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CHANCELLCR cc Chief Secretary

Economic Secretary
Sir Peter Middleton
Sir Terence Burn
Mr.Unwin :
Mr.Battishill
Mr.Lavelle
Mr.Mountfield

Mr; Bottrill
Mr.Kelly

SUMMIT: MEETING WITH P.M. ON 23 MAY

There are four papers for the meeting.

Draft Economic Declaration
2. The latest version, drafted Jjointly by Sir Peter Middleton and

Sir Robert Armstrong, has received a tick from the Prime Minister.
I have only one comment, on the sentence in square brackets at the
end of paragraph 4 to which you have already drawn attention. We
hope for a better text with the help of Regan. (As Mr.Peretz may
have told you, Sprinkel handed me a paper as we were leaving

the dinner in Rome, and with a press of people around I simply
slipped it into my pocket. Only later did I discover that it must
have been the wrong paper - his copy of the draft G.10 communique!
He is still in Rome where I cannot get at him, and I have been in
touch with his office to ensure that he sends me the right text as
guickly as possible on his return tomorrow or Thursday.)

Draft Lendon-.Charter

3. I have no comments on this draft, which seems to me to have the
right "magnificent" language. The Ecconomic Secretary had questioned
the phrase "a system of pluralist democracy" and suggested instead
"liberal democracty". The latest draft simply has "a system of
democracy", which I think will do.

Draft on International Terrorism

4, I have no comments.

Draft Keynote Speech

5. This is my second draft, reflecting some improvements in the light
of your comments on the first shot.



e e o o o

CONETDTNTT AT
() LDEINLLAL

=S
.enort from Personal Representatives
6.

We are promised, but I have not yet received, a report on the
meeting which Sir Robert Armstrong held on Sunday and yesterday. I
attended the lunch on Sunday, in order to report briefly on the OECD and
G.10 meetings. No problem on either of those. :

7. In the course of the discussion, there was some reference to debt,
as a subject which the G.10 seemed not to be including. I commented
that it did not fit in the terms of the remit on international monetary
reform, but was very much in the minds of all the Ministers present.

In subsequent discussion, I at one point asked whether there was

a general view that the Summit ought to produce a statement on
international debt, beyond the kind of thing included in the draft
Economic Declaration. This provoked a passionate outburst from Attali,
to the effect that the Summit was a matter for Heads of Government and
they were not going to be dictated to in the form of drafts by officials,
Finance Ministers, or anybody else other than themselves and the
Personel Representatives. Nobody argued - I think they are all

well accustomed to Attali - and I said that I was working on the
assumption that Finance Ministers would regard it as their duty to
discuss such an important subject as internationzl debt, and that I
would expect you to wish to report their views.

8. In this connection, you may like to look at the attached ccpy

of a minute which I sent to Sir Peter Middleton last week. He

thinks this is the right framewcrk for the Summit; indeed to do more
would suggest a bigger role for Governments, which we do not want.

9. Since dictating the above, I have just seen the revised version

of the Thematic Paper, resulting from the recent meeting of Personal
Representatives. Only one comment: I very much dislike the new
paragraph 15. I suspect it must have been put in at French insistence.
It would be much better to get "North/South relations" off our formal
agendas.

(s Ge LITTLER)
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Thank you for your minute of
21 May (ref A084/1523). As I told
Mr. Hatfield on the telephone this
morning, the Prime Minister agrees
with the recommendations in your
fourth paragraph.

I am copying this minute to
Mr. Ricketts (Foreign and Common-
wealth Office) and Mr. Peretz (H.M.
Treasury).

22 May 1984
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London Economic Summit: 7-9 June 1984

With my letter of 9 May (PS(84) 9) I attached at Annex A
a list of briefs to be prepared for the London Economic Summit
early next month. This list has been revised. I attach

the revised list and should be grateful if briefs are prepared
accordingly.

The deadline for briefs to reach the Cabinet Office remains
12.00 noon on Thursday 24 May as I requested in PS(84) 9.

I am sending copies of this letter to the Private Secretaries
to Sir Antony Acland, Sir Peter Middleton, Sir Anthony Rawlinson,
Sir Kenneth Stowe, Sir George Moseley, Sir Brian Hayes,

Sir Clive Whitmore, Sir Brian Cubbon, Sir Kenneth Couzens,
Sir Michael Franklin, Mr M E Quinlan, Mr R J Andrew and
Dr Robin Nicholson, and to John Coles at No 10.

