ALS REHTRK¡
(T) EXCHA}¡CE RATES/IHTERVERTTOR.

THE HORDIHG OF THE IITTERVEfrTIOH STUDY SHOULÐ BÊ LEFT TO SPEAK
FOR ITSELF. THE At'lERlCÂ¡lS AÊE HOT HILLIHG TO ADÞ{IT THAT THEY HAvË
CHAI{OED THEIR YIEY OII POLICY ÂS A ñESULT OF THE STUDY (ANÐ SECRETÂRY
RESAù| sAlD As I'tuçH lfl Al{suER T0 A.JouRt¡ÀLtsr LÂsr yEEKl, tF rHE
FRE}¡CH Of, OTHÉRS TRY TO ÂR6UE THÂT TXE RESULTS OF THE STUDY REPRE-
SEHT A ltAJoR BREAK-THROUGH Ott THE R0AD BACÍ To BRETToti U00DS l THÊ l
Ail€RtgAns utLL BE 80r,l{D r0 DEAï lT.'

'tB) m D0üESTlCt EC0i0lltc POLlgY, THE Ât{EBlc^tts REgOGfitSE THE
ITIPORTAISE THAT OTHER ATTACH TO lHEIR BUD6ET DEF¡CIT AHD

Ìll6ll |¡TEâEST RÅTESO BUT THEï YÎLL AR€UE THIT TttE pÊEStDgftT tS
ACTIITÊ SFFECTIYELY TO CHAI{ÊE DOI{EST¡.C US EXPÊCTATIOHS ABOUT THE
FUTURE 0F llFLATl0H ttlD IiTEREST RATES, AtD ls D0lHc EyE¡yTHf !¡g
THAT SHOULD gE DOIE T0 Bßt¡¡G DoTB THE,nEFtCtrs.. lHE 

^r{ER}CAHS 
ytLL

I{OT AGREE TO AIY FUTDA}IE¡ITÂL CHÂI{GE IH ÂHERIgÂI{ EGOIIOT{IC POLICY.
(il0RRts' STATE DEPARTHEIIT, sAYs lti¡T THE ÀHERlcll¡s HAvE BEE¡ pLEASED

BY THE BRlllSH 
^TTITUDE 

10 THESE 0uEgTlOltS, AS EIPOUI{DED By f{R
LTTTLER ¡H |'ASHt!{GToF RECEHTLTI.

tg¡ olt EAST{EST RELATl0lrs, THE AHERtCA!{S PROFESS T0 BE SATISFtED
rlTH THE PR0cÊtss THÄT HAs 8EE{ liÂDg ltt THE tE^ Ar¡D tit c0cof,r, tF

-þr It:
ì
I
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(cl 0l¿ EAsr-ugsr RELAT¡oils, THE A¡iÊntcArrs pRoFESs ro "i iii,;;;Eo--""-'ldlrH THE PÊ'cfiEss 
'HAT 

*As BEE¡, r.1ÂDE rH THE rEÂ AÞrD ¡t¡ coco'r. lFPR'GRESS ll{ THE 0€cÐ At.Ð t!r ;iAT. rs EQ,ALL' sATrsFAcToRy, THE, ATH''-PHERE SHOULD tsE ALRIGHT FOft A IrII¡¡IÞIAL DISCUSSIOfl OF ÊAST.T'ESTEc0l{OFllc RELATlOils AT ¡/lLLrAr,rsBuRG, Bur THE ArlERtcÄrrs cLAFr r0 ËE},ORRIÊD BY THå DEVELOPHE¡IT OF THE DEBATE IH THE OECD. THEY îHI¡IKTHAT THE FRÊ¡.¡CH ÄI{D OTHERS ARE TRYI}IG TO SUEVER' THE CONCLUSIOT.¡S0F THE SECRETÅRY GË|,¡ERAL?s sruDy, uHrcH THE ÂHERrcÂils sELrEvE IREPURELy Ec'!r.r'tc c'$rcLus r'f{s (ALBE rr H rîH p.L rî f cAL rfrrpL rcÂT r0¡¡s )YHIcH FL0tf LoGlCÂLLY FRolt THE sEcRETApy GEISRALrs ÊxcELLEHT Econ.ftrcAfrALTS I S.
(DI THE AIIERICAÊ.S ÂRE AUAÊE OF THE REEFS THAT LIE ÂHEAD OI{ THE

EXPORT CREDlr cot{sEttsus, Bur Ê86¡RD THrs As î00 TECHHrcÅL ToBE DISCUSSED I}¡ D€TÂIL BY HE.ADS OF GOVENBHETIT. rHEY ¡IAY ,lO"iO',,,,*E'¿DORSEñEHT OF THE GEIIERAL PR¡HCIPLE THÀT EXPOñT CREDITS SI{OULT BEPROGRËSS IVELï EL IT{IIIATED.
(EI TXg PRESIDEI{T IS UIIDER PFESSUFE FPOI,I ÊEPRESEHTATIVES OF USAGRICULTURE TO HAKE A SCENE AT YILLIAffSBURG. THE AñERICÂIISI¡EVERTIIETESS APPETR TO TIOPE THAT THE QUÊSTIOII CAIiI',;';,;;;;;;'-ur{'lL AFTËR THE su'¡{lT' uHILE REAssuRlflÊ ÂÈrERrcÂH opr}¡ro* FrEA[rHrLETHAT TALKS ARE PFOGRESSIå¡G REASOI{A8Lï SÁTISFÀCTORILY HITH THEEUROPEAI¡S,

COl-lHE¡T

7 ALt THE EVIDEflCE IS THAT THE ATIER ICÂIS TAHT A SÈIOOTHLY.HA,{AGÊB
a

SU}SIIT fH|gir TILL ÊIYE THE IHPRES$, O'T TO DOI{ESTIC AIID IHÎER¡IATIO¡IALOPII{IOH THAT THE PßESIDEùíT IS IU cor{f,lÁt{¡ oil A utDE RAH6E oF €coHotlttAr{D PoLtTlcAL SuBJEGTS, AñD THAT fiE EI¿JOTS THE COHFIDEIICE OF HISf.tAJoR 
^LLf 

ES_ 8UT At{gRlc^t¡ oFFtc IALS AñE UTEÂSILY AHTRE TTIAT THEFPgIICH AI5_L!l!9._g!!,D r Âlrl rxÊ.y DO I{OT APPEAR YTT TO HAVE THETEñPER OF PRESIDTI{T T{¡TTERAI{D AHD HIS CLOSEST ADVISERS. TH€ UI¡EASYEQUALlEStun uHtcH Hos sgEf,ls T0 Éxt S1 COULD THEÊEFORÊ EÁS ILY BEUPSET EETTEEH fiOU A¡¡D THE DATE oF THE SUH¡IIT.
OF SCOPE FOÊ Â Nry IF SOHEOHE HI SH€S TO PROrO

TH$¡E ts sT I LL PLjE r{ÎY
rE IT.

rR IG}fT
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tJ ILL lA¡lSBURG SUrqM lT ¡ AI4ER ICAN 0ÐJECT IVES

1. AS H0ST, PRESIDENT REAGAN fi¡ATURALLY ViANTS A SUCCESSFUL SUMMIT:

THERE ARE A il¡UMBER OF INDICATIONS THAT THE AMERICANS ARE TRYING TO

COOL CURRENT DISPUTES (AGRICULTURE, EAST-\.,EST TRAÐ8, EXPORT CREDITS)

OR AT LEAST ROLL THËT'I OVER INTO MEËTIÌ.¡GS SCHEDULED FOR JUNE AND

AFTER.

2. IN ADDITIOII THE AMERICANS ARE TRYING TO DE-BUREAUSRATISE THE

pREPARATI0NS AND PROSEDURE FoR þJlLLlAl{gBURG, AS A DELIBERATE

ATTEI'4PT TO GET Âl''AY FROI'I idHAT THEY SEE AS THE POI'¡ÐEROUS CONFUSION

OF EARLIER I'iEETII{GS. SOIiIE, OF THEI"ì FEAR THAT THÊY I4AY HAVE GONE

RATHER FAR IN THE OPPOSITË DIRECTIOI'I; IF THIS SUMI'IIT IS A MUDDLE

IT COULD BE BECAUSË TOO I"IUCH REPi]I,¡S IB IL ITY FOR PROV IÐ IN6 A STRUCTURE

HAS BEEN LEFT TO THE PRES IDËNT AS Cf'IA IRI\IAN. BUT THE Å¡{ER ICÂî'¡S ST ILL

HOPE THAT THE PARTIgIPANTS I'JILL ßE ABLE TO DISCUSS THE MAIN ISSUËS

FREELy, l,lTlloUT EXCÊSSIVË C0NCEI{TRATI0N ON ç0MMU1ì¡IQUE LANGUAGE.

3. THE THEIiÍES THE AMERICÂNS ì,,IISH TO EMERGE FRÛM THE SUMMIT ARE SET

OUT IN A PAPER GOING ÐIRECT TO SHËRPAS TH IS I'JEEKEND ( I h'OULD BE

GRATEFUL FOR A COPY). THI$ MÀY ALSO CONTÂIN THE GHOST OF A SKELETON

DRAFT COI-IMUN IQUE . THE MÂ IN THTME IS THAT THE SUMM IT SHOULD ISSUE

A CONFIDËNT MESSAGE THAT THE REC0VERY HAS BEGUN' CAl'l BE SUSTAINED'

AND CAI,¡ BE EXTENDED TO OTHERS IN THE DEVELOPED ANÐ DEVELOPINß þJORLDS'

4. SUPPORTING THËþIES ARE:

(A) c0NSISTENCY 0F EC0N0MIC POLlCY.

THERE ARE NO QUICK FIXES. DURABLE RECOVERY REOUIRES A BROA!

AI{D COHEREI,IT RANGE OF ACTIOf'.¡ TO. PÍìEVENT A NEiJ RISE It\i INFLATION A!{D

litTtRÊsT RATES. F0R THÊ Sul,lfilT T0, ÛFFER PALL ltt]Y:t \'rlLL UNDERMINE

ITS CREDIBILITY. BUT IT SHOULD'6IVË ITS V]ARM BLESSING TO THE

PROGRESS TOì'JARDS INCREASED MULïILf'TERAL SURVEITLANCE OF ECONOMIC

POLlilES vlHlCH HAS TAKÊN PLACE SlllCE VERSAILLÊS

(B } THE t INK BETWEEN TRAÐE Ai.;D F INANCE .

THE SUMM IT I.IUST BOOST CONF I ÐEI'¡çE THAT DEBT CAN BE I4ANAGEb

AND PIARKETS KEPT OPEN FOR DEVELOPING COUNTRIES' SUSTAIIiED GROþJTH

II{ THË DEVELOPEÐ COUNTIIIES l'IILL I'iAKE BOTH EASIËR. A GOOÐ SUÞiIiIT þJILL

HELP THE ADI.lINISTRATIO'''I I'JITH ITS Iþ1F PACKAGE IN CONGRESS' SOI'18

oFFtCtÀLS ALSo HOPE THI{T THE SUlii'llT COULD LAY THE GR0Ul'lDS FOR A tüEu'

GATT I'I I1.,¡ I STËR IAL ¡lEET II{13, AND 'FOF.' R¿ûULAR COI'ISULTAT I ONS BETI'IÊEN

TRÂDE Ai,¡D F lî'lAl,lCE M lt'l lsT;RS ' ' '

i
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TREASURY SECRETARY REGAN f'1AY RAISE IN THE þ1ARGINS THE IDEA OF BETTER

1'1ACH INERY FOR HANDL ING DEBT EI"iERGENC IES SUCH ÅS YUGOSLAV IA.
( c ) EAST-\''EST EC0N0M tC RELAT l0NS

THE PROSPËRITY OF THE SUI,INIT COUNTRIES IS A CO','IDITION NOT ONLY

F0R f"lA.TER IAL IÉ/ELL-Ðt ING BUT ALS0 F0R lHE ESSEIiTIAL DEFENCE 0F OUR

IJAY 0F LIFEr AND FOR THE RESP0I{SIBLE ATTITUDÊS T0 THE DlSTRltsUTl0N
OF DEFENTE BURDENS AND TO E¡ST-VTST TRADE.

5, oir PoL I T tCAL ISSUES, THE A¡,IER TCANS EXPECT tNF T0 BE THE S TNGLE

MOST tMPORTANT tSSUE. THEY ARE CoNStDERtNG A poSSIBLE STATEF1ENT,

vJHICH WOULÐ UNÐERLINE IN UNCONTENTIOUS LANGUAGE THAT ÀLL - INCLUÐING

THE PRESIDENT - ARE COM|ÏITTED TO,SERIOUS NEGOTIATION ON ARMS CONTROL.

OTHER MAJCIR MAÎTERS COULD INCLUDE THE MIDDLE EAST (INCLUDING AID FOR

LEBANON ) AND EAST-hIEST RELAT l0l,¡S. THE F0RE I cN 14lN ISTERS M I 6HT ALSO

DISCUSS SUCH TRADITIONAL SUMMIT QUESTIONS AS HIJACK ING AI{D TERROR-

lspl, NoN-PR0LlFËRATt0t'1, ANÐ yOuTH EXCHANGES. ALL THtS !ilLL BECoME

CLEARER AT BURT ' S T"IEET I¡,16 IN PAR IS ON 11 14AY.

6. 0N P0tNTS 0F DÊTAtL, OFFtCtALS RE|IARK¡

(A) EXCHANGE RATES/tÎ{TERVENT t0N.
THE 'dORÐlt¡0 0F TlìE INTERVEi\¡T l0N STUDY SHOULD BE LEFT T0 SPEAI(

FOR ITSELF . THE AI,iER ICANS ARE I,JOT þI I LL I NG TO ADM IT THAT THEY HÂVE

SHANGED THEIR VIEbr ON POLTCY AS A RESULT OF THE STUDY (ANÐ SESRETARY

REGAN SAID AS MUCH IN ANSIIÉÊ TO A JOURNALIST LAST h'EEK). IF THE

FRENCH OR OTHERS TRY TO ARGUE THAT THE RESULTS OF THE STUDY REPRE-
SENT A I'.IAJOR BRËÀK-THR0UGH 0N THË RoAÐ BACK T0 BRETTON l,l00ÐS, THE

AI4ER ICANS l'I ILL BE BOUND TO DENY IT.
(B) 0N DoMESTtC ECONOlilC poLtCy, THE ÂFIERICANS RECoGNtSE THE

IMPORTANCE THAT OTHERSATTACH TO THEIR BUDGET DEFICIT AND

HIGH II{TËREST RATES, BIIT THEY þJILL ARGTIE THAT THÊ PRES IDENT IS
ACT ING EFFECT IVELY TO CHANGE DOMEST IC US 

-TXPETTAT 
I O}]S ABOUT THE

FuTuRt 0F tNFLATt0f\¡ At{D TNTEREST ffATES, AriD tS D0tNc EvERyTHtN6
THAT SHOULÐ BE ÐOIIE TO BRING DOi.lIi THE DEFICITS. THE AI.,!ER ICANs }JILL

hIOT AGREE TO ANY FUNDAMEI{TAL CHAITGË II$ AI4ER ICAÌ,¡ ECONOI"I IC POL ICY .
(f.r0RRls, sTATE DEPARTMENT, SAyS THAT THE AtlERTCANS HAVE BEEN pLEASED

By THE BR tT ISH ÁTT TTUDE T0 THESË QUEST lo¡ts, AS EXPOUNDED By i,in

L ITTLTR I ii I./ASH I ¡IGTOi.i RËCETiTLY ) .
( C ) oli EAS'f -i'JEST RELAT l0tlS , THE AI4tR ICANS PR0FESS T0 BE SAT ISF IED

þ] ITH THE PROGRESS THAT HAS BEEN . I.IADE I N THE I EÁ AND Iil COCOM. I F

PROGRESS I N THE OTCD AND I N NATO. IS EQUAI.I Y SAT ISFACTORY , THE ATÞ,IOS-

PHERE SHOULÐ BE ALRIGHT FOR À NiNIMAL DI$CUSSION OF EAST-|IEST

ECONOM IC RELAT IOI'¡S AT i'J ILL IAI"iSBURG. BUT THE AF,IER ICANS CLA Ifvi TO B-Ê

þ/ORf?IED BY THE DEVE"LOPI'IENT OF THE DEBATÊ IN THE OECÐ..THEY THII..IK

THAT THE FRENSH ÂNÐ OTHERS ARE TRYIFJG TO SUBVERT THE CONCLUSIONS

0F THE SECRETAfìy GENERAL 'S STUDy, h,H tCH THE A¡1E.R lCAf'rS BËL tEVE ARE

PURELY ETONOI'I IC COI¡CLUS I ONS ( ALBE IT }J ITH POL I T ICAL I Í.IPL ICAT IONS )

\.JHICH FLOVT LOGICALLY FRÛI.'! THE SECRETAPY GENERALIS ÊXCELLENT ECONOT4IC

Al'¡ALYS lS,

?,

CCNF¡DENTIAL / tol ..HE AMêR,'AN.
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(D) THE AMERICANS ARE Ab'ARE OF THE REEFS THAT LIE AHEAD ON THE

EXPORT CREDIT C0NSEI'ISUS, BUT REGARD TH lS AS T00 TECHNICAL T0

BE DISCUSSED II.I DETA IL DY HEADS OF GOVERN}4EI.IT. THEY liiAY HOI¡,EVER SEEI(

ENDORSE¡,IENT OF THÊ GENERAL PR II'IC IPLE THAT EXPORT CREDITS SHOULD BE

PROGRÉSS IVELY EL II.l INÂTED.
(E) THE PRESIDENT IS UNÐER Pf;ESSURE FROM REPRESENTÄTIVES OF U9

AGRICULTURE T0 l'lAKE A SCEl,lE AT TT,ILLIAMSBURG. THE AMERICANS

NEVERTHÊLESS APPEAR TO HOPS THAT THE QUEST ION CAN BE POSTPONED

ur,¡T tL AFTER THE SUMM lT, þ/H ILE REASSUR ING AMER ICAN 0P lN l0N MÉANHH ILE

THAT TALKS ARE PROGRESSING REASONABLY SATISFACTORILY bTITH THE

EUROPEANS.

C0l"lf'1ENT

7. ALL THE EVIDENSE IS TH,AT THE AMERICANS I{ANT A SMOOTHLY I'IANAGEÐ

SUMMIT h'HICH þJILL GIVE THE IMPRESSION TO DOMËSTIC AI'¡Ð INTERNATIONAL

OPIN ION THAT THE PRESIDENT IS IN COI'IMAND OH A WIDE RANGE OF ECONÛMIç

AND POL lT I CAL SUBJECTS, Àt'lD THAT HE ENJOYS THE C0NF lDEl'lCE 0F H I S

T1AJOR ALLIES. BUT A¡IERICAN OFFICIÂLS ARE UNEASILY AþJARE THAT THÊ

FRENCH ARE A IúILD CÀRD¡ ANI] THEY DO I'IOT APPEAR YET TO HAVE THE

TEt4PER 0F PRËS lDËr,lT t"IlTTERAND AllÐ H t S CL0SEST ADV lSËRS. THE !itEASY

EQUALIÊRIUM I¡.|HICH NOþJ SEEMS TO EXIST COULÐ THEREFORE EASILY BE

UPSET BETh'EEN f'¡Ot,'' Âh¡D THE DATE OT THE SUMMIT' THERE IS STILL PLENTY

0F SÛ0PE F0R A ROìil lF S0l4E0r'¡E ItlSt'lES T0 RR0V0KE lT.

\¡lR I GHT
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From
Sir Maurice Hodgson Telephone 01-2623288 jtry.:

Marylebone House
1291137 Marylebone
London NWI sQD

9th May 1983 J
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w**
The Rt. Hon. Sir Geoffrey Ho\^/e, QC,
Chancellor of the Exchequer,
Treasury Chambers,
Parliament Street,
LONDON SVülP 3AG.

2^ç"qþ* I

After you talked with the Groupe des presidents
on April 2oth, two of us (Gerry Wagner and I) accompanied
Viscount Davignon to VfashingLon for pre-Vfilllamsburg
discussions with representatives of similar groups from
Japan, USA and Canada. The US group v¡as very large and
senio,rr âs you will see from the attached list.

v-qæ,q It seems to me it might just be worthwhlle for
you to look at three paragraphs of the Americans! paper.
They are marked on pages 7, I and 1I. you may also
care to glance at t,he fU page summary, but the
sensitivities revealed Ín the three paragraphs are
perhaps more interesting.

fta"'qqárd *"Ð.f
\---"-*- ?^,,

a

Encs.





PRÉSIDENCE
DE LA.

nÉpueLrQUE

EENVICE D8 PRESSE

AILocUTIoNDEMoNSIEURFR.ANCo]SMITTERRAND
PRESIDENT DE LA REPUBLTQUE FRANCAISE

EN LIHONNEUR DES MINTSTRES ET SECRETATRES DIETAT DES

AFFATRESETRANGERESETDEsTINANCESDESPAYS
MEI'IBRES DE 1 b.C. D. E '

Palais de lfE1Ysée, lundi 9 mai f983

Madame 1a Président'e,
Mesdames et Messieurs les Ministreq
Monsieur le Secrétaire Généra1'

Laissez-moivousdireleplaisirquej'aidevous
recevoír ici. Je ressens votre présence comrne un honneur

PourmonPays'vousêtesréunisiciãParispourexaminerãt-p""r tiai.iir"r dans 1e cadre d'une institution j'nter-
,rationare qui nous est proche et qui nous est chère.

Je voudrais au-delã de ces paroles d'accueil, saisir
cette occasÍon qui mrest donnée póur indiquer_selon la
France., maj_s rejoîEaar¡t sans doute 1a pensée de 1a plupart
dtentre vous, les voies à suivre pour-que nos travaux
p"isse"t déboucher sur un mieux être dans nos relations
'internationales et sur la nécessaire approche du temps

õi vient,afin que Ia crise dont nous souffrons soit
dominée.

J'espèrequelescondÍtionsdetravailetde
réflexion qui *rór" sont offertes ã Paris correspondent à
vos besoinsrmaiÀ c'est déjã une longue habÍtude dans cette
víIle que dä iããe*roir et á'échanger. Vous avez appris vous-
mêmes entre vous à vous connaltre ã travers les décennies
piéóãa"ntes 'Notre organisation a pris-Tang' forme' a

conunencé de dessiner ães perspectiles d'avenir et,on peut
Ie dire a'une-iãçon généräIerá réussi dans sa mission'
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Je suis très heureux de vous rencontrer et je souhaite
mrentretenir avec vous sur des thèmes que jtaurai I'occasion,
j. n" serai pas Ie seul, d'appréhender-bientôt lorsque je me

f,rouverai au Sommet de Williamsburg à }a f in de ce mois '

Depuis 36 ans, votre organisation nta cessé de participer
à 1'apprätondissement des échãnges entre grands qay: indus-
trialiãés et de jouer un rôIe important dans 1e dialogue et
Ia coopération eátre }e Nord et le Sud. D'abord plaque tour-
nante ãe Ia reconstructÍon de I'Europe dévastée, elle a

ànsuite, le temps de Ia prospérité rêvenu, é1argi sa composi-
tion et le chamP de ses intérêts.

Bref, ItO.C.D.E. permet ã chacun de nos paYs d'exprimer
librement son point de i¡ue etrquand s'affirment des désaccords
ou des dífficuités,de rechercher ensemble des voíes nouvelles'
Les débats qui se åéroulent en son sein sont Ia conséquence
ãir..t" A" itinterdépendance dans laquelle nous vivons' Chacun

terçoit mieux I'írnpaèt de ses propres choix sur I'intérêt
conmun.

Le travail accompli par I'O.C.D.E. fait honneur à tous'
Et je suÍs heureux d'aloÍr lfoccasion de 1ui rendre cet
nomñage, Mais, vous Ie savez, et aujourdfhuÍ comme après la
derniéfe guerre mondiale, 1e monde est à reconstruire et nous
avons besóÍn óã"i cela då retrouver 1'esprÍt qui animait les
fondateurs de lrorganisation. 11 ne suffit pas-de gérer Ie
quotÍdien. Sans peíspectives claires, sans règles du jeu,
nous ne sortirons Pas de la crise.

Rappelez-vous,au début des années soixante-dix, l',affai-
blissement des disciplines monétaires, Ia créations j'ncontrô-
iC" a" Iiquidités inlernationaþs a entralné une Première vague
d'inflation. Puis la généralísatÍon des changes flottants a

accru I'instabiliÈé dés parités et multiplié les tensions
ånflationnÍstes, êt Ie seccnd choc pétrolier
a entrainé une sévère récessíon aggråvée par 19= T. vements
ãrratiques de certaines monnaies éur les marchés internationau;

Pour y remédier, de nombreux pays se sont engagés' sans

se concerter, 
-d.rr" 

deå politíques eónl le cumul désordonné
á-entralné Iiéconomie mõndiale dans Ie cercle vicieux de la
récession. Le chômage a augrmenté de façon dramatique de

25 millÍons dans nos seuls Pays. Le prótectionnisme multiple
et díssÍmulé a ralenti }a pi'ogression du commerce mondial,
ce quí a freiné, ã son tour, la croissance'





Bref, Mesdames
Ie monde entier sera
mise en défauÈ.

3.

et Messieurs si l ronç¡'yprend garde,
ã la merci d'une panique ou d'une

Dans 1es prÍncipales économies, le déséquilibre
des fínances publiques a maÍntenu les taux drintérêt
rêels à un nÍveau beaucoup trop élevêr sans précédent
depuis trente ansr d.j:nÍnuant de Ia sorte la capacité
d'investÍr, et dressant de nouvelles barrières au moment
où 1a technologÍe permettait d'avancer. landis que
s'éloignent ainsi les chances de IfavenÍr, Ie poids du
passé grandit : la charge de }a dette sraccrolt, écrase
un plué grand nombre de pays et d'individus, ralentit
Ie mouvement des échanges.

