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THE WILLIAMSBURG SUMMIT

Speaking Note for Chancellor's Press Conference: 25 May

Introduction

Many of you will have been present at the Press Conference I gave on
, v
26 April, in which I gave an outline of theigpproach to the

Williamsburg Summit and the several international meetings which have
%j f’}ﬂps
taken place between then and now. The two prin01paﬁi?ee ings were
held

those [0 L;Liimulknuﬂxmmmmﬁw@ommtttgg in Washington at the end of April

and b f—«the—gse'q in Paris on 9-10 May,
.

[:Fhe latter of which I was unable to attend myself). In the margins

of these and other meetings, there have been opportunities for

Finance ~Ministers of Summit countries to get together for more private

discussions. b

We now have the Summit itself this weekend, beginning on Saturday
afternoon. As you will know, the Prime Minister will have to leave
Williamsburg on Sunday evening, but will have been present for the main
meetings, including discussion of the central issues of the world
economy. Francis Pym and I will stay on until the end of the meetings

on Monday afternoon.

Form of Meetings

I must advise you - not for the first time - that you should not
expect the forthcoming Summit to result in a series of specific new
decisions. A Summit meeting is in any case not the right forum for
most important economic decisions: those rest more appropriately
either with individual governments, or with established international

bodies of wider representatio?;TThe main point of the Summit is to

[’rprovide an opportunity for those concerned to reach a better
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tt‘standing with each other and discuss the general direc’
nts and policies. As you know, President Reagan has made
/termined effort on this occasion to give the maximum amoun
for informgl discussion among the eight leaders alone. There
indeed there should be - differences of perception and emphas
them, But I hope there will emerge a valuable shared understar
some of the important problems which confront the world econom
a stronger will to cooperate in tackling them. The aim s b iue
csmmn pureephmt : ened oF Male w.\lamshwg W celinpe. fL e
Main Themes
qThe last six months have seen an important change of climate in
world economy., The atmosphere - and the evidence - of recovery h
pecone stronger and a little wider. The prospects for world econc
recovery will be at the heart of the Summit discussions, but the .

thread of discussion will not be a search for means of promoting

b o O— e ——

recov_e_g. Rather it will be a confirmation of the strategy to mai

-~ right kind of recovery, and a study of some of the still WorT:

th€ badcame st
ossibil’ities which might stand in the way of success.
P e R ——
S

After a deep and prolonged recession, and with prospects of gradue
& overy which will not enable us rapidly to reduce high levels of

employment, it is not“sg_rprising that there have been demands fo

V*_’ '\\—“\\-,_.,___,_,,__ ————————————
s_to _stimulate more rapid growth of activity. To give way

pegsufes e SR 2050 TP gTow

o demands now would be a profound mistake, putting at risk the
su
1qger_te:r'm benefits of the adjustments so many countries have bee
10
ginfull
ainable only if the continuing/fight against inflation is

y making. The belief that recovery on a durable basis is

P
obt

- cessfu1, already expressed at the Versailles Summit a year ago,
suC L

n reinforced since then. Thet fact that the best recovery

peé
has
ects are being shown in the countries which have achieved the

rOSp
P ” rates of inflation carxfies great weight. Measures taken

jowe
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during the last year in France are an important commitment to the

counter-inflationary strategy. The Summit is likely to endorse the
Thowd thtaay 78 Caan

strategy, and note Eggua~some eonfidengé}that theLSpportunity 5 NOW

there for sustainable non-inflationary growth over the coming yearsé€

dird—
84 coumre W, ot ShY taed Fomaalalle prlllewns
That confidence—must be tempered—by-seme-particular worries—and

problems, among which I think four may attract particular attention:
the high interest rate/budget deficit problem; the international
debt problem; problems facing developing countries generally; and

protectionism,

The High Interest Rate/Budget Deficit Problem

High real interest rates - particularly in the United States which
inevitably sets a pattern for other countries - are troublesome

from several points of view:

- they must inhibit the scale of recovery of new investment,

which is a vital need for sustained future economic growth;

- they are a very signficant part of the costs of debt
which are weighing so heavily on some of the more advanced

developing countries;

- they are contributing to a high $ exchange rate which
in turn is damaging United States external trade and

encouraging protectionist pressures in that country.

There is room for argument about the mechanisms through which high
real interest rates have emerged, but it is a widespread opinion -
which I certainly share - that the most important single action which

would improve the situation would be for the United States authorities -

Administration and Congress - to demonstrate their determination
/anAd
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and ability to bring down over the next few years the present very

large United States fiscal deficit.

The International Debt Problem

A second worry which is bound to be discussed is the problem of
excessive debts of certain countries, particularly some of the more

advanced developing countries.

Important action has already been taken. Rescue operations have been
mounted speedily for several countries, based on adjustment programmes
worked out with, and approved by, the International Monetary Fund.

Increases in the resources potentially available to the IMF have been

agreed, and it is important that they now be ratified promptly. Some

countries: the central role of the IMF; the irability of

maintaining commercial bank financing, eed providing some flow of
new funds although on a very mu smaller scale than in'the pastif_
and readiness of all concefned to cooperate and to react promptly.
ond Mm?¥wk(3 b aue bu\ctg v e eh T Sumunk wnll ddus af Py
[_The"_‘\\l""eaders‘at the Summit will want to satisfy themselves that these

problems are being continuously and effectively monitored. They

will want also to look a little further ahead. They are bound to

share the widespread dissatisfaction with the kinds of financing

which have led to some present problems of excessive short-term debt.

hin

They will want to explore ideas for healthier financing in the future.

o~

Other Developing Country Problems

The dominance of the problems of sovereign debt must not distract
attention from the problems of other developing countries - poorer

ones - which have in different ways suffered severely from the

/recession.
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recession. Summmit leaders will have very much in mind the forth-
coming meeting of UNCTAD, and will want to respond to the moderate
and realistic tone of statements on behalf of developing countries

in the recent past, particularly from the meetings in New Delhi and
in Buenos Aires. Recovery of economic growth by industrial countries
will be a necessary and valuable condition for recovery in all
developing countries. But Summit leaders will also want to consider
the importance of keeping open trading markets - both ways - and of
maintaining adequate flows of aid. (Egey will have very much in

mind that there is inter-dependence between industrial countries and

o

Protectionism

Protectionist pressures have been growing, in some Summit countries
as in many others.[i% is haré;ywsurprising in the circumstances

of recession, with/jhe’ﬁgg;icular hardships it has brought to some
individual/fﬁaaétriesjﬁ But there can be no doubt that more open
markets should be an aid to world economic recovery, and that rising
protectionism would threaten to restrict healthy growth. I expect

the leaders at the Summit to discusst;zgszbil&%ies~oéhencouragﬁ%g—
greater openness of trade as tﬁg recovery gathers pace, so that each
can reinforce the other.

Future Co-operation N

The theme of future co-operation is likely to be strong. And this
must surely be welcome. In recent weeks, Finance Ministers of

Summit countries have been developing their thinking and practice in
co-operation with each other in two important respects. Both stem from
decisions taken at and immediately following the Versailles Summit
last year.

/First
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First, in relation to exchange rates. You will no doubt have seen the

Jurgensen Report, and the statement by Finance Ministers of Summit
 Wwlhwyha Lot ot |

countries issued when it was published(n%hat Report was about the

relatively narrow question of intervention in foreign exchange markets

by the monetary authorities of individual countries, to influence or

CORVEAMYan t &
support their exchange rate. There was some coming—tegether of

ow M A o soels
extreme views in relatien-te-—this-particular—kind-ef.operationy with

a recognition that‘ﬂﬁﬁcan have a beneficial effect in some limited
circumstances. But our discussions as Finance Ministers went wider than
this, in a more general recognition - with the agreement of all -
that the exchange rate is an important aspect of a country's economy,
important for itself and others; and that the authorities of any

one country should have regard to their exchange rate in considering

domestic policies and their effects. Youw-may—eeall—this—a—hesitant

T
beginntng-£uﬁ~itL}s an important foundation for future development

owd he ko ech om poardhle olenelypmanf
Ivexpee%—%hetL§umm1t leaders wrii~note~Hn;g:ﬁnome~e§—ear~éiseuesions.

It-may be. that some will wish to explore more-ambitious ideas-.

The thought of a new Bretton Woods Conference has been suggested, and
may—well bementioned at the Summit. I would myself think such an
idea premature at present, although perhaps not to be ruled out for a
later stage, perhaps when progress-has-been—made-on—the second area
of ce-operation which we have been-developing.

[On Bretton Woods, yowmight find it helpful to use the comment

which Sprinkel a I developed together and have used only privately:

It took 2 mef four years and 150 drafts to lay the foundations for

(n. ¥, d

oo B R 82

The second line of co-operation/launched from—last-year!s—Summit was

the idea that certain countries, particularly the five whose

/currencies



PR S . PSP
e pe . I - - — bl ; ~ aq e A iy, . - z r X * o
wiy R ot SOUCH Folr LADW WY LOXET Ggranois 99 Seldalt: Gd WS anin

e o b , - ¥ 1 . £y " " P - - - - " B . sxsmanl
T Eavane 3 wadalaiy s%mals 9 Jmozacgs 1 Hin G FI0aaR O s yiith
I PR E VRN R .
J . ] B | oy ==Pee.ps. - , b biu- P L
W Ruddda 2ag N e R4 E:J’h‘('.a 1ueilis 1wefW DBEUERS L & gL
} . . . g § pege - oy 5 & T .. . . - N S
S TR P HUBIFE VS C RPN Mas 10 FRP Y S i R T ) Wl =B w DT WY R
P N - : ¥ X oy e - . g . - 8 " o x . ,
A SRR BT T S i Sty PR R G BT R (TR ’.\-' L S ;L"..?‘U-, .:‘!r.} SRLRLS 1. '\f_‘
r .p....é‘..s,.‘,:
T O et . TR NN IE T T R O T LRS- . B R N POV
. o L3
o pr
-t * e v-n‘“ o B
% i . o s ¥ “
_,L_i EEw é-""’"—&'l 1 ‘Li"' L we g .} ¥ \_;- 4 " Tm‘r?'_;j_f o F’;,* R A i "ﬂ"” .‘l. _:, s ‘ Ao
= . U " , " e
prdadd smew nd Yoalge ler cFlewvald g oavaes pe eRE Jen? cofTiocge ow
4
Aoy sandw Spaw aaafaisiks oorgyid op wncizpovogio aro fos Lo Tixd ROOLto T L
) ‘ . .
= L3 1o Foaponnge o0 dilse - JOIAIDLOUSTY LETENLR ST SU i
e mgn o Ve - ) . Foan W . . 7 s S S e | . 3 o y . Ay e L ¥
LI v’ Rk 1 AR - P N ES e kb * & . . R ALK ah I -t
*y 1 . o t & o - - ‘o A L ' | A . 1 | Ap— * oy wne 0. B - b w &
| A& da e ST raildis LAY JRGE Do pLTTE PDotr ) eantl 9o Foadacunm)
i 3
| - i ~ ¥ > b e 5% g b iy e S - - 4 S A g o -

} 1 JOIAGIEY i STBM Faililcson VBl G FLe s AW EEE R LEFOES: \L'g.'f. B SR
. . > e _JE B i - ¥ _ ! . o
..-,.yhﬁ—y-ﬁ@ﬂ‘— Fy oo gt —) rh—.-—dt'_-:r_“- -1y el =gy Jien, irdfe Ty Y (LY [ FERTIE A,

e 5
o o . N v _ _ x t: g 5 5 ¥ '
z..l..‘_--t‘.lt_‘).';{vv'u = il 10l R Fregd raga b oo n i deebedian . sk saped e By