Yours sincerely

(Signed) LINDSAY WILKINSON (Miss)
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REVISED ANNEX A

Subject

Steering Brief

Economic Subjects

Z 4

10,

Political

Thematic Paper and British

Initiatives

World Economy:
and Monetary Policies

International Monetary

Matters

Trade

(a) International Debt

(b) Developing Country Issues

Problems

Energy

East/West Economic
Relations

Impact of Technology

Environmental Issues

Subjects

j = N
[ 4

Terrorism

East/West relations

(a) Position and attitudes of
the Soviet leadership
Policies of the States
participating in the
Summit towards the USSR

(b)

Arms control and disarmament

(a)

(b) Non-nuclear issues

and its. aklies

Nuclear issues

7-9 JUNE 1984

Economic

Lead
Department

Cabinet Office

Cabinet Office

Treasury

Treasury

D1

Treasury

ECO

Energy
FCO

Cabinet Office

FCO

FCO

FCO
FCO

1
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In consultation
with

e

FCO
EFCO
DTI

FCO
DTT

FCO

Transport
Treasury

FCO

Treasury

DTI

ODA

FCO

as appropriate

DTI
TmWy e T

as appropriate

as appropriate

as appropriate

as appropriate
as appropriate
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14.

15

16.

Others

oy
18.

19,

20.
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Subject

Non-proliferation

Specific regional situations:

-.Iran/Iraq

- Middle East

- Afghanistan

- Central America

- Southern America
- - South East Asia

- Far East (including China,
Korean Peninsula)

Other Issues:

(a) Acid Rain

(b) Life Sciences

(c) United States
Manned Space
Station

(d) Hong Kong

(e) Falklands/Argentina

¢f) Gibraltar

1985 Summit (including
participation)

Bilaterals (excluding
United States/Japan)

Statistics

Personality Notes

Lead
Department

FCO

FCO
FCO
FCO
FCO
FCO
FCO
FCO

DOE

Cabinet Office

ECO

FCO

FCO

FCO

5

FCO

Treasury

FCO

2
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BRUSSELS

LONDON ECONOMIC SUMMIT
PLEASE PASS SOONEST TO CHANCELLOR'S PERSONAL REPRESENTATIVE,
DR TIETMEYER (COPY ADDRESSEES PLEASE PASS TO OTHER PERSONAL
REPRESENTATIVES: MARCHAND (CANADA), ATTALI (FRANCE), RUGGIERO

(ITALY),

PS/CHANCELLOR OF THE EXCHEQUER
TREASURY
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21281 - 1

MOTONO (JAPAN), WALLIS (US) AND DURIEUX (COMMISSION))
1. THEMATIC PAPER PARAGRAPH 14.10 SHOULD READ '.

.. CONSIDER

WHAT HAS BEEN DONE SO FAR AND IDENTIFY SPECIFIC (SPECIFIC)
AREAS FOR RESEARCH ...'
2. ERROR REGRETTED.
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LIMITED
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ECD'S
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TRED
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EED
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PS/MR RIFKIND
PS/MR WHITNEY
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PS/PUS

COn

SIR C TICKELL
SIR J BULLARD
MR RENWICK

MR J THOMAS
MR WILSON

MR WRIGHT

MR CARTLEDGE
MR ADAMS

MR BARRINGTON

BUCKINGHAX PALACE

ADDITIONAL DISTN
ECONOMIC SUMMIT

COPIES TO:
ESAU RM OAB SG/163
ESPU RM OAB SG/118

MR KEAY D/ENERGY
MR INGHAM-—
NO 10 DOWNING ST
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FROM: J.G.LITTLER
. DATE: 22 MAY, 1984
’ CHANCELLOR cc Chief Secretary
Economic Secretary
Sir Peter Middleton
Sir Terence Burns

Mr.Unwin
Mr.Battishill
Mr.Lavelle
Mr.Mountfield
Mr.Bottrill
Mr.Kelly
W’ SUMMIT: MEETING WITH P.M. ON 23 MAY
Jok u;ﬁb
;j% There are four papers for the meeting.
VN’A\\ Draft Economic Declaration
. 2. The latest version, drafted jointly by Sir Peter Middleton and

Sir Robert Armstrong, has received a tick from the Prime Minister.
I have only one comment, on the sentence in square brackets at the
end of paragraph 4 to which you have already drawn attention. We
’i L Lh1, hope for a better text with the help of Regan. (As Mr.Peretz may
yQF,. have told you, Sprinkel handed me a paper as we were leaving
the dinner in Rome, and with a press of people around I simply
4W~FRJA slipped it into my pocket. Only later did I discover that it must
R have been the wrong paper - his copy of the draft G.10 communique!
v{uf He is still in Rome where I cannot get at him, and I have been in
touch with his office to ensure that he sends me the right text as
quickly as possible on his return tomorrow or Thursday. )

= Draft London Charter
3. I have no comments on this draft, which seems to me to have the
right "magnificent" language. The Economic Secretary had questioned
the phrase "a system of pluralist democracy" and suggested instead
"liberal democracty". The latest draft simply has "a system of
democracy", which I think will do.