Que faire alors ? Cfest bien 1'objet de
et de ma réflexion. Ltexpérience nous apprend
forces du marché, ni le jeu des institutions
jusqu'à présent réussi à dominer la crise.

vos travaux
que ni- les

nront

Certes, depuis le mois d'aott 1982, Ia coopérati'on
entre les institutj-ons financières internationales, les
autorités monétaires et le secteur bancaire a évité le
pire. L'élargissement des quotas du F.M.I. et }e renfor-
ðement des aócords généraux d'emprunts ont accru les
ressources disponibles afin de soutenir les pays les plus
Pauvres.

Mais éviter le pire n'est pas une ambition.

Si 1es grands PaYs comPrennent
sortirons bientôt et ensemble de la
condÍtion.

leur devoir'
crise, maj.s à

nous
cette

Mais cela ne se fera pas Par miracle, ni en une
seule conférence, ni en une Seule année, ni dans Ie cadre
drune seule organisation. Cela résultera d'une action
internationale durable autour du plan mondial que
j rappelle de mes voeux.

Tâche immense, ã 1'échelle d'une génération' E

nous appartient à nous qui sonmes réunis íci même, d
préparer les esprÍts et de lancer le mouvement.

ril

A cette fin, jtémettrai trois propositj-ons

ty
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Vous savez mieux que Personne
d'échange ont besoin df un moteur ã
ã"" difiérences et Ia coopératÍon'
ã' é"rruttge utile. sans coopération t

Cette observation conmande
qui Ínspirent ma démarche ce soÍr
it.uifiËation, Ie déveloPPement'

PouryparvenirrMesdamesetMessi-eurs'ilconviendra
d,agir avec "å¡itiã" 

åt aiscipline.-Sans effortr 9ü€ vaut
une ambition G;;-lrojet á;ãienir ã quoi sert une discipline

que les relations
déux temPs: 1'affirmation
Sans différence' Pas
pas de croissance durable'

les troís orientations
: la croissance, Ia

EhbÍen,jecroÍsqu'ilfautretrouverensemblele
chemin de la åioi""utce] nien de grand ne se fera sans

;;;;it ã;entråprise, sans foi en I'avenir. I{3is pour coÍrnencer,

Ie premi.t p."'ã" 1å remise en marche ne sera possible que

par Ia croissãn.ã "orr."rtéá,-qni 
créera les conditions d'une

reprise saine et continue' ie-yggx dire.sans inflation'
Sachant ce que je-sais deå iroblC*:? qui restent ã résoudre
dans un pays ãoñ*" Ie mienr-Jã le dis avec drautant plus de

force et de conviction.

La rePrise qui
vite, beaucouP Plus
soutient.

3o) Enfin, la
vous le savezt
technologies et

s'annoncerici et
vite quton ne Ie

Iã, s'essouflera très
croit¡ si rien ne la

Ce qui nous ramène à trois données de base 3

I") personne ne conteste la nécessÍté drune.réduction
massive-:aäã ããiiãit" ¡,ragct.ir"" excessifs gui inci-
renr ã aãã-tãù"-d'intérêás réel-s exagérés. et qui
réüu-Ísenta.cefaitlescapitauxdisponibles.pour
r,invesrissemenr. pluã.les þays sont iryo1!3nf!' plus
ced*ð'éfi.it" sont dangêfeux pour eux et pour res
autres.

2o) Dans Ie même temP9, il appartient ã ceux qui dispo-
sent de marges- de stimü1er leui-ProPre croissance' De beaux

résultats dans Ie domaine de Ia lutle contre I'inflation
ãåivè"t conduire ã relancer lractivité économique'

meilleure façon de lutter contre Ie chômage'

est de former"les jeunes aux nouvelles-ãi"""ottpIÍr la durée du travail'
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Pour atteind.re une croíssance durabJ-e,les meilleures
recettes économiques ne sauraient cependant suffire i i}
faut dtabord et ávant tout retrouveÐ j'y insÍste, la
confj-ance en soi, dans 1'avenir de notre civilisation, dans
nos valeurs communes et donc dans notre aptitude ã créer
et ä travailler ensemble. C'est pourquoi, rien ne me paralt
plus important que cet échange perm?lelt entre nous comme

äe soirl conìme ia journée d'aujourd'hui, ou 1a journée de
demaÍn. .IÞ1 est l'õbjet en tout cas de mon Proposr cê soir,
et de celui que je tlendrai dans quelques semaines aux Etats-
Unis d'Améri{ue óù je me trouverai avec les rePrésentants
de quelques ãutres ñ.y". Et tà j'aurai lroccasion de revenir
sur les thèmes que j'évoque avec vous ce soir'

11 faut aussí, Mesdames et Messieurs, stabiliser les
échanges. Le retour ã une croissance soutenue restera irréa-
Iisabie sans Ia reconstruction patÍente d'un système stable
de relations économiques internationales, dans troj-s
domaines essentiels :, 1a monnaie, Ie commerce et les
matières premières. Mais je concluraird'un9 façon íllogique
þ"i"q". c-'est pour commencer en rappelantla nécessité
ã'un nouveau Bretton Woodsrmême si l'évocation de ce nom

ne doit pas nóus conduire ã 1¡Ínvitation Pure et simple.

on lra bien vu au lendemain de Ia seconde guerre
mondiale, tout commence par la monnaie. Retrouver les
conditions d'un système monétaire stable' avec des monnaies
qui soient suffisãmment fixes, de valeur économiquement
iaisonnable, est donc une tâche urgente. Et ce n'est pas hors
de notre portéerã condition de }e vouloirrmais je-pense que

les étapeË qui ôonduiront très progressivement ã 1rétablisse-
ment a'ün tet système monétai-re Í'nternational peuvent être
parfaitement définies.

Je rappetlerai que nous avons,en premier lieu,ã pour-
suivre I'ef-fðrt entamé I'an dernier à Versailles et à mettre
en oeuvre rapidement des dispositj-ons que nous y avons
prises. Une concertatíon effective entre les polÍtiques
äconomiques des pays industriatÍsés devrait être recherchée
et renfórcée r võus êtes, Mesdames et Messieurs les Ministres
orfèvres en la matière, De tels échanges porteraient égale-
ment sur les objectifs recherchés par Ia politiqYe monétaire
et sur les tendánces de fond affectant les taux de change'





6.

Jrindiquerai ensuite qu'il faudra srattacher ã

retrouver deð parités réalj-stes et à limiter les
fluctuations eiratiques ã court terme autour des taux de
référence. On étudiéraren outre, Ies moyens d'agir en
conmun pour mieux ajust.er les taux ã moyen terme, lorsque
stécartènt durablemãnt les paramètres économiques fonda-
mentaux des prÍncÍpaux pays, ã savoir les prix, les taux
dtintérêt et Ia balance des paiements'

Je sais que cet effort paraÎtra â certains impossi-
ble dans notre mond'e Ínstabl-e .Et Pourtant, ainsi que le
montrent les conclusj-ons du grouPe de travail sur les
interventions dont Ia France-avait prôné la création I'an
dernier à versailles, la concertation monétaire se révèIe
vite utile guand s'aifirme Ie désordre sur les marchés'
quana s'accËIère la volatitité à court terme des taux de

ðhange. Ne sornrnes-nous pas dans une telle situat.ion
.,rjoúta'hui même ? Les sePtrPoul-ne pa-rLer que d'eux ;
il; ne sont gutun éIément däns ltenserd¡le-n'ont-j-ls pas

affirmé au surplus leur volonté de mettre en oeuvre des

interventions äoordonn@s fl¿¡s les cas ou leur utilité
seraj_t reconnue ? sinon, ã quoi bon multiplier Ies
réunions inÈernationales ?

Dans un contexte de taux de change stabÍlisés les
échanges conanerciaux connal.tront un essor nouveau¡ j ten

suis ãûr, dont chacun tirera avantage ; les taux de crois-
sance s''éIèveront raisonnablement et la coordÍnation de

nos poIítiques économiques sera facilitée'

Alorsr oD ira plus loin et les trois pri-ncipales
zones monétaires, Ie dolIar, 1e yen et les monnaies
européennes Pourront stengager dans la voie
du rênforcerrrènt de leurs liene, êt servir de pô1es.
ã Ia stabilisation des taux de change des princi-
t"fã" monnaies du monde, Le Fonds Mónétaíre International
î"tt. son rôIe renforcé, Pour promouvoir lrusage des.
D.T.S. dans les réserves ótficiefles, dans les opérations
et les comptes des instítutions internationales,et les
transactions ptl.tã.". Doté de moyen", 1l Pourra intervenir
en cas de difiículté grave et subite'd'un Pays donné.

oui,jelecroísvraimentetjelerépètevolontai-
rement, te móment est venu de penser ã un nouveau Bretton
Woods. Je ne veux Pas exagérer mon ProPos et reprendre
i;"*pt""sion fameuËelhorsà'r:ne tel1e proposition Í1 n'y
ãrriã'p." de salut. A cette époqug, el_partant de rien
jà .r.ü" d j,re au lendemain de- 1ã dernièie guerre mondiale,
on avaít mis en place un système cohérent. si tout est

/...





aujourd' hui
ä avancert
économiques

7.

autant renoncel
aux conditions

En vuerMesdames et Messieursrde facilÍter ces réformes,
je souhaite þue soit organisée après -une soigneuse prépara-
[,ion la réunion d'une conférence monétaire internationale
au plus haut nÍveau, dans le cadre du Fonds Monétaj-re Inter-
national.

tdont 29 milliards sont dus directement ã

taux, Ie reste étant dt à I'augmentation

plus complexeril ne faut Pas Pour
pãr étapeÈ, veis un sYstème adaPté
de cette fin de siècle.

Ia
de

Et je crois qu'il faut organiser Le commerce des
biens ainãi que la coopération technologique: èprès.avoir
parlé de Ia monnaie, eh bien oui, je parlerai des biens
ãux-mênes. Le protectÍonnismerdont chacun se méfie lorsquril
s'agi-t des autlesrconstitue sans doute et par définition
un õbstacle à Ia croissance des échanges et ã ltessort des
pays pauvres. Encore en faut-il Situer lrimportance.

A lrheure actuelle, Ie protectionnÍsme ne représente
que IO I du manque ã gagner des PaYs en voie de dévelopPe-
rñent, tandis que 90 B sont dus à I'absence de croissance
dans les pays riches, ã Itinsuffisance de I'aide publique,
à f instaËifite du cours des matières premières et surtout
à la hausse des taux d'intérêt,dont Ie supplément de charge
soit 45 mitliards de dollarstreprésente près du double de
ltaide versée ã ces Pays, soit 26 milliards.

Si j'insi-ste auprès de vous ce soirr cê nrest pas
au risque de vous attárder, crest Pour vous dire ces choses
au nom de mon Pays qui ne détÍent pas la vérité mais qui
entend contribuei à Ia réflexÍon commune. Q¡e1]e circons-
tance plus solennelle avais-je pour le dire à I'ensemble
des pays du monde?

hausse des
I t encours
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I1 est temps de remédier aux principales- causes du
ma1 et de démontrer que nu1 n'aura rien à gagner à ce protec-
tionnisme,y compris ie plus masqué, celui des normes techni-
ques ou sâiritaires. Cela se fera notamment en assurant une
óu"ãrt"re équitable des marchés, conditÍon de Ia croissance
économÍque, pour le Nord conme Pour Ie Sud. Au demeurant,
Ie GATT'joue-déjã son rôIe pour-stÍmr¡Igr les flux des échanges
et contribuer à rêsoudre les difficuftés résultant des diffé-
rences de structures ou de rythmes d'évolution des économies.
C'est bien;ce n'est Pas suffisant.

Mais, seulement, vous Ie savezr oD ntêchange plus
seulement des objetsr oD échange aussi des savoirs, crest-à-
dÍre des technológies. De plus en phfsouvent,la coopération
industrielle entré 1es ¡ations différentes remplace le
simple commerce des produits de chaque nation'

L'intensification des échanges et de
internatÍonale en matière de recherche avancée
technologies progressera entre les entreprises
entre Ies Ínstitutions publíques.

1a coopération
et de
privées et

Le renouvellement de Ia coopération technologique
commande en effet une autre division internationale du
travail. Nous avons tous intérêt à éviter une compétition
excessive, que ce soit entre les secteurs en déclin ou entre
les Índustfi-es nouvelles. Nous devons nous attacher à dégager
progressivement quelques règles de conduite en matière de
Ëtrãtegies et de politiques industrielles'

Etpuisquej'aiparlétoutàI'heureduNordet
du Sud et de leuis rélatiôns compliquées, incertaines, va-
riables, comment ne pas parler de Ia nécessaire stabilisa-
tion à moyen terme dês éãhanges de matières premières':

Or, plus nous y pensions, Plu! nous comPrenons
que I'on peut-engager dês actions rapidement, je vous en

donne quelques exemPles :

- rttest-il pas possible de conclure partout où

c,est possible des a-ccorãs de produits? Ces accords tendront
ã stabiliser les cours dans une fourchette réaliste, car on

ne peut lutter indéfinÍment contre les tendances lourdes du

*uräfré, cela nous le savons. Et comme 1es moyens f j-nanciers
sont indispensables, j'insisterai sur Ia nécessité de donner
vie sans autre déIai ãu Fonds commun des produits de base
dont on parle beaucoup et qu'on ne voit jamais'

régulariser les marchés à terme' CeIa me paraÎt
aussi une priórÍté car ces marchés informent les opérateurs
en déterminant un prix unique. IIs protègent les producteurs
contre les spéculations. Lorsqu'ils_nrexistent pas' comme

ñ;;-ie rÍ2,'le désordre règnË : infinité de prix, spécula-
tions dans t'omUre, manipulãtions Permanentes. Mais lorsgu'
íl-s ne sont. p;; rågutarisés, au lieu d'informer¡ces marchés
trompent. Au lieu de protégär, 11" accablent et poussent à

la sþéculation. Bref, üne dlscipline plus stricte dans Ie
jeu ãe ta "orrr..tr"r,c. 

rendra ã èes maichés 1e rôle qui leur
revient ./. ..
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pour que Ie Sud puisse 9!t" partie prenante
dans cette i6orgánisation dés marchés, une action de forma-
tíon, de formatíon des hommes, s'impose avec ceux qui déjà
sont nos partenaires et le seront Plus encore dans un monde

plus ouvelt. En relation avec les dispositions des accords
äe lomé, dont nous mesurons chaque jour l'Ímportance, il
convienåra de mettre en oeuvre un progralgne de formation
des ressortissants du Tiers-Monde à nos techniques de

commercialisation. crestce que IDus essayons de faire pour

"ãJi" 
part, je- sais que d'autres pays, ici représentés,

ont de remarquables réussites.

enfin, le financement des
matière d' énergies non-renouvelables
développement doit continuer d'être
dans 1ä- cadre de Ia Banque Mondiale
d'une institution spéciale ã créer'
a déjà émis des Projets qui Peuvent
1a réponse à eette question.

sur ce point qui occupe
pour le Nord si Ia
Sud. Comment imaginer que
Ia planète sans I'autre ?

libérer les échanges et

Et. pour cela, aménager les financements ã partir
de leurs besoins. La hausse ães taux d'intérêt et la réces-
sion mondiale alourdissent lrendettement des Pays pauvres'
Cet endettement ne menace pas gu'eux-mêmes, i1 est,tragique-
ment dangereux pour Ie monãe tðut entier. Notre intérêt
bien compris ã"L a'alléger la dette du Sud. I1 est essentiel
pour tou-s les f ays d'abáisser les taux d'intérêt réels,qui
sont Ia premièie'cause d'aggravatÍon du.coût de 1'endettement
des pays du Sud. Au-de1ãr1á-situation, Ies-perspectives
deviendraient différentes, les pays les plus avancés ayant
largement recours au marchê finaicier privé tandis que les
pay; à bas revenus nront accès gu'à des aides publiques'

../...

investÍssements s¡
dans les PaYS en

encouragé, en Particulier
ou bien sous la forme
mais la Banque Mondiale
servir grandement à

VoYez-vous, j t insisterai
nos pensées: rien n'est Possible
relañce n'est Pas assurée Pour le
nous pourrons sauver une moitiê de
Comment vouloir dans 1e même temPs
cloisonner les solidarités ?

Nous savons tous que seule la repri-se'-la renaissancr
économique, règlera nos própt"" problèmes, parl'ouverture de

,rorrrr..ti marchés et 1'exploitation de nouvelles ressources'
Et cependant, par un inaðcept?b1g paradoxe, nous prétendons
ignorãr fes maiãñes les pluË évidents, les plus avides de

cioissance, ceux du Tiers-Monde'

Politiquement, j'en ai la conviction' iI en va
de Ia survie de nos démocraties et de notre capacÍté à faire
vivre un monde libre autour de nous. Aucune relancet aucun
système monétaire, aucun système d'échange ne sera-stabilisé
si la sÍtuation économique et financière des pays du Sud

n;""1 p"= débloquée. Si ces pays n'ont pas des moyens durable
sérieui de finañcer leurs dettes et de promouvoir leur
croissance, 1;ú equilibre politique sera de jour en jour
plus menacå. C'est déjã très souvent Ie cas. 11 nous appar-
tient de contribuer à leur développement'
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Pour les pays du sud en cours d'industrialisation,
je crois que des inslitutions multilatéra1es accordant leur
larantíe ou, au moins, leur soutien, à certaines ressources
venues du secteur privé se révèleront de jour en jour plus
nécessaires, cette garantie s'appliguant en priorité aux
échéances lóngues de prêt's supplémenÈaires'

EtpourlesPayslespluspauvres,lapartdespays
développés däns 1'émiision d'uñe nouvelle allocation de DTS

pourta-ii servir à bonifier leurs prêts condÍtionnels au

Tiers-Monde, par l'Íntermédiaire dás institutions financières
internationalãi, afin d'assurer une gesti-on raisonnable de

la dette de ces PaYs.

Depuis Ia réforme de 1975, 1es montants disponibtes,
du fait de Ia "facilité" du Fonds Monétaire International'
ont atteint un niveau respectableret c'est très bien ainsi'
Mals I'ampleur des moyens est encore insuffiaante. A cet
ãgãia, je' 1 'ai noté, i'augtmentation récente des quotas du

FMI constitue un Pas important. Mais il ne faudrait.Pas.
dans le même tempä,qu'uire sévérité accrue des procédures
limite I'emploi ãe'ðette nouvelle ressourcervltale pour de

nornbreux pays en déveloPPement.

J'ajoute que Ie rô1e de Ia Banque Mondi-ale. devrait
être largemei! .."i,, et diversifié en fonction des besoins
des emprunteurs. II serait opportun de modifier, je Ie crois'
Ies ratios et d'augmenter siþ-nificativement le montant du
-.fit"f a.1a banqúe elle-même, en 1985, afin de lui permettre
de faj-re face aux besoins des pays les plus pauvres;

Ðtune manière générale, i'insisteraisur lrimportance
de la stabilité dans te temps des engagements financiers, en

matière d'aide et de créditË : colnment monter des projets
important=, 

.jã 
.roo" Ie demande, sur la base de financements

annuels ? Coíment les plus pauvres peuvent-ils établir des
stratégies si 1'apport extéiieur es-t imprévisible au-delã de

1'année en cours ? un éIément essentiel de la convention de

Lomé entre Ia Communauté EcOnOmique Européenne et soixante
pays en voie de développement a été de g?T"lT,1t-1: lt"unce-
ment sur ri"q-ã";. 1,. þiuriannualité de I'aid'e est essentiellt
et i1 faut, j. le croiã, s'inspirer de cet exemple.

11 faut agÍr de façon spécifique pour les pays les
plus démunis.

II devrait être possible de desserrer Ies contrainte
de la dette de ces pays.n leur permettant d'emprunter à des

condj,tions pi""-Ãã,rþfä" ae" sommès très supérieures au montan
de leur quota. En oùtre, une part d9" al1oêations nouvelles
de DTS pourraient être ut,ilisèe à abaisser nettement le coût
de ces concours.

un autre type de protection lPéciale _exj-ste déjà pou

ces pays et fonctio-n-ne aanä Ie cadre du STABEX de la Conven-
tion de Lomé. La première priorité est de le consolider. Lórs

dela Conférence de Paris sur les pays les moÍns avancês, tenue
en t9gl, des engagements ont étê þris Pour lrextension de

../...
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cet.te garantie STABEX ã lrensemble de ces pays. Cette voie
doit être poursuivie. Des propositions intéressantes ont
été faiùes en ce sens dans la perspective de IaCNUCED et lors
de la réunion des pays non-alignés.

un ef fort supplémentaire d'aide s' j.mpose en faveur
des 36 pays les moins- ávancés, dans Ie cadre des suites de

la Confêr-ence de Paris et sur }a base des ¡rrogrammes -de
développement établis et révisés par- Ies 'consc¡rtj'wn's de pays
donateurs. 11 y a Iã un devoir que les PfYs ici.rassemblés
;;;t-ãppãrc" å åccomplir. Chacun de nous doit faire ce qu'iI
peut päür atteindre äu plus vite les niveaux d'aide recom-
mandés par les NatÍons Unies-

Enfin, i} faut que soit lancé un .'Plan d'urgence
pour 1'Afrique;', dont Ie Produit natj-ona1 brut Par tête
ätugne depuis dix ans et qui, compte tenu de ses dettes,
merráðe de devenir Ie "conÈinent pärdu du développement" ' Un

effort exceptionnel de solidarité des p?YS occidentaux est
urgent. gon úG i.ru des propositions-aêtai1lées ä ce sujet
bientôt. Uouê åtot" trouvé bién des exemples où certains
d'entre vous ont marqué de ltimagination, de I'audace' NouS

avons souvent à nous inspirer de qutils font, mais nous
apporterons nous-mêmes notre contributÍon'

Relancer, stabilÍser, développer, voilà ce qui
nous permettra drórganiser la reconstruction de 1'ordre
éconoirique internatlonal ; reconstruction à laquelle je
peux que vous inviter ce'soir par 1a parole, mais dont
ãctes sont nécessairesret ils dépendent de vous'

Letableaud'ensemb}equejeviensd'esquisser,ã
très larges d;;ñ;;r D€ répond p"".Þ toutes res nécessités
áo *o*"nÉ. C'àst aéiiUerernãnt que j'ai insistê sur la
relation Uord-Sudr êD soulignant liinter-reLation fondamen-
taleréconomiqrr" "i 

politiquã, qyi existe désormais entre Ie
sort'de ces puy" et le nôtre-. Je vous le dis gravement,
tout passe Par 1à.

J'ajouterai sinplementrpour en finír, quril
ne s'agit. pas dans mon esprit de'iormules abstraites ou de

visionã ut-opiques. Ce sont en ef f et des principes que nous
.pftiqnotr" åeja, autant que possibler âu sein d'une
ccrmmunauté reãtreinte mais ei'ttitt importante, la Communauté
des Dix, ici refresentée. La signification de mon appel
auprès de vous, Mesdames et Mesãieurs, e1le vient précisé-
¡r,"it de t'expãiience quotidienne de ces dix Pays. Certes,
ããLt" èxpériänce, ttouá le savons bien nous qui en-sommes,
est souvent décevante, surtout lorsque nous considérons
les difficultés plutôi que 1e chemin Parcouru. Mais en fin
de compte, par-dãIã ses crises, cette Europe sait. qurelle
est appelée à plus d'identitér ? plus.de résponsabilité'
å plus d,unité-. E11e sent qge I'oüverture équitabll d" ses

frontières, tÀ progression-'ãe ses prix.agriðo1es, Ia stabi-
Iíté relative de ses taux de changè lui órofitent' Quand

Ies Européens I'oublient, le restã du mo'nde, d'une {tC9"
ou d,une autre sã charge'de 1e Iui rappeler et, au-fond'
crest très bien ainsi. Cette Europe se doit donc d'être plus

../...
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forte et plus unie, pour elle-même et pour lrexemple
qurelle donne au monde. Nous aurons 1'occasion , certaine-
ment, d'en reparler, êt particulièrement lors d'une rencontre
déjã prograrnmée pour le moÍs de juin ã Stuttgart.

l"lesdames et Messieurs, au risque dtaccroître votre
fatj-gue en cette fin de journée- mais quelle autre occasion
me seraÍt-eIle donnée pour rencontrer au même moment tant de
grands et vrais responsables de la polÍtique économigue
dans le monde ?-j tai essayé de vous parler ce soj-r un langage
qui est Ie mien, guê je voudrais être celui de la vérité,
mais surtout de lrespoir. La crise, nous la vivons, nous en
souffrons, elIe est 1à, profonde, multiforme. E1l-e nous
appelle à un dépassement collectif, au rassemblement de nos
énergies, dans chacune de nos nations colnme à 1réchelIe
du monde. Seul-ement nous Ie pressentons plus confusément,
sans toujours en tirer les conclusions indispensables. Or,
trravenj.r nrest pas fermé. 11 n'a jamais été fermé à travers
tous les temps. 11 dépend de notre ambÍtion, de notre coopé-
ration. Une actj-on mondj.ale pour Ia reconstructj-on de lrordre
économj-que est posslble. 11 y faudra du tempsr oui, mais
enfin, CÊs années, oui, mais enfj-n, beaueoup de moyens
financiers, mais enfin, sí nous n'agissons pas par ces
moyens, par des réformes, par des acco.rds, pâr Ia concerta-
tion, ã quoi aboutirons-nous ? Et comment pourrions-nous
hésiter à utilj-ser au mj-eux les immenses potentÍa1ités
créées par Ie génie de 1'homme dont nous sonmes aujourd'hui
porteurs ?