‘M i 4.-:_.'3 }‘lf’q&nn‘,ﬁ ~

. ' I 3 ¥
¢ Tt B tens | Ry 3 - m;»:;.?ﬁ-t-:f'- THE I

e -

L b‘.\;‘

~
-

- pe . _ o s .
a1 L n\;.! e, il e .t.__-a.-t;:u:-_‘—._l

-

AL B iYLl TR M o« oA frdsdd lw e el pa. i S
St cDBTS -0 % 190 RER JemaTinl epool. aordedu oden o 10 ThANDRE N
A eiba v LT Tk LLIErT oo o MhoErpss By RS aTaottrowm oen RTYT s
8 00 A e i AR OF . TR
SATS DOUSETT SNT I woar
| - -
L
= ‘ A \<: "‘. : --l‘ _jl l-‘: 2’ [N X e - 55 I':\; J
.y .‘T-l'i.? 5 3 \LI_ I YERTT e T --'j . ." ,-;-1-.737 o« AR L ¥ N ,'A'. i :-1"/.
il b iPabuuol =dd wodf @l 2iisab TF see ey Sea? aes o Aad B
% L = ' o x"_'":\‘._':
2 4 %
geow Fiavaong el v LA e R EELS SR 1T EE TS ST
L VEL 3t 5 o Leaey »xoleiere: aipdees 2t ol ool
Ruf WIPTUIY



currencies constitute the SDR, should try to co-operate particularly
closely, with the help of the Managing Director of the IMF, in

analysing their own policies and their impact on each other and the

Thoee howt Al (U 8200 @ nuwlw o muohugl 6 Bl
rest of the world. Th t

frdbar b oo Juab hyf Tha mosd Nnt —
meeting~under—%h&s~heading_pon Washington at the end of April -

involved a very thorough and critical analysis and much frank and
valuable discussion. The participants felt that they were making
progress and determined to continue and intensify their arrangements.
This will be reported to leaders at the Summit and I believe they will

find it a welcome and promising development for the future.

Conclusion

It will not escape you that the various problems I have mentioned

as likely to be occupying us at Williamsburg are closely related -
each has an impact on the other - and the achievement of a sustainable
non-inflationary recovery is a key to all of them.

Dot Dpect WMidthury fo pwrluee  ®my pomacech — Bare arant
oy - But Juct vektoeseaters Undn tube T tmapobece gp Y R T
Po Ta aim &f Sushululvle nus o‘ﬁf(u‘h\a% Nee , e fo

iy $rmle e W( el ik e é} Mot hwe | MA,,[QMJ;,«..J
*'h) Jnuh) CW\M-I‘&-!M(Q. g WU o M. Q%& P&.sue,g . 7&«&4 whet
& hope we'll Seo at w.ll.mshﬂ sad N holden b watd be
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H M Treasury

Parliament Street London SWIP 3AG

Switchboard 01-233 3000
Direct Diaslling 01-233 1}225

25 May, 1983
I G Littler CB
»econd Permanent Secretary

Sir Robert Armstrong, KCB, CVO,
Cabinet Office,

70, Whitehall,

LONDON, SW1.

Dear Sir Robert,

ECONOMIC SUMMIT, WILLIAMSBURG

Thank you for your letter and private draft of the Williamsburg
declaration.

I think this is very much what will be needed - particularly in the
general tone. I have Just a very few suggestions.

I would delete the first sentence of paragraph 2 and the word "but"
in the following line. Instead, I suggest a little bridge between
paragraphs 3 and 4 as follows:

- at the end of paragraph 3, add: "in doing so, we must avoid
repeating the mistakes of the 1970's which contributed so much
to the instability and the prolonged recession from which we have
been suffering.";

- and begin paragraph 4: "We have seen, growing in strength over
the past year, signs of improvement. There has been marked success
in many industrial countries in reducing the rate of inflation.
Recovery of demand and output is gaining ground and broadening.
That presents us.....".

Could we reverse the order of the first two tirets in paragraph 4, and
delete the words "with the object of" in the second line of what would
then become the first tiret.

In paragraph 7, penultimate sentence, I think "expectations" mlght be
better replaced by "fears" or "worries".

Or paragraph ©, I am content, but I would expect the US to want to
insert some reference to future meetings of Trade Ministers and Finance
Ministers Jjointly. However, let us not propose it. .

My last comment - perhaps rather for Ken Couzens - is to suggest that the
second sentence of paragraph 11 might begin: "We welcome the likely
favourable impact on world inflation and output, but we agree that

/there
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there remains no less importance and urgency of efforts .

vopies of this letter go to the recipients of yours. ‘

Yours sincerely, |-

L

for (J. G. LITTLER)

Dictated by Mr.Littler and signed in
his absence <

cc RM Evans,Esq., C.M.G. FCO - |
Sir Anthony Rawlinson,KCB., Department of Trade
Sir Kenneth Couzens, KCB, Department of Energy
Sir William Ryrie KCB, Overseas Development Administration.







70 WHITEHALL, LONDON SW1A 2AS
01-233 8319

From the Secretar)f gfthe Cabinet and Permanent Secretar] to the Management and Personnel Oﬁce

Sir Robert Armstrong GCB cvo

Ref. A083/1504 24 May 1983

Dear beffey, i

Economic Summit: Williamsburg

As you know, there has been no preparatory work on the decla-
ration to be made by President Reagan on behalf of his colleagues at
the end of the Economic Summit in Williamsburg on 30 May. It has
been agreed that, at the end of the plenary session on the afternoon
of 29 May, Heads of State or Government should give their Personal
Representatives general guidance on the structure and content of the
declaration as a basis for drafting. As the Americans are in the
chair, it will be the responsibility of the American Personal
Representative to write the first draft; but he has asked me to work
with him on that.

I should like to go into that process with some building blocks
for a declaration, and with a reasonably clear idea of what we our-
selves would want a declaration to say. It seemed to me that the
best way of providing myself with this would be in fact to prepare my
own draft of a declaration which I could as it were have in my pocket
at Williamsburg. »

I attach accordingly a draft declaration prepared for this
purpose. You will see that, in keeping with the American suggestion
to me that there was not likely to be any marked discontinuity
between the United States thematic paper and the final declaration, I
have drawn heavily on the material in the thematic paper, though I
have tried to present it in a form in which it can be read out by the
President and in a form which indicates that it is the result of the
discussion at Williamsburg. It was drafted before I had seen the
latest message from President Reagan to the Prime Minister, but I
think that it is consistent with it. I should greatly welcome®™iny
comments which you may have on it, and the comments of others to whom
I am sending copies of this letter and the draft: Richard Evans
(Foreign and Commonwealth Office), Anthony Rawlinson (Department of
Trade), Ken Couzens (Department of Energy) and Bill Ryrie (Overseas
Development Administration).

*by dhse S plag s e

J G Littler Esq CB
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I am also sending a copy of this letter and the draft to
John Coles, since I hope that there may be an opportunity to receive
the Prime Minister's comments and suggestions in the aircraft on the
way to Williamsburg.

o o

Rste ™
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DRAFT DECLARATION

As we have met here at Williamsburg, for
the ninth Economic Summit of Heads of State or
Government of seven of the largest industrial
cguntries of the world, we recognise that both
the industrial countries and the developing
countries are confronted with daunting problems.
2 We have had some success at reducing the
rate of inflation in the industrialised countries.
But the world recession has left us all -
developed and developing countries alike - with
levels of output and unemployment which none of
us can regard as acceptable; it has left many of
the developing countries with crippling burdens
of debt and without the means to service that
debt from their earnings; and it has led to a
creeping growth of protectionism in world trade,
as each country seeks_to use protectionist
measures on a national basis with the object of
keeping businesses and jobs going at home.

Ha These problems are not separate, nor
separabie. Nor can any one country or group of
countries resolve the problems on its own. We
can solve them only if we work together, and 1if
we tackle them with a co-ordinated ‘approach
which takes account of the ways in which they
are linked and interact on each other.

1
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CONFIDENTIAL

4, Recovery is now under way in the indus-
trialised countries. That presents us with an
opportunity and a challenge, to ensure that this
recovery spreads to the rest of the world; that
it endures; and that it reverses a decade of
cumulative inflation and unemployment. This
will require steady, purposeful and &o—ordinated
action across a range of interrelated policies:

- promoting conditions for growth, empldyment
and the creation of new jobs, for structura}
adjustment, and for the acceptance of
technological development;

- maintaining the fight against inflation,
with the object of achieving lower interest
rates and more stable exchange rates, and to
this end intensifying consultation among us
on economic policies and market conditions;

- supporting the international financial
system, and strengthening world economic
co-operation and institutions;

- maintaining the open multilateral trading
system, reversing the trend of protectionism
and working to achieve greater trade
liberalisation;

= recognising that prosperity is more than
material gain, and also reflects our basic
shared values of political freedom,

2
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economic opportunity, cultural creativity
and human dignity, and contributes to the
defence of these values which also guide
our economic and other relations with
Eastern countries.
5., The key to all this is a return to sound
and sustainable growth: in other wofds, growth
that is not fuelled by and does not generate
renewed inflation.
b Last year at Versailles we instituted a
process of consultations to promote convergence
of economic conditions in key currency countries,
which would among other things contribute to the
achievement of greater stability of exchange
rates, in the interest of balanced growth and
progress of the world economy. This year we
note with satisfaction the progress that has
been made in this, and endorse proposals for
strengthening monetary co-operation for stability
and growth which are described in a separate
statement which is being issued with the text of
this declaration.
7. That statement refers to the need to avoid

a rebound in interest rates, and to encourage

investment. We would go further. Though interest|

rates have come down since we met last year, they
are still at levels which discourage investment,

3

CO\E“%DHE\T{AL







X A, b RpTmre e
7 y .

' NS R SRR B A
N ﬁc’>& Y bk N\ _j g(f“__l;[‘.

and which considerably increase the burden of
servicing the debt of the developing countries.
They are at these levels in part because they
reflect expectations about future levels of
inflation, and in part because of levels of
budget deficits, and therefore of goyernmental
borrowing. it is the more important that we
should follow policies which lead to growth
without reviving inflation, and that we should
intensify our efforts to get and keep budget A
deficits under control.

8. We have discussed suggestions for a high
level international monetary conference to agree
upon changes to the international monetary
system with a view to restoring greater stability
of exchange rates and strengthening the role and
institutions of the international monetary
system. Though we are all agreed that the
conditions do not yet exist in which such a
conference could be likely to produce a success-
ful outcome, we are in general agreement on the
objectives. We have invited our Finance
Ministers, in consultation with the Managing
Director of the International Monetary Fund, to
define the conditions for improving the inter-
national monetary system and to consider the
part which might in due course be played in this

4
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process by a high level international monetary
conference.

9. In our discussions we have reaffirmed our
joint and several commitments to the open multi-
léteral trading system, and we have agreed upon
the need to halt and reverse the spread of
protectionism. The recovery which is under way
provides favourable conditions for the
progressive relaxation of trade barriers and
trade-distorting measures; and opportunities for
freer and greater trade are necessary conditioné
not only of sustained growth in the industrialised
countries but also of the progress of economic
development and the discharge of the burden of
debt service in the developing countries. We
have decided to give new impetus to the resolu-
tion of current problems in agricultural trade
and conflicts of jurisdiction, and to the search
for a safeguards agreement as mandated by the
GATT Ministerial meeting last November. We hope
that the GATT will press forward its programme
for the liberalisation of trade in services.