Draft on International rerrorism

4, I have no comments.

Draft Keynote Speech
5. This is my second draft, reflecting some improvements in the light

of your comments on the first shot.
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.eport from Personal Representatives 2 uhu
" 6. We are promised, but I have not yet received, a report on the
meeting which Sir Robert Armstrong held on Sunday and yesterday. 1
attended the lunch on Sunday, in order to report briefly on the OECD and
G.10 meetings. No problem on either of those.

7. In the course of the discussion, there was some reference to debt,
as a subject which the G.10 seemed not to be including. I commented
that it did not fit in the terms of the remit on international monetary
reform, but was very much in the minds of all the Ministers present.
In subsequent discussion, I at one point asked whether there was
a general view that the Summit ought to produce a statement on
international debt, beyond the kind of thing included in the draft
Economic Declaration. This provoked a passionate outburst from Attali,
. to the effect that the Summit was a matter for Heads of Government and
they were not going to be dictated to in the form of drafts by officials,
Finance Ministers, or anybody else other than themselves and the
Personal Representatives. Nobody argued - I think they are all
well accustomed to Attali - and I said that I was working on the
assumption that Finance Ministers would regard it as their duty to
discuss such an important subject as international debt, and that I
would expect you to wish to report their views.

eeees 8. In this connection, you may like to look at the attached copy
of a minute which I sent to Sir Peter Middleton last week. He
thinks this is the right framework for the Summit; indeed to do more
. \/would suggest a bigger role for Governments, which we do not want.

9. Since dictating the above, I have Jjust seen the revised version
of the Thematic Paper, resulting from the recent meeting of Personal
Representatives. Only one comment: I very much dislike the new

It would be much better to get "North/South relations" off our formal
agendas.

v// paragraph 15. I suspect it must have been put in at French insistence.

_~—(J. G. LITTLER)
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INTERNATIONAL DEBT: SUMMIT
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State of Play
of the briefing will be the latest prog
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Bank of

Group chaired by Mr.Unwin which processes thls).

and Bank of England are repr

FROM: J.G.LITTLER
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cc Mr.Unwin
Mr.Lavelle
Mr.Mountfield

Sir Williem Ryrie,ODA
Sir Crispin Tickell,FCO
Mr.Loehnis,B/E

he briefing line

Summit.

ress report from the
ented at the

I 2im for en up-date

Jjust before the Summit,.
by the Prime Minister, but I think the Chancellor will want to have
and we need to hold it in reserve for any questions which

z

— .

are.

The key points which I weculd went to pick out, for Summit discuss

The mass of country material may not be needed
it

may arise.

iond,

(a) & great de the autumn
of 1982:

of world recovery on trade;

al of progress has been made since
one can specify it under the headings of the impact

the extensive adjustment undertaken
by many debtors countries, with or without formal IMF programmes;
the development of understandings and practices in handlin
rescheduling, etc., on both public and privete fronts.
(b) The continuing difficulty, which looms more dangerously

as time elapses, with those countries which are not taking

adjustment meessures (such as Argentina, Philippines).

(c) The dangers which might emerge from the end-March operation
to give temporary relief to Argentina - giving support to
Argentine hopes of continual postponement, possibly contributing
to potentiel Latin American solidarity.

(d) Most importantly - in quantity and psychology - the rise in
dollar interest costs (combination of high nominal rates and high
currency value).

oid Lo ok Bk
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=
Q. For public purposes, the line should be that progress is being
" made, but the difficulties are well-recognised, that much discussion
and action is going on to meet the difficulties, and perhaps that
certain particular lines of useful develcopment could be'ind;cated.

Basic Strategy

5. There is much accusation of lack of action and, particularly, lack

cf strategy. his comes meinly from people who want centralised
governmental or international institutional action. And of course
+

here are those who wrongly deny that a "case by case approach" can
merit the term "strategy".

6. But the strategy exists and has been in general firmly implemented

. with good understanding by those concerned. It rests centrally on the
adjustment by the debtor country, brings the IMF in to help formulatie
adjustment programmes, monitor them, and provide a lead and coordination
in financial help; the parts to be played by private creditors,
commercial banks, governments and multilateral institutions involve
occasional squabbles, but the ground-rules are understood.