Il est clair gue le temps presse. Nous ne pouvons
pas nous permettre de perdre des occasions. Je vous ai
parlé des réunions européennesrêÊe proflle un Sommet des
pays industrialisés; nous pourrons vérifier à ces occasions
si nous sommes sur la bonne voie ou bien si nous nous y
refusons, choisissant I'anarchie et Ia crise plutôt que Ie
redressement. Chacun en tirera les conséquences qu'i1
souhaíteraret appréciera à cette mesure I'utilité de ce type
de réunion,

L'essentiel tient, par-de1à nos différences,à une
commune disposition d'esprit, à une volonté, ã une mobilisa-
tion de nos chercheurs, de nos entreprises, de nos jeunes,
de nos responsables. Crest à ce prlx, vous le savez, que
nous pourrons créerrensembler uD monde plus civilisé, plus
libre et plus tolérant. Et quí doute parmi vousrMesdames et
Messieurs, que crest 1ã I'objectif fixé par nos peuples
mêmes-?Si nous sotnmes associés, rassemblés dans cette salle,
crest parce que la preuve a été faite que l-e monde s'inspire
des principes de liberté et de travail, de progrès et de
paix, êt a suen d¡autres temps dorniner l'évènement. Je
voudrais que ma convictj-on soÍt unaniment partagée, cela est
å notre mesure, ã la vôtrerlvladame, Ivlesdames et Messieurs.
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Vous nous en apportez chaque jour la preuve Par le sérieux
eÈ f importance de vos travaux.

Je vous souhaite cette fois-ci de les poursuivre
en recherchant toujours la conciliation nécessaj.re, et je
répèterai ce que j'ai dit pour conmencer: vous nous honorez,
Meédames et lrléssieurs r ên étant nos hôtes Pour la reconstruc-
tion de I'ordre international. Vous êtes Íci ã Paris et en
France Chez vous. Vous y êteS les bienvenus. OeuvrOns Pour Ie
bien de tous. Je crois bÍen que c'est votre loi. Merci

l
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10 DOWNING STREET
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Frorn the Privale Secretary 9 May 1983
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Ür ¿*'t¡q f'f '{
The General Election

I enclose copies of:

(a) A message which the Prime Minister sent this morning
to the President of the United States which dea1s,
inter aIia, with the implications of a General Election
for her planned visits to Washington and I,llilliamsburg;

(b) A furthermessage whi.ch the Prime Mlnister has sent to
Chancellor Kohl about the European Council in Stuttgart.

I am copylng this letter and its enclosures to John Kerr
(HM Treasury) and Rlchard Hatfield (CabÍnet Office). I should
be grateful if you and they would not cj.rculate the messages
beyond Private Offices.

.''GoLEå

Brian FaII
Foreign an

sQ. ,
onìmonwealth Of f ice.

,Edc
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TELEGRAM NO I

EUROPEAN COUNCIL/ STUTTGART: BRITISH ELECTIONS

TELECON PRIVATE SECRETARY/EASTt,\lOOD

1. Date o't eIections wiLt be announced here at 143o
IocaL tjme. The Prime Mjnister would Like the foLl_or.ring
message to be deLivered to chanceLLor KohL before then and,
faiLing thatz êS soon as possibte thereafter:
Begins,
Dear Herr ChanceLIor

lde ê re announci ng today that there w j t I be a Genera L

ELection in the united Kingdom on 9 June. r r.ranted to be
jn touch with you at once.

After the most carefuL though I have decided that i t
wouLd not be i n the nationa I interest to deLay an Etection
any tonger. But the date I have had to choose is very cIose
to the European counci L in Stuttgart on 6t7 June. trte shaLt
be te[[ing the press in answer to the inev,itabte questions
that the united Kingdom wi Lt of course be represented at

22
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25

I ttJNNN ends
:_
I telegram

B LAt\i K

Catcl'ln,ord

stutigart
I

j File number

Tele¡rlrone nunlber

Autl:orised lor cicsl;¡:tcr-¡ A.
ot-

Cc:'r'cen reíerc.nce Tin'e ol ciþsuatcll

D istributìon

LIMITED
Head ECD (i)
PS

P.S/l"lr i{urd
PS/PUS
Mr Evans
Mr J ames'
Mr Hannay
Head l.lED
Head ECD(E)
Head, News Oepl

De tp

?s t
Drafted by (B lock capitals)

'l- rrn\ôJ P

l/¡

t,, o



l-

ouT TELEGRAN4 (CONT)

Classif ication and Caveats Page

SECRET AND PERSONAL 2

Stuttgart but that decisions on our representation have
yet to be taken.

I shalt need a littLe time to consider whether it witI
be possibLe for: me to attend the European CounciL .i n
person/ i'f onLy for part of the proceedings - I very rnuch
wanted to attend to he tp make thi s counci [, under your
Presidency, an outstanding success (and this cons.i deration
has been rnuch in my mind in the difficuLt o.ecision r had
to make about the timing of the Etection). on the other
hand, r know you wiIL understand how difficur.t it wouId
be for me to be away from the united Kingdom during the
cruciaL cIosing days of our campaign. r shar-t be in
touch with you again about this issue as soon as possibte.

0f course/ the question of our budget probLem now
becomes a I L the more cri t i ca r. and urgent. r very much
hope that we can find a soLution at the Foreign Affai rs
Counci L on 24 May.

Meanwhi Ie, I am most gratefut to you for a I L the
heLp you have given to the united Kíngdom and to me
persona[[y- This w'i LL be of continuing importance to
rne i n the days and wee ks ah ead.

'ui 
th my best wi shes, yours ever/ r'rargaret Thatcher.
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cor{HoD'T,tEs AHoNõ REgE}¡T JApAi¡ESE pR,rfiE itnt,tsrens.

2. r¡ÂKAS0t¡E ¡S ST,tLL ,t,N SOUTH EAST AS,t.A A¡¡D
'd.lLL OI¡LY CONÛEi,|TRATE Oil HO'¿r HE SHOUL! pLAy rlts
HAND AT ìSILLI,AHSSURG AFTER H.IS RETURI¡ HERE LATER
Tt+t"s wEEr(. Ttil.s rf.tst,T td¡LL HAVE RETfiFORCED H,t.S
AWARÊNESS THAT HE H.ILL gE THE OI{LY ÀSIATJ
REPRESENTAT.TVE AT THE SUHi/lt,T. }+t,S CFF.tCI.ALS
.I+ITÊ}IÐ TO DRAU H,IS ATTEI{T,IOI{ TO THË ALI.IOST TOTAL
ABSET¡gE 0F ANy DtSSUSS,tOil 0t¡ NORTH/ SoUTH |.|ATTERS
AT T|IE LAST TVO OR THREE SHERPÂ HEET.IIrIGS.

3. .l.tt,.GEtrtERAL TER|{S THE JApAHESE ARE L00K;tdlG FORÀl¡ uttDRAHAT,rc suHr*r¡T Ht*cH C0*CENTRATES Frf,sr AtD
F.REH'sr oH ouAc*'Ec''r'nrc pol'rcy A¡rÐ uAys .r¡r.t uH¡rfH
THE PART:ttlPAT,t+¡G COUI¡T,|,ES CAH BRI{¡G A80UT
GREÂTER COI{VERGET¡CE {{t THE,|8 ECOr¡O¡ilC pOL¡}Gt€S.
THE JAPAIIESE ATTACH üIPORTAI,ICE TO THE PCSSiIJBIL,I,TY
0F L ¡$I.TED ,t$tTERVEt{T,t0tr Or{ A CO0PERAI|.VE BÂS.|S
T0 BR;ltlG AB'ur A* ,rÍrgREAsl"r¡G t.ÊAsuRE oF srÂB,rl,r:Ty
.IJ{ THE EXCHAI¡GE I.IARKETS. THEY SEE EXCHAI{GE RÂTE
STÀBll.t,Ty ÂS OtrE uÂy OF REMOV,¡¡IG ExTERNAL
COIISTRÀIÍTT O'I ÎHÊIft DO¡IESÎIC HOI{ETARY POL,ICY. lHEY ÀLSO
SEE GREATER EXCHAHGE RÅTE STAÞ,trtTy AS
c0rlrR'l8uTir$¡G To Bt¡¡r-ÈtdtÊ o}r rHE F.rf,sr s.r6t{s 0F Ec0r{or.ttc
UPTURI rÞ11 rHE HORLD Ec0t¡0r{y- flAKAsOr,¡Ers 0THER t0ftcEFr{ ¿til
THE HÂRc0Eco¡lot'ttc qrscuss¡to!¡s srt-L BE THE sEvERE F,¡€CAL
COHSTRAIT{TS RESUL}Ë{6 FROI{ THE LARÊE JAPÂI{ESE EUDGET
DEF:ts'hr- ALTHOUGH nAÍAsor{E Hts DR0ppED }*r€ pREDEcESsoRrs
UllREAL,l$T+tC C0r,tltþTl.tE[T TO A BALAT¡CEI! BUDGET BY 1985,}IIS GOVERIHE}IT RE¡{AI'I F,}NHLY LOCKED ¡li{To A Lo¡IÊ-TERH Coilt+ttfHENTT0 RÊDUCE PUBLtt SpEilBtffG AflD DEF,| Gt¡T Flå¡Al¡eH{G (rJt+tCH HAS t{oy
REÂCHED ?6.5% OF THE BUDG€T THE GOVERÎTHEIIT HÂS ALREADYl a

EXPERT€ ED UADIJI{C THE CO¡I!{ERGI{L BAIIKST0 BUY B0Ì{DS T0 F,tt{Af{CE THE DEF| tliT. THUS t{Ê,hTHER A
RELAXAT:TOT{ 0F DO|TESTT¡S CRE}tjf HO R'.COV ERÌ¡HEl¡T REFLAT¡tOil AR y
HEÂSURES ARE STEPS TO UHIÚH I¡ÂXÂ SO¡IE SILL EA$ILY BE ÂBLE 10
SUBSCR'l,BE a

4' Ås AT PREylrous sur{ttt¡Ts, THE JÂpÅHEsË sr{-t ExpEcr ro
FACE cRlrFttrrsr{ ABOUT THÉrfi coxr,¡irurilG }ÈtûH TRADE suRpLus
Al{D LOH LEVEL 0F t{AtiUFÂCTUREÐ .}r{p0RTS. RELAT,|O¡|S *.t..TH BOTHTHE Ec Al{D THE u s on rRADtr{c pRoBLEts R'fi&r+r }r"F,rcuLT. FoRTl{16 SUHt+tiT (UilLit{E #IS pREDECESS0RSI, THERE .}ß Uilbtif(Elî ï0 BEAily LAST-I{i¡I¡UTE JAPÂnESE ttr¡iteÎ,t*U,VE DESIGnED TO TAXE ïHE ST}t,r¡6 

'UT
0F THESE cR'rrrrc¡sHs Ofi TRIDE poLrcy, lAr(ÂsoilE u!r{_L RÂT}|ER TRy r0TAKE CR€DI¡T FOR THE TAhIfF CUTS AITD IIARKET OPEÞIdTG HEASURESFoR Yl+kcx ltüs GovERtf'tEtÍT HAs BEEI REspo.r¡$tBLE ¡tâf ¡t¡TS F,rf,sr
9þx tl.llr,s' ot¡ TnE 

'THER 
HAttD, THE TRIDE su'pLus FoR

Frl6CAL 1982 rAS DOLLAR ZO B;&LLrlOt{ ttil SFtiTE OF Â 9.1ã DRop fillEXP0RTS (THE DROP rtfi ¡t4.tpORTS HAS SOfiEUHAT GREATER l. THE
ÏRÀDE BALA}¡CE FOR 1983 PROÍ+I6ES TO gE EVEil LARGER,
PÀRT'ICULÄRLY FOLLO|TtilG A DR0p rt,fi ûtL pÈffEs. rtd{ D€FEfl}}*tG
THESE suRPLusEs' llAKAsottE Y,FLL [o DouBT ARGUE THAT THEY
REFLECT THE COHPET,ßÎ|:VEIIESS 0F JAPÂÌ{ESE rt{tDUSTRy (Ar{D-By
tll'lPL'l4Afilotl rHE LAct( 0F c0t'lpET¡hnhvEHÊss ôF .rÂo¡',e
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rHÊS€ SURPLUSES, 
'{AKASOIIE 

UILL T¡O DOUBT ARðUÉ THAT THEY
REFLECT rHE coHPET'l'f'l:vENEss oF JAPATiESE H¡DusrRy (A¡tÐ By
ll4PL'lCÀT.ION THE LACK 0F g0í'lPET,tlT,l,VENESS 0F JApAil f S
c0l4PETI{ORS} AND THAT JAPA¡¡ HAS t4AD€ HERE ot¡/il utstLATERAL
SO¡4I.}I.'TI{EI¡TS rO REDUCE THE ,ISIPÀCT OF HER EXPORTS O,I THE
I4ARKETS OF HER DEVELOPED PÅRTNERS.

5- THE JAPANESE ARE RECO|¡GILED 10 soME Dt6cuss¡toil 0F EAsT/!{Esr
ECOHOI"TIC RELAT.¡O}¡S AT THE sUH}4Tjr. THEY ATTÂCHE co',¡s.I¡DERABLE
'IIIPORTÀNCE TO THE SUBJECT .IITSELF BUT THEY BEL.I€YE THAT
TACT"ICALLY THE A¡'IERICAHS UOULD BE UELL A9V.ISÊD TIOT TO
¡}IGHL|€HT THE suBJEcr 'tü lHE suf,rl+l;r co¡trExr. THE JApAilÊsE
ARE sr'ltL utlcERTA:}fi ABour At'tER'tcA[ :t*{TEt{TFBHs oil T}åt,s
PÄRTlcuLÂRLY'l.ll ÂÐvAl¡cE 0t THts r¡,EEK's oEcÐ r,rEETtf¡G. BEcAusE
0F 'hTS POTENTIúLLY Dt,V.t€.¡:VE ÊFFECT THE JÁPA|IESE w,tLL FCIR
TllE t'lOsr PART KEEP rHE t* HEADS YELL Ðour{ yHÊil TH,t,s GEÎ{ERAL
suBJEcr 'l€ BÊt+¡G DtiscussED. THEY HAVE An AD&¡iT.rglrAL
REASOH FOR DotttG s0 ¡t{'r THAT ÀLTHOUGH THEy SHARE EuRopEAr,¡
Afir'l'ET'l€s Ats0ur rHE REIIEUAL oF THE ËAA, THEY ARE Altx,tous
t{OT T0 BEcOllE T0o CLEARLY 't$ENT,tfrl¡ED r*þJH oppO$t.jrlroil To
REHEWAL THEREBY ÍIJT{CREA$I6IG A},ITiITJAPAN€SE FEEI-,I.T{CS ,I*i GONGRESS.

6- uH€l¡ POL,t¡TrtcAL ftÂTTERs ARE Dr6cussED THE JApAilEsE ExpÊcr
TtlE ÀHER.lCÀltS TO Ret6E THE. IIH]DLE EAST At{D .t:NF. ,t¡T ;tS
UflLIl(ELY THAT THE JAPAI{ESE $T{L HAVE AIIYT}T¡*IG TO SÅY Oî{
THESE SUBJECTS EEYOÍ{D THE.Ifi ALREÀDY UELL.I(IIOUII STAHD¡RD
PoStir.lol¡S. ÅLTH0UGH THEY ÂTTACH rHlpORTAnCE T0 poLtT,ttAL IÌ¡SCUS$|O}|S
$IC{CE SUI{}+#rS OF THE SEYEH ARE THE OHE FORUH OF U}*I. H THEY
ARE I'IEI'IBERS AT U}EÞCH SUCH SUBJECTS ARE RAISED,4ír SEEHS UNL4*I(ELY
rXrl{rlxrso}IE uILL HÂv€. ANYTHI#G PARTI¡cuLAR To RÀIsE }IITISELF
As A SEPÂRATE suBJEgT' ALTH0UGH 'tf Opp0RïurlrjÍy OFFERS HE
i{ÀY }tÅKE s0l4Ê c0}tlntÊr{Ts oil sourH EAsr A$t,Â (r,t.€TtrÄFr AilD
CAMBODt'Â l.

7. *[t{ SUI'lr YHtlåE HAKAsoilEts sTyLE lr.lLl BEH0RE OpE!¡ AllD
FORTI{CO$T'{G THÀ¡I THAT OF BI.5 RECE!¡T PREDECESSORS, ,F+¡ SUBSTAIi¡CE
HE ;ls utll¡t#ELy r0 BE 

^BLE 
T0 HÀKE HAity u&tGHTy c0t{TR,tBurrtot{s,

PÂRT'IfULARLï OUTS¡åDE THE r4ACROEg0ÌrOf"tK F,|!€LD.

c0RTAZ¿h
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I,yi111 amsburs Summit

I enclose a. copy of a message which President Reagan has
sent to the Prime !trinister about the above. This in turn
encloses a I'thematic paperfr which the President asks partíci1:ants
to review before the final preparatory session in míd-May.

I should be grateful if you could let the Prime lfinister
have advice on the 1íne which you propose to take on this at
the next Sherpa meeting.

I am copying';this letter, wlth its enclosures, to
Brian Tall (Foreign and Commonwealth Office) and John Kerr
(H.M. Treasury).

A .i" Çui.tjs.

J*, 1l
Ir*t J^"J1*'17\ W (

I"^t/r, al-( hrÛr,r / C r
M*. þ 4-./þt4

5P* \
'¡,ir ir,o.l¡e.i'iq

I

9 May 1983

SECREÏ





?

SECRET

Dear Maggie,

It is now less than a month before we assemble in Willíams-
burg. I am satj-sfied that this Summit will have more flexi-
bility and opportunity for a thorough exchange of views. My
earlier letters to you confirrned our conìmon determj-nation tcr
preserve an informal environment, avoid a pre-negotiated
communieüêr and ensure a preparatory process reflecting our
personal views at each stage.

The preparations to date reflect the careful contributions
of each of you. I,üe have laid a solid foundation of issues
and. points of view from which to begin our discussions at
Vr7illiamsburg. Our common objective is to have a well pre-
pared S'.lmmit which canproduce meaningful results, yet does
not begin with a pre-negotiated communique that Leaves onJ-y
a few bracketecl phrases for us to resolve. Since this is the
first time that we have sought to avoid a pre-negotiated
communique, I wanted to lay out for you, in some detail, how
T envision the remaining preparations before the Summit and

#ouf-df"scrissíons at the Summit itself .

After the last preparatory meetingr my personal representative
circulated a final, integrated summary, outlining the results
of the preparatory discussions thus far. Through your personal
representativer wê requested you to respond with suggesterl
themes for Infil1íamsburg. My personal representatíve then
drafted an initial thematic paper, and he or members of his
team met individually with each of your personal representa-
tives to discuss it,. The paper has now been revised and I
am sending it to you to review before the final preparatory
sessíon in mid-May.

May I stress that this paper is merely a point of departure,
not a formal agend.a for our deliberations at Williamsburg.
The most important themes we have agreed on are the inter-
relationships among our economies, and the poIícies we should
pursue for a lasting, non-inflationary recovery. The paper
also notes areas of both progress and continuing problems,
while suggesting a common approach to ensure the new era of
growth we want to achieve ìn the ind.ustrial and Ceveloping
world.

At the mid-May meeting, I would hope you could transmit your
further views on the content of the thematic paper. Then,
after carefully noting points of agreement a¡rd disagreement,
our respective representatives can brief us and each leader

f'
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can g:ain a better: understanding of
specific results we can anticipate
your cooperation and participation,
paper as a vehicle to prepare for a

the general themes and
at the Summj-t. Through
we can use the thematic
more productive Summj-i-,

But let me stress that the thematic paper should not con-straín our discussions at wirliamsburg in any way. r feelstrongly that the outcome of the Summit sfrouta Uá determined
by our rneetings at williamsburg, not by a preparatory clocu-ment. certaínlyr wê need careful preparatory work año the
thematj-c paper should identify the serious iãsues we willdiscuss. I{owever, r do not wánt us to be faced with asituation where our first conversation centers on the
communique, even before we have begun our substantive dis-
cussions.

our thematic paper should. serve as background for addressingthe serious issues, on the first day of discussions, at oui
heads*on-lymcrning sessionr wê can discuss our overalí apÞr:oachto v¡orl-d ec<¡nomic recovery, incJ-uding an assessment of cürrent
economic conditions, and national and international actionsto ensure sustained, non-inflaLionary growth. rn the after-
noonr \úê w-i-11 be joined by our Ministers, to explore specificissues in more detail, such as domestj-c poricieã and inter-national trade and finance, and a review of East-West economicrelations. On the basis of these discussions, we will instr:uctour personal representat.ives to deverop the first draft ofthe final joint statement.

.As we all agree, a successful summit requires both carefulpreparation and the necessary flexibility for each of us,
as democratically-elected heads of state t er gt'overnment, todiscuss fulIy our respective points of view, ánd to decidepersonally on the collective expression of our message tothe world from williamsburg. r think we have found the right
balance between careful preparationr âs reflected in the
thematic paper, and frexibility as refrected in the process
for drafting the joint statement at williamsburg itsãrf.
ï am grateful to each of you for your strong support in
t,aking a new approach to this summit. r am-firmly convinced
that our efforts will produce a more meaningful añd relevant
discussion and a more timely and direct message to the world
from those of us who have the readership respónsibilities
in our great democracies. .

Sincerely,

/s/
Ronald Reagan

SECRET
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. Tliil¡åTIC Pi^!ilil

INTRODUCTION

1.-rS I: à TTME 0f' RE,{1, IMPR0VXIlENT IN XC0N0MIC CIRCUHSfAN-,CES. RECCVERÏ IS UNDENWAÏ IN SOME COUNlRIXS, A,N} TflIS TACT
JNCR.ilÄSE.S CONFIDENCE THÂT IT iJIII, SOON sPRT'A"D TO CTTER ;'
cOUNTRIXS o IOTE INÐUSTnIAt ÂND DEVEIOPING " tËE üËÁLtENgE,IS 10 INSURX TffAT THIS NECOV3RÏ TNDURIS ÅND REVERSES À

DXCADE OT CtTMUI,AT]Vi INI'IATÏON AND UNEYPIOÏI-/8N1. TO ACElXVE
' TEIS 00Al fOR 0URSEIUXS AN¡ tr'UTURE GENER¡\TI0NS RX?UiRIS

STX.ADY, PURPOSXtr'UI ACTICN OYXR 3OTH ¿-EP SHORT AND l0Nl TXt!'{
ACROSS Å RÁ.NGE OF POIICIES TBAT EXPIOIT AND REINFOiCE IÀ¡TTA.-

. NELATI ONSEIPS ,dMONG

..AND TEE INTERNÁTlONA
XCONOI.lT C STRXNGTF ÅN

EC0N0MïXS, EETTEEN 0UR ECON0MIES
RA}E AND T'INANCIÂI SYSTEY AN} 3ETftr'EN
NSTERN SECURITT:

OUR
?mL.t
!rd

PROMOTiNG CONDITIONS T'OR GRO',/*TE'dHIT,E OPENING YARKETS
T0 SPRE¡,D ¡,NÐ REITrORCE GROilTH.

MAINlÂINING THX tr'IGBT AGÂINST II¡IATION ¡/iTE TEE OSJEC-
TIVT OF ÂCEIEVING I'1ORE ST,A}IX EXCEANGE RATXS i'EII,E INTENSI-

' lTING CC'NSUITA.Ti0NS 0N EC0N0MI C P0IICIES AND l'lARKET
CONDI TI ONS .

SUPPONTING ïrt8 iNTERNAI'I ONÂI Fl NÂNCIAI S TSTXM 'f iTItX
TÂKlNG SPECiFTO STEPS TO REVERST PROTXCTIONIS:I AND ANTTCI-
PÂTI] NElü Etr.FOR1'S TO T.URTHIR IISERAIIZX TRÀDE

STRXNGTEENING l,J'OR],N ECONOMIC COOPERS'TiON AND INSTITU-

TIONS IiEIIÏ PNO''JOTING ;S'TRUCTUR,A]' å'DJUSTI'1ENT IN SOTE

iñóiisrnlei, aND DxvxtoPING c0uNrRIES '

RT00GNIZINGTEÄTPR0SPERITIISMOEETEAN|'iATERIAI,GAIN'
3UT Âr,so nnrliðri-liun- ¡¡.s i c--5sln¡l vAruxs 0F p0trr rr cÀl

'IITT 'ÀND EUM/t'l¡ DISNITf' ANI C0N-
TRXED0M, xco¡loMI c o?PoRTIII
TRI3UTES TO iEï.I¡riÑSr Of.ig¡Sr VAtT]XS'*IEICE AtSO GI]TDE

ðüR";ðõñomic-enl-õisxn REtårrONS b¡IrE EASTERN cOuNrRIES.

I I .. ASSXSSMENT: REA'IISTI C O?TIMISM

tl rt Ï

IHPROVXI4ENTS IIN SOMX COUNTRIXS ARE UNDXNTASTE:

¡¡.îOR SUCCXSSTS E¡.VX SEEN ACHIXVXD IN RXDUClNO

INtr'I¡.T ION . 
:

No|-'IINAIlNlERESTnATESE.å.vESEENSISNIFICANTI,fREDt¡cED.

OII PRICES E-å.VE DECI,INEI'.

soMxsUCcESSESINCoNTRo],IINGBUDGEIETPSNDiIURISEAVI
SEEN AC}iIXVTD.

CONSXNSUS XXISTS TO REDUCE INTTÂTiON AND CRE¡'IE TflT

S ï0R sUSTAI¡¡¡¡ir GRowTE PRoMoTING PotrICY CoNvER'gENcE

ì

3ÅS I





hNÐ, i IATER 5T/iSitITf 0I XXC['ANGE RAI'ES "

NEC{ .RT IN SOME COUNTRIXS SPREA}ING TO OTEERS YITt
srtp-'¡ñt;r,tll; TEE l¡ïiv¿1, 0tr' soRtD TRADE AND x¡.SING 0f THX

r¡r¡i SiJRDEN Or T,IANT DEYXLOPING COUNTRiES.

rígwEvER, srRIgIrs pnoltEùs Rtr'1ÂI N, ENIÀNgEBING THr PR0sPEcrs

03 ÅN XNDURING RXCOVERÏ.