We believe that there should be more frequent
bmeetings of the GATT at Ministerial level in
future, with a view to improving the open multi-
lateral trading system, including trade between
developed and developing countries. We shall

2
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invite our Trade Ministers, and the competent
authorities in the European Community, to
pursue these matters, in consultation with the
Director General of the GATT.

10. We are agreed upon the need to encourage
both the development of advanced technology and
the public acceptance of its role in promoting
growth, employment and trade. We have noted
with approval the report of the Working Group
on Technology, Growth and Employment which was ,
set up at Versailles last year, and commend the
progress made in the eighteen co-operative
projects discussed in that report. We look
forward to receiving a further progress report
at our meeting in the United Kingdom next year.
At the same time we will work together to find
ways, without discouraging growth and techno-:
logical development, to protect and preserve
natural resources and to reduce the threat of
pollution from industrial processes.

11. We have discussed the implications of the
recent fall in oil prices both for the inter-
national financial system and for energy supply.
We are agreed that the fall in oil prices in no
way diminishes the importance and urgency of
efforts to conserve energy, to develop economic
alternative energy resources, and to encourage

6
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and assist the growth of indigenous energy
production in the developing countries.

12. Recovery, and a return to sound and
sustainable growth in the industrialised
countries, is (we believe) the greatest contri-
bution we can make to the welfare and prosperity
of the developing countries, to the&r economic
development and to their ability to service their
debts. But more than that is needed.

13. We have agreed to examine ways to improve'
the effectiveness of the development process and
structural adjustment by assuring non-inflationary
flows of private and public finance and invest-
ment to the developing countries, both bilaterally
and through the international institutions. We
urge the early ratification of agreements to
increase the resources of the International
Monetary Fund, through the increases of quotas

and of the provisions of the General Arrange-
ments for Borrowing. We reaffirm our commit-
ments to provide agreed funding levels for the
International Development Agency and the multi-
lateral development Banks. We do not believe

that there can be any master-plan for dealing
with the debt problems created for certain
developing countries by the fall in o0il and
commodity prices: the problems of each country

7
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are different, and have to be considered on their

own.

But we are agreed that our approach to

these problems should be based on the following

strategy:

(1)

(2)

(3)

(4)

(5)

14.

the need for orderly and effective adjust-
ment in the borrowing country; .

the provision of balance of payments
financing by the International Monetary
Fund, subject to appropriate conditions;
the readiness of Governments and central °
banks to act quickly in response to debt
emergencies, in advance of negotiations with
creditors and the IMF;

the readiness of commercial banks to roll
over or restructure existing debts and to
increase their net lending to developing
countries, subject to the limits of
commercial prudence;

the achievement of sound and sustainable
recovery in the industrialised countries, as
a foundation for lower interest rates and
increased trade between developed and
developing countries.

We are agreed that it remains of special

importance that official development assistance

should be concentrated on the poorer developing

countries, and should be related to the greatest

8
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extent possible to the development of indigenous
food and energy production.

15. We welcome the openness to dialogue with
the industrialised countries evinced at the
recent conferences of the Non-Aligned Movement
in New Delhi and the Group of 77 in Buenos Aires.
We share their commitment to engage construc-
tively in the forthcoming conference in Belgrade
of the United Nations Conference on Trade, Aid
and Development (the so-called "UNCTAD VI'"). t
We look forward to strengthening dialogue with
the developing countries in this and other
appropriate fora.

16. We have agreed to continue the work already
in progress in various international bodies and
fora to develop an agreed analysis of our
economic relations with the countries of the
Eastern bloc, with attention to our shared
security concerns. On this basis we shall each
pursue our own policy actions consistently with
the agreed principles and analysis, reflecting
the fact that our relations with these countries
must be compatible with the basic values and
security concerns of our own countries.

17. Finally, we have accepted the invitation of
the Prime Minister of the United Kingdom to meet

agailn in London next year.

9
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PLICATE MESSAGE
OF PREVIOUS TRANSMISS I ONS S T T

FINANCE MINISTERS!' DISCUSSIONS IN

OR THE WILLIAMSBURG SUMMIT PROVIDES FOR
IR FINANCE MINISTERS TO GET TOGETHER

D INNER

MEETING (9:00 AM TO 12: 00 NOON)

LUNCH

D INNER
ASSIGNMENTS THAT MAY BE GIVEN TO US BY
| SUGGEST THAT THE AGENDA FOR OUR TALKS
LUDE THE FOLLOWING TOPICS:
VEILLANCE: DRAFT STATEMENT ON
ARY COOPERATION FOR STABILITY AND GROWTH,
JTIES (TEXT TRANSMITTED SEPARATELY BY

INKEL ) s
T DISCUSSIONS AMONG TRADE AND FINANCE
3T ISSUES,
SPECTS FOR SUSTAINABLE ECONOMIC RE- NR
ES, AND 18
STERS MAY WISH TO RAISE. “&MM,
TASURE TO WELCOME YOU TO WILLIAMSBURG.
beluy
S INCERELY,

DONALD T, REGAN
SECRETARY OF THE DEPT OF TREASURY
WASHINGTON DC 21/0306/KY

1AY 25 1983 1541 FROM 440276 TRSY Ul
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M Hall

DE TRESOR SON NUMERO 83/1088 POUR SIR GEOFFREY HOWE ~ CHANCELOR
OF THE EXCHEQUER -~ HM, TREASURY PARLIAMENT STREET (LONDON ),

PARIS LE 26 MAl 1983

DEAR COLLEAGUE :

PLEASE FIND HEREUNDER THE TEXT OF THE TELEX 1 SENT TO OUR
COLLEAGUE DONALD T, REGAN ABOUT THE WILLIAMSBURG AGENDAS.

QUOTE

" DEAR COLLEAGUE :

THANK YOU VERY MUCH FOR YOUR INVITATION TO SEVERAL MEETINGS
IN WILL1AMSBURG,

| AGREE WITH YOUR SUGGESTIONS FOR DISCUSSION TOPICS

I SUGGEST TO ADD TO THE LIST

1) AN EXCHANGE OF VIEWS ON APPROPRIATE WAYS FOR STARTING
WORK ON NECESSARY IMPROVEMENTS OF THE INTERNATIONAL MONETARY SYSTEM

2) RESOURCE TRANSFERS TO LDCS :

LEVEL OF 0.D, A.

IDA 6 AND 7

WORLD BANK RESOURCES AND INTERVENTIONS
AID TO AFRICA

PRIVATE FLOWS AND INVESTMENTS

S INCERELY,
JACQUES DELORS,
UNQUOTE

o S INCERELY
JACQUES DELORS.
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2 GRS
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VEATS 4

5KBY | 5 DESKBY 2618002

FCO i(; FM FCO MAY 1983

ADD { 7 TO IMMEDIATE UKDEL IMF/IBRD, WASHINGTON

no | 8 TELEGRAM NUMBER
9% IMF CFF - OIL EXPORTERS
10 OBJECTIVES
115 1. We are anxious to depoliticise this paper, out of
72; concern on the one hand at veiled Saudi threats to Llink
133 the third SAMA tranche to a satisfactory outcome to
14? this discussion, and on the other hand out of fear that
15 | whitewashing OPEC's role in 1979-30 could alienate US
”ﬂ Congress and harden attitudes of US and Germans on other
17 issues. We ourselves seek no linkage with other concurrent
183 issues, except that access to CFF by oil exporters will
“3‘ obviously reduce the ordinary resources available to
20 finance higher cash access by other commodity exporters.
21 We hope discussion will be forward - rather than
2 backward-looking, low-key, and conclusive (ie no further
23 papers, delay, or reference to Ministers).
24 2. We want following conclusions in Larosiere's

summing-up:

NN ends

telegram | R | OPEC
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OUT TELEGRAM (CONT)

C\ Classification and Caveats

CONFIDENTIAL

lﬂ <<<<
2 a. OPEC membership does not automatically disallow CFF
3 access, but whether or not OPEC actions are a major
4 determinant of a particular shortfall is relevant and needs
5 to be examined on a case-by-case basis, together with
6 member's role in OPEC collective action.
7 b. Specific policies pursued by the oil exporter are
8 usually even more relevant, and should also be explored
9 on a case-by-~case basis.
19 c. Treatment of significant change in credit terms
i (see para 11).
12 3. Likely beneficiaries from Liberal approach to oil
e exporter access are not Arabs but eg Nigeria (where generous
L access is in UK commercial interest) and Venezuela/Mexico
i (where larger Fund involvement could help international
i banking confidence). Hence we want 1983 shortfall in their
e earnings to be eLigibLeT?ancdmpehéation, while keepiﬁg open
o théﬂ}osgiﬁility that future shortfalls more directly linked to
9 | opEC price WIKES could be disqualified. '
<0 POINTS TO MAKE
w 4, Article 2B of OPEC agreement sets objective of finding
2 guote ways and means of ensuring stabilisation of prices, with
A a view to eliminating harmful and unnecessary fluctuations.
?é close quotes. These aims are in keeping with principles
2? underlying CFF. CFF is not presently disallowed for members
?9 party to agreements designed to stabilise prices of other
?i commodities (eg coffee). But note that Directors have had
fé difficulty with commodity agreements other than OPEC,
29 particularly where quotas were operated. You may rehearse.
" in particular our Lline at para 28 of your saving 141 of 1982,
/ & and staff view (para 38) that quotas under commodity
i ?2 agreements recognised by the Fund were generally regarded as
' %3 beyond control of individual members only because they were
i the result of negotiations between both producers and
NNNN ends } Qu&glxi -
telegram % PE | Py

XY 48 A
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OUT TELEGRAM (CONT)

Ct\ Classification and Caveats J ;F%un
o CONFIDENTIAL | ‘ 3
l L LLGE
2 consumers. This does not apply to OPEC quotas. But OPEC/OAPEC
3 membership is no automatic or invariable bar to CFF access.
4 5. While we can trace no access to CFF by OPEclgﬁgber so far,
5 Egypt, an OAPEC member bound under OAPEC Article ¥¥ by
6 ratified resolutions of OPEC, drew under CFF in 1976.
7 6. OPEC under its Articles also a forum for discussion.
8 It provides framework for concertation of policies by several
9 members, even if concertation not unanimous nor initially
10 endorsed by formal OPEC resolution.
1 s Agree that actions by OPEC (or by several OPEC members
12 acting in concert) had occasionally but not consistently
13 determining effect (pl6é) on oil earnings. But disagree that
14 role of OPEC g%‘not relevant (pl7). In certain
15 circumstances OPEC actions (especially in response to shocks)
16 can make a direct and overwhelming contribution to the
17 creation of shortfall. Thus the 1979 price hike? led to a
18 massive technical shortfall in respect of 1978 oil exporters
19 earnings. There could have been difficulty then (and 1in
20 similar future conjunctures) in agreeing CFF compensation to
21 OPEC members in the event they had a bof need. Where EKEQL
22 prices oA in response to shock, sellers market develops,
23 crude is tightly held, number of spot transactions tends to
24 fall, there are fewer (and mainly distress) buyers. By né
25 | means clear that sharp OPEC price hikes in this situation
26 can legitimately be said to follow the market. Their
2. ratchet effect here tends to determine the market price, and
28 to consolidate it in a way which, with hindsight, has
29 possibly increased the medium term-fluctuation in crude
=0 oil earnings. Note that this can directly affect earnings from
J 31 petroleum product and gas export.
32 8. In contrast, in falling market, in glut conditions,
/ 33 where a higher proportion of oil traded is on spot terms,
34 prices are mére valid indicator of market. OPEC actions, eg
M_l;l NNN ends - Ca m Alrvrvro r’(‘ i o
BLANK
telegram i | production quotas
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OUT TELEGRAM (CONT)