7. It would be worth restating the strategy publicly, on s note of
confidence, and to convince debtors that they cannot opt for an easy
way out. It would also be worth confirming the agreement between the
major creditor countries represented at the Summit.

Lines of Action

. 8. Important to be clear that global solutions are out - this is agreed
by all Summit countries, except for the French hankering after
an allocation of SDR. Also important to make clear that there can be no
question of governments stepping in to rescue either debtors or
commercial creditors, by actual finance or by guarantee, Governments
will play their part in generous rescheduling of official and
offically- guaranteed credit, in their support of the IMF and other
international institutions, and in encouragement they can give, with
central banks, to commercial banks.

9.The particular lines to be pursued can be divided between short-term
and longer-term, although the two inevitably merge in places into each
other.
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The following:-

(a) Restructuring maturities: there is a developing sense in the

financial community that short-term rescheduling of immediate
maturities, which inevitably simply creates a hump of debt

a few years ahead, while it may be sensible on the first round,
ought to be replaced by something more rationally constructed
in due course, perhaps especially in the light of, indeed in
recognition and encouragement of, progress being made by the
debtor. 1In their recent New York meeting, central banks were
unanimous on this; much thinking of commercial banks is moving
in this direction and can be encouraged; rescheduling by
official creditors tends already to be on average rather more
generous, but could be tackled in a similar way.

(b) Interest rates: very dangerous ground for governments to enter

into, because of the obvious scope that would give for demands for
subsidy or direct relief., But it is encouraging that central
banks (and again with evidence of pzrallel thinking by some
commercial banks) are exploring ideas under which the burden of
interest costs could be limited if interest rates continued to
rise, or in general some top slice of interest might in some
circumstances be deferred. If some of these arrangements
necessitated some writing down of values in bank balance-shects,
that might be no bad thing.

(¢) Realisation ot esssets: & suggestion which invariably meets a

hostile reception from debtor countries. To suggest that they
should sell outright the basic natural resources which they hope
themselves in future to exploit seems most unlikely to be
acceptable, and efforts to campaign for it would be counter-
productive. But there are examples (a notable one is Volkswagen
in Breazil) where existing industrial and other investments

could benefit from permission for increased foreign equity
participation. The cash flow would ease the debt burden. The
offence to local pride might be much less troublesome in
political terms than the additional severity of domestic policies
which would otherwise be necessary. The real problem is how far
action and talk by creditors can promote a favourable response

N
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.) from debtors. I am afraid my conclusion is that in generael
" we do best to work quietly, using the opportunities of
casual meetings and direct negotistions, but not presenting a

"campaign issue".

Longer-Term Ideas

11. These come under the headings of IMF, IBRD and private investment:-

(a) IMF: continued support for IMF action, readiness to provide
resources (although no immediate need for anything additional),
arrangements to carry IMF monitoring forward for longer than
traditional periods (which needs much more technical discussion).

(b) IBRD: gquite apart from the current (and we hope temporary)
. difficulty over the Japanese special subscription and the IDA,
I believe there is a need for a substantial general capital -
increase for the IBRD to be agreed during the next 18 months or so -
the earlier the better, but not before the US election. I suggest
this partly because it seems to me that the IBRD could and
should play a larger part in development financing (taking up some
of the gap which has unhappily been filled by short-term bank
finance in the past decade or so), partly also because it happens
that capital constraints and the accident of cash-flow will have
the result that, unless they get a capital increase, the IBRD
net provision to developing countries over the next few years
will be pitifully small. What I would like to see from the
‘ Summit is some general encouragement of the roles of the IBRD,
on which we can then build in the necessary discussions between

governments and in the IBRD Executive Board.

(c) Direct equity investment: we need all possible encouragement,

and can quote a number of examples of debtor countries recently

gy

deciding to admit larger foreign participations. We can of course
also quote the relative success of countries which have been more
open to foreign equity investment within their borders. We

cannot make conditions: but there is much that the IMF and Paris
Club and commercial banks in their negotiations and general

/ discussions could do to promote the arguments and the idea.

'. {} (d) Private portfolio investment: markets are not ready for

. the resurrection of the foreign bond - at least on any

L
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. significant scale and for any wide range of potential
borrowers. But some interesting ideas exist - and the

IFC in particular have been developing them - for the
building up of investment trusts and unit trusts specialising
in assets in developing countries, especially the more ,
advanced ones which are also the major debtors. There are
rather more remote possibilities that, if such instruments
could be developed, holdings could be offered to commercial
banks in exchange for some part of existing financial debt.