INTOIXR.O.STT EIGE AN} CONTiNUXS TO' I NCREASE IN SOME COUN-

TRTXS

DITIXRENCES IN INIIATI0N AlfoNG c0UNTRIXS RE',vIAIN I00
GREÂT.

FXD 3T ÜN¡.CCXPTÀ3I,T EIGE
POSSISII,ITY OF EXCESSIVI ^dND
T INTTREST RATES TOO EIGE'
RT AND PRODUCING DISTORTIONS

tÂTIONARI XXPE CT¡'TI ONS'
3UDGXT }EFiC ITS AI{D TEX
r MONET GROÍdTH, BAVE KEP

X
TËRXÂTENTNG TO CEOKX OT'1 RICOVE

IN ETÇEÂNGE RÂTES.

--PROTEcTI0NIsTPP'ESSURISTIIREATENOUROPENTRADEÂND
tr'INANCIÂI SYSTXM AND PNOSPECTS I'OR RXCOVERT I N SOTE

üNDü3iñTll,- ¡¡¡n-nrvxloPIN0 c0uNrRIxs'
| lrl ñrrn 11/ îtrñci-- UNPRXCE}XNTT} DXST tsUR}ENS EXACERSATi]D 3T ETGE INTEREST

a.{TEi'õôñiiñun T0 c0NSrRÂIN rRAIE AND TERE-aTEN FiNANciÅI
¿T'¡¡ NEI.ATXÐ POtrTTICAT INSTABiIITI IN SCME COUNTRIES '

ÏII. COMMON APPROÂCE TO A SUSTAINEI RECOVERY

rNO s iNGtx c0uNTRT, P0tICY 0R IMMEDIATE å.CTI0N CA.N ENStiRE a

iöülci óñ-sùsiÂiÑró ne qgIIRY. succEss ;REQUIRES a c0MM0N

iipf nO,qc g I NV0tv I NG ACT I0NS TAKEN No'ui ÂCR 0S S A 3R0¡.1 RANGE

tgtr' pgtiCy ¿nfÃS, Ãr'lôgOnfl ,¡TITEIN A I'RA¡'IE'CSRK 0F IpNGER-TIRM

"POTI CT GO¡.T,S Á¡Ii DEC I S I ONS .

^ÁClI ONS NO!/ :

ENEÂNCE THE INîENSIVE CONSUIlATION PROCESS INITIATED AT

vrRsÂi;lES T0 PR0|'10TX C0

KET C{}RRTNCY COUNTRIES Å

EXCEÂNGT RATE STASIIITÏ.

NVERGXNCE OF ECCNOMIC CCNDiTICNS iN
ND TEE:EBY C0NTRiSt/TE 1C GREATXR

DEyEtoP c00PxR,[TlVE C0NsUtlÂTIONS 0N P0tIcIES 'AND

EXCE¡,NGE l.',iARKET C0NDITIONS AtiD' h'q]^LE- RETAINING ',IEI FnEEirOrl

ió oÞnn¡tr lÑñnprHlENrlY, 3E dI[IING TO INTxRvxNE IN
ExcE.aNcx MARKEfs-iñ A coóRDINAT¡D M¡,NNER IN INSTANcES idExRE

uE'-¡.GREE SUCE i NTXRVENT I0N r¡JOuLI 3E EELPF[Il.

ENcoUR.AGEGovxRNMTNTST0RxDtIcEPRcJECIED
DEFI CIiS , TEERXBY lol^/xRING INIIATIoNARY EXPEC

EIGE ],ONG-TERM INTEREST RATES.

3UD3ET
S ¡,ND

PURSUE ÂPPROPRIATI NON-INFIATI ONART SROII'TH OF MONEIAR'Ï

¿.GGREGÁ.TXS TO ACEIEVE AND M¡.INTAII!-Lqg-.INFIATI0N AND

üTä

UTUR

'?F -'
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tÅRRIrnS .rNIr )iãHKIi:pisronriHc D0l4ESTI0 MxASIJRES'

GIVÍ NEIÍ T|'4PETUS TO NTSO1VX CURRXNT TRADE X'TSPLTTIS'

f ITE SPTCIÅt ÃtiiÑi iOH TC ÞNO¡ITT1S I N AORI CUITURÂI TRADE '
loNFtIClS 0r' iUnTSDICTT0N ¡¡l¡ TEE NEII TO AcHIEvr Å SAIE-

]üARI Á,GRXEMEI{i 3T 0CT03ER 1983 AS l'llNDATID 3I TEE GATT

'lINTSTERT.A[.

.A.GREIT0PRESSlOl{ARII.IITETHxqATTToRKPROGR^{M0N
,rR.a.DE IN sERviðñl-¡Ñil ro i¡lÏiiotl-4-sTIIDr oN TISERAIIZArI0N
ãi*õä¿ni" iñ ErGE TxcEN0lcGT PR0¡ucrs '

¡,ge rN 1ygRK N01{ T0 ANT ICIpATE ruRTErR -TRADE 
LIsXR ALTZ A-

-f ñ-rnr-c¿ri í"rôõü"diÑc p¡nrICulÂRlr 0N TRADE wI rã THE

ftpïNG CoUNrúfri-¿¡¡l TEE CRUCIAI, i,lNK ¡rl$x¡N TEX

. N. ]EST AATES .

ri0N
DTVE

¿¡i#ry 0r, inss¡ c.uNTRIxs T0 ExPoRT ÂND TEEIR a¡Irrrr r0
lS¡nVlCf DIBT 1'¡ITEOUT I|'4PEDI NG GROI¿TH'

i__ sircuRn r,[Rï,y RÂTIFlCATI0N 0r rEE INCRE.eSES TN Ir11 AND

lç¡¡ RESouRcrs "
:

Ï0n IDA ÂND THE OTEER MUI,TIIÂTER,l], DEVE],OPMENT 3ANKS.

CONTI NUX WITE AGRXED STR¡.TEGT lOR }lANAGING CT}RRENT }ETÎ
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cc lrl¡ ÌriiCdleton
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h/r¡ Burns
Ìu{r Unwin
N.f¡ Lavelle
Mr Kemp
L4r Bottrill
M¡ Ha.ll

Treasur-r' Chambers, Parliament Sti"eet. S\\'1P 3.{G

10 May 1983

Ricbard Hatfield Esq.
Private Secreta-ry to
Si¡ Robe¡t Armstrong
Cabinet Office

:! Ier^r Rr¿ Lr,*,/ /
I r:¡dersta¡d that Geoffrey Littler sent you a copy of the draft paper for
'trilliamsbr¡rg on nProspects For Tbe World Economy" which he put to the Chancellor
Iast Friday. I nþw attach a slightly revised version of tbe paper. The Chancellor
is content that this version shouìd be circulated now to those who will be
attending the meetings of Personal Representatives later this week.

You a¡d I agreed that a copy of the telegram should go to UKDEL OECÐ,
where Geoffrey Littler now is. He hopes to circulate copies to his opposite
numbers now attending the OECD meetings.

Lrì+¡) &¡r),

.!^ l(e^^¡

J O KERR
Principal Private Secretary





DRAT'T PAPER FOR VITLLTAMSBURG

PROSPECTS FOR THE WORLD ECONOMY

Main Developments since versaÍIles summit

rnfration has fallen steeply in most summit countrj-es and now
averages about 5 per centr the lowest rate for a decade. And
Ín recent months there have been clear and increasing signs of
recovery of economic growth in those Summit countries which have
made most progress on Ínflation. Moreover, oil prices have
fallen by some 10 per cent. But:-

Although nominal interest rates have fallen, real
interest rates remain high in some countries,
especially the United States

Uiremptoyment has continued t.o rise, though in some

countrj-es there are signs of deceleratj-on.

Major debt problems have erupted in several relatively
advanced developing countries and threaten in others.

Developing countrÍes have had to cut back on imports,
which has contributed to a fall i-n the volume of world
trade.

Protectionist pressures and measures -'have been
spreading.

Assessment of Recovery Prospects

2. Tn France and ltaly little or no growth j-s expected this
year. But activity has picked up in the United States, and there
are signs of recovery in the united Kingd.om and Germâny, coupled
with some revival of business confidence. output is expandíng
in Japan, arthough at a modest rate, and perhaps arso in canada.

1





3. ïnítiaIly the maj-n source of recovery is lower inflation
which has created,more room for real growth. This is taking
the form of a pick-up in consumer demand, activity in housing,
and the end of st.ock-reductions. Business confidence has been
growing only sporadically so far, with investment (normally
resumed later in the cycle) st.iIl showing little st.rength.
Several count.ries have been recording useful increases in
producLivity, even during the recession, and should be able
to benefit from them now.

4. For the Summit countries taken together the prospect is
growth of output of some 2 per cent between 1982 and 1983 and

3 per cent between 1983 and 1984. By past standards of recovery
this would be'modest and gradual; and it would be unlikely to
bring a rapid reduction j-n unemployment. But it should be

sustainable.

5. This is because the prospects on inflation are favourable.
The recent speed of reduction cannot be expected to conti-nue,
but the low-inflation countries aim to consolidate progress
made; those with hi-gher rat,es of inflation are giving priority
to bringi-ng them down; and the 10 per cent falI in the oil
price, if maintained., should reduce rates of inflation in the
OECD countries as a group by more than à per cent.

6. The overall prospect suggests that there is a good chance

of securing sustainable, non-inflatíonary recovery.

Strategy

7. Agreement among Summit countries on objectives and on the
policies necessary to achieve them has broadened and deepened.
Particular stress is laid on the reduction of inflation and

interest rate Ievels through the maintenance of cauticus
monetary policies, the reduction of budget deficits, and the
restraint of the growth of public spending. But progress has

been uneven and action or inaction in one country can have

important effects on others. Greater convergence and a better
a\¿üareness of inter-actions between countries are being
encouraged in the "surveillance" arrangements with the

2





Il-4.F Director, set
at the Versai-I1es

up in accordance with the agreement reached
Summit.'

8. Where subst.antÍa1 changes are needed in the economies of
some Summit countries, particularly Ín adjusting budget deficits,
time will be needed to secure the effects of these changes.
It, could be helpful to develop and publicly emphasise eonsistent
medium-term national strategies, to encourage clearer understanding
and confidence ín the business and financial communities.

Outstandinq Problems

9. The following problemsr which may

gathers strength, but which could also
t,hat recovery, stand out: -

be eased
stand in

as recovery
the way of

(a) Real j-nterest rates are high, in particular some

4-5 per cent ín the United States. Such high rates
are unusual at the poÍnt of transition from recession.
They could pose a threat, to the pace of. recovery both
in the United States itself and elsewhere. They increase
the severity of sovereign debt problems. They are líable
to distort exchange rates, and hence trade' with protec-
tionist consequences. Current high levels may simply
reflect pessimj-stic expectations about inflation, but most

would trace them back to fear of continued high US Budget

deficits.

(b) Rescue arrangements in particular major' ,sovereiqn debt
cases since Versailles vrere satisfactorily established;
and agreement was reached' subject to ratification, on an

expansion of GAB resources and availability, and an increase
Ín the IMF quotas. The two measures together effectively
double usable I¡t¡' resources. But the need {or d.ebtor

countries thenselves to make substantive adjustments
to their internal policies has been stressed' and it seems

right to continue to use the IMF in a central monitoring
and co-ordinating role, and to encourage commercj-al banks to

3





co-operate- i-n providing the necessary finance - on a
much small.er scale than previously to altow time for
debtor countries to improve their positi-on. Lower

real interest rates would ease the transition for them;
but the debt problem, and the implications of its
handling, will continue to reguire continuous monitorÍng.

(c) Protectioni-sm. Any significant furt.her extension
of protectionist measures could choke off wider
opportunities for recovery. Indeed existing measures

could stand j-n the way of the export opportunities
needed by some countries to achieve appropriate balance
of Payments adjustments

(d) Exchange rates. Greater sLability of exchange

rates is in general desirable. At t,he same time sound

investment and trade can be damaged by inappropriate
exchange rates. Exchange rates play an important role
j-n ad.justment. Changes must be underpinned by suitable
domestic policies. Intervention can perform a useful
secondary role in reducing short term volatility' but
closer convergence of economic performance is the
essential ingredient of great.er exchange rate stability.





3.29 RESTRICTED AND PERSONAL

FROM: J O KERR

DATE: 10 May 1983
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WASHINGTON TEI.EGRAM NO. 1Z7I

You should know that the Chancellor's eye lighted on the last sentence in paragraph

ób of this telegram, and that he wondered whether you and he might have been singing

different tunes! When a convenient opportunity atises, you might want to set his mind

at restl

J O KERR



Sçr-
ç



r-iEIt

10 DOWNING STREET

1t
l4r
{l,v

W

LTrlç.(-r..-.

h^'elto-"

h'om the Private Secretry

MR T{ATFIELD

TTtL llarnsburE Sumrntt

I attach to this mlnute a copy of a J.etter whlch the
Prírne Mlnlster has received from the Presldent of the
O\nerseas De"¡elopment Council- which in turn encl-oses a

statement of the Council contalnlog.o."o*rendatlons for
the Williamsburg Summf t.

'I shouLd be grateful lf you could l.et me have a
suitable draft repLy for my slgnature on beha1f of the
Prlme llllnlster.

I an copylng this minute and encJ-osure to Mr, Bone
(For'ej.gn and Comr¡onweal.th Of f lce) and Mr, Kerr (HM Treasury) ,

iluy Çt t-e4r*. -lä-ffi[
'dl,u," b(-a/{a{J - r[ul¿l,
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The Honorable Margaret thatcher
lhe Prime Minister of Great Britian
London, ENGLANÐ

Dear l{adam Prime MÍnister:

Ttre ninth annua| economic surnrnit of the major índustrÍal
countríes meets at. a tÍme when relations among the industrial
countries and among the countries of the North and South are
enÈering a nehr, precarí.otrs phase. The surnrnít, therefore, Plo-
vides a major opportunÍty for correcËing the severe trade and
financial diffícu1tíes currently f,aced by both j-ndustriai- and
developing countries. fË also offers the opportunity for bold
Leadership on Lhese urgent íssues.

Robert S. McNamara, chaírman c¡f the overseas Devel-opment
Council, has asked rue to send you the enclosed statement'
approved by the Councj-l-rs Board of Dire.ctors, urgi-ng that you
and the other indusËrÍal-country leaders agree on a series of
measures that dÍrectly address the serious conditíon of the
global economy. These reco¡mendations are offered in fuLl
ar,fareness of the budgetary and poJ-i-tical- constraÍnts that you
face, and wilh deep concern that the global financial and
trading systems will unravel j.f such acÈions are not taken¡

I hope you find the statement of he1-p in the difficult
task ahead.

Respectf

. Sewell
eat

- *-*- --- *tt-'
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GLOBAL RECOVERY: TIIE CONTRIBUTION OF

TITE DEVELOPINC COUI{TRY

statement of the overseas Developnent councll
for the l{tlllansburg Sumit*
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Statement of the Overseas Developnent Councll for the
l{i.lllarnsburg Surmlt, Ma} 28-30' 1983

The nLnth annual economic surrmit of najor lndustrlal countrles meet6 at a

tfme when relatlons among the lndustrfal countrLes and bet$teen the countrles of

the North and South are entering a ne$¡, precarfous phase. Ihe world economy f.s

stagrrati.ng. Although the prospects for recovery j.n the Unlted States have

f.mproved, near-term grorrth ls not l1ke1y to be strong fn Western Europe, Japan,

or the developlng countrLes. The resources of the lnternatLonal ffnancial

lnstitutlons are st,retched to theLr ll¡oits as they eeek to stabl.lize the flnan-

cfal systern whlle meetlng the needs of developlng countrÍes. 
.These 

difflcuLties

are compounded by a new wave of protectio¡tlst pressure and government lnterven-

tion fn trade that threaten to undernlne thl rnultflateral tradlng system. Ttre

¡¡orldts flnanclal and tradlng systems are ln grave danger of unravellfng.

, Because the stakes are so great for both the lndustrlal and developing

natlons, the Board of Dlrectors of the Overseas Development Councll is takfng

the unusual step of lssulng a forrnal call to the Westrs leaders to ¿rct boldi-y to

prevent contfnulng global economLc stagnatlon. Our recou@endatlons are

addressed to the seven leaders In general and, as the Councl.l Ls an Amer.lean

lnstitutl.on, partlcularly to the goverilnent of the unj.ted states. There ls a

consensus among the Councllts Board regarding the analysfs and recornmendatlons,

although not every member is necessarlly ln full agreement with every polnt 1n

thfs statement.

, tr sumary, our recomnendatlons for the I{tllla¡nsburg Surr¡mLt are:

, å Industrl.al countrfes with relatively strong pa¡rments posltlons should "gt."
to ädopt flscal and monetary pollcies that lead to sustained, norrfnflationary

growth (RecotmnendaÈLon 1) .
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To brlng greater order to the lnternatlonal flnanclaL system and to create

an envlronment for future economic growth, countrles should strengthen the

Internatlonal Monetary Fund and encourage comnerclal banks to expand thelr net

credlt outstanding ln the developing countrfes Reco¡n¡nendatlons 2 3 and 4

ïhe dfun prospecta now facing many low-lncome countries can lmprove only lf

there fs a sLgniflcant Íncrease ln concesslonal assLstance. The lndustrlal

natlons should reaffirn their conrmltment to the Internatlonal Developnent

Assocl.atlon, the soft-loan wfndow of the t{orl-d Bank' In addltlon' the unlted

States, among other countries, should announce its lntentlon to devote a higher

proportlon of lts bllateral developrnent a,sslstance to the Low-l-ncome countries

Recormenda tlons 5 and 6).

Developed and developtng countrles have an urgent interest ln revltaLlzl;tg

the internatlonal trading system. IndustrLal natíons should pledge not to

restrlct trade further, and fnvlte the General Agreenent on Tarlffs and Trade

(cerr¡ to monitor the effects of restrlctLve trade agreements that adversely

affect developlng countrles. Ttre GATT shoul-d be strengthened by creatlng

systems to monftor and reduce the dlstortlons resultlng from some "lndustrial

policlesr" by lncreasfng the partlclpation of developing countries' and by lden-

ttfylng l¡ays to facllltate the domestlc adjusÈment of firns and labor Èo lnter-

natlonal comPetLtlon ReCOrnm atLons 7 I and 9

,{

***

3
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Board of Dlrectors
. of the Overseas Development Council

ChaLrnan: Robert S. McNamara

David BelI
Harvard School of publlc Health

MërJorle C. Benton
Save the ChlLdren Foundation

tJlllan H. Bolfn
Bank of Amerlca

Carleton D. Burtt
The Equftable Llfe Assurance

Socfety of the Unlted States

Thomas L. Farmer:t
Prather, Seeger, Doolf.ttLe and

Farmer

Roger Fisher
Harvard Law School

OrvLlle L. Freeman
Buslness Internatfonal Corporation

John J. Glllfgan
Unlverslty of Notre Dane

Edward K. Hanllton
Hanllton, Rablnovitz &

Szanton, Inc.

Frederlck Heldring
Philadelphia Natlonal Bank

Susan Herter
Presldent ts Cornmission on

I{hlte llouse Fellows

Ruth J. Hinerfeld
Former Presldent, The League

õf l{onen Voters of the USA

Robert D. Hormats
Goldnan, Sachs & Co.

Daniel A. Sharp
Xerox Corporatlon

Davl.dson Sonmers
ltebster & Sheffleld

C.M. van Vllerden
International Financlal

Consultant

Leonard l.loodcock
Forroer President, Unlted Auto

I{orkers

Vfce Chalrmen: Thornton F. Br
J. tlayne Frederlcks, The

adshaw, RCA Cor atfon
Ford llotor

llllLiarn J. Lawless
Cognltronf cs CorporatLon

C. Payne Lucas
AfrLcare

Paul F. McCleary
Church lJorLd Servlce

Lawrence C. McQuade
W.R. Grace & Conpany

Alfred F. Mlossi
Contlnental lllinoLs Natlonal

Bank and Trust Cornpany of
Chicago

Joseph S. Nye
John F. Kennedy School of

Government, Harvard Universlty

John Petty
Marlne Midland Bank

John W. Sewell*
Overseas Developnent Councll

Barry Zorthlan
Gray and Company.

* Ex Officlo.

Note: The organlzational afflltatlons of ODC Board members are shown for iden-tffLcatlon only; they do not necessarlly represent organlzational endorsement ofthe vlews presented in thls atatexûent.





-4-

GLOBAL RECOVERY: TIIE COI{TRIBUTIONS OF TTIE DEVELOPING COI'NTRIES

l,Ihtle developlng countrles w111 not be rePresented at I'rllllarnsburg, thelr

economlc performance J.s lnextricably woven lnto the fabrlc of the I'nternational

financlal and tradlng syste¡¡s. As a result of thelr fnpressive grow¿h during

the 1960s and even durlng the trouble¿d 1970s, deveLoping countrles nol¡ aecount

f,or over 20 per eent of toÈal world productlon' Developlng countrles absorb '

over 40 per cent of all U.S. exportsr Providlng many u's' flrms with thelr nost

dynamic markets, and they are naJor cllents of u.s¡ Cof,nnêrClal banks' 1"'

sluggish export markets, adver6e terms of trade, and unexPectedly hlgh reaL

fnterest rates have darkened the economlc p?ospects of the developlng counÈrles '

A 3 per cenÈ loss in output 1n the developlng countrles could lead to a I per

cent loss in the outPuÈ of the oEcD countrles, accordlng to an estlmate by the

Morgan GuarantY Trust ComPanY'

Developing countries have become the strateglc llnk through whlch a

deterloratlng trade sltuation further weakens a ffnancial systeu already under

stress. To service thelr debt, developlng countries must expand thefr exPorts'

but they cannot do so Lf other countrÍes raLse resËrlctive trade barrlers' itt"

crlses confronÈl.ng the lnternational trading and flnancial regines are therefore

latlmatelY lLnked.

Just as the llquldlty crlses and Ímport coûstralnts 1n Ëhe South are

creatLng severe probleus for the economl'es of the North, so could renewed finan-

cLal stabtllty and econonlc glowth ln the South be an Lmportant component of a

austalned recovery f.n the North. Ttre developlng countrles are boih part of the

r wJtr¿ can contrl-problenandpartofthesolutlon.RenewedgrolúthfntheTtrlrd
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bute to a surge forward 1n the NorËh'

The world 1s at â nomen! of choice. Indlvldual- countrfes can' of course'

undertake independenÈ actlons whlch are meant to protect thelr own l¡elfare' but

whfch, i-n the end, are destructLve for all; they can erect new trade barrlers'

lmpede capltai. flo¡¡s, and seek securlty 1n J-solatlonlsm' Alternatlvely' a

rener¿ed effort can be made Èo reafflr¡n the connltment to- an opent growlng eco- 
'{

nomy, and to correct the nanagerial and structural flaws that have led to the

current crislso

The !üilltamsburg sunrnlt w111 be brlef . I,le theref ore lûnlt ourselves to

those issues of flnance and trade that are the most urgent for both the

lndustrial- and developl.ng countries. Iùe make outr reconmendatlons ln fu1l alrare-

ness of budgetary constralnts and competing prlorities' We are convlnced that a

policy that allor¡ed the global- flnanclal and tradlng systems to unravel wr¡uld be

the worst of economfes.

I The Need for Global Expanslon

Ttre Reagan adminlstraÈlon 1s correct'to assert that the slngle greatest

c.ontrlbutlon Ëhat the Unlted States can uake to global prosperfty is the renewai

of growth at home. But no natlon-not even the Unlted States-can sustaln

gÌowth ln a stagnant global envlronment. It is fnperative that other lndustrial

countrfes ¡rlth relatlveLy strong Paynents posltlons-lncludlng Japan' West

Germany, and Great Britaln-Joln the unl'ted sËates ln dellberately adoptlng a

uti of monetary and fiscal pollcles that Promote domestlc growth' Ttrfs should

ln turn allow the developlng countrl.es to add their renewed dynanisrn to a global
3

expanslon.
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Global grosrth can be sustalned only 1f real lnterest rates cone down'

Inflatlonary expectatl.ons respondlng ln part to the proJeeted deflclts ln the

u.s, budget have kept real lnÈerest rates very hlgh' The unlted states must act

to reduce out-year flscal deflclts. A more prudent fiscaL pollcy w111 facil1-

tate the malntenance of a moderately expansionary monetary policy by the Federal
'{

Reserve Board. The resulting lower lnterest ra-tes ln the Unlted States ç111

pernit other nations Ëo relax their o!ün monetary pollcles Ln the pursult of

growth.

I{e theref ore recornmend that ¡¡6 $ummlt:

I Agreetoadoptflscalandmonetarypolicl.esthatleadtosustalned,
nãn-tnf latlonarY growth.

II. Flnanclnq Renewed Growth

Growth fn the lndustrlal natlons 1s a necessary--but not sufficlent--

condltion for the establlshment of a framework for sustal-ned global prosperity'

The malntenance of open and expandlng flnanclal and tradlng syste¡ns also requlres

the strengthenfng of key exlstLng lnternatlonal institutÍons ' The Intera¿tional

Monetary Fund, the l.Iorld Bank, and the General Agreement on Tariffs and Trade

(GATT) have served us well ln the Past and can do so now'

Dr.rrlng the 1970s, the nature of f lnanclal transactLons between the

lndustrlal world and the developing countrLes changed radical-ly' The ratlo of

prlvate to offlcial capltal flows to the developLng world rose rapldly as corn-

merclal banks undertook t_o recycle capltal fron surplus to deftcit countrles '

rn retrospecr, lt ls now clear that the fair.ure of offrelal tnsttiutlons to keep

pace has resulted in a less stable lnternatlonal systen" In the 1980s t a nore
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balanced mlx between officlal and prlvate lendlng ls requfred, both to manage

the lnrmedlate J-fqufdlty crfses and to fÍnance future growth.