Classification and Caveats
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2 production quotas can as recently stabilise and moderate the i
3 gradual fall in market price, but may not have the same :
4 dominance as in rising market. Importance of OPEC is thus j
5 asymmetrical depending on the market. '
6 D For use at your discretion. Some may argue that 1982 ;
/ decline in OPEC members earnings stems from their action in
8 sharply raising prices in 1979 and 1980. Perhaps, but actions |
9 by non-OPEC producers and consumers, and the recession, were ?
10 also major contributing factors towards the price L7 wa ?
1 and although these may have reflected the OPEC price hike the
12 causality is too indirect and lagged to disqualify OPEC
13 members' shortfalls from compensation. Besides, ambit of
14 CFF is five year period. Actions before year 1 may affect
15 circumstances in shortfall year, but it is the factors causing
16 fluctuations within the five-year period that ahouls be given
:;; greatest \,.Je1.ght. oPEC. | |
10. Individual ©fBC members have some influence in, and
19 responsibility for, collective actions. Whether OPEC action
20 was a major determinant of a particular earnings shortfall,
21 and the significance of the individual members part in that
22 action (ie as a price-maker or price-taker =~ including the
23 making or taking of quality, etc premia), 1is a matter for gudgen
24 judgement in each case, and should be routinely explored by
25 staff in each CFF application from OPEC member. It is one
26 element in the wider judgement on whether shortfall largely
& outside member's control.
28 11 s Agree that examination of individual member's specific
L policies is also important (often more important) element 1in
o0 assessment. Collective OPEC action to arrest downward price
31 drift by production ceilings, for example, may lead to smaller
32 earnings shortfall for oil exporters as a group (p12) but
d 33 could Llead to larger technical shortfall for members who as
34 swing producers bear an exceptional proportion—of—total
NNNN ends ! i Catchword PROPOR T ION
telegram | RS ! PRODUCTLON
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Classification and Caveats
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14
15
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18
18
20
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proportion of total production cutback. (Swing producers are

however in practice unlikely to qualify on bo;) grounds) .

Factors underlying export volume variations need to be

examined on a case—-by-case basis.

12 . Pricing feature peculiar to oil is alteration of credit

terms instead of price change. This may have a relatively
CRUDE VALMAST 190 BaAT A POTERT 1A SIS\ Capue EFFECTY

small effect onJoil export earnings in a given twelve-month

period. Under CFF export earnings for other commodities

may be adjusted for abnormatigzéﬂigﬁ; variances. Seek

assurance that adjustment will similarly be made to oil

earnings in respect of significant variances in accounts

receivable due to movements in credit terms.

13. You may rehearse our doubts about eligiblity of earnings

from initial or final oil export flows (para 7 of by telno

56 of 1982 on CFF and your Saving 485 of 1931 on Guatemala).

Background

14. Financial impact on Fund of oil exporter's access to

CFF is worrying. (Hull's helpful letter to Atkinson of

5 May). We note that projected use would not be signficantly

reduced by voluntary declaration by Arab oil producers that

they would (like G-10 members) abstain from using CFF -

though this would be politically helpful. It would be helpful

if others could highlight corollary that there would be

less resources to finance CFF access by other commodity

exporters. We - and presumably other G10 members - would

resist activation of GAB to replenish a drain on Fund resources

brought about by a surge in CFF use.

PYM
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FROM J GRAHAM
DATE 3§ May 1983

MISS O'MARA c.c., Mr Littler

- Mr Anson :
Mr Unwin
Mr—-Carey

. Mr Lavelle
‘Mr Gordon

Mr Bottrill
Mr Mortimer;,

WILLIAMSBURG; IETTER FROM MR MURRAY

I attach a draft reply for the Chancellor as requested in your
minute of 20 May 1983,

J Gudle

J GRAHAM

NBG .







DRAFT

Rt Hon Lionel Murray OBE
General Secretary _
Trades Union Congress
Congress House

Great Russell Street
WC1B 3LS

WILLIAMSBURG ECONOMIC SUMMIT, 28-30 MAY 1983

I am grateful to you for sending me a copy of the state-
ment drawn up by the Trades Union Advisory Committee.
The paper is right to lay stress on the interdependence
of the world economy and the need for a co-operative
strategy, which I believe is particularly necessary for

the major industrial countries.

2 I hope the participants of the Williamsburg Summit

can agree to strike a cautiously optimistic note concerning
prospects of the world economy while recognising that

much remains to be done to ensure that the momentum of

recovery is maintained.

Yours

Uggh!
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Ref. A083/1525 : QM
MR COLES -

Economic Summit: Williamsburg

As you know, there has been no preparatory work on the
declaration to be made by President Reégan on behalf of his
colleagues at the end of the Economic Summit in Williamsburg on
30 May. It has been agreed that, at the end of the plenary session
on the afternoon of 29 May, Heads of State or Government should give
their Personal Representatives guidance on the structure and content
of the declaration as a basis for drafting. As the Americans are in
the chair, it will be the responsibility of President Reagan's
Personal Representative to write the first draft; but, as
President Reagan's latest message to the Prime Minister makes clear,
my United States colleague has asked me to work with him on that.
The discussion at the last meeting of Personal Representatives showed
that that would be acceptable to the other Personal Representatives.

2 I should like to go into that process with some building blocks
ready prepared. I should also like - particularly as the Prime
Minister will have gone by the time the drafting starts - to go into
the process with a reasonably clear idea of what we ourselves would
want a declaration to say. It seemed to me that the best way of
equipping myself would in fact be to prepare my own draft of a
declaration which I could have in my pocket at Williamsburg.

3 I have accordingly prepared a draft, which I have agreed with

the Departments concerned. I have assumed that there is not likely

to be any marked discontinuity between the United States thematic
paper as agreed at the last meeting of Personal Representatives and
the final declaration. But the thematic paper was in note form and
not wholly frée of jargon; I have tried to cast this in a form which

- lends itself to being read out and which indicates in the text that it
is the result of the ciscussion at Williamsburg. It is consistent with

President Reagan's two recent messages to the Prime Minister.

4. I hope that there méy be an opportunity to discuss the draft
with the Prime Minister and receive her comments and suggestions in

the aircraft on the way to Williamsburg.
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B I am sending copies of this minute and the draft declaration to
the Private Secretaries to the Chancellor of the Exchequer and the
Foreign and Commonwealth Secretary

ROBERY ARMSTRONG

ROBERT ARMSTRONG

26 May 1983
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DRAFT DECLARATION

As we have met here at Williamsburg, for the
ninth Economic Summit of Heads of State or Government
of seven of the largest industrial countries of the
world, weﬂrecognise that both the industrial countries
and the developing countries are still confronted with
daunting pfoblems. Our discussion here has convinced
us that there exists the basis for making real progress
in resolving these problems, in our shared understanding
of the nature of the problems, of the objectives which
which we should pursue, and of the need for co-operation
and coherence in our policies and actions.

2 The world recession has left us all - developed
and developing countries alike - with levels of output
and unemployment which none of us can regard as
acceptable; it has left may of the developing
countries with crippling burdens of debt and with
insufficient means to service that debt from their
earnings; and it has led to a creeping growth of
protectionism in world trade, as each country seeks
to use protectionist measures on a national basis
wifh the object of keeping businesses and jobs going
at home.

3 These problems are not separate, nor separable.
Nor can any one country or group of countries resolve
the problems on its own. We can solve them only if
we work together, and if we tackle them with a

co-ordinated approach which takes account of the ways

CONFIDENTIAL
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in which they are linked and interact on each other.
In doing so we are determined to avoid the mistakes
of the 1970s which contributed to the recession and
the instability from which the whole world has been
suffering.

4., We have seen signs of improvement, growing in
strength over the past year. There has been marked
success in the industrialised countries as a whole in
reducing the rate of inflation. Recovery of demand
and output is gaining ground and broadening. That
presents us with an opportunity and a challenge, to
ensure that this recovery spreads to the rest of the
world, including the developing countries; that it
endures; and that it reverses a decade of cumulative
inflation and unemployment. This will require steady,
purposeful and co-ordinated action across a range of
interrelated policies:

- maintaining the fight against inflation,
achieving lower interest rates and more stable
exchange rates, and to this end intensifying
consultation among us on economic policies and
market conditions;

- promoting conditions for growth, employment
and the creation of new jobs, for structural
adjustment, and for the acceptance of
technological developments;

- suppérting the international financial system,
and strengthening world economic co-operation

and institutions;

MAANT T TINTAITTAY
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- maintaining the open multilateral trading -
system, reversing the trend of protectionism
and working to achieve greater trade
liberalisation;

- recognising that prosperity is more than
material gain, and also reflects our basic
shared values of political freedom'economic
opportunity, cultural creativity and human
dignity, and contributes to the defence of
these values which also guide our economic
and other relations with Eastern countries.

Ss The key to all this is a return to sound and
sustainable growth: in cher words, growth that is

not fuelled by and does not generate renewed inflation.
6. Last year at Versailles we instituted a pfocess
of consultations to promote convergence of economic
conditions in key currency countries, which would
among other things contribute to the achienemeht of
greater stability of exchange rates, in the interest
of balanced growth and progress of the world economy.
This year we note with satisfaction the progress that
has been made in this since Versailles, including most
recently the Ministerial meeting of the Organisation
for Economic Co-operation and Development in Paris
earlier thié month. We endorse proposals for
strengthening monetary co-operation for stability and
growth which are described in a separate statement

which 1s being issued with the text of this declaration.

CONFIDENTIAL
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T That statement refers to the need to avoid a
rebound in interest rates, and to encourage investment.
We would go further. Though interest rates have come
down since we met last year, they are still at levels
which discourage investment, and which considerably
increase the burden of servicing the debt of the
developing countries. They are at thesé levels in
part because they reflect fearsvabbut future levels

of inflation, and in part because of levels of budget
deficits, and therefore of governmental borrowing.

It is the more important that we should follow
policies which lead to growth without reviving
inflation, and that we should intensify our efforts

to get and keep budget deficits under control.

8. We have discussed suggestions for a high iével
international monetary conference to agree upon
changes to the international monetary system with a
view to restoring greater stability of exchange rates
and strengthening the role and institutions of the
international monetary system. Though we are all
agreed that the conditions do not yet exist in which
such a conference would be likely to produce a
successful outcome, we are in general agreement on the
objectives. We have invited our Finance Ministers,

in consultation with the Managing Director of the
International Monetary Fund, to define the conditions
for improving the international monetary system and

to consider the part which might in due course be
played in this process by a high level international

monetary conference.