(e) Catalysing private investment : there is scope to encourage
the already existing but modest role of the IBRD and IFC as
catalysts in organising investment in developing countries and

attracting private equity participations.

Conclusion ;
12. I return to the point that a difficulty in handling this subject

generally in the Summit and other governmental fora is that a great
deal of what is needed is action by debtor countries themselves and
by commercial creditors and potential private investors; I think
‘the Summit can chart some directions, but we must be wary of
pressing too hard or trying to go too far, lest we provoke a hostile

response or strengthen demands for direct government action.

(I G. LITTLER)

Dictated by Mr.Littler
and signed in his absence
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This minute reports the state of play on preparations for Lo
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the London Economic Summit, in the light of developments at the ﬁﬁngﬁb
weekend meeting of Personal Represcntatives at Chevening. fﬁﬁhﬂdﬁ
e

Thematic Paper

s Much of the time at the meeting was spent considering and
amending the draft Thematic Paper. By the end of the meeting

we had an agreed final version, which all Personal Representatives
will now submit to their Heads of State or Government as a basis
for discussion at the Summit. I have submitted the Prime

Minister's copy of the Thematic Paper separately.

Draft Economic Declaration

~

34 I circulated the latest draft Economic Declaration to
Personal Representatives halfway through the meeting, making it
clear that I was not intending to discuss it in detail - that
process would have to take place in London on 8 June, after the
plenary session - but that I should welcome their comments on

the general form and content. Personal Representatives seemed

to be in general content with it, though a number of them pointcd
out that 1t would need to be slightly revised to take account of
agreed changes in the Thematic Paper. It was agreed that I

would circulate a revised version to Personal Represehtatives

by the end of this week. That revised draft would be for their
personal use only, and would not be shown to Heads of State or
Government: if it was shown to Heads of State or Government
before the Summit itself, Heads of State or Government would

tend to focus their discussion on the words in the draft rather
than on the issues. It was accepted, however, that it would be
useful to have a draft available as a basis for the final drafting
on the night of 8 June.

CONFIDENTIAL
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List of Political Subjects

4. Sir Julian Bullard circulated a list of political subjects
(copy attached) which political representatives had identified
for possible discussion at the London Economic Summit. Personal
Representatives were content with the 1list, but thought that it
would be useful if we could give advance indication of which
issues we expected to see discussed by Heads of State or
Government and on which occasions at the Summit. Speaking
personally, I said that I thought that the Prime Minister would
certainly expect to discuss with her colleagues items 1, 2, 3 and
4 on the list, and no doubt Iran/Iraq. I thought that she might
well wish to discuss items 3 and 4 (East/West Relations, and
Arms Control and Disarmament) on the evening of Thursday 7 June,
and she might wish to leave items 1 and 2 (Common Democratic
Values, and Terrorism) over until the morning session on Friday
8 June. I hope that the Prime Minister will be able to give

instructions on this at her meeting tomorrow.

Draft Declaration on Democratic Values

53 There was general agreement that it would be useful to

issue a Declaration on the lines of this draft from the London
Economic Summit, coming as it did the day after the commemoration
of the Anglo-American landing in Normandy. Some Personal
Representatives wondered whether the connection should be
explicitly made, but the general feeling was that it should not
be made in the document itself: the press would be well aware

of the occasion, and, if the Prime Minister wanted, she could
perhaps do so in a few impromptu words before reading the

Declaration out.

6. There was general agreement that the right time for issuing
the Declaration would be at the final ceremony in Guildhall on

the afternoon of Saturday 9 June, before the Economic Declaration.
Such a Declaration needed a formal occasion, and Guildhall would
provide an emminently appropriate setting. One Personal
Representative suggested that the Declaration should be shortened
and issued as a preamble to the Economic Declaration; others,
however, thought that, while it should be read before the Economic
Declaration, it should be kept separate from it in view of the

reasons for having it.

2
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¥y We agreed that, if the Declaration was not to be issued
until the afternoon of Saturday 9 June, it should not be
discussed by Heads of State or Government until the morning of
that day: if it was discussed the previous day, it would be
difficult to hold it until the afternoon of 9 June.

£ A number ot suggestions were made in the course of discussing
the draft Declaration. We promised to revise the draft in the
light of the comments, and circulate a revised version by the

end of this week. That draft will be shown to Heads of State

or Government before the Summit itself. The French Personal
Representative insisted that final discussion of the draft should
be undertaken at the Summit by Personal Representatives, before
the document went for discussion by Heads of State or Government.

Draft Declaration on Terrorism

9. I also circulated this draft halfway through the meeting.
When we came to consider it, the French and Italian Personal
Representatives made it clear that their Heads