Assurlne Lfquidfty for the Mlddle-Income Countr les

An fnternatlonal flnanclal breakdown 1s not lnev:ltabLe. It ean be avolded, pro-
j

vlding that: global- growth ls renewed; the InternatlonaL Monetary Fund has suf-n

ficient resources and authorlty; and conrmerLcal banks continue to expand the net

credLt outstandLng to devel_oplng eountries.

The FederaL Reserve Board and the central banks of other industrfal natlons

have reacted l¡ith lmpresslve decfsLveness and creativlty to the J.tquldfty crlses
,'-

faclng several major debtors by openlng short-term lÍnes of credit. Under the

leadershlp of Jacques de LarosÍere, the IMF has been fnstrumenta]- in persuatling

the comlerlcal banks that thefr olJn best interests lle not ln a sudden contrac-

tlon of exPosure but ln a contÍnuing expanslon of thelr lendlng, albeit at

slower rates than Ín past years.

The IlfF has pl.ayed the leadlng role fn managfng the recent ltquidfty crl-
ees, but f.ts resources could be severely stretched ln the perlod aheadn D,[F

resources have shrunk drastÍcaL1y over the last two decades, falllng from over

12 per cent of worLd trade 1n 1960 to under 4 per cent today. The IMF badly

needs nore resources 1f lt ls to contlnue to assfst countrLes ln meeting short-
tern lLqutdlty crlses. The IMF nust also be able to provLde countrles wlth

suffLcient credLts to support adJustnent progra¡ns that. are flexible enough to be

economfcally effective as well as polltlcal1y and soclally sustalnable.;

The Intertn Co¡mittee of the IMF has reconrrnended that nenber-quotas be

expanded by 47.5 per cent, Èo approxfn"tety $99 billfon (or 9O Ufiffon
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sDRs-Speclal Drawing Rlghts ). The parall.el expansion of the General

Arrangements to Borrow (GAB)-both wlth resPect to resources and to their use by

developlng countrles-will provlde an essentlal backsÈoP to the IMFrE own efforts

to"facllltate orderly adJustment procêss€ao

But thls enlargement of IMF quotas and the GAB may not come soon enough or

t

be sufflclent tb meet the flnanclng needs of the many potentlal developlng- and *

lndustrlal-country borrowers over the next aeveral years. The IMFrs Articles of

Agreement permit Lt to borrow from member governments and prlvate capital

markets, provlded that the Board of Governors 8o authorlzes ' Governments

should support such borrowing as requlred' r

t-
ïhe írrgu current-account lmbalances stlll faclng some countrles, desplte

thelr adoptlon of severe austerlty measures t suggest that the Fund may hTant to

provtde funding ln excess of currenÈ country-speclfic celLlngs (450 per cent of

quota over three years). The Fund wL11 need the necessary flextblltty to expand

lts country lending levels if the ltqutdlty crlses extend lnto I984o '

At the same tlme, the cormercfal banks must expand theLr net credl

outstanding in the developfng countries (at rates of perhaps 3-5 per cent per

year 1n real terms) lf their economles are to [Trov7. Yet, in 1982, net credÍt

outstanding appears to have actually declLned sllghtly in real terms' 1{h11e

thts wlthdrawal may appear ratlonal to lndlvidual- banks, its contlnuatfon ç¡fll

be dlsastrous for the bankLng co¡munlty as a whole, as well as for the debtor

countrles.
É The public sectors ln the lndustrlal and developlng countrles must create a

relLable envÍronment that encourages the comerlcal banks to resune real rates

of growth in lendlng. A renewal of global growth, a stronger IMF, and the adop-
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tlon of adjustment protrams by the debtor countries are all crucÍal steps. In

additlon, there 1s a need for the more tlmeIy provislon of lnformatlon on

developing-country economles, especially with regard to the quantlty and struc-

túre of thelr forelgn debt. ltre newly created Instltute for InternatlonaL

Flnance can play a role fn constructing an "ear!.y warnlng system" to slgnai a.n

Lrnpendlng unhealthy balance-of-payments situation. NatlonaL regulaÈory authorl:

tLes can assl-st in the collectl.on and dissemfnatLon of lnfornatlon. on lnter-

natl,onal- lending. They can aLso seek to devlse crlterLa that fnhiblt lnprudent

expanslons of exposure or destabl1l zlng, sudden retrenchnenËs. Reforms ln the

re€fulatory systems should not lnadvertently discourage lendlng to credftvtorthy

countries. But more work ls necessary Ín order to determlne how best to gather

and process credit data in ways that can best reduce narket uncertalnty and sta-

btlize the lnternatLonal flnancial- aystem.

To brlng greater order to the lnternatlonal flnanclal system and Èo create

and environment for future economlc growth, we recorrmend that the Surrmit:

2. Strengthen the Internatlonal Monetary Fund by: a) reefflrning the
lmportance of the prompt ratif icatf on of member qrrotas and the G.4.8;

b) agreelng to support IMF borrowlng frorn member governments and
lnternaÈional capltal markets 1f needed; and c) deciding to permlt the
IMF to expand lts celling on loans to lndlvidual governments.

3. Encourage future Lncremental l-endlng by comrercial banks to developlng
countries by comitÈlng theroselves to provLde an envÍroruÍent of global
growth and a fortlfied IMF; and

4. Agree, furÈhermore, to sustaÍn thl.s pattern of increnaental iendfng a
process of consultatlons among the IMF, I{orld Bank, the comercial
banks, and the natlonal regulatory agenctres and governments of the OECD

countrles-to search for better ways to a) coliect and dlssemlnate
lnforrnatLon regardlng external debt, and b) nore generalty, to brlng
greater stability to internatlonal capltal markets. Ihe findings of
thls consultatlon process should be reported to the next Surmit.
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Ffnanclng Developme nt ln Low-Income Countrles

The U.S. government has demonstrated strong leadership ln respondlng to the

fLnanciaL crÍses Ln the rnlddle-income developlng countrles, although more

remains to be done. The United States has shown less vlslon and comtltmenÈ'

hoo,".,r"r, ln respondlng to the needs of the low-lncome countries, whose external

capital lnflo¡¡s conslst prfmarlly of offlclal concesslonal assistance.

The Unlted States tradltLonally has been a strong leader ln the lnter-

natlonal effort to provlde conceasLonal assistance. More recently, the u.s.

record has been deterioratlng, both rvlth respect to lts Past performance and to

that of Íts l.Iestern a]-Iles. In the early.1970s, the Unlted states contrlbuted

0.30 per cenr of lts GNP to offlcLal asslstìrr"., by. 1982, the flgure had fa11en

to 0.20 per cent. While U.S. ald dl'd lncrease slowly |n real terms over the

las! decade, lts performance rlas surpassed by nost other l{estern donors'

Fourteen of the seventeen OECD countrles sfgniffcantly lncreased thelr afd

program as a percentage of GNP. As a result, the Unlted States has fallen to

next to last place; Italy, which ls now Last, ls steppfng up l.ts contrlbutions

et a rate whlch is soon ltkely to leave the Unlted States at the bottom'

prospects for the low-income countrLes wlLl not lmprove wlthout a slgnifl-

cant lncrease ln concesslonaL ald. Many of these countrles, especlally those in

Afrlca, face chronically decLlnlng llvlng standards' Yet ln l98I on3'y 19 per

cent of U.S. bilateral concesslonal ald was earmarked for lov¡-lncome countrles'

Most dlsheartenlng has been the fallure of the unlted states to meet its

pledge to the sl.xth replenishment of the Internatlonal Development Assocl'atlon

(IDA). Thls actlon undermlnes the sense of trust and contlnulty ¡t'"t t"ttrtt-

teral econornl.c institutlons require, and undercuts the U.S. clalm to lnter-
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natfonal leadership. As a result of the shortfalls Ln U.S. contrlbutlonsr lt is

llkely that IDA-VI v¡111 have to authorlze tts $12 bllllon ln resources over

five years lnstead of the orlglnally planned three-year perlod--a reductlon of

_35-40 
per cent. Moreover, the delays fn IDA-VI have created great uncertainty

regardlng the tirning and scale of the next replenlshment (IÐA-VIT). Ttre Untted

States sought a reducÈ1on ln IDA actlvity--desptte the findings of lts own ,4

study whieh gave the nultllateral developnnent banks ln general and the l.Ior1d

Bank 1n parÈLcular hlgh marks for servlng a wide range of U.S. lnÈerests.

The industrial natlons have an funportant stake Ln the economlc development,

social coheslon, and polltlcal stabillty of the low-lncome countrfes. The

lndustrlal countrles and the Unfted States ln partlcular nust renelr their com-

ml,tment Èo developnent asslstance. In the Unlted States, this will require a

Jolnt ExeeutLve/Congressfonal effort. We recoumend that the SummLt:

5. Agree that all countries complete the slxth repl.enlshnent of IDA by the
end of flscal year 1984, and conmlt themselves to timely negotiations
on a seventh replenishment that L'ould perrnit IDA to at least naÌntain
Lts lending levels 1n real terms as orlglnally scheduled ln IDA-VI., If
the United States w111 not, or cannot, join in such a program, the
other sfx countrfes should proceed without lt.

In addltlon, Ì{e recon'nend that, ln the context of the Summltr

6. Ttre UnLted States, among other countries, announce that tt w111 devote
a hlgher proportion of lts bilateral developnent asslstance to the
low-lncome countries.

¡

III. RevitaLlzlns the Internatfonal Tradln g Systen

" For most of the postntar perfod, the GATT process of non-dfscrlninatory

tarlff cuts and ¡nultllateral rules facllltated the grorrth of fnternatLonal
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trade. But trade ls no longer growlng. Fron 1963 to 1973, the volune of world

trade lncreased by 8.5 per cent annually. Durl.ng the 1974-80 perlod, lt

lncreased at only half that rate. In 1981, trade volume fell by I per cent, and

ln 1982 lt shrank by another 2 per cent. Ttre fall-off ln trade Ls an effect as

well as a eause of the decllne Ln buslness actfvfty durlng Èhe perlod, but the

declfne also reflects alarning new Èren,;ls o ¿

Traditlonal prLnclples of non-dl-scrlninatlon, transparency, and ¡rultLla-

teral reductfons in tariff barrLers have been Lncreaslngly suppJ.anted by unlla-

teral or bllateral applleatlons of non-tarlff barrlers, lncluding voluntary

export restralnts, orderly rnarketfng agreements, and guota systems. the

European countrLes are Íncreaslngly resorttlg to the GATTfs "Bafeguards cl-ause"

to shield domestlc Lndustry from the trade of partlcular countrles.

Use of non-tariff barriers Ls not, howeverr llmlted to OECD countries.

Under severe pressure to reduce thelr current account deflclts and control

douestl"c lnflation devel-opLng countrles too, have frequently opted for nultiple

exchange rates, dlrect allocatlon of foreign exchange, performance requirements,

and llcensing of fmporÈs. Too frequently, they, l1ke rnany developed countries,

subsidized thelr exporÈs.

A drtving cause of these nehr protectLonlst Deasures has been the stagnatlon

ln the world economy, partlcul"arly sÍnce 1979. But renewed growth alone wlll

not be sufflclent to prevent the further deterÍoratlon of the nultllateral

framework. Strong centrlfugal forces of dlslntegratLon emanate from at least

thiee, often lnteractlng, Bources.

Ffrst, many OECD countries are experlencing secular lncreases ln

unemployment that are fndependent of short-term s¡rings ln the bustness cycle.
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Demographle trends and rapfd changes in technology create enormoua problens of

dLslocatl<¡n for donestlc work forces. Labor markets pernLt onLy slow adJust-

r:rrj. Moreover, the new competitlon fron lnternatlonal trade forces certaln

flrns and soclal groups to accePt lower prlces and wages. Whlle thLs process

aLmost always produces net gains 1n natÍonal lncome' son: busfnesses and Labor 
.{

groups lnev1tably ate hurt. the dielocated groups w111 pressure governments for

protectlon.

Second, governments have more actlvely engaged ln pronotlng thelr domestfc

industries. 'rhese measures comonly take the forn of "fndustrlal pollcles" that

involve productLon subsldies, subsidles to technology developnent' use of publlc

enterprfses, and greater governuent coordinatLon of lnvest¡nent and l-ndustrial

development, as rsell as selectlve'protectlon. Aceordlng to one recent study for

the najor OECD eountries, subsLdles as a share of natlonal lncome have doubled

slnce 1955. The GATT has mechanlsms to deal wlth subsldles to exports, but

LnCustrlal polleles that affect trade nore lndirectly are dffficult to Inêasuf,eo

The nuLtilateral rules governing Lndlrect subsfdles and fndustrial policles are

vague and lmpreclse.

Ffnally, developing countrles-espectally the newJ.y lndustriaLLzed

countries lnadequately incorporated lnto the nulttlateral system. Even

though developlng countrl.es have lncreased their share of lrorld trade, only a

few of then have subscrlbed to the key GATT codes. Ytt 
developlng countrLes

have historlcally felt, rlghtly or wrongly, that thefr natLonal development

ob!.ectfves requlre even greater flexlbtllty to use tariffs and other pollcfes

than Ls permLtted Ln the special treatment of developlng countrieg under the

GATT, From the polnt of vLew of these countrLes, the lnducements for Èhen to
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submLt to the dlsclpltne of multllateral rules have been lneufflclent; ttre sec-

tors of greatest lnterest to them--agrlcultural and textile Products-are not

efJectfvely covered by GATT and are hlghl-y protected Ln most lndustrlaLlzed

eounËríes. Thls perceptlon måy nors be changlng, Âs weaker menbers of the

lnternational economy, developlng countrles have the most to lose from the slow,,

evolutlon toward a dlscrimÍnaËory tradlng ayste-m. Multf!.ateral rules truly

based on prÍncLples of non-discrÍmlnatlon and equal access to markets offer the

besÈ hope for eÊerrming proËecÈlonfst pressures wlthln the LndustrialLzed

countrles.

Therefore, both devel-oped and developing countrLes have an urgent lnterest

Ln strengthening and revftallzing ttre tnterìrational tradlng systen. To this

end, we reco¡"mend that the SunnLt:

7 PLedge to undertake no new actlons that restrlct Èrade or increase
subsfdLes, and that they call upon the other lndustrlal and developing
countrÍes to follow suit.

a

8. Take note of restrictive agreements among lndustrÍal sÈates that have an
adverse inpact upon the tradlng opportunltles open to developing
countrfes. The conferee¡; should Lnvlte GATI to monitor end report on
these agreements and thelr effects on developlng countrles.

9. Determlne to strengthen the GATT by: a) creatlng systems to monitor and
eventually reduce the dlstortfons resultlng fron some "lndustrial
pollcfes"; b) explorlng ways of bringlng more developing countrles lnto
the nultllateral systen; and c) ldenttfying ways to facllitate the
domestlc adjustnent of firns and labor to lnternatlonal coÐpetition ln
nays that do not dl-stort trade.

Ttre Sumnlt can mark a renewed cormitmenÈ to an open, lnternattronal economy

and to the systemts key coordlnating nechanisms. l{e urge the leaders of the

Lndustrial staÈes to Lgniie a nen "splrit of Htllj.amsburg" on behalf of lnter-

national cooperatl.on, and to fnstruct theLr representatives to pursue the
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results of their delfberations. speedy and deternlned actlon ln the approprlare
lnternatlonal I'nstitutlons can help to restore conffdence fn the lnternatfonal
fÍnanclal and economl.c systems and to 1nàugurate a nen era of prosperÍty.

'<t
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3.29 RBSTRICTED AND PERSONAL

FROM: J O KERR

DATE: 10 May 1983

MR LITTLER

WASHINGTON TEIIEGRAM NO. IZTI

You should know that the Cha¡rcellor's eye lighted on the last sentence in paragraph

6b of this telegram, and that he wondered whether you and he might have been singing

different tunes! lVhen a convenient opportunity arises, you might want to set his mind

at rest]

J O KERR





: )) CONFIDENTIAL
cc li4¡ lr{iCdleton

ir4r Littler
}r'l¡ Burns
ì'{r Unwin
lr4r Lavelle
Mr Kemp
N{r Bottri}l
Mr Hall

{l( fu.¡rrJ

Treasurl. Char:rliers. Parliament Street, S\\'lP 3.{G
C7- 233 3000

10 May 1983

Richard Hatfield Esq.
Private Secretary to
Sir Robert Armstrong
Cabinet Office

R,¿tJ z

I understa¡d that Geoffrey Littler sent you a copy of the draft paper for
Williamsburg on nProspects For The \{orld Economy" which he put to the Cha¡cellor
tast Friday. I now attach a slightly revised version of the pape¡. The Cha¡¡cellor
is content that this version should be circulated now to those who will be
attendiag the meetings of Personal Representatives later this week.

You and I agreed. that a copy of tbe telegram shouid go to UKDEL OECD,
'"vhere Geoffrey Littler now is. He hopes to circulate copies to his opposite
numbers now attending tbe OECD meetings.

t.À¡4 &¡.r),

.{^ l(.^^,

J O KERR
Principal Private Secretary





DRAFT PAPER FOR UT

PROSPECTS FOR THE ,bIORT.¡D ,ECONOMY

Main Developments si-nce Versai l'les Su,mmi,t,

Tnflation has fallen steeply in most summit countrÍes and now
averages about 5 per centr the lowest rate for a decade. And
in recent months there have been clear and increasing signs of
recovery of economic growth j-n those SummÍt countrÍes which have
made most progress on inflatj-on. Moreover, oir prices have
fallen by some 10 per cent. But:-

Although nominal interest rates have fallen, real
Ínterest rates remain hÍgh j-n some countries,
especially the Uníted States.

Uiremployment has contÍnued to rj.se, though in some

countries there are sÍgns of deceleratíon.

Major debt problems
advanced developing

have erupted in several relatively
countries and threaten in others.

Developing countríes have had. to cut back on imports,
which has cont,ributed to a falI ín the volume of world
trade.

Prot,ectionist pressures
spreading.

and measures have been

Assessrnent of Recovery prospects

2. Tn France and, rtaly little or no growth is expected this
year. But activÍty has picked up in the United States, and there
are signs of recovery in the united Kingdom and Germany, coupled
with some revival of business confidence. output is expanding
in Japan, arthough at a modest rate, and perhaps also in canada.

I
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3. InÍtially the main source of recovery is lower inflation
which has created more room for real growth. This is t,aking
the form of a pick-up in consumer demand, activity in housing,
and the end of stock-reductions. Business confidence has been

growing only sporadically so far, with j-nvestment (normally
resumed later in the c1zcle) stilt showing litt1e strength.
Several countries have been recording useful increases in
productivity, even during the recession, and should be able
t,o benefit from them now.

4. For the Summit countries taken together the prospect. j-s

growth of output of some 2 per cent between L982 and 1983 and

3 per cent between 1983 and 1984. By past standards of recovery
this would be modest and gradual; and it would be unlikely to
bring a rapid reduction in unemployment. But it should be

sustainable.

5. This is because the prospects on inflatj-on are favourable.
The recent speed of reduction cannot be expected to continue,
but t,he low-inflation countries aim to consolj-date progress
made; those with higher rates of inflation are giving priority
to bringing them down; and the 10 per cent faII in the oil
price, if maintained, should reduce rates of inflation in the
OECD countries as a group by more than ä per cent.

6. The overall prospect suggests that there is a good chance

of securing sustainable, non-inflationary recovery.

Stratecrv

7. Agreement among Summit countries on objectives and on the
policies necessary to achieve them has broadened and deepened.
Particular stress is laid on the reduction of inflation and

interest rate Ievels through the maintenance of cautious
monetary policies, the reduction of budget deficit,s, and the
restraint of the growth of public spending. But proglress has

been uneven and action or inaction in one country can have

important effects on others. Greater convergence and a better
awareness of inter-actions between countries are being
encouraged in the "surveillance" arrangements with the

2





I1i{F Director, set
at the Versailles

up in accordance with the agreement reached
Summit

8. üIhere substant,ial changes are needed in the economíes of
some Summit countriesr particularly in adjusting budget deficits,
time will be needed to secure the effects of these changes.
It could be helpful to develop and publicly emphasise consistent
medium-term national strategÍes, to encourage clearer underst,andinç
and confidence in the business and financial communities.

Outstandj-ng Problerns

9. The following problems, which may

gathers strength, but whích could also
that recovery, stand out:-

be eased

stand i-n

as recovery
the way of

(a) ReaI Ínterest ¡:ates are high, in particular some

4-5 per cent in the United States. Such hígh rates
are unusual at the point of transit,ion from recession.
They could pose a threat to the pace of recovery both
in the United States itself and elsewhere. They increase
the severíty of sovereign debt, problems. They are liable
to distort exchange rates, and hence trade, with protec-
tionist. consequences. Current hlgh levels may simply
reflect pessj.mist,ic expectat.ions about i-nflatj-on, botÆ*
would trace them back to fear of contj.nued high US Budget
def

(b) Rescue arrangements in part i cular mai'oilsove,re,i gn ,debt

cases since VersaíIles v/ere satisfactorily establj-shed;
and agreement was reached, subject t,o ratification, on an

expansÍon of GAB resources and availability, and an increase
in the IMF quotas. The two measures together effect.ively
double usable IMF resources. But the need {or debtor
countrj-es thernselves to make substantive adjustments
to thej-r internal policies has been stressed, and it seems

right to continue to use the IMF in a central monitoring
and co-ord.inating role, and to encourage commercial banks to

3





co-operate in providing the necessary fÍnance - on a
much smaller scale than previously to allow time for
debtor countries t,o improve their position. Lower

real interest rates would ease the transition for them;

but t,he debt problem, and the implications of its
handling, wil-I continue to require continuous monitoring.

(c) Protectionj-sm. Any sj-gnificant further extension
of protectionist measures could choke off wj-der

opportunj-ties for recovery. Indeed existing measures

could stand in t,he way of the export opport,unities
needed by some countries to achieve appropriate balance
of Payments adjustments.

(d) Exchanqe rates. Greater stabilit'y of exchange

rates is j-n general desirable. At the same time sound

investment and t,rad.e can be damaged by inappropriate
exchange rates. Exchange rates play an important role
j-n adjustment. Changes must be underpinned by suitable
domestic policies. Tntervention can perform a useful
secondary role in reducing short term volatility, but
closer convergence of economic performance is the
essential i-ngredient, of greater exchange rate stability.

)
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MFROM¡ _J O_ KERR

DATE: 10 May 1983

cc Mr Littler o.r.
Mr Carey
Mr Bottrill o.r.

MR LAVELLE

WILIJAMSBURG

The Chancellor has read with interest the weekend crop of telegrams from posts in

Summit capitals on national approaches to Williamsburg. He has in particula¡ noted:-

a. from Washington telegram 'l.Z7l, that Secretary Regan may raise the idea

of devising better machinery for handling sovereign debt cases; a:rd

b. from Tokyo telegram No. Z4?, that the Japanese Governments deficit financing

is said to amount to 26.5 per cent of their budget.

Z. On (a), he has asked for advice on our approach, and whetherrand if so in what

,d.irection, we think Regan should be encouraged to run with this ball. Perhaps Mr Carey

could provide advice.

3. . On (¡), ne has commented that there seem to be very divergent views about the

current Japaaese fiscal a¡¡d monetary balance. Perhaps Mr Bottrill could let him have

an up'to,date note.

J O KERR

R*x"t t J





SECRI'T

10 DOWNING STREET

From the Private SecretarY 10 May 1983

TTILLIAMST]URG

f enclose à copy of a message which the Prime Mj-nister has
received from President Reagan in reply to her message of 9 May.

With regard to the first paragraph, we àTe announcing this
evening that the Prime Minister will now not be able to visit
l{ashington on 26/27 MaY.

fn the second ParagtaPh, Pre
Prime Minister might attend the W

Sunday, 29 May until the formal c
be showing the Prime Minister thi
wishes to resPond sooner, it wj-ll
which we are arranging on TuesdaY
both Iltli11iam@E:ãn-tï*

sident Reagan suggests that the
illiamsburg Summit from noon on
losing on Monday 30 MaY. I shal1
s messaÉle overnight. Unless she
be considered at the meeting
tZ May to discuss attendance at

I am sending copies of this letter and its enclosure to
John Kerr (HM Tréasuiy) and Richard Hatfield (Cabinet Office)
and should be grateful íf you and they would not cj-rculate
presj-dent Reagan's message beyond Private off ices.

R& ee}Ë.eü

Brian Fall, Esq.,
Foreign and Commonwealth Office.