4
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9. In our discussions we have reaffirmed our joint
and several commitments to the open multilateral
trading system, and we have agreed upon the need to
halt and reverse the spread of protectionism. The
recovery which is under way provides favourable
conditions for the progressive relaxation of trade
barriers and trade-distorting measures;'and
opportunities for freer and greater trade are necessary
conditions not only of sustained growth in the
industrialised countries but also of the progress

of economic development and the discharge of the burden
of debt service in the developing countries. We have
decided to give new impetus to the resolution of
current problems in agricultural trade and conflict§
of jurisdiction, and to the search for a safegﬁ%rds
agreement as mandated by the Ministerial meeting last
November of the contracting parties to the General
Agreement on Tariffs and Trade (GATT). We hope that
the GATT will press forward its programme for the
liberalisation of trade in services. We believe that
there should be more frequent meetings of the GATT at
Ministerial level in future, with a view to improving
the open multilateral trading system, including trade
between developed and developing countries. We shall
invite our Trade Ministers, and the competent
authorities in the European Community, to pursue these
matters, in consultation with the Director General of

the GATT and all the contracting parties.
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10. We are agreed upon the need to encourage both

the development of advanced technology and the public
acceptance of its role in promoting growth, employment
and trade. We have noted with approval the report of
the Working Group on Technology, Growth and Employment
which was set up at Versailles last year, and commend
the progress made in the 18 co-operative projects
discussed in that report. We look.forward to
receiving a further progress report at our meeting

in the United Kingdom next year. At the same time we
will work together to find ways, without discouraging
growth and technological development, to protect and
preserve natural resources and to reduce the threats
of pollution and disease from induétrial processes.'
11. We have discussed the imﬁlications_of the recent
fall in oil prices both for the international |
financial system and for energy supply. We all share
the view that a period of stability in oil prices
wbuld be helpful to world economic prospects. We are
also agreed that the fall in oil prices in no way
diminishes the importance and urgency of efforts to
conserve energy, to develop economic alternative energy
resources, and to encourage the growth of indigenous
energy production in developing countries which at
present lack it.

12. Recovery, and a return to sound and sustainable
growth in the industrialised éountries, is (we believe)

the greatest contribution we can make to the welfare

CONFIDENTIAL
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and prosperity of the developing countries, to their
economic development and to their ability to service
their debts. But more than that is needed.
13. We have agreed to examine ways to improve the
effectiveness of the development process and structural
adjustment by assuring non-inflationary flows of
private and'public finance and investmeﬁt to the
developing countries, both bilaterally and through
the international institutions. We urge the early
ratification of agreeménts to increase the resources
of the International Monetary Fund, through the
increases of quotas and of the provisions of the
General Arrangements for Borrowing. We reaffirm our
commitments toprovide agreed funding levels for the
International Development Agency and the multiiéteral
development banks, and agree on the importance of
adequate replenishment of IDA for the future. We do
not believe that there can be any master-plan for
dealing with the debt problems that face many developing
countries: the problems of each cbuntry are different,
and have to be considered on their own. But we are
agreed that our approach to these problems should be
based on the following strategy:

(1) the need for orderly and effective adjustment

in the borrowing country;
(2) the provision of balance of payments financing
by the International Monetary Fund, subject to

appropriate conditions;

COON T TNDNIONTTATY
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(3) the readiness of Governments and central banks
to act quickly in response to debt emergencies,
in advance of negotiations with creditors and
the IMF;
(4) the readiness of commercial banks to roll over
or restructure existing debts and to increase
their net lending to developing countries,
subject to the limits of commércial prudence;
(5) the achievement of sound and sustainable
recovery in the industrialised countries, as
a foundation for lower interest rates and
increased trade between developed and developing
countries.
14. We are agreed on the importance of official
development assistance especially for poorer
developing countries. We believe that these resourcés
should be concentrated on such countries and should
be related to the greatest extent possible to the
dévelopment of indigenous food and energy production.
15. We welcome the openness to dialogue with the
industrialised countries evinced at the recent
conferences of the Non-Aligned Movement in New Delhi
and the Group of 77 in Buenos Aires. We share their
commitment to engage constructively in the forthcoming
conference in Belgrade of the United Nations Conference
on Trade and Development. We shall be ready at
UNCTAD VI-to discuss ideas on a desirable recovery and
proposals to manage debt problems, facilitate adjust-

ment, promote trade, revive commodity markets and

8
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encourage more private investment in developing
countries. We look forward to strengthening dialogue
with the developing countries in this and other
appropriate fora.

16. We have agreed to continue the work already in
progress in various international bodies and fora to
develop an agreed analysis of our economic relations
with the countries of the Eastern bloc, with attention
to our shared security concerns. On this basis we
shall each pursue our own policy actions consistently
with the agreed principles and analysis, reflecting-
the fact that our relations with these countries must
be compatible with the basic values and security
concerns of our own couﬁtries.

17. Finally, we have accepted the invitation of the
Prime Minister of the United Kingdom to meet again in

London next year.

CONFIDENTIAL






FROM: J.G.LITTLER
DATE: 26 MAY, 1983

MR. KERR cc (with third enclosure only)
Mr. Unwin
Mr. Care
Mr. Lavélle
Mr. Boftrill
WILLIAMSBURG //

I attach three further contributions for the Ch%ﬁéellor:-
/

(a) A minute of 20 May from Mr. Odling-Smee covering a paper on
"External Debt Problems of Non-0il Deve;éping Countries", This
arises from discussions I have had wi@ﬁ Mr. Odling-Smee, and

is an attempt which I find helpful ﬁg/get a broad perspective
on the debt problem, itscauses, its/different components, and
some of the important quantities’?ﬁd relationships. I think the

Chancellor may find it useful tg/read through as background.

(b) A private draft prepared Py Sir Robert Armstrong of what
might become the final Williamsburg declaration, together with

a letter which I have sent/Qo him containing a few small comments.
If the Chancellor has any/further thoughts on this before

we get to Williamsburg, /it would be helpful if Sir Robert and I
could run over them with him during the journey.

(c) A steering note/and some supporting material for the
discussions among/Finance Ministers.

/3
’////1ET/G. LITTLER)
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

26 May 1983

Michael Scholar Esq
10 Downing Street
LONDON

SW1

vxcuq Vbl )

INTERNATIONAL FINANCIAL SCENE

In my letter of 16 May I promised to send you, before Williamsburg, a further

assessment of the international financial scene. I accordingly enclose an up-to-

date paper prepared by the Bank of England, and discussed with them and with

other Departments. Detailed notes on some of the main problem countries in
«...Latin America are included; and, as before, a table showing the exposure of

ECGD and British banks to the major problem countries in Latin America,
.~ Eastern Europe and the Far East is attached.

Despite the continuing signs of world economic' recovery, the general tone of
this latest assessment is a little less optimistic than the one I sent you on 6 May,
largely because of the deterioration in the Brazilian situation, which I reported
on 16 May. Apart from Brazil, however, the major IMF - led rescue packages
appear to be holding together reasonably well, though there remain many
uncertainties ahead as the number of countries facing debt service problems
continues to increase, and banks remain cautious in their lending policies.

The Chancellor has asked me to draw attention to the following particular
points:-

(a) There were disturbing press reports last week that the Bank for
International Settlements (BIS) had decided not to grant any more bridging
loans of the kind recently provided for Mexico, Brazil and others.
Fortunately, however, these were quickly corrected in a statement by the
President of the Bank, which did not rule out further lending. In practice,
we hope that, with the major problem cases now identified and in the hands
of the IMF, there will be little further need for totally new BIS facilities
for emergency bridging assistance. But some flexibility over repayment
arrangements on existing loans may be required, and the BIS have indicated
they are prepared to consider this on a case-by-case basis.

(b) Brazil's failure to meet IMF performance criteria and restore the
shortfall in inter-bank lending lines is likely to delay, at least for some
weeks, further IMF drawings. This may necessitate short term bridging
finance or new medium term bank lending. Repayments of the BIS bridging
loan due to be made at the end of this month from IMF drawings now
unlikely to be available may have to be rolled over for a limited period. If
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so, the Treasury indemnity covering the Bank of England's outstanding
participation in this facility (some $47m) would also have to be extended.
The Brazilian authorities' task in pressing ahead with necessary economic
adjustment measures may be complicated by domestic political pressures,
though the latest reports suggest that the disturbances in Sao Paulo have
died down.

(c) On Argentina, as I reported in my letter of 23 May, the $1.5 billion
medium term commercial bank loan is still held up by several outstanding
issues of substance. It is most unlikely that these can be resolved quickly;
and our assessment, after discussion with the Bank, is that the facility will
not now be ready for signature before mid-June at the earliest. (As you
know, we shall receive prior notification.) Within the IMF, we are ensuring
that certain key Executive Directors are aware - as the Managing Director
of course already is - of the importance we attach to the ending of
financial discrimination against UK companies as a pre-condition for
access to IMF drawings after July.

(d) The financial difficulties of Nigeria have also been the subject of a
good deal of recent press comment. Nigeria's overall indebtedness is small
in comparison with the major debtor countries, and its problems - which
largely arise from the accumulation of arrears on short term trade debts
now amounting to around $5B - are rather different in character. Never-
theless, the UK has an extensive commercial involvement, and ECGD are
heavily exposed there. We shall therefore keep a careful eye on progress
on the Nigerians' approach to the IMF, and their negotiations with the
banks.

(e) We thought it worth including an assessment of Hong Kong's current
financial and economic situation. But this does not of course indicate that
we see many similarities between that situation and those of the other
countries discussed in these papers.

I am sending copies of this letter to Tim Allen (Bank of England), Brian Fall
(FCO) and John Rhodes (DOT).

jwwy

gd__l(ev\s .

J O KERR
Principal Private Secretary
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INTERNATIONAL FINANCIAL SCENE

1 General Market Situation

In recent weeks international banking markets have in general remained
more settled than at the turn of the year. Banks everywhere have
continued to be more caﬁtious and selective in their interbank
business, and announcements of medium-term credits have remained
subdued. Nevertheless the extremely worrying Brazilian situation,
which is in part attributable to the unwillingness of some banks to
renew interbank lines, and the continuing problems in the Argentine,
could yet make markets more jittery and aggravate the difficulties of
finding continuing solutions to the problems of these countries and

some of the other badly placed countries.

Brazil's difficulties, however, also reflect a failure to meet IMF
performance targets, particularly as regards control over public
expenditure. These targets and their timing are under discussion
with the IMF and a waiver will have to be granted in respect of the
breaches. But banks will then have to decide how to put up the
further contribution that will be needed from them: major banks may
prefer to make additional finance available in the form of new loans
rather than increase their interbank lending, and it may well not
prove possible to maintain, either in the case of Brazil or for other
countries, the principle of equal?burden sharing which has so far been
considered most important in the rescue schemes that have been put

together.

Brazil's difficulties, however, are not unexpected and the major banks
(at least in the UK) could undertake needed additional lending without
pressure being put on their balance sheet ratios. = Thus there is a
reasonable chance - though no certainty - that the deterioration in
Brazil's financial situation may not prove contagious to the other

Latin American problem countries, or have wider adverse repurcussions.

In this regard, the general world economic outlook offers some hope of
a slightly better environment in which to continue to deal with the
world debt problems. In the past few weeks economic indicators in

the US have provided further confirmation of a strong upturn in
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*tivity, even though there remain doubts about its sustainability.
These hinge, inter alia, on worries about the likely path of interest
rates. On the one hand, it is felt that the Fed will seek to avoid
action which could abort the domestic recovery and aggravate
international debt problems. On the other hand, there is some
concern, among both commentators and markets, at the possible
revival of inflationary .expectations as hopes of a budget compromise

recede and M1 continues to grow outside its target range.