SECRET
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RESIÐENT

(2)
CLERK

RESTR I CTED

Fi'l PAR lS Ltlit+5Z t\.iAy S3
TO If.lI{ED IATË FCO

TELËGRAî,I Nut,lBER 376 0F 10 f,lAY

ll'lF0 PR l0rì ITY DUBL lN, R0l1r., LUxEt,lts0UÊG, BOl$i, THE HÅÊUE ,
UKREP BRus$ELs, BFussELs, cCIPË.NHAGEN, ATi{ËT.ls, !{irsHrNGTOil,
TCIK Y0, 0TTA'ri¡\,

l1'lF0 SI\V It¡ç UKÐEL 0ECD,

rRE¡icH FR0P0sÅL F0R A hrtrÊ,r BpETT0hl vl00Ðs c0r{FERENcE,

1. uE HAvË' 1':0!J sEEN THE TExT 0F pREs TDENT MtrrERRAi.:Ðf sI AÐÐRËSS LAST [I IGHT AT THË ELYSEE TO PAFTITIPAî]îS OF THE'0tcD l'ilNlsrËRIAL FÌËETlNG, il,t !t¡ìtct{ HE TALLEÐ tN].ËR ALIA F0R
A t{Ë\{ l},¡TERNAT lOr'jAL t'lOT'ltT¡\Ry Cfi'¡FERtî,jtE, lT tS A RASBL t¡,jG,
P00ËLY sTRucTuREÐ sPEIcH h'lrt-l I'LL THE HALLr.iAnKs 0F HAv tNG BtIN
F,UT TOGËTHER HURRIEDL.Y' THE FÛLLCI\,JIIiG ËXTNACT$ COVER TI-iË i{AIi,I
Pû I lìTS ¡

('{ ) As AFTER THE sEc0l"3D ì(JCIRLÐ }IÊ,R, THE \,JûÊLD tiEIDS Í.ìËÐBULÐ ildG. , .
TH IS ìÉJ ILL REQU IRE A LAST IfiG II'JTEF[,¡AT IONAL EFFORT - ÅN II1IIEI,ISE
TASK' A TASK F0R A GËtiËRATl0t';¡ lT lS FûR uS T0 pFìEFARE i.itl.iDs

(



'1,

I

I

I
,l
ll
li

TASK, A TASK FOR A GENERATI0t'I¡ lT lS FOR US T0 PREPARE l'llNDS

Al¡D T0 LAUNCH THE. F10VEMENT. THE GUIDELINES SHoULD BE GRoþfTH,

sTAB tL I SAT I 0l\t, DEVELoPMEI'¡T.

(B) þtE, NEE.D T0 REDTSCoVER T0ûETHER THE PATH 0F ûR0\¡JTH.r..

;BUT THE FIRST STEP UILL ONLY BE POSSiBLE BY ûPTING FOR COî'ICERTED

GRO.v/Tll \ì¡HICH ullLL TREATE THE, t0NDlTlOt¡S 0F A HEALTHY ANÐ LASTING
, REC0VERY Vi ITH0UT I NFLAT l0t'¡. THE RECOVERY NO\'J APPEAR I NG HERE

AND THERE !,J tLL FADE ÀvtAy VERY QUtCKLYT I4UCH t40RE SUICKLY THAï{

!/E THtltK, tF N0THtl{G tS ÐoNE T0 SUPP0RT tT, THIS FACES U3 WITH

THREE ÊASIC REQUIREt{ENTS¡

( I ) A MASS tVE REÐUCT t0N 0F Tt.lE EXCESS tVE BUDGETARY ÐEF rC lT5 \{H ICH

ARE RËSPO$¡S IBLE F0R H tGhi INTEREST RATES ¡

(il) THûSË !ilTH R00T,4 FOR t"lAt',¡0tUVRE S4UST STIMULATE GR0h'TH llì
THE IR ËCONOI-I IES " GOOD RËSULTS It1I THE BATTLE AGA INST

II.IFLATIOhI l-luST LEAD TO I'4EASURES TO RELAUNCH ECO¡i0f'lIC ACTIV ITY¡

( II I) U}¡ËMPLOYT4ENT þTUST EE TACKLEÐ EY TRAII.IING YOUÌ{G PEOPLE I}i

i.IEiJ TËCH}IOLOG IES AÌtÐ BY SHCRTE$i I}iG þIORK INü HOURS,

(c) \,iE ALS0 ¡IEED T0 STABILtSE oUR EXCHA|,IGE. A RETURN T0 SUSTAII'¡ED

tn0\'JTH tJILL gE Ui'IATTAINABLE ',¡ilTHCItJT PATIENT REC0i\STRUCTt0N 0F

A STABLË SYSTET4 OF I I.ITER}iAT IO¡iAL TTCI'lOI.I IC RELÀT I OI.¡S IT.I T}{REE

ÊSSEþ¡TIAL ARËAS¡ CUIìRENCIES, TRAÐE ÅÌlÐ RAïJ TriATË,RlALS¡.r. T0

FìEDtSC0VER THE C0t,tÐtTt0IlS Ft[ì A gTABLE 1.101'¡ETARY SYSTEl'1, !ìflTH

SIFF ltlÉNTLY F IXEÐ RÀTES AT LEV[,1$ TH¡.T ARE ECONOMICALLY

RËAS0f'.1,\BLE, lS TilE.RËF0RË f{tt URGEI'iT NËtESS lTY. . . . THE T lMË HAS

C0[iE T0 THll,¡K 0F A ]lE\'J BRITT0N }J0û0S,.,. EVEN lF EVERYTHING

IS I''iÛRE COf'lPLICATED TODAY THAI.J IT VJAS AT THE END OF Þ.iORLD HAR

T'dJO, i\l[ SHOULÐ NûT GIVE UP OUR ATTEþlPTS TC l40VE, ll¡ STAGES,

TCrvtAfiDS A SYSTËM AD¡\PTEÐ T0 THE ËC0N0þ1lC C0NDlTl0t\¡S 0F T¡"iE

L¡{TTER PART 0F THË CENTURY. lltl 0RDER T0 FACILITÂTE THËSE REF0RMS'

I lfOULÐ LIKE AN II.iTERITATIOt{AL HOl'¡ETARY CO}:FEREÌ',!CË TO BE HELD AT

THE, HIGHEST LEVEL IJITHIN THE FRAI4E\TORK OF THE II'.'ìF.

(Ð) (IN THË FUTURE) THE THREE FËINCIFAL MONETARY ZONES, THE

ÐOLLAÊ , THE YEN AÌ{Ð THE EUR0PEÀ},¡ CURREÎ'iC IES, !J I LL EË ABLE T0

STRINçTHE.T.I TþIEIF LIT*KS !JITH EACH OTHER AT,¡D SERVT AS POLÉS FOË THE

STp,BlLl$ATl0|{ ûF TT.iE PÊ ll,rClPÊ,1 INTEn}åATl0T\iAL EXCHÂÌ¡GE nATES,

(E) PFt0TECTlOt'i lSl-1!r.r C0f'ISTITUTË$r... t{l{ 0SSTÍ{CLE TCI THE

GRO!¡TIi OF TRAÛE AI{Ð TO THE ÜEVILOFI'iËI,IT OF POOTì COUNTR IES.,,,
lT lS TltlE TCI Sl'10\^J.,,, THAT tiû 0l{E \¡llLL GAlt¡ AI'IYTHll'lG FRCI4 lT,

1r
,;]
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2. T\iITTERRÅ|{Ð ALS0 $PûKE AT LENGTH 0F THE lI"iP0RTANCE 0F D0lliG



2. MITTÉRRANÐ ALSO SPOKË AT LENGTH OF THE IF1PORTANTE OF DOING

î40R8 FOR THE THIRÐIII0RLD' tìlOTHlNG lS POSSIBLE FOR THE I{0RTH,

'E SAIT}, IF RETOVERY IS NOT ASSUREÐ FOR THE SOUTH. HIS PROPO$ÅLS

tT{CLUÐEÐ Lo\{ER tr\lc thlTE,RÉST RATES, THE CoNSÛL IDAT l0N AND EXTENS l0N

0F STA$EX, ACTION 0N RArll f4ATERIALS AND A NEI'J Eî4ERGENCY PLAN FOR

AFR tcA, DETATLS 0F r¡,HlCH THE FRENCH GoùERNMENT \'J0ULil FËLEASE

LATE R .

3, MtTTËRRAtiÐ SAtÐ HE \{0ULD REVEfiT T0 THE SUSSTA}{CE 0F HIS CALL

FOR A RÊFORY, OF THE INTERNATIONAL }4ONETÀRY SYSTEM AT !fILLIAI\TSBURG,

QUEST I ON ING THE VALUE OF SUCH TOP LEVEL II,iTERNAT IOI'iAL 14[ET I NGS

IF THEY FAILED TO PRCIDUCE RESULTS. .

4. MOÊËL, ELYSEE, HAg C0NF lRr'lËD T0 US TI{AT t-IITTERRAt{Ð'S

OBJETT IVE FOR I{ ILL I AMSBURG REMA I I,¡E D A$ DESCR I BEÐ TO US LAST

rrjEEK (þ{y TEL N0 369). HE SÂlD THAT r.llTTËRRAT.¡D HAÐ HOT INTENDED

(T.¡ TH¡S ÛCTASION TO GIVË SPECIAL IJEIGHT TO THE IDEA OF A I'IEIJ

BRETTCI.i \¡]OODS (SEE PARAGRAPH 5 OF þ1Y TEL NO 3691' HIS COþ1MEI'ITS

At,¡D THE, T l1'1ltiG Al{tr LOCATI0N 0F t''tITTERRANn'S SPEECH SUGGEST ¡{

CALCULATEÐ , tF l-AST-I'{ I tiUTE, ATTET'1PT T0 REE.STABL ISH A DEGRËE C,F

FREI,¡CH lN lT IAT IVE PR l0R T0 \.J ILL l¡rl'ìSBURG, ÀND T0 EÌ'}SURE THAT

I.4E1.1OR IES OF VER$A ILLES ARE NOT ECL IPSEÐ. 1'4ITTERFìAI\lDIS AÐDRE$S

COI{TAII{[D SEVERAL RÊFËRET.¡C[S TC THË IìOLE OF THE VERSAILLES

SUf'iI.1 IT IN PT I I,¡T ING THE ldA.Y TOR GREATËR COOPERAT ION IN TH IS F I ELD 
"

MITTERËAl,iD ALSCI PRûBABLY HOPES THAT ANY GUIDELIÌ'lËS F0R FUTURE ACîl0ll

I1'ì Tþi-t F IELD OF INTERî{ÀTIO}lAL I.IOiTETAFY TONSULTATION SHOULN BËÅP ¡'

FIìENCIi LABEL. HIS INITIATIVE IS PROBÀBLY ALSO A SIGN OF HI3

r,i ÐESIRE Tt) BE SEEN ONCË AüA|N ÀS A FIGURË 0f{ THE VORLD STAGE¡

I.II S AUD IEî.iCE CONS ISTED OF SOI'IE 5Û I'1IN ISTER I AL IiEPRESËI{TAT IVES

OF FORE IGI'I COVERNMENTS. Ii ITTEIIRANÐ HAS NOT REL ISHEÐ HAv ING HAD

Tü DESCEI{D +NTO THE FRAY OF DOI{[$TIC POLITICS IN RECÊNT VJEËKS

IN ORTËR TO SUPPORî THE ûCIVER{'¡I''IENT'S t.,}NLOVET AUSTÊR ITY

PR0GRAI'iliE.

5. MITTERRAND'S SPEECH IS REPORTED EXTE}¡gIVELY ITi TOÐAYtS FREI'IgH

PRESS, BUT ll,¡ GE,NERAL t¡llTH LITTLË CCIî'4l4El'iT. LE QU0TIDIEN ÐE PAR lS

( 0pPgS tT tûN ) SEES lT AS AN ATTET.ÌPT T0 D I SPE,L ¡\NY lLLU3 ltN THAT

Tr-tE Ar.iER tCANS, \dtTH THE.IË PRE-ritLL tAlisBURG MINISTEF I AL Ðll¿iiER

Totl GHT , ARE THE RE AL H0STS 0F THE 0ECÐ I4EET l l'lG, F I GAR0 ( ALSO

üPP0SlTl0li) AL.OIiË C0Yrr4EhiTS 0T,l THÊ SUBSTAT'¡CE, RAl"lNG î''itTTERRÀl'lÐf S

CHAÌ'tCES '0F ACH IEV lllG rltRËEllEl,lT CT'l A NEIJ l'i0l'tËTAtìY SYSTEI'i A$ SL lH

0ir Atc0uîiT 0F TriE DtVEnGElltI CF Et0iict'.ilc PcLlclEs F0LL0\'lËÐ ÞY

TI{E I î.ITUSTR I AL I SEÐ ¡¡ÀT IOI'iS. F I GARO GOES OI.I Tü lJOI'IÐEiì þJI'iETþiEII

LiITTËFRAt¡Ð'S APPR0ACH lS NCT SlI4FLY TACTICAL' A REFtISAL P'Y

FRÀl'iCLrS \,JlLLtAl.¡TSBURG FAfìTtìLtìS T',1 ¡\CCEPT FRENCH IDtAS PAVING



.:

rn¡¡rc's y, tLLtåt-isBuRG PARTNERS T0 ACCEPT FRENCH lDËA$ PAV ING

.THEtd.IAYFoRNAî1ol,tALsoLUîlt}lsTüFR,A$CE'lsEt0[10}4tcPR0BLEMS,
INVOLVING \ilITHDRA\¡IAL FRO}. THË Êt*S' THIS AFTERI{OON'S LE T4OT'IDE

c.NF rNÉs rT'ËLF T0 cLArî41i,¡G THAT T4'TTERRÀND's AllÀLYsls 0F THE

INTERNAÏIONÀL ECONO}4Y IS IRTIEFUTABLE'

FRÊTHELL

Nr,lNTT
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US BOYS
MTSS DICKSON

CONFIDENTIAL

Flrl PARt$ 1115302 MAY 83

TO II4¡{ET} I ATE FCO

TÊLEGRAI.'I I'IUI{BER 382 OF 11 I4AY

AND T0 PR l0R ITY \¡IASH INGT0N, B0N1'¡, 0TTAìdA, UKREP BRUSSELS ,

ToKY0, R0ME.

POLITICAL PREPARATIO|1IS FOR 1}IILLIAI'ISBURG.

FOLLOWING FROM BULLARÐ.

1. FOLLO!úING A I'IEETING OF THE SEVËN POLITICAL DIRECTORS OVER

LUHCH lN PARTS T0DAY, BURT (US) WILL RE.PoRT T0 PERS0NAL

REPRESENTAT lvES (SHERPAS) TH lS EVEN ING AS FOLLOþJSr

il) THERE IS A GENERAL DESIRE THAT DISCUSSION OF POLITICAL

lTEl,lS BY HEADS 0F STATE ANÐ G0VERNMENT AT ì¡JlLLlAI,ISBURG

SHOULT BE I ITRULY INFORI4ALI I .
THERE SHoULD BE N0 PoLtTtCAL C0}4MUNtQUE, BUT THË SEVEN

PART IC IPANTS MAY \{ ISH TO CONS IDER ISSU INO A STATE,ME},IT ,
PERHAPS OR PERHAPS NOT I N THË TORM OF AN OPEN LETTER TO

ANÐR0pov, 0N ARMS CoNTR0L, 0R poSSlBLy 0N tNF AL0NE.

THE US UILL CIRCULATE A DRAFT. MEANWHILE ALL PARTICIPAI{TS
lt{ILL CONSULT THEIR HEADS OF GOVERNþiENT ON THIS SUGGESTIOl'I

AND REPoRT RËACTtoNSl. T0 ENSURE A PUBL¡C tMPACT SEPARATÉ

FRO}4 THE ECONCÌ]!IC COI{CLUSIONS CIF THË MEETING, A STATEþIE^NT

(il)



(ilt)

(lv)

(v)

tvl)

(vr t)

(vilrl

( lx)

o L/ INF COULÐ BEST BE ISSUED OI.¡ THE SUNDAY.
PRES IDE}.¡T REAGAN PROPOSE S THAT THE POL IT ICAL D I$CUSS IOIiS 

,

SHOULD TAKE PLACE AT THE FOUR MEALS (DINNER ON SATURDAY

28 MAY, LUNCH ANÛ DINNER ON SU$¡ÐÀY 29 I4AY AND LU}ìCH O}i

MONDAY 30 MAY ) . H IS I NTE NT ION IS TO ORGAN IZE THE Ð ISCUSS IOr{

IN SUCH A IIAY THAT THE FIRST THRËE I'1EALS SHOULÐ BE ÐEVOTED

RESPEgT IVELY T0 ARMS C0$¡TR0L: ËAST/!JËST P0L ITICAL RELATI0tIS:
AND THE M lÐÐLE EAST r AND PoSS tBLy oTHER REG t0NAL QUEST t01'¡S.
THE FOURTH MEAL HOULD BE A IIþIRAP UP'' SESSION.
THE PRESIÐENT PLANS TO INVITE A DIFFERENT HEAÐ OF GOVERNMENT

TO INTRODUCE THE ÐISCUSSIONS AT EACH OF THE FIRST THREE

MEALS. HE HII.ISELF T'JILL LEAD THE TIl.dRAP UPI' SESSION. SINCE
THERE hJ ILL BE NO NOTE-TAKERS PRESE$IT AT THE I"1EALS, THE

HEAD OF GOVERNI'4ËNT bJHO II{TROÐUCES ËACH D ISTUS$ IO¡{ I,1 ISHr
SUMMAR I SE IT BR I EFLY ÀT THE 8EG I NN I NG OF THE FOLTO\^' I NG

if-lilr,n* M rN r srERS H rGHr s rscuss rHe sA,nE 3 BR'AD rHE]4ES,
BUT I$I 6REATER ÐËTAIL. THË US ljILL CIRCULATE A SUGGESTEÐ

LlsT 0F SUB-HEADINGS UNÐER EACH THE,Ì48 AND tNvtTË cOt4MENTs

ANÐ ÀDD IT IONS.

THE Ug PROPO$ES TriAT FOREIGN MINISTERS SHOULD ALSO DISCUSS

TttE F0LLOI$¡ l $¡Ê ITEMST

- PRESIDË,t{T REAGÀN1S PROPOSALS ON YOUTH EXOHA}tGES¡

- H I S lll lT I AT IVE 0N PFCIMOT ING DEM0CRACY ¡

- TERR0R ISM¡

- NON-PROLIFERATION.

THE AMERICAI,¡S ìdlLL CIRCULATE A NOTE EXPLAtNtt{G HO\,J THEY

I¡ITËNÐ TO RAISE THESE PÛINTS A}ID ìdHAT CONCLUSIOî.}S THEY l¡lOULD

HOPE TCI REACH. (THE FRENCH POLITICAL ÐIRECTOR AND I EXPRESSED

SOME DOUBTS ASOUT THE VALUE OF DISCUSSION'OF THE LAST T\.JO

ESPËTIALLY). 
.L

THE JAPANESE HAVE SPEC IF ICALLY PROPOSEÐ THÀT SOUTH EASï
ASIA $HOULÐ BE AÍ'1ONG THE REGIONAL THE}4ES DISCUSSED.

SHULTZ }{ILL GIVE THE PRESS PgRIODIC BRIEFINGS ABOUT THE

PoLtTttAL DtSCUSStONS, tN pARTtCULAR A HALF-TtME BRtEFtNG
AT t{ tDDAy 0N SUNÐAy. THESE u tLL BE vERy GEI{ERAL , L tST I NG

THE TOP ICS Ð ISCUSSED At\{D THE SP IR IT IhI !'H ICH THËY I{ERE

APPRoACHED, BUT NoT THE CCNTEÎ.IT 0F THÊ DlSCUSSt0Ì,1.

ASSUMII'Ig THAT THE FINAL STATE,MEI'¡T ON ESONOMIC ISSUES }JILL
BE tltTRoDucED By lHE PREStDE',NT 0N M0NDAY 30 MAy, SHULTZ

h,lLL F0LL0\'J TH ls tdlTH A sul.lþ'lARY 0F THE' POLtrlcAL Dtscuss l0N
IN TERÍVIS WH ICH HE !d ILL HA\/E CONCERTED b' ITH H IS COLLEAGUES.

FRETIIELL



(

CONFTDENTTAL
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J O KERR

11 May 1983

Mr Middleton
Mr Littler (9q)
Mr Unwin
Mr Bot,trill
Mr Ha1I

FROM:

DATE:

cc
MR LAVELLE

VTILLIAMSBURG

You will have seen the mj.nutes of the d,iscussion in Cabinet on 9 ¡day

about represent,ation at lfilliamsburg.

2. Aft,er discussion wj-th No 10, I think that it would be right for
us t,o plan on the assumption tbat the Chancellor will be there.
There is unlikely to be a decision before L7 May on whether the prime
Minister should go, and, if so, for how long. But if she does gor
the chancellor.is like1y to accompany her; and if she does not go,
it seems almost cert,ain that the Chancellor, possibly accompanied by
Mr Pym, would represent her.

..,|,1:
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J O KERR

fuq*y,,i',ro ., e ,.r'd ,4ju lu¡
Õï ["9&& ' s u. r lo.r¡ ¡;ue,oia
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cc csT
FST
EST
MST(R)
Mr Little¡
Mr Unwin
Mr Lavelle
Mr Bottrill

( -\,

Treasury Chambers, Parliament Street, S\ØlP 3AG
01- 233 3000

11 May 1983

Sir Maurice Hodgson
Marylebone House
L29/I37 Marylebone Road
LONÐON NWl 5QD

Many thanks for your letter of 9 May, and for showing me the
Vliltiamsburg paper by the US counter-parts of the Groupe des
Presidents. I agree with you that they are certainly seniort
with t,he Administration and the Hill well represented alongside
industry and commerce. And I also agree that their paper makes
interesti-ng read.ing - particularly the points which you kindly
highlight.ed for me.

GEOFFREY HOWE





RESTRTCTED

FROI"I: C J CAREï
DATE: 11 l{ay 19Bt

CHANCEIiIOR cc Mr Ïrittl-er o,/r
l{r Unvlin
Mr lavelle
Mr Hawtin

ttILT,IAIISBURG

Tou asked about oìlr approach to Secretary Regants id.eas for devisíng
better machinery for handling sovereign debt problens (Mr Kerrrs
ninute of lO May on tlashington telegram 1271).

2. There have been several- Índications that the Americans are
womied. about present arrangements and may have some suggestions
to put forward. Secretary Regan included this iten on the agenda

of the recent Washington G5 neeting (copy of our brief attached)t
and Sprir¡kel may be going to raise it this week at G) Deputies
in Paris.

V. It is und.erstandabLe that some people should. feel concerned
at the ad boc nature of the sort of negotíatÍons wlulch had to be

set up over Yugoslavia. llhere night be something to be said for
having more systematic lines of conmr¡nication established. between

the main creditor Governments for debt monitoríng purposes. If
the Americans are contemplating some modest practical noves in that
d.irection, ue would be s¡mpathetic. But we would not want to clain
too much for the vaLue of any nev'¡ consultation mecha.nisns. There

is a risk that by institutíonalising the processes of consultation
between creditor Governments we would lose some flexibility. The

Americans may also caLculate that more fornal arrar¡ge¡nents would

make it easier for then to off-load some of the br¡rden of Iratia
American debt rescues on to the ü¡ropeans.

4. This reaction is necessarily in rather vague terns, because

we donrt know what the Americans are going to propose. Ilr littler
may have harder infornation when he is back from Paris. .,

'" ',t't:tr'(-{ )f'r'-

(c J cAREY)

See also attached. extract from l'fashington Post (6 May)

)^
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TRADES UNION CONGRESS
CONGRESS HOUSE . GREAT RUSSELL STREET ' LONDON WCIB 3LS

Telephone0l-6364030 Telegrams TRADUNIC LONDON WCI

Rt Hon sir Geoffrey Howe ec MP ' Y'URREFERENCE

Chancellor of the Exchequer oURREFERENcE

Ë"iriäfi3iTtå.r... ...,:i.t'/, ;; ï ì., DE'ARTMENT
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At the meeting at the NEDC held on May 4 the General
Council representatives, in the course of the
discussion on the world economy, referred to the
statement drawn up by the Trade Union Advisory
Committee to the OECD. It was said that this would be
circulated to the members of the NEDC when it became
available.

The TUAC statement, a copy of which is enclosed,
sets out the views of the international trade uni-on
Movement on the issues to be discussed at the
lüilliamsburg Summit. I hope that the UK Government
representatives at the Summit will take these views
into account. I am also writing in similar terms
to the Prime Minis the Secretary of State

Ith Affairs.for Foreign and
$"
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General Secretary.

Enc.

GENERAL SECRETARY: RT, HON. LIONEL MURRAY OBE DEPUTY GENERAL SECRETARY: NORMAN WILLIS

ASSISTANT GENERAL SECRETARIES: KENNETH GRAHAM OBE AND DAVID LEA OBE
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TRADE UNION STATEMENT TO THE OECD'5 MINISTERIAL

tìl ILL I AMSBURG SUMMI T , MAy , LgBt

Adopted by the TOth plenary Session of the Trade
CommÍttee to the OECD, 28 - 29 April, l98l.

COUNCIL AND THE

Union Advi sory

mmar

I . The 0ECD's Ministe¡iaL Counciì and the Williamsburg Summit have
to take decisions which put an end to the recession and bring about
a sustained recovery with futl employment. These decisions have to
be taken with fulì respect to worrd interdependence. In today,s
circumstances, individuaì count¡ies which attempt to fo¡ce their
way to economic and employment growth meet formidable obstacl.es.
ïhe reluctance of one or several countries to.join in action for
a recovery is a heavy const¡aint on aIl others. compJ.acency arising
from any optimistic forecasts is dangerous as it can deter governments
from taking the needed concrete policy measures.

2. coordinated action is the safest and the Least costly way to
recovery. Making positive use of the interdependence of the OECD

economies, as weìl as that of the industrialised democracies and
the developing worId, will maximise the benefits for all. A recovery
programme has to be the result of negotiations between al-ì 0EcE

countries, regardLess of their economic position. In the framework
of such a programme, countries have to make full use of whateve¡
room for manoeuvre a bette¡ infLation and current account performance
can give them.