Another potentially encouraging development for major debtors has
been some further strengthening in dollar non-oil commodity prices.

At present this seems to reflect mainly an expectation of increased
industrial demand rather than any actual upturn in raw material

usage but in time it could lead to an improvement in these countries'.
external earnings. The new official price structure for oil, on '
the other hand, is holding up quite well, and though there has been
some slight tendency for spot prices to soften, the prospect of
further falls in the energy bills of the problem countries seems

less likely.

On the other side of the coin, the capacity of US banks to lend

abroad could be affected in years to come by Congressional legislation
at present under discussion within the important context of increasing
the US commitment to the IMF and the GAB. The proposals in question
are concerned with strengthening the supervisory control over US
banks' international lending in various ways. In particular, the

the House of Representatives' draft would require banks to set aside
specific provisions on all international lending where they cannot
apparently be repaid without a major restructuring or additional
lending; this criterion could apply to a large number of countries
with operational IMF programmes whose efforts to adjust could
therefore be hampered. The House draft also instructs the US
Executive Director actively to oppose IMF loans to countries which
practise apartheid (although as yet there has been no parallel move

in the Senate). Subsequently the House of Representatives' Committee
has announced hearings on draft legislation to restrict lending by

US banks to South Africa. These are symptoms (amongst others) of

an inward-looking mood in Congress which is at best unhelpful and at
worst potentially damaging to the international trading and financial

system.
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2 Latin America

As indicated above, the likelihood of completing Brazil's financial
package, as originally conceived, appears increasingly remote. The
programmed IMF drawing of $411 mn on 31 May is now unlikely to take
place before July, with a consequent delay in the scheduled
disbursement under the new money facility from banks. Brazil is
likely to be forced to seek short-term bridging finance or a further
medium-term jumbo fairly soon; in the meantime, payment arrears

will mount up.

Confirmation by the IMF Board on 23 May that the Fund programme is
broadly on course has raised hopes among some leading banks that
Mexico may avoid the need to raise additional new loans later in the
year. A rescheduling agreement covering the public sector debt is '
likely to be ready for signature shortly. The authorities have now
clarified that they will be seeking a long-term restructuring of
officially guaranteed private sector debt, while intimating that
negotiations on a multilateral basis = but not under the Paris Club

label - are acceptable.

There are firmer indications that the IMF are generally satisfied

with Argentina's performance so far under its standby arrangement,

and the second Fund drawdown should have been made on schedule

on 20 May. There are however continuing difficulties over conditions

relating to the $1.5 bn new money loan from banks. Signature is
unlikely before mid-June at the earliest. pending, inter alia, full
repayment of interest arrears and changes in Argentina's bankruptcy
law which discriminates against foreign creditors. Conclusion of a
rescheduling agreement covering public sector debt is unlikely

before September. The Argentines have apparently now submitted a
revised law to change the entire content of Law 22591 (which governs
existing discriminatory financial restrictions against UK companies)
but the text of this is not yet available to us for assessment.
Political difficulties could yet throw Argentina's financing programme

off course.

Elsewhere in Latin America, progress on the various rescue operations

has been mixed. In the case of Chile agreement has been reached
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with the Advisory Group of banks and the IMF Managing Director hopes
to receive a written commitment by 15 June that all banks will
participate so that he can present a waiver request to the Executive
Board. Bridging finance of some $500 mn, which is necessary to
keep the IMF "shadow" programme on course, is being arranged by the
Advisory Group and by the BIS. In contrast, the Venezuelan talks

with creditor banks have barely got off the ground. To date they
have concentrated on balance of payments projections with considerable
discrepancies remaining between the authorities' forecasts and those
of the bankers who believe that an IMF standby (and~conditionality)

is now essential. With national elections due in December the
authorities are reluctant to adopt an austerity programme. The .
negotiations look likely to be complex and prolonged, and an extension
of the existing moratorium which expires on 1 July appears inevitable.
The situation has been hindered by the emergence of further interest ‘

arrears.

3 Eastern Europe

Elements in the support operation for Yugoslavia are gradually

being put in place. The BIS has granted a $500 mn bridging facility
of which $300 mn, backed by central banks, has already been disbursed.
Release of the balance remains conditional on the resolution of
difficulties over the pledging of the gold collateral. Meanwhile
the commercial banks are working towards completion of their package
by the end of June. The banks are expected to sign an agreement
soon with Romania on the rescheduling of commercial maturities in
1983 but are still discussing amongst themselves the regquest by
Poland for a long-term accommodation covering maturities during the

next several years. Governments have reached agreement with
Romania about the rescheduling of official maturities in 1983 but .
have not yet agreed to re-open negotiations with Poland. Among
East European countries which are still meeting their original debt
obligations Hungary recently raised a $200 mn syndicated banking
credit, but the repayment of a $300 mn facility to the BIS towards
the end of April left its liquidity position strained and,
exceptionally, it was granted a further facility, for $100 mn, until
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the proceeds of a Fund drawing became available at the end of June.
So far, too, the GDR is managing to struggle through.

4 Southern Europe

Although there are no immediate problems in Southern Europe, the
market is showing growiﬁg caution towards several countries which
have large borrowing programmes to finance their continuing deficits.
This is particularly true of Portugal where the absence of effective
government during discussions between the parties over thehformation
of a coalition is delaying a formal approach to the IMF and unsettling
banking confidence. A recent, ineptly timed, $300 mn eurocredit

for seven years was agreed only with difficulty and at higher
interest margins than originally expected by the Portuguese;

but this and a $400 mn facility from the BIS against gold should

temporarily ease the liquidity position.
5 Far East

The most significant development in the Asian region has. been the

decision by the Indonesian government, announced at the beginning of

May, to revise four major industrial projects, with the aim of
making foreign exchange savings of some $4 bn in fiscal 1983-84.
Prior to this decision the likely current account deficit was of the
order of $7-7.5 bn. Besides the large prospective reduction in the
deficit, the decision is important as an indication of political
willingness to curb development in the interests of financial

stability.

Mention should also be made of Hong Kong. In contrast to the other
countries covered by this note whose situation is characterised by

an excessive or potentially excessive burden of external indebtedness,
Hong Kong's difficulties are '‘primarily domestic and largely the
product of a slump in the property market, the impact of which has
been exacerbated by continued high interest rates, a fragile state

of confidence due to uncertainty about the future of the territory,

and the world recession. (A fuller note is annexed.)
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Attached are Notes* which bring up to date the position on
certain countries (all Latin American) in which there have been
significant developments since the last assessment. Also
attached is a table showing the external indebtedness of each of
the problem countries considered in this or previous assessments
and the exposure of British banks and the ECGD.

Page
ARGENTINA 1
BRAZIL . 3
CHILE - 4
MEXICO ' 6
VENEZUELA 7
INDEBTEDNESS TABLE 8

*Each note begins with an estimate of the country's total external
debt. The source for the estimates varies and might have come from
the IMF, official sources within the country (Ministry of Finance,
Central Bank etc) or reports from elsewhere (Embassies, press etc).
In each case the figures quoted are the ones judged to be the

most accurate and up-to-date.
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ARGENTINA

Total indebtedness at end-1982 was officially estimated at

$39 bn including $2.7 bn in arrears.

Reportedly the IMF team which visited Argentina in April was
generally satisfied with performance in the first quarter of 1983
and the second tranche /(SDR 300 mn) of the standby credit is likely
to be made available on 20 May as scheduled. Receipt of the IMF
credit will allow for disbursement of the third and final

tranche ($300 mn) of the $1.1 bn bridging loan. Further IMF
drawings, howqyer, are dependent upon the ending of discrimination
against UK companies under Law 22591. The Argentine Government
have apparently now submitted a draft to change the entire content
of Law 22591 but the text of this has not yet been passed on to us

for assessment.

Signature of the $1.5 bn medium-term loan (UK share of $159 mn) is
now unlikely before mid-June.™ = Repayment of interest
arrears, a pre-condition of the loan, continues to lag, although
repayment of public sector interest arrears corresponding to
February ($280 mn) has been completed and March arrears have begun
to be paid. The Argentines are expected to bring interest
payments to date by using the final tranche of the bridging loan.
Other pre-conditions for the medium-term loan have not yef been

met.

The original regulations for the refinancing of short-term private
sector debt covered by Central Bank exchange guarantees and $1.4 bn
in foreign currency swaps, rejected by Argentina's creditor banks as
being inadequate, are expected to be reissued shortly. The

banks are seeking a higher interest on the five-year bonds and
promissory notes which the Central Bank will issue to refinance

the private sector loans than the 2% over LIBOR stipulated at

\
\
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present. The banks also want the bonds and promissory notes to
be made available in the name of the debtor as well as the name
of the creditor so that they are free to retain a direct
relationship with Argentine private sector clients if they so
wish.. Talks on the rescheduling of $5.5 bn of public sector
debt maturities overdue on 1 December 1982 and falling due from
that date to 31 December 1983 are now unlikely to be concluded
until September. The terms are expected to involve a six-year

repayment schedule with a three-year period of grace.
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BRAZIL

Total indebtedness at end-1982 was estimated by the IMF at $81.3 L

Hopes of maintaining the financial package completed at the end of
February are now more doubtful. Despite record trade surpluses ¢
$500 mn in March and $600 in April, Brazil continues to suffer frc
acute short-term liquidity problems [arrears are said to amount tc
some $500 mn net and could rise steeply]. Although outstanding
credits from banks under Project III [short-term trade-related cre
lines] are)not'thought to be in jeopardy, progress in recouping an
extra $1.5 bn in inter-bank lines under Project IV is at a virtual
standstill, and there now seems little hope of recovering the out-
standing amount. Attempts in the last few weeks by the Brazilian
the liaison group banks to encourage individual US regional, Arab,
Swiss and German_ banks to make up shortfalls on their "fair share"
met with virtual rejection. A compromise solution to overcome th
problem by combining Projects III and IV (some US banks being more
willing to~commit9tfade4related.finénce than bank-to-bank credit) |
been rejected. As a further possibility, the Brazilians suggeste
that inter-bank lines should be made directly available to the

Central Bank. but this also seems to be unacceptable to most banks.

Brazil's difficulties are now compoundéd by the failure to meet
end-March IMF targets under the EFF programme. Central Bank
President Langoni was in Washington on 16 May to discuss the non-
compliance with the Fund Staff and has probably reqﬁested a waiver
from performance criteria. The next tranche of IMF resources
($411 mn) due from 31 May will thus be delayed, and also the next
instalment of Project I money which is dependent on compliance wit
the IMF programme. With these resources delayed, discussions in t
next few days will concentrate on ways of raising alternative fina
It has been suggested that the banks may be épproached for either
$1-1 1/2 bn short-term loan to clear arrears or a further medium-t
jumbo of $2-3 bn. Another possibility would be to postpone repay
under the banks' bridging facility. But any new agreement with t
banks would probably be dependent on renegotiation of IMF targets.
Langoni is thought to have talked to the US Treasury about a furth
loan. Whilst the BIS take the line that the repayment schedule o
the existing facility m&st be respected ($§400 mn is due on 31 May)
a new short-term advance may be a possibility.
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CHILE
Total indebtedness at end-1982 was $18 bn (two-thirds private sector
:ﬁ The Fund telexed the Advisory Committee on 22 April to detail

Chile's 1983 financing needs and stress that a return to the

original programme by end-September requires the bankers'

co-operation. The "shadow" programme was on course and the economy
appeared to be responding favourably. The IMF's financial plan
requires creditor banks to maintain short-term trade-related credit

outstanding as at 31 January 1983 and to refinance or reschedule the
repayment of short-term financial debt and amortisations of medium
and long-term debt due from 31 January 1983 through 31 December 1984.
Chile's total financing requirement for 1983 is $5.1 bn (including a
projected current account deficit of $1.3 bn); gross capital

inflows of $3.8 bn are projected, leaving $1.3 bn to be financed

i from additional-bank loans. de Larosiere has requested that the

“3 Advisory:Committee:provide him with a written commitment by>15 June
that the §1.3 bn new money will be made available so that he’ '

can present a waiver request to the Executive Board. It is proposed
1 that the funds be disbursed as follows: $500 mn around end-July

ﬁ following approval by the Board of a waiver and purchase by Chile of
% its outstanding cumulative entitlement under the standby (SDR 54 mn),
1 $570 mn by to 30 September and $230 mn by 31 December. In order

to keep the Chileans in line with their revised reserves target,
bridging finance of $400 - 500 mn is required in the period up to
end-June - to be repaid out of the new money loan. The Advisory
Group has agreed to contribute $180 mn but this may be reduced

since the BIS has made up to $350 mn available to the Chileans.