3. The governments have to make immediate commitments which are
backed up by long term poricies. primary importance has to be
given to the maintenance of full. employment as the basic aim of
all countries' poJ.icies. As a real confidence-building measure,
qovernments should adopt a monetary and fiscal policy which, together
with labour market and employment policies, can immedÍately halt the
rise of unemployment and sta¡t bringing it down. InternationaL aqree-
ment on the reduction in real interest rates is another essential
element in a strategy for recovery.
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t¿. Immediate policy measures have to be accompanied by a targeted

stimulatlon of public and prlvate investments, so that an increase

in consumption and economic activity will make a reconstruction

programme firmly based. An efficient interaction between public and

private investment is essential and where prfvate investment is not

forthcoming, there has to be sufficient public investment to 9et

the economy moving again. Targeted investment and employment measures

have to be taken with respect to the specific impediments.each

country faces, but such impediments cannot be an excuse for doing

nothing.

5. Fult employment policies mean that governments should ceese to

seek a recovery through deflation, lower wages' and a dismantling

of the social safety net. Real structural change which benefits the

economy requires more than relying upon tn" t"rket forces onIy. It

wil.l not take place through unemployment or through a polarisation

and a further segmentation of the labour malket.

6. Free collective bargaining and cooperation with the trade unions

are essential for achÍeving a recovery. The whole range of labour

market and employment creation measures are necessary for a sustained

recovery programme. They are needed both to absorb the nearly 40

million jobless in the 0ECD area and to guarantee that technological

change wÍll not have an overall negative effect on employment. In

carryíng out these policies, with a necessary degree of international

coordination, full use should be made of any potentÍa1 for employment

creation which a shortening of working time provides.

7. Stabil.ity in the internationaL monetary system is indispensable

for a climate where productive J.ong term investments can be made and

open multilateral trade expanded. The International Monetary Fund

has to regain effective surveilLance of exchange rates and conditions

in exchange markets. The lending conditionaLity of the IMF should

focus on laying the foundations for sound economic growth and employment.

8. Whlchever technical measures for an el.imination of the instabÍlity

in the exchange rate market are adopted, they have to meet the basic

aims of investment, the creation of employment, stabilÍty for carrying

out structural change, promoting trade, and preventing one country

from passing on its infl.ation to others. For this purpose, too, an



(
I



overall reduction in real interest

diatetY, so that their role in the

woul.d diminish.
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rates should be negotiated imme-

determination of currencY values

9. Full emptoyment and an improvement in labour standards must once

again be recognised as a necessary condition for a properry functioning

opentradingsystem.CompetitivenessmustnotbesoughtthroughUnem-
ployment and cuts in wages "nà 

tiving standards. Effective measur9s

for trade liberalisation are fruitless unless trade f10ws are translated

into a net increase in Jobs and productive economic activity in all

trading Partners.

10. Negotiations have to ensure that trade between the 0ECD a¡ea and

the developing world is made into an engine of growth' Creating and

strengtheningviableeconomicandsocialstructuresinthedeveloping
world should be promoted by making use of the idle human and productive

capacities in the industrialised countríes '

Il. A continuation of the inward looking deflationary strategy by oECD

countrÍeswillonlyhaveafurtherdepressingeffectonthedeveloping
world.RescUeoperationsforsomecoUntrieswillsimplybeanexpensive
buyingoftime,unlessactionistakenonthewholescopeofmeasures
forasustaineddevelopmenteffort.AnincreaseintheeconomÍc
potential of developing countries, improving social and livlng -

standards and narrowing the gap between the rich and the poor in

them, will benefit the whole wo¡1d economy'

L2.Thef].owof0fficialDevelopmentAssistanceandloanstodeveloping
countriesmustnotonlybemaintainedbutincreasedandfu]Iusêmust
bemadeofal}avai]ableresoUrces.TherecentlyexpandedlMFresoUlces'
through stiLl insufficient, must be ratified quickly, and a new

distribution of special Drawing Rights to developing countries should

beagreedUpon.IncreasedresoUrcesmustnotbeusedtoguarantee
loans made by private banks but to ensure that the developing countries

can really participate in the world economy'

|,.Speculationinthewor].deconomymustbestarklyreducedasit
has now become more profitable to invest in money than with money'

In addition to exchange rate stability and policies for economic
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growth and employment to foster trade, this caìls for strengthening

the.rules and regulatlons on the behavlour of multinationaL enterprises.

Jointly agreed industrtal and other policies to this end have to be

based on the recognitÍon of the common interest of all national

economies.

14. Falling oil prices must not lead into further complacency in

energy policies. Conservation pro.iects and programmes for alternatÍve

energy sources should be intensified and not scrapped, in order to

reduce the vulnerability of the economies to new oiI price shocks.

Negotiations between the oiJ.-producing and oil-consuming countries

for an international agreement on prices and supplles of oil are

necessary. They will be facilitated by increased energy cooperation

between the 0EC0 countries and the developing world.
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COUNCIL AND THETRADE UNION STATEMENT TO THE OECD'S MINISTERIAL

l',ILLIAMSBURG SUMMIT, MAY, l98t

I

Adopted by the 70th Plenery Sesslon of TUAC
Paris, 28 - 29 April , IgBt

Introduction

l. Last September, the'secretary-General of the 0ECD made a
statenrent to the rnterlm committee of the lnternational. Monetary
Fund in which he said: ,'It is, in some sense, less important
when the recovery occurs, than that when it occurs it should be

firmty based." Recoveries do not and cannot Just occur, they
have to be brought about. And it is perfectly possible to have now

a firmly based recovery which will lead back into a full employment

society. l.lith some indicators into which forecasters today read
considerable anounts of optimism, it ts urgent to lay the foundations
for a sufficiently strong and sustained recovery.

2. Signs of an upturn in certaln.countries, and especialty in the
United States, shou.ld not be interpreted as the automatic recovery
which has been now promised for four years as a result of the
governments' tight policies. Such an attitu¿e promotes inaction
by others who, with a multitude of economic and poritical arguments,
simply *:it for the beneficial. effect on them to occu¡. Incipient
positive developments in some countries will be abortive un.l.ess

they are backed up by coordinated international action. The worst
outcome of the OECD's Ministerial. Council and the tliltiamsburg Summit

wouLd be a continuation of inaction, strengthened by a misleading
euphoria derived from some positive figures. unless sustained and

diversified measures are'taken by atl 0EcD countries, the smal.l

hopes of Spring will turn into a bitter Autumn of disappointment.
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'.Cycllcalupswlngshavecontlnuouslytakenplaceathigherlevels
of..unemploymentthanearller,andthlstendencyhasbeenaggravated
bytechnotoglcaldevelopments.TheexperienceofcoUntrieswhlch
havebeenattheforefrontofnewtechnologies,suchasJapan,shows
thattheutllisationofthesetechnologies,includingrobotlsation
and microelectronlcs, has raised questlons on thelr consequences for

thegrowthandstructureofemployment.},lithanyrecovery¡rorththe
name, the question of employment has to be squarety posed' Full

employmentcannotberemovedfromthebasicaimsofanydemocratic
country's policy, or from those of the oEco itself'

4. In November, 1982, the TUAC presented a statement entitled

,,Negotiating the Recovery". fhat statement called upon the

gou"rnr"ntì to use the period before the 0Ec0,s Ministeriàl council

andthet.tittiamsburgsummittonegotiatethemeasuresneededfor
a cojordinated recovery programme' amounting to a reconstruction

effort after the devastation caused by the recession- l,'l ith the

Jolntly pursued tight' or "non-accommodating"' Policies' the inter-

dependenceofthe0ECDeconomiesandindeedofthewholeworldeconomy
hasdeepenedtherecesslon.Intoday,scircUmstances'individual
countrieswhlçhattempttoforcethèirwaytoeconomicandemployment
growthmeetformidableobstacles.Thereluctanceofoneorsevera}
countrles to act is a decisive constraint on others' A new departure'

based on efforts negotiated and yndertaken by each and every one

ofthegovernments,lstheonlywayoutofthecrisis.Develòpments
since the Autumn of.last year have only strengthened the case for

joint Positive action.

5. Governments have Stiown their capacity for taking measures when

they recognlsethatthey are facing an em-ergency' However' they

shourd not llmit this action to operations which give short-term

shelter without affecting basic causes. If the rescue operations

mounted by the IMF for the banking community and the rescheduling

of loans for developing countries. are correctly followed up' they

couldrepresentanewstartininternationalco-operation.Ïhe
Group.of Ten which met In Paris in January, l98f' went further in

the right direction when lt recognised that "a sustainable improve-

ment ln activity in the industrial. countries in I98J" is essential'

topreventthecollapseofcountries.Thiscanonlymeangrowth
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whlch produces employment. The 0ECD,s Mtnlsterial Councll and

the t'lllllamsburg summlt wtll have to continue on this road and

revtse the strategy followed stnce the second oll shock.

II A record of failure

6. The situation in the 0ECD area has been seriously aggravated by

the fact'that by and large, all governments have been jointly pr,tr':suing

similar.- policies. Yet their policies have been made incompatible
with one another because they have all set the same targets. The

recession has been deepened by an over-rest¡ictive monetary policy
and cutbacks in public expenditure which have amounted to indíscri-
minate pressure to squeeze inflation out instead of realty attacking
its causes. Because of the interdependence of the 0ECD economies,

even the slightest signs of economic recovery in one country have

been choked off by the policies of others. For instance, efforts
to lncrease exports, reduce imports, and lower government deficits
have been f¡ustrated by the same poì.icy objectlves in other countries.
Governments have lgnored their obligation, recognised at the
vàrsailles Summit, to not. take such actions which harm each

other and they.have increaslngly resorted to,rbeggar-thy-neighbour,'
policies

7. The assumption that lower Lnfration, which was the joint target
of the 0ECD governments, would automaticarly lead to a recover.y

of investments, employment, and economic activity, proved to be

false. rnstead, the policy stance nas restrained effective demand

for investments, housing and consur¡ption, hitting both domestic
industrfes and trading partners. Í'lÍnding down economic activity
has not surprisingly forced inflation down to 6.4 per cent. But
the prlce of this has been a rapid increase in unemployment whlch
has cllmbed to levels close to l0 per cent. TUAC estimates that in
the oECDarea, it will reach the 40 niltion mark in early 1984.

8. The result in the OECD area has been nass unemployment and an

èrosion of the industrlal base. rn addition, the policy response
to the second oil price shock was lnward tooking as the tndus-

/
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trlallsed democracles attempted to shake off thelr lnflation through

a Jolnt deflationery strategy which impos.ed further constraints on

theposttionofdeveloplngcountrles.}Jhateverhopesthereyrere
werepinnedontradewiththe.oPEccountrlesandtheso.called
Newly Industriàllsing countrles. The mutual incompatibility

of the monetarist "scorched-earth" -policy revealed

its consequences ín the lnternational debt crisis which severely

curtaited the export markets of the oECD countries and threatened to

put the whole lnternational financial system in Jeopardy' Any

temporaryatteviationsofthedebtproblemwhichhashithardest
onlyalimitednunberofcountrieswillnotimprovetheposition
of the majority of devel'oping countries' The policy stance of

the 0ECD countries, the slow-down in world trade, falling commodity

prices, and exctiançie rate fluctuations have hurt the whole of the

developingworld,notonlythosecountrieswhichhavebeenconsidered
sufiiciently cÌeditworthy to get a loan from international commercia]

banks.

g.Persistingwithrecessionarypolicieserodestheeconomicbase
and sets lt off balance so much that a recovery could be delayed

indefinitety.SincetheprevlousMinisterialCounciìandthe
Versailles Su¡nmit, two st,cce.ssive Economic OutIoòks of the oECD

haveexpressedgravedoubtsandwarningsonthecourseofeconomic
policy.,.StSytngthecourse||hasnotonlyfailedtolmprovethe
foundation for future growth and a reduction of unemployment:

it has further contributed to economic decline. since May, L982'

registered unemployment has increased by I per cent of the total

labourforce,orlmillionpersons;industrialpioductionhas
fallenby.about3per:cent;withfallinginflation'reallong
terminterestrateshavegoneupandrealshorttermratesremain
high; and OECD exports have shrunk by f per cent' Since L979'

the size of the 0ECD economy has groh'n by barely I per cent while

at the ,"ru ii.u, industrlal output has declined by 7 per cent'

lO.Interestrateshavereachedall-timehighs'andintheabsence
ofco.ordlnatedactionbygovernments'feallongterminterestrates
have not. responded to mere governments exhortations that they

shouldcomedohrn.Thereturn.oninvestmentsinthefinancial

/
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markets is more attractlve than on productlve lnvestments, to the

detriment of lndustrial'¡econstructlon' Thus ' w€

have entered an economy nhere it fs more profltable to invest ln

moneythantomakeproductiveinvestmentsnithrnoney.Inflation
ratedifferencesbetweencountrlesremalnhigh.Exchangerateshave
notbecomeanystable¡withlowinflation,andasthemarglnof
manoeuvre fo¡ the economies has become smaller' the relative

Importanceofexchangeratefluctuatlonshasgroh,n.rhesystem
offtoatingexchangerateshasincreasínglyworkedagainstthe
economi.es, ln the same way as the reality of lnterdependence'

Il. Recession fs not a mechanism which can effectively bring the world

economy out of its down¡rard spiral caused by the oil price shocks of

the I970s. A recovery,,Just around the corne.r'. has been prorirised

since I979; it has never materiäliseO' and in retrospect it may

well be demonstrated that unwarranted expectations of an impending

recoveryhaveencouragedgovernmentstodonothingtobringtherecovery
about. In addition, the joint strategy has been a constraint

on the attempts of any country to struggle agalnst the ¡ecession

wlthin its frontiers. The irony of recent positive indicators ln

the Unlted States is that they have not been broug.ht about by

the pursuit of the oECD'.s "non-accommodatlng" policies but through

modifications and a ¡elaxation of them'

The in rnati al fin ncÍal sis

12. The floating exchange rate system as it is now has not.worked'

and its side-effects have aggravated the economic probrems ii

wasmeanttomakemoremanageable.Withoutgivingupthenecessary
degreeoff]exlbilltytoreflectthedifferencesinthevarious
countries, economic performance, stabtlity is essential' If the

conditions for growth and. for an expansion of emproyment are to

be rebuilt, the eliminatlon of the chaos which has followed the

abandoning of the Bretton-t'toods . system is a key issue ' This

disorder undermines inte¡national co-operatlon in monetary matters

and contrtbutes to inflation, especiarry through the cost of the

volatlle fluctuations of exchange rates and the accompenying spread

of hedging practices. Exchange rate policies should reflect the

long-term relative economic conditions of countries

./.
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ll. With unforeseeable exchange rate fluctuatlons, both planning

for maJor investments and structural change, and creating the

confldence for t.hem, ls almost Impossible. The potentlal for

galnlng short-term advantages ln what amounts to exchange rate

warfare have been too tempting for governments. Viable lndustries

are hIt by the consequences.of sudden changes In exchange rates'

and uncertaintles render meaningless calculations based on the

development of domestlc costs (not only labour costs but costs of

local raw materials, transport, subcontractors etc.) which can

be negotiated between the parties concerned. This strengthens the

tendency to try to Ímprove competitiveness through unemployment

and cuts in wages and social standards.

14. The very nature and size of the so-called hot money has

radically changed with the growing importance of multinational

enterprises, aS massive tr'anSfers Of funds frOm one cUrrenCy

to another are a part of their daily routine. Through rapid

currency transactlons they can both safeguard their own position

better than national enterprises and affect the value of currencies'

consequently, an integral pstt of bringing stability into the

system, end reduclng the speculative element in it, is increased

transparency and monltoring of the capital markets'

15. The central banks have largely surrendered to the commercÍal

banks their own function in the field of surveillance and control

of lending, especially international lending. The financial markets

cannot be and will not become self-regulating in a way which would

bring about stability. The responslbility of governments for the

functioning of the financial system has to be restored.

16. The responsibilitles of governments and central banks are not

lid¡ited to financial operations taking pì'ace.in their own territory'

They also extend to the various and proliferating forms of unregu-

lated international banking activities. This presupposes that the

responslble national authorlties engqge in co-operation for stability

rather than competttlon through deregulation.'This calls for an
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efftcient and constructlve follow-up of such unde¡standings registered

at the Ve¡sallles Summit as fostering monetary stability through

"cónverging" policies, an increased role for the International'

Monetary Fund, interventions in the exchange rate markets to counter
,,disorderly conditlons", and refraining from competitive devaluations.

The fact that this statement of lntentlon has not Jed to any practical

implementatÍon;as one of the maJor failures of the Summit Meeting

of June, 1982, and it must not be repeated this year.

17. The International Monetary Fund has for a number of reasons lost

most of its effectiveness in surveillance of the exchange rates and

of the conditions in the exchange markets. Firstly, the very founda-

tions on which the discussions of exchange ¡ate issues and require-

ments within the IMF are shaky, as was plainly adniitted in the last

IMF annual report. The interreìationships between balance of payments

deficits, budgetary policies, interest rates, and exchange ¡ates

are a matter of mere theories, not of actual knowledge. However,

such questÍonable theories have served as a basis for conditions

imposed .by the IMF on countries whose balance of payments position

has compelled them to seek assistance. The lending conditions of ;'

the IMF should focus on the c¡eatfon of sound economic arowth and

its fair distribution bettveen sectors and individuals, and extreme

cere should be taken to avoid endangering social staUitity, streng-

thening repressive tendencies, and undermining democracy in the

recipient countties. After all, the IMF has the duty to 'promote

growth and employment

18. Secondly, ¡hile the IMF can impose stringent conditions on countries

with balance of payments deficits, there is no sanction with respect

to countries which have persistent balance of payments surpluses-

inirOty, the member governments have n'ot been ready to discuss

within the IMF the aspects of their individual policy choices that

have, or can have, an adverse impact on other countries. The IMF

should seriously consider the effects its recommendations for one

country have on others, particularly when d¡astic reductions of

imports are imposed on indebted countries so that the over-all effect

is reducing the export markets and w'eakenÍng the balance of payments

position of other countries.
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l9' 0f all economic tools, exchange rates are among the ones over whlch
governments can exercise control, but much depends on how this control is
exercised and for which purposes. The right envlronment for contror is

enhanced by lntergovernmental co-operation. t{ith atl its shortcornings, the
Eretton-!l'oods system ¡vas part of the arrangements which enabled the world
economy to have an unprecedented period of growth. .The International
monetary system has now to be reshaped so that it witl effectivety
serve governments policles for a recovery. An immediate measure would
be to negotiate an over-all reduction in interest ¡ates so that
they would play a dininished role in the determination of currency
values. At the same time, more interventions will. be needed to
counter exchange rate fructuations beyond a margin which rourd
lead into speculative currency fl.ows.

20- More stability could be achieved through linking together the
u.s. Dollar, the pound Sterring, the Japanese yen, and the currencies
in the European Monetary system. As most of world reserves are in 

;.these currencies, in which arso the dominating part of world t¡ade
and Ínvestment is carcurated, the specurative erement would be
brought under cont¡ol. t'lhichever technical measures are adopted, the
international monetary system has to be reconstructed to meet .the

folrowing aims: Ínvestment and the creation of employment; stabrlity
for carrying out structurar change; promoting trade in the short
and long term; and preventing one country from passing its inflatign
on to others. Exchange rates should refrect the rong term effects
of government policies on the underrying performance of the economy,.
and they should not undermine the value of a couîtry,s reserves.
The "convergence" of gove¡nment policies, mentioned at the Versailles
summit, should be seen in this light, and these poJ.icies have to be
complementary and mutualty srpportÍve.

nternat nal tra

?I. In the
particular
empl oyment

sufficient,

beginning of the post-war recontruction period, and in
at the Havana Conference on Tradeand EmpJ.oyment, fuIl.
was considered as a necessary, although not as such
condition for a properly functioning open trading system.

./.
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Thfs 'consideratlon has not been translated into the functioning of
eilsting structures, rules and regulations. The changing role of
developing count¡ies in world trade has made ft necessary to
modtfy various aspects of the trading system devÍsed in Havana

without, however, in any way modifying the importance of employment for
international trade. tr¡th a continuation of deflationary policies,
and their consequences for both internal 0EC0 trade and trade with
the devel.oping xorld, there will be more strains on the world trading
system and further proliferation of defenslve unilateral. measures.

22- It is an illusion that t¡ade will create more jobs and prosperity
when the world economy is characteri sed by contraction of ma¡kets

due to the recession, erratic exchange ¡ate fluctuations,
ma¡ket-controlting positions of multinational enterprises, decreasing
scope of competitive trade due to intra-fi¡m trade and barter trade,
and import penetration surges. Neither wilt trade under these condi-'
tions bring about desi¡abl.e structural change.0n the contrary, it
will further set our economies off balance. l.lith sloù{ or no growth,

it wil.l make trade subject to short term speculatÍon. Any effective
measures for trade liberalisation are fruitless unless trade flows
are translated into a net inc¡ease in.jobs and productive economic

activity in all trading partners, so that trade and the ways to
cope with structural. change are addressed simultaneously.

23. In trade, as in economic policies in general, the developing
countries are to a great extent dependent on the policÍes pursued

in the OECD area. Any growth in world trade wiLl tq a great extent
depend on an increase of trade fLows with these countries. Their.
needs are clear signals of where there is demand for goods, capitaJ.

and services from industrÍal countries which themselves are

suffering from an increasing underutilisation of human and produc-

tive capacity. However, the effective demand of the developing
countries has been virtually destroyed by the oil price shocks and

the recessionary policy response of the OECD area. Trade between

the Industrialised democracies and the developing countries can and

should become an engine of growth. Eut this caìls for specific
measures to promote it, which will not be achieved by mere fibera-
lisation and unquaJ.ified general systems of tariff preferences.

Ì.
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24. h'lhat ls needed Is a combÍnation of lndustrial policy, social
pottcy, and policies for fult employment. Also, much stronger
measures are necessary for stabllising export earnings derived

from commodities. Trade and investment should create and strengthen

vlable economlc and social structures of the developing countries.
Idle human and productive capacities in the industriallsed countries

have to be used to meet the developing countriesr needs at least unt

such time as they have adequate effective demand. The deveJoping

countrÍes have already fallen victim to the ¡ecession in an even

more dramatic and violent way than the unemployed workers and the

bankrupt companies of the OECD area.

25. The social imperative is an important part of the adjustment

inperative of international trade, and any meaningful. system of

rules and regulations must take account of this. This principìe
underlies the case for social clauses to be negotiated into inter-
national trade agreements. Disruptive effects of differences in

labour standards between countries which have reached a comparable

Ievel of economic development and strength have been growing.

lrlith a recession, labour standards (wages. and labour costs and

their determination, working time, health and.safety, social
securlty provisions and so on) can become an.increasingly important

factor in determiníng the competitive position of trading partners.

Measures which lead to an erosion of social safeguards or standards

of tiving and envi¡onment are dangerous r"apon, in trre arsenal of

any party to a trading confLict and are in fact poh,erfuì. protectionis

devices. If governments do not write social implications of trade int
the rules and regulations of the muttiLateral trading system, they wi

pay an increasing price in each of the national economÍes.

26. In addition, the search for footholds in world trade is also

conducted in ways which undermine internationally agreed minimum

Labour standards and basic trade union rights. The positive relation-
ship between trade and employment and socÍaI progress becomes all
the more remote when trade flows and investment are forced by

suspending trade union rights and allowing violations of minimum

.Iabour standards. What a number of governments, both of industrialise
and developing countries, thus promote is a replacement of comparativ





ll(26)

advantage of productive efficfency by a comparative disadvantage of

bastc soctal and trade unlon rlghts, to the detriment of global

economlc wel fare.

27. It is useful to remember that in the Havana Charter, the first

sectlon of Article 7, on fair labour standards, said: "The Members

recognise that unfair labour condftions, particularly in production

for export, create difficulties Ín international trade, and,

accordingly, each Member shall take whatever action may be

appropriate and feasible to eliminate such conditions within its
te¡ritory". The policies of governments which rely on short term

advantages where labour standards have a decisive role is diane-

trically opposed to this basic hypothesis on which a considerable

part of the post-war growth was founded

V Multinational enter isDT es

2g. l,lith the instability of the world economy, due to the

stagnation of trade and rapid exchange rate fluctuations, specula-

tlon is an even rnore important part of international business

activity. than earlier. Depending on the size of the multinational

enterprises, their spread over the globe', their position in the

markets, their possibilitiris of rapidly making large transfers

from one currency to another, and their technological'capacity'

mul.tinational enterprises can survive the recession better than

national enterp¡ises and even draw profits out of it' 0n the

other hand, the recession has also increased the problems of

enterprises in sectors which have been confronted with particular

difficulties, as well as smaIJ and medium size enterprises which

have not ensured their position in international markets.

29. Financial troubles of multinational enterprises have spill-over

effects on other countries, in terms of changes in production and

closures which lead into large-scale lay-offs. 0n occasions, such

measures have been applied to subsidiaries which have been profi-

table and important elements in the Iocal economy. Financial

problems of enterprises have led into the draining of profitabìe

subsidiariesr. in order to save the parent company

-/.
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10. In order to regain economlc growth, some governments have taken

measures to stimulate actlvlty in sectors which they consider
promising and in sectors where the competition from imports
is large. lhese sectors are gf:ten ones where multinational enter-
prises have a strong and even dominating position. Such stimulation
of "promising activit ies" canbe self-defeating for g.overnments if
it is not backed up by other industrial and economic poÌicy
measures. For instance, assisting research and development should

not only mean giving initial boosts to domestic enterprises: it
should be a part ol strengthening the nationaL R & D capacity
and innovativeness of the country. There have to be safeguards

against governments' assistance merely leading into "market signals"
for multinational enterprÍses which can move in and take over the

market.

fl. The need to maÍntain a sufficient degree of surveillance over

the resùl.ts of government poJ.icies for stimulating growth applies

al.so to such measures as the deregulation of services which in
most countries have been in the public domain. In sensitive areas'

such as telecommunications, plivatisation tendencies can mean that
control. over basic domestic services is transferred abroad. For

the same reason, certain performance requirements on multinational
enterprises are more than war¡anted, in particular if their entr'y

in to the country and operations there benefit from different kinds

of government incentives.