At a meeting on 28 April agreement was reached between the Advisory
Committee and the Chileans on the terms of the rescheduling.
Finance Minister Caceres telexed around 600 creditor banks on

29 April to seek their ratification of the package which includes:

(i) the rescheduling, over eight years including four years'
grace, at 2 1/8% over LIBOR or 2% over Prime of $3.4 bn
principal repayments due from 31 January 1983 to
31 December 1984 on public and private (financial) sector
debt; $1.3 bn of this relates to short-term working capital
credits;
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Yo (11 $1.3 bn new credit (representing an 11 1/4% increase in

exposure for individual banks on levels outstanding at
31 January 1983) over seven years including four years' grace
at 2 1/4% over LIBOR or 2 1/8% over Prime;

(iii) the restoration of $0.2 bn short-term trade-related lines
to reach level outstanding as at 31 January 1983; 1level to
be maintained through 31 December 1984.

(iv) the renewal for another 90 days of the suspension of capital
repayments which expired at the end of April.

Although "official" (ie ECGD type) debt is excluded from the
rescheduling, a condition of the new money loan is that Chile will
either have requested that its official creditors reschedule such
debt on a comparable basis or have obtained satisfactory evidence for
the banks thét current outstandings will not be reduced. A further
condition of the loan is that the external debt of the two banks
liquidated in January be assumed by the state-owned Banco del Estado,
where appropriate subject to rescheduling on the terms above, and
that interest on it be brought up to date.

Progress on the restructuring of priVate corporate sector debt, which

was _.included in the moratorium, was hampered initially by the
government's reluctance to provide liquidity support but, following
pressure from foreign bankers, some support was provided to companies
in difficulties. Caceres' telex spelt out at some length the

measures which have already been taken to promote the recapitalisation

of the private sector. It also stated that the government will

guarantee the rescheduled private financial sector debt and that,
although it will not offer guarantees on corporate sector foreign
debt, foreign exchange will be made available to companies on as
favourable a basis as for public and private financial sector entities
to enable them to meet their obligations. The Ibanez Commission,:
which was set up to examine the troubled conglomerates, is expected

to make decisions as to their viability in time for them to be dealt
with in a debt restructuring with foreign banks by end-June.

Bankers have been asked to commit themselves to the package by 23 May
and Caceres appealed for their co-operation. In addition to the
debt relief detailed above, Chile will require new money of $633 mn.
in 1984.
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MEXICO
Total indebtedness at end-1982 was an estimated $83 bn.

While interest payments on public sector debt are reportedly being

kept current, arrears on private sector debt remain substantial.
On 11 April the authorities made a further small arrears payment of
$37 mn (equivalent to 5% of the balances in dollar-denominated
accounts established under the so-called "peso deposit"™ scheme
introduced last December). This is only the second payment on
arrears built up between 1 August 1982 and 31 January 1983 and
brings the total of such payments to under $100 mn. Bal ances not
paid by.30 September 1983 are to be refinanced.

With regard to officially guaranteed/disbursed private sector

credits, following Paris Club discussions on 11-13 April, Camdessus

telexed the MexXicans on behalf of creditors to emphasise the
understanding until now that Mexico would not request a reschedul inc
of official credits and to seek clarification on the subject by

24 April. Al though this deadline was not met, on 29 April the
Mexicans took the opportunity of the Development Committee meeting
in Washington to call a meeting of representatives of the Gl10
countries and Switzerland to clarify their plans for dealing with
officially guaranteed private sector debt-arrears and 1983 maturitic
on which total around $1.5 bn (of which about half is due to US

Ex imbank) . Essentially a restructuring is being sought on terms
similar to those recently agreed with Spain, which has been the
first creditor country to break ranks by deciding on a bilateral
deal, involving a refinancing loan over six years, including three
years' grace. A telex formally setting out these proposals, and
replying to Camdessus' earlier telex was expected in time for the
next round of Paris Club discussions on 17 May. The indications
are that the Mexicans will agree to negotiafe on a multilateral
basis (albeit not under the Paris Club label); however, the terms
likely to be acceptable to creditors are not yet clear. ECGD are
currently canvassing other Whitehall departments on proposals which
involve suspending cover for the Mexican private sector while
continuing to offer the UK share of $150 mn in new official credits

to the Mexican public sector.
\
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VENEZUELA
Total indebtedness at end-1982 is estimated at $33 bn.

The Advisory Committee discussed an economic sub-Group's report
on the Venezuelan authorities' éash—flow projections at its
meeting on 4-5 May} The Group's conclusions were considerably
more pessimistic than those of the authorities; as a result, the
Committee has recommended that the Government adopts an economic
adjustment pfogramme in conjunction with the IMF. At Finance
Minister Sosa's requesf the Fund has prepared a report detailing
what would be required for a standby to be agreed. The IMF's
conditions - including a devaluation of the bolivar and corrective
fiscal measures - may be regarded by the authorities as being too

severe in an election year, but bankers are certain to press hard

--for a programme .to be implemented. The next meeting of the
-Advisory €ommittee was scheduled for 17 May.

The Venezuelans are reported to be seeking a longer-term solution
to the country's debt problems involvihg a more comprehensive
debt rescheduling. A number of options are currently under
consideration and detailed discussion of rescheduling terms is
not therefore expectgd to begin for some weeks. However, it
appears élﬁbg£“;é££;ih that medium and long-term repayments
falling due this year (amounting to $2.2 bn) will need to be
rescheduled in addition to short-term maturities ($6.6 bn State
agencies plus $4.2 bn State banks) and that new money may now be
required. Further difficulties exist over the treatment of private
sector debt, which -is not included in the moratorium but which
bankers wish to discuss within the main rescheduling negotiations.
In addition, arrears of interest are believed to be mounting -

affecting the willingness of many banks to be cooperative.

ECGD withdrew Section 1 cover for new business outside the
short term on 11 May; in future short-term business will only be

covered under Section 1 on CILC terms.
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INDEBTEDNESS AND BRITISH EXPOSURE (end December 1982)

$ billion
Total British banks ECGD
external unguaranteed amounts
debt _claims at risk
Latin America
Argentina 39 203 0.4
Brazil ) 81 4.4 ~1.9
Chile 18 1.1 0. 06
Ecuador 6 0.5 0.1
Mex ico 83 5o 2 1.8
Peru 12 0.4 0.1
Uruguay 4 0.3 0.01
Venezuel a 33 2.4 0.09
Eastern Europe |
(convertible currency)
East Germany 15 0.8 0. 2
Hungary 7 0.5 0.07
Poland : 25 0.5 1.4
Romania 10 0.4 0.6
Yugoslavia _ 20 0.9 1.3
Far East
Indonesia i 20+ 0.6 0. 9%
Philippines 19 1,2 0. 37
South Korea o 37 2.0 .. 0. 9¢
/Hong Kong . = o ¥ 5.2/

Because of differences in definition the ECGD exposure figures in
the final column are not directly comparable with the figures in the
other two columns.

# At end March 1983; excludes short-term debt

# At end February 1983

* Because of Hong Kong's position as an offshore centre the available
figures for external indebtedness and banking exposure to Hong Kong
are not comparable to those for other countries shown above and do
not provide a meaningful indication of the territory's debt
exposure.
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HONG KONG

Hong Kong's public sector external debt is minimal, comprising only
the balance outstanding (US$52 mn at end-1982) on loans from the

Asian Development Bank. The Hong Kong Government has however also
issued guarantees on borrowingé by the Mass Transit Railway of some
HK$5.3 bn (US$0.8 bn). There are no statistics on private sector
indebtedness, other than banking debt - and the latter essentially
reflects Hong Kong's role as a major international financial centre

and cannot be taken as an indication of the territory's debt exposure.

At end?June 1982, total claims of BIS area banks on Hong Kong
amounted to US$37.7 bn, but liabilities to Hong Kong were US$34 bn,
giving a net claims position of US$3.7 bn. The Hong Kong statistics,
which have a more comprehensive coverage (including what is likely to
be a substantial level of business by regional banks), show the
Hong Kong monetary system had liabilities to all banks outside
Hong Kong of US$55.7 bn at end-March 1983, and claims on such banks
of US$44.3 bn - a net liability position of US$11.4 bn: however,
the monetary sector also had claims on non-banks abroad of some
US$16 bn.- The main element in these claims is lending to SE Asian
countries and other offshore centres.

The Hong Kong éConomy, which is largely export-oriented, is
suffering from the combined effects of the world recession, a slump
in the property and stock markets and the continuing depressing
effect on confidence of uncertainty about the territory's future.
The world recession had begun to hit trade performance in 1981 but
its effects had been partly offset by buoyant private domestic
consumption. In 1982, however, with a deterioration in both the
external and domestic sectors, growth slowed sharply to 2.4%, from
an average 12% in the previous five years. Exports fell 3.9% but
somewhat less than the decline in imports, and the deficits both on
visible trade ($2.6 bn) and the current account ($1.2 bn) narrowed
from the level of the previous year. The external assets of the
Exchange Fund, effectively Hong Kong's feserves, amounted to

$5.4 bn at end-1981. \
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The long-sustained property boom collapsed in mid-1981, mainly under
the influence of high interest rates, and prices fell sharply in the
second half of 1981. Uncertainty about the future of the Colony
after the expiry of the lease in 1997 has increased the severity of
what was otherwise a timely shakeout in the property market and
developed property values are now up to 50% below their mid-1981
peak. '~ As a result, several major property companies (notably
Carrian and EDA) have serious financial difficulties. Pressures
from the recession, as well as the property slump, have squeezed
-corporate liquidity generally and further problem situations may
still come to'light. These developments have had their impact on
the financial sector and the deposit-taking companies (DTCs) have
been further hit by legislation aimed, broadly, at shifting short-
term deposits from the DTCs back to the banks over a two-year period
which ends on 30 June. A weakening of confidence in the

financial markets sparked off a withdrawal of interbank facilities
-to--the secondary banking sector last November and eight registered
depdsit;taking companies;havg;now,had theiruregistrationsm:

revoked.

Reflecting these developments, at end-1982 the Hang Seng index of
the stock market was only 40% of its mid-1981 all-time peak, although
it has now recovered to 50% of this level. The exchange rate is
12% weaker in effective terms than at end-1981 and 22% down against
the US$, having recently fluctuated around a record low point of
HK$7.00/Us$l. Inflation, down to 8.0% year on year in January, is

back to 10% year on year.

For 1983, the Government have forecast 4% growth (assuming 2% growth
in the US economy) and recent indications from export orders are
encouraging. World recovery would do much to ease the present
strains on Hong Kong's financial system thoﬁgh the property market,
with a substantial existing overhang, cannot be expected to show any
significant revival for some time to come. A few further DTCs are
expected to go out of business around the middle of the year, as a
result of the structural changes mentioned above, but this need not
have significant repercussions on the rest of the domestic system.

Further corporate failures, particularly in the property sector, are
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also possible. The worst dangers of a major bahking and financial
crisis may now be past, however, and the authorities, with the
support of the major banks, should be able to contain any further
difficulties in the short to medium term. Continuing political
uncertainty, however, may be reflected in periodic pressure on the
exchange rate and the stock market, with possibly more damaging
effects on confidence and the economy as a whole in‘the longer term:

At end-March 1983, ECGD had £708.5 mn at risk under Section I and
€2,636.1.1n under Section 2 - Hong Kong represents ECGD's largest
single exposufe. At end-December 1982, UK-registered banks'
consolidated external claims on non-banks - a better measure of amounts
at risk to Hong Kond residents than the figures for total exposure -
amounted to US$2,022 mn; claims by British-owned banks totalled
US$1,721 mn of which US$1,035 mn was unguaranteed.* Figures for
total exposure ‘to HdngAKong (including off-shore business) were:

‘.. UK-registered banks US$4,694 mn; British-owned banks US$4,071 mn

'of"which-US$2,028 mn unguaranteed.

Bank of England
May 1983

*BIS figures now provide a bank/non-bank split of claims of domestic
branches of banks in the reporting area but, as off-shore branches
are not included, this gives only a limited picture of their total
exposure, and a breakdown has not, therefore, been given in this
note. -
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. TRESOR SON NUMERO £3/1088 POUR SIR GEOFFREY HOWE - CHANCELOR
" THE EXCHEQUER ~ HM, TREASURY PARLIAMENT STREET (LONDON ),

AR COLLEAGUE

PLEASE FIND HEREUNDER THE TeXT OF THE TeLeX | SENT TO OUR
ILLEAGUE DONALD T, RzGAN ABOUT THE WILLIAMS3URG AGENDAS,

JoTeE

AR COLLEAGUE

[HANK YOU VERY MUCH FOR YOUR INVITATION TO SEVERAL MEETINGS
N WILL IAMSBURG,

| AGREE WITH YOUR ::SLJGGI:.ESTIONS FOR DISCUSSION TORICS

| SUGGEST TO ADD TO THE LIST
1) AN EXCHANGE OF VIEWS ON APPROPRIATE WAYS FOR STARTING

IRK ON NECESSARY IMPROVEMENTS OF THE INTERNATIONAL MONETARY SYSTEM
2) RESOURCE TRANSFERS TO LDCS 1

LEVEL OF 0,D, A,

- IDA 5 AND 7
- WORLD BANK RESOURCES AND INTERVENTIONS
- AID TO AFRICA
- PRIVATE FLOWS AND INVESTMaNTS
S INCERELY,
JACQUES DELORS,
NQUOTE -

— ot

SINCERELY
JACQUES DELORS,

62405 TR3Y G
RESOR 220962FM
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The Rt Hon Lionel Murray OBE 26 May 1983 545 i c.o, |

General Secretary

Trades Union Congress

Congress House

Great Russell Street ;
LONDON WC1B 3LS

Do Lo '

WILLIAMSBURG ECONOMIC SUMMIT 28-30 MAY

I was grateful to you for sending me with your letter of 12 May
a copy of the statement drawn up by the Trade ' Union Advisory

Committee. You also wrote to Francis Pym: I have been asked :
to reply on his behalf too. |

There are aspects of the Committee's analysis from which I feel
bound to dissent. As I think you know, I do not believe
Williamsburg can provide easy panaceas. If we were to be too
impatient in our promotion of growth we would damage the foundations
of recovery. The aim must be growth that is sustainable and
non-inflationary, and I am in particular not convinced that
stimulating public investment is the right route to its achievement.

By implication the Committee itself goes some way to recognise this
in its reference to the need to reduce real interest rates. A
display of renewed determination by the US authorities to bring

down their fiscal deficit would be widely judged to be of particular
value in reinforcing the downward movement of interest rates achieved
in recent months.

That said, there are important elements in the Committee's
observations which I would certainly accept. For example I agree

on the importance of early ratification of the recent expansion

of IMF resources. I also share the Committee's views on the
desirability of greater stability in the international monetary
system. In recent weeks Finance Ministers have had constructive
discussions on this; and I would expect the emphasis on co-operation
and interdependence to be an important theme at Williamsburg too.

It was good of vou to write.

i -

GEOFFREY HOWE
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MR COLES

Economic Summit: Williamsburg

As you know, there has been no preparatory work on the
declaration to be made by President Reégan on behalf of his
colleagues at the end of the Economic Summit in Williamsburg on
30 May. It has been agreed that, at the end of the plenary session
on the afternoon of 29 May, Heads of State or Government should give
their Personal Representatives guidance on the structure and content
of the declaration as a basis for drafting. As the Americans are 1in
the chair, it will be the responsibility of President Reagan's
Personal Representative to write the first draft; but, as
President Reagan's latest message to the Prime Minister makes clear,
my United States colleague has asked me to work with him on that.
The discussion at the last meeting of Personal Representatives showed
that that would be acceptable to the other Personal Representatives.

2 I should like to go into that process with some building blocks
ready prepared. I should also like - particularly as the Prime
Minister will have gone by the time the drafting starts - to go into
the process with a reasonably clear idea of what we ourselves would
want a declaration to say. It seemed to me that the best way of
equipping myself would in fact be to prepare my own draft of a
declaration which I could have in my pocket at Williamsburg.

B I have accordingly prepared a draft, which I have agreed with

the Departments concerned. I have assumed that there is not likely

to be any marked discontinuity between the United States thematic
paper as agreed at the last meeting of Personal Representatives and
the final declaration. But the thematic paper was in note form and
not wholly free of jargon; I have tried to cast this in a form which
lends itself to being read out and which indicates in the text that it
is the result of the discussion at Williamsburg. It is consistent with

President Reagan's two recent messages to the Prime Minister.

44 I hope that there may be an opportunity to discuss the draft
with the Prime Minister and receive her comments and suggestions in

the aircraft on the way to Williamsburg.

1
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5. I am sending copies of this minute and the draft declaration to
the Private Secretaries to the Chancellor of the Exchequer and the
Foreign and Commonwealth Secretary

ROBERY ARMSTRONIG

ROBERT ARMSTRONG

26 May 1983
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DRAFT DECLARATION

As we have met here at Williamsburg, for the
ninth Economic Summit of Heads of State or Government
of seven of the largest industrial countries of the
world, we recognise that both the industrial countries
and the developing countries are still confronted with
daunting problems. Our discussion here has convinced
us that there exists the basis for making real progress
in resolving these problems, in our shared understanding
of the nature of the problems, of the objectives which
which we should pursue, and of the need for co-operation
and coherence in our policies and actions.
2 The world recession has left us all - developed
and developing countries alike - with levels of output
and unemployment which none of us can regard as
acceptable; it has left may of the developing
countries with crippling burdens of debt and with
insufficient means to service that debt from their
earnings; and it has led to a creeping growth of
protectionism in world trade, as each country seeks
to use protectionist measures on a national basis
with the object of keeping businesses and jobs going
at home.
3. These problems are not separate, nor separable.
Nor can any one country or group of countries resolve
the problems on its own. We can solve them only if
we work together, and if we tackle them with a

co-ordinated approach which takes account of the ways

CONFIDENTIAL
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in which they are linked and interact on each other.
In doing so we are determined to avoid the mistakes
of the 1970s which contributed to the recession and
the instability from which the whole world has been
suffering.
4. We have seen signs of improvement, growing in
strength over the past year. There has been marked
success in the industrialised countries as a whole in
reducing the rate of inflation. Recovery of demand
and output is gaining ground and broadening. That
presents us with an opportunity and a challenge, to
ensure that this recovery spreads to the rest of the
world, including the developing countries; that it
endures; and that it reverses a decade of cumulative
inflation and unemployment. This will require steady,
purposeful and co-ordinated action across a range of
interrelated policies:
- maintaining the fight against inflation,
achieving lower interest rates and more stable
exchange rates, and to this endhintensifying

=

consultation among us on economic policies and

—

e

market conditions;

- promoting conditions for growth, employment
and the creation of new jobs, for structural
adjustment, and for the acceptance of
technological developments;

- suppdrting the international financial system,
and strengthening world economic co-operation

and institutions;

CONETDENTTATI
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= maintaining the open multilateral trading
system, reversing the trend of protectionism
and working to achieve greater trade
liberalisation;

= recognising that prosperity is more than
material gain, and also reflects our basic
shared values of political freedom‘economic
opportunity, cultural creativity and human
dignity, and contributes to the defence of
these values which also guide our economic

and other relations with Eastern countries.

CAnjgwgﬁs ( g, The key to all this is a return to sound and
P .‘ - . .

}vﬁ?Vi;”ﬁ sustainable growth: in other words, growth that is
o T

not fuelled by and does not generate renewed inflation.)

—
~/

6. Last year at Versailles we instituted a process
of consultations to promote convergence of economic
conditions in key currency countries, which would
among other things contribute to the achievpmeht of
greater stability of exchange rates, in the interest
of balanced growth and progress of the world economy.
This year we notejgkth satisfactioq@the progress that
has been made in this since Versailles, including most
recently the Ministerial meeting of the Organisation
for Economic Co-operation and Development in Paris
earlier this month. We endorse proposals for
strengthening monetary co-operation for stability and

growth which are described in a separate statement

which is being issued with the text of this declaration.

CONFIDENTIAL
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75 That statement refers to the need to avoid a
rebound in interest rates, and to encourage investment.

We would go further. Though interest rates have come

“down since we met last year, they are still at|levels

%

\ ¥

\

which discourage investment, and which considerably
increase the burden of servicing the debt of the
developing countries. They are at these levels in
part because they reflect fears about future levels
of inflation, and in part because of levels of budget
deficits, and therefore of governmental borrowing.

It is the more important that we should follow
policies which lead to growth without reviving
inflation, and that we should intensify our efforts
to get and keep budget deficits under control.

8. We have discussed suggestions for a high level
international monetary conference to agree upon
changes to the international monetary system with a
view to restoring greater stability of exchange rates
and strengthening[fﬁe role and institutions of?the
international monetary system. {;hough we are all
agreed that the conditions do not yet exist in which
such a conference would be likely to produce a

-

successful outcomei}we are in general agreement on the

‘objectives. We have invited our Finance Ministers,

in consultation with the Managing Director of the

. International Monetary Fund, to define the conditions

for improving the international monetary system and

to consider the part which might in due course be

played in this process by )a high level international

Ll

monetary conference.

4
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9. In our discussions we have reaffirmed our joint
and several commitments to the open multilateral
trading system, and we have agreed upon the need to
halt and reverse the spread of protectionism. The
recovery which is under way provides favourable
conditions for the progressive relaxation of trade
barriers and trade-distorting m<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>