32. To the t¡ade unions it is virtually incomprehensible that
governments take measures to support activity in sectors which

are internationally dominated by muLtinational enterp¡ises, and

at tf¡e same time oppose all attempts to increase their possibilities
to supervise the future development of these sectors. A national

industrial policy cannot be based on vaguely founded expectations

of the behaviour of multinational enterprises. The interests of

the mul. tinationals and of governments may well coincide, as has

been the case ¡rhen a multinational enterprise has established
itself in a country, with long-term plans, contributing to both
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growth and empìoyment ' 0n occaslons multinatlonal enterprises

have moved in to save a domestic enterprise whfch has been in

trouble. As the multinational enterprises' in any event the large

and established ones' do engage in long term planning' there ls

a good basis for concluding beneficial agreements which take

all parties' considerations into account' It should also be

remembered that the stability, and relative prosperity' of a

societyarenotuninterestingforamultinational,especially
if its products are to be marketed there'

Jt. However, with more uncertainty and speculation in the world

economyandineachofthecountries,itisincreasinglypossible
thatthelongtermbenefitsbothgovernmentsandenterprisesseek
fail to materiätise. Even establ,ished large multinationals with

afavourablereco¡dintermsofemploymentandgrowtharecompelled
to engage in'speculative activities' for the sake of their own

prosperity. New entrants may come into the markets only for a

short time, to draw maximum benefits from any incentives host

countriesoffer:oncethesehavebeenexhausted,theyleave,and
the social costs have to be met by the governments' The call by

muLtinational enterprises for a stable' investment climate has a

hollow ring to it, when their own business practices undermine

thegovernments,attemptstocreatestabi]'itythrough.nationa]
industria] and othe¡ policies' 0n the oth.er hand' the failure

of governments to define the policies which correspond to their

national interests furthers uncertainty and as a consequence

speculative reactions by multinational enterprises'

'tl.Therecessionhasunder]'inedtheneedforefficientintergovern-
mentalinstrumentscoveringtheactivitiesofmu]tinationa]enter-
prises.TheUnitedNations,CommissiononT¡ansnationa]Corporations
shoul.d speedily finalise an effective code of conduct to this end'

Allrelevantintergovernmentalþodiesshou]'dstrengthentheir
activities to ¡ssist host countries in developing and implementing

policiesondirectforeigninvestment.AttheoEcDlevel,thel9S4
Reviewoftheinstrumentsonmultinationalenterprisesandthe
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governmentsr policles towards them should create a true balance

beireen the diffe¡ent lnstruments' At present' the voluntary

Guidetines for Huttinational Enterprises are a weak counterwelght

toawholesetoflnstrumentswhichalmatliberalisinginterna.
tionar investments and capital movements, thus weakening the

governmentst cont¡ol over them

t5. The Guidel'ines have to strengthen the governments' policies'

as experience shows that there is a serious Iack of compliance by

multlnationals ¡rith them. t¡ith rapid restructuring by these enter-

prises, with technological innovations being introduced at the

work-place and management systems' and with high and rising

unemployment, it is essentiat that the good practices'set out

in the Guidelines are adhered to. This concerns particularly

informationdisclosuleandconsultationsandco-ope¡ationwith
the trade unions. TUAC expects that the l'984 Review wilt I'ead

tomeasuresforabetterimplementationoftheGuidelinesthrough
nationallawandpracticesandinco-operationbetweengovernments,
so that the Ministerial Council can recognise and define their

joint interest's in this field when it adopts the results of the

Review

VI The m 1ic tions fw rld interde ende n

16.ThegovernmentsoftheOECDcountrieshaverepeatedlytalked
about interdependence, without sufficient consideration of its

consequences.IntheoEcDarea'ithasledintoajointdeflationary
strategywhichhasbeen'detrimentaltoallparticipants'Forthe
developingcountries,thisin¡rardlooking0ECDstrategysincethe
second oir price shock had a further depressing effect' The oEcD

countries must seriously look forways to make use of the potential

forgrowthandempioymentwhichtargeteddevelopmentmeasurescould
have,bothforanincreaseintheeconomicpositionofdeveloping
countries and living standards there' and as a consequence of this'

an increase in rorld trade and economic co-operation'
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t7. The few exceptions to the 0ECD strategy - or rather extensions

of it - yúeIe the QPEC countries, which after the second oil price

shock came to be seen as sources of demand fo¡ investment and

exports as well as of funds deposÍted in the QECD area' due to

their incapacity to absorb all of the additional revenues. But

the non-oil produclng developing countries ended up facÍng an

increased energy bill,. while the deepening recessÍon in the 0ECD

area contributed to a collapse in commodity prices and an increase

in interest rates. The I982 Revie¡r of the 0evelopment Assistance Committee

showed that aid disbursements had been declining in Some countries

and growÍng at a slower pace overall. With the paucity of 0fficial

Development Assistance, those countrles hhlch we¡e ¡!urrsidered 5ufficiently

creditworthy turned to private banks whose lending capacity had

been boosted by oil revenues. The negat'ive real interest rates of

the I970s resulted in high debt-equity ratios for many developing

countries whi.ch ¡yere vuÌnerable once ¡eaJ. interest rates .in the

lgBOs became very high. The mÍddle and "Iow income developing countries

yvere Iosing ground aIl the time, with less resources through 0fficial

Development Assistance, and with private investment flows favouring

a-limited number of better-off countries. The gaps between groups

of countries, and between the ri.ch and the poor within the countrÍes'

have continued to widen.

38. The prospect of whole countries going bankrupt revealed the

consequences of the 0ECD countries" poìicy in early Autumn, 1982.

Rescue operations foI a number of indebted deveìoping countries

have h.ad a degree of success - but it wouLd be wrong to say that

through them, a solution for any basic problems has been found.

TUAC called, in 0ctober, 1982, fo¡ an urgent meeting of the 0ECD

countries todiscuss the global debt problem but not only in the

short term: it ¡as reminded that the whole scope of measures for

a sustained development effort, aimed at enabling the developing

countries to become viable partners in wo¡ld trade., should be

sirnultaneously discussed. One of the main dangers at this moment

is a feeling of complacencyr once governments, central banks,

and the private banks have persuaded themseìves that the acute

crisis is over
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)g. The stark reality ls that numerous developing countries are

experlenclng a contractlon of their economies by percentages which

are far greater than, to take an example, that experienced by the

Canadian economy last year (: per cent). Such contractfon will have

a dramatic impact on these countrles, due to the Ù{eakness or lack

of economic and socfal structures. We are no longer talking about

development beÍng slowed down further but of losing even those

insufficient levels whích it had attained. Furthermore' the restric-

tlve measures imposed by the International Monetary Fund on the

debtor countries are themselves causing problems for their trading

partners. UnIess the basic causes of debt are tackled, the debt

crisis will continuously recur. The position of the OECD countries,

the slow-down in rorld trade, falling commodlty prices, hfgh costs

of energy, interest rates, and exchange rate fluctuations have hurt

the whole developing world. In terms of r¡orld-wide development, the

debt problem has only been the tip of the tceberg

40. To avoid further decline, a number of imm.ediate measures have

to be taken. Official Development Asslstance has to be not only

maintained but increased by making fu11 use of alt available resources'

The flow of loans must also be maintained and increased by the IMF

and private commercial banks. The enlarged though still ins'ufficient

resources made avaÍlable in the wider access to the General Arrange-

ments to Borrox and in the Eighth Gene¡al Review of IMF quotas have

to be effected quickLy. Agreement should also be reached rapiÇìy

on a f.urther distribution of Special Drawing nignts to developing

countries.and for the repÌenishment of the International Development

Association of the world Bank. Resources must not be used to guarantee

loans made by private banks but to ensure that the developing countries

can continue to participate in the'world economy. If private banks

receive protection from the IMF and the Bank for International

Settlements, eventual profits they make from a rescheduling of Loans

should be fully taxed so that a sufficient degree of return5 go to

replenish World Bank resources and to finance a distribution of SDRs

to the developing world. The achlevement of remunera.tive and stable

commodity prices should be a priority concern, and it will be

assisted by taking the necessary steps for putting the common Fund

into effect.

./.
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worsening position of the whole of the developing world 1s yet one

¡eminder that pollcles for growth and full employment have

esumed in the oECD count¡ies' The concept of interdependence

be a guiding one in th.is context' An increase ln the

c potential and in social and livtng standards in developing

€sr a narrowing of the gap between the rich and the poor in

ill benefit the world economY' too

VII Enerqv Pol icies

42. A lo¡rering of energy prices' in particular of oil' 5¡sulfl not

lead into further complacency in energy policies' The price of

energyremainsprohibitivelyhighfornon-oilproducingdeveloping
countries, and it has been affected by exchange rate developments

andthereducedexportearningsofthesecountries.Assistanceto
developing countries in energy policies' both for conservation and

alternative energy sources' remains a priority matter' Atthough

somesUccesshasbeenrecordedinlesseningthegrowthdependencyof
the 0ECD economieson imported energy' a recovery will increase demand

forallformsofenergyandthushaveanimmediateeffectonprices
again. Against this background' the scrapping of conservation

projects and programmes for alternative energy sources by both

industry and governments has increased the vulnerability of the

economies to ner oi'l price shocks and disruptions of supply"Fluctua-

tions,inpricesofvarioussourcesofenergymustnotbecomeonce
more the decisive, let alone sole criterion of energy policies'

43. Concrete steps towards negotiations between the oil-producing

and oil'-consuning countries are long overdue' It is necessary

to heve an Ínte¡national agreement on the supply and price of oiI'

regardless of whether there is low growth or a recovery' Such an

agreementwouldmakeanyrecoverymorefirmlybased.Negotiations
would be served by increased co-operation in the energy field

bet¡reen the 0EC0 area and the developing world' Such an agreement

also presupposes greater transparency of the ways in which the oit

markets function, including the role of oil companies in them'

I
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44.Therecentfalllnoilpricesunderllnestheimportanceofa
pricing policy which would not be a simple "passing on" of Jowe¡

pricestotndividualconsumersandthelndustry'asthiswould
donothingtoreducethepossibilityofunforeseenandsudden
price rises, and hence inflationary surges' once economic activity

picks up again- Instead of reaching for easy solutions to the

inflation problem, Prfcing policies should further conservatign''

moreenergy-efficientproduction,andfuel-switching'Loweroil
pricesshouldbeabletoassistgovernmentsinincreasingresoUrces
forarecoveryprogrammewhichwouldreduceunemployment.

45. Any measures rhich make use of the resources from lorer norld

market prlces should be targeted so that the employment effect of

energy programmes would be fully made.use of' This presupposes

investments in developing energy-efficient technology, both for

theindustryandforconservationinthehouseholds.Anumberof
aspects for a more rational usg of energy can be subject to

internationar standards, which can be agreed upon (for instance

in the International Energy Agency) and made mandatory' In the

transport and housing sector' energy-related investments are

needed on a large scale' An increased use of coal provides

opportunities for investments and jobs in extraction' treatment'

distribution, utilisation, and to counter negative effects on

the envi ronment .

tr6. An efficient energy policy wil'l also have to deal with the

way the profits of the companies operating in th.e enelgy field are

used. This is all the more important as these are often windfall

profitswhicharenotreinvestedintheenergyfieldbutwhichare
used either in,an unproductive way or for gaining control' in other

sectors of the economy, while public funds are spent for energy

projects. l'lhereve¡ governments give incentives for companies for

energy-relatedactivities.,theyshouldmakesurethatthebenefits
are not diverted to other ventures'
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VI I I L abou¡ market and empl oyment proqrammes

47. It ls evident that the recovery cannot be bought at the labour

market but that for growth and lncreased employment, a change fn

the economic policies of the 0ECD countries is needed. However,

it is equally clear that a recovery programme wf.Ll have to have its
labour market components. A whole se!ies of labour ma¡ket and

employment creation programmes are needed for assisting a recovery,

once the conflict between present economic policies and what is
possible in the labour market is ¡emoved. It will be easier to
design and carry out the needed labour market measures in co-

operatÍon with trade unions, instead of by trying to ignore them or

in open conflict ¡rith them.

48. Labour market measures needed to back up a recovery incl'ude

inc¡eased vocational education and training and measures aimed

at youth employment, starting with comprehensive policies for
post-compulsory education and an expansion of counsellÍng services,
to facil.itate the transition fron school. into working life. In
order to ensure that growth wiIl not be choked off, measures to

avoid supply and demand mismatches are needed, together with
policies for disadvantaged regions and groups. This r.equires

co-operation bet¡ree.n a numbe¡ of authorities, together with t¡ade
unions and employers, âmong others to identify future needs in
terms of manpower and the skilLs involved. Rapid technological
change makes s.uch co-operation even more necessary than ea¡.Iier.

49. Labour market measures which have a positive social impact and

a potential for job creation include the shortening of working time.
There are various ways in which this can and should urgently be done.

In a number of countries, t¡ade unions have made detailed proposals

for ways to reduce working time so that it has a.positive employment

effect. These should be implemented through negotiations between

trade unions and employers. Individually and collectively governments

can promote an environment in v¡hich this takes pIace. International
co-operation and co-ordination facilitate the reduction of working

time and the improvement of labour standards in general, so that
diffe¡ences betreen countries which have reached a c.omparable level
of economic development and strength do not become factors which

affect international trade and investment. The OECD ls a forum which

lends itself to such international co-ooeration-
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50. Governments themselves a¡e increasingly admitting that under

present economlc pollcles, labour market measures can only tamper

with the problems of unemployment. The growth ¡ates whÍch would be

needed simpty to stop unemployment from rlslng are much higher

than the ones no||r forecast' even with a forecast of a certain kind

ofarecovery.0ntopofapositiveemploymenteffectfromhigher
growth rates, the task remains of absorbing those men and women who areunemployed

because of the recession. If their situation and special problems

are not tackled by the whole range of labour market and employment

policies, they wilt be by-passed by the recovery' In the final

instance, a central ¡ole will fall upon employment creation programmes

for those who cannot find a job even with given rates of growth'

public sector activities are interdependent with those of private

industry and servicesr.and public se¡vices have a crucial role in

employment growth. Expansion Ín this sector will allow simúItaneously

for the creation of jobs and meeting social objectlves

51. Labour markets cannot be equaled with other markets. There has

been a persistant school of thought among governments that a recovery

can be either achieved or sustained through wage cuts and more

,,flexibi.lity" in the labour market. The mainstream of this analysis

has been built on a conception of how the labour market ought to work'

in order to further the aims of deflationary policies' Recent country

reports of the oECD (for instance on the united'Kingdom, the

Netherlands, and Norway) contain direct attacks on structures which

have been developed in the labour market. They cr.oss the border-line

between describing industrial ¡elations systems and prescribing

government policies on collective bargaining, as they 3u99est

changes in collective bargaining practices, greater differentiation

in pay, and less stress on a fair income distribution'

52. The way trade unions read such recommendations is that once

the beliefs in other automatic nechanisms for recovery (such as

a lowering of inftatlon þ¡ith new probtems of disinflation)

have fàltered, economic expansion is noh, expected to come through

a further squeeze on wages and curtalting social expendituie.

-/.
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In the present cl¡cumstances' an all-out attack on collective

bargainlngandtradeunionsignorestheroletheyhaveineconomlcally
difficultperiods.ItalsoÍgnoresthefactthatthroughcollective
bargalning, a degree of predictability of labour costs is provided

for the economy. Governments should once and for alI discard the

notion that ce¡tain forms of wage bargaining are inflationary in

themselves. Dif,ferences in bargaining structures between 0EcD

countriesdonotcorrespondtodifferenceslninflationratesor,indeed'
economicperformance.ItisnotuptotheOECDtoproposetothe
membercountriesinte¡ferencewithcollectivebargainingpractices
and structures. rn each country, these are a ¡esult of the particurar

Haysinwhichrelationsbet¡reenthetradeunions,employersand
governments, as well as legislation' have evolved over many decades'

5f.. prescribing the so-called rear wage thesis, i.e. a tying of wages

withtheprofit-levelsoftheenterprises,isnotawaytoassista
iecôvery. An adequate rate of return on investment is naturally

importantbutitis.self-defeatingtoseekthisbyattackingreal
wages. Cutting real wages means cutting real demand as well' and

thisreducestheincentivetoinvest.Thisiscompounded.whenevery
country tries to get competitivé advantage f¡om a reduction in wages'

Policiesforexpansionandgrowthwhichi.ncreaselivingstandards
holdout.betterprospectsfora¡eturnonfnvestments.Afulluseof
existingproductivecapacity.andtheneedforimprovementsinproduc.
tivityareignoredintherealwagethesis.Itisanabstracttheory
which is now being used as a h'ay of forging profound changes in the

reJationships betneen wages' including the social wage' and.O.tott"'

anditignorestheroleofcoltectivebargaininginwagedetermination.
Inadditionitignoresthedifferencesbetweensectorsandespecially
the determination of public sector Y{ages'

54.Massunemployment,createdbydeficientdemand,cannotbesolved
by marginal changes in relative wages' The recession has led Ínto a

continuing drop in real wages' and it has caused;¡obs for wages"

deals. But when such agreenents have been made at the level of

speciftctn¿ustriesorplants'theyhaveseldom'lfever'created
new Jobs. On the contrary, through attritlon the tabour force has

continued to decline' t'tith an unemployment rate heading on the

average well over lo per cent' it is of little help to call such

./.
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agreements..lnnovate|l'aswasdonebythe0EC0.sMinisteriàlCounci]
1n May ' 

1982 (paragraph l0 of the Communlqué)' They are necessary

delensive measures ln the absence of growth' but ln no ¡{ay can they

be seen as promlses for the future' ln particular for the growlng

number of unemployed' They cannot be read as proof of the real wage

thesis which, in addition, does not contain any guarantee that

increasedprofits,iftheyevermaterialisethroughanapplication
ofthistheory'arere.investedinawaywhichcreatesemployment.

5S.Neitherwlllunemptoymentbebroughtdownmerelythroughincreased

"flexibi).ity".Thisonlyincreasesadangerouspolarisationof'and
segmentation within the labour market which was al¡eady pointed out

and recognised at the time of the Meeting of the 0ECD's Labour

Minlsters,inMarch,tgf,|.Theresultisadistortionofbothconsump-
tÍonandproductionpatterns.Neitherc.anasimplemarketvaluebe
seton.basicsocialsafeguardsandtheirdismantlingwillproveto
be even.more costry to socÍeties. structurar change in advanced

industrialsocietÍescannotbeachievedthroughtheunbridledactions
of market forces. Trying to mechanically apply yet more I'abour market

andwageflexibititydoesnotfacilitatestructuralchange,andit
onlyleadsintoprolongingthelifeof.unviableenterpriseswell
beyondthepointwhereavariety.ofrestructuringmeasu¡esshould
have been taken

56.The0ECDandmembergovern'ments'havebeenpersistentìyaskingfor
patienceandconcessionsfromtradeunions.Theyadmitthatwages
haveneitherbroughtaboutnolprolongedtherecession.Theyshould
alsorecognisethatforarecovery,othereconomictoolsthanacrude
wages poJ.icy are needed' TUAC has consistently said that the

trade unions are prepared to engage in discussion-s on the whole

range of economic policies needed for a co-ordinated recovery

programme. But in order to succeed' ány reconstruction programme

¡rill have to have a positive social and employment effect' A

dialogue involving trade unions cannot be about ways to make

workers. accept further cuts in r{ages and living standards' 'If

theresultisarecoveryforsomebutadeepeningoftherecession
for an increasing number of people, there is a terribre risk of

social division ¡rhich can threaten all of the achievements of

the Post-war Period' -/.
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IX Neq otiatl no the recover v

ST.OneofthemainargumentspresentedbyTUAChasbeen'andremains,
thatthelecoveryplogrammehastobetheresultofnegotiations
between all oECD countries, regardless of their inflation performance'

the size of public deficits, dependency on world trade etc' The

solution to dlfferences 1n inflation rates between countries will not

be found through prolonging 'the recession in the high inflation

countries rihile others use up their room for manoeuvre by taking more

expansionaryactionseparately.Thénlocomotive.'-approachforincrease
growth does not work, as lt pioduces a combination of reluctance in

thosecountrieswhichareexpectedtotaketheleadandinactivityin
therest.Iftheconceptofinterdependenceisaccepted,thentoget
outofthecrisis,measureshavetobetakenbyeventheweakestand
thesmal]esteconomiès,althoughofcoursecountrieswitha.better
inflation and current account performance will be able to contribute

themost.t.,ithinterdependence,thebenefitswi]lbemaxÍmisedthrougl.
colordinatedaction,butifanumberofcountriesholdback'ordrop
out,therecoverycanbedÍlutedorevennegated.Aft,erall,co-ordin¿
action is the safest and Ieast costly Yray to recovery'

5S.PoIitical¡rlllandcommitmentsare.thusneededbyall0ECD
countries and not only the seven Ieading economies' However'

due to their strength, the countries participating at the

hlilliamsburgsummit.haveaspecialresponsibilityfortranslating
a co-ordinated recovery programme into practical measures' They

are in a position to work out the ways to brin'g order into the

international monetary system' Due to their share in world trade'

they also.can take steps to recreate the foundations for an open

muttilateraltradingsystem.Astheyhaveextensiveeconomic]inks
with developing countríes, including the ones which have been hit

by the gìobal debt problem, it is in their self-interest to

initiatedecisivemeesuresforworlddevelopment¡rhichresultin
building up the developing countries as full partners in interna-

tionar economic co-operation. Finarty, they can give a signal

to the rest of the OECD countries through a clear- refusal to

adopt "beggar-thy-neighbour- policies and by showing determination

to work together instead of walting for each other'

/
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59. Negotiatlng the pollcy measures needed for a recovery programme

should start wlth lmmediate commitments and stretch into medíum and

long term pollcies. In the first instance, governments shoul.d commlt

themselves to an lmmediate halt in the'growth of unemployment. Thts

can be achieved elther by raising sufficiently the ceiling on money

supply targets (including the creation of SDRs), or by giving a fiscal

stimulus by a set proportionate amount, ol by sufficiently large job-

creating measures in the labour market. Depending on the circumstances

of each country, a combination of these three measures can bring about

the immediate target of stopping unemployment from growing. Another

immediate element in a ¡ecovery programme is international agreement

on the reduction of real interest rates. These actions would set the

correct direction for the governments' programme and help to re-eSta-

bLish confidence in their ability to act in a positive manner.

60. Beyond the immediate commitments, which can be nothing more

than an starting point, there is need for economic reconstruction

over a long time horizon, to ensure that the ¡ecovery is firmly

based and also that inflationary surges do not reoccur. Longer

term programmes are needed for the almost 40 million unempJ'oyed

who would be by-passed by the effects of a return to growth rates

which presently can be envisaged. It has to be made sure that

investments do in fact follow from an increase in demand, and

that ¡ef.Iationary measures also 6rlng unemployment down, after

the initial target of stabilising it.

61. A full employment society must remain the basic aim of the

0ECD and its member governments. In any immediate or longer

term programme, the so-called market forces have their rol.e to

play, but there is no way that governments can adopt a hands-off

policy. Governments have the economic policy tools which can

be used to the benefit of the society as a who.Ie' while individual

firms do not have this perspective or, indeed, a responsibility

for this. In a recovery programme the responsibilitÍes of the

enterprises for employment should also be addressed, as it cannot

be unimportant fo¡ the employers in which kind of a society their

production is carried out, transported, and marketed. There has

to be an efficient interaction betF,een public and private invest-

ment, with the understanding that tf private investment is not
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forthcoming (and the policfes of the 0ECD governments have

falled to produce an lncrease 1n productive private lnvestments),

there wlll have to be sufflcient publfc lnvestment to get the

economy moving agaln.

62. In a negotÍated recovery programme, each country would make

its contributlon depending on the characteristics of its national

economy. For example, those countries which have done least to

overcome their energy constraint would need to concentrate on

that sector, ensuring that even with lower oil prices' energy

conservation and fuel-switching measures continue so that growth

would not be prematurely choked off. In many countries the

infrastructure has been seriously neglected. Inadequate ho.using'

transport, social services and obsolete skilIs need to have

priority in any set of targeted investments. Investments in

housing, urban reconstruction, transport, energy conservation

measures, education, health and social services create employment

and have a positive effect on other'sectors of the economy-

Countries where inflation remains high must realise investments

which can ensure that inflationary tendencies, and bottlenecks

in their economies, do not remain when growth picks up. These

countries have to concentrate on improving the productivity
performance of their industries.

6j. Given the extent of damage caused by the recession, governments

should not be too timid in their commitment to a recovery. A mild

and tentative relaxation of policy, with no or little foì.low-up

action, could produce only an insuff,icient consumption-Ied boost.

This would not even start to bring unemployment down. Such a

"recovery" could easi.ly peter out, as has in the recent past

happened in one country or another, when governments are forced

to take restrictive measures again. Thus, the size of the commit-

ment to the ¡ecovery as well as the follow-up action are important.

64. There are no simple solutions, and it ís much more difficult
to bring about a recovery than allow a sl.ide into a recession.

The complexity o.f recovery requires complex negotiations.
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Unfo¡tunately,uptonoh,governmentShavebeenonlytoore.adyto
believe in, and try to apply' stmple formulas' The recovery was

supposed to come once lnflatlon was brought down; then it was

supposed to materialise once lower oiI prices were re-established;

andnowtheideaispromotedthata,.f]exibleresponse''of
reducÍng wages and inc¡easing the shares of profits ¡rill provoke

aiecovery.Butthisrecessionanditsgloba}dlmensionarehard
reality,andthesolution¡viltnotbeachievedthroughyetanother
patentmediclne.Thegovernmentscannotaffo¡dtobeafraidofthe
complexity of the task they are facing' The tonger they hesitate'

the more ctlfflcutt it wlll be to put our societies back to work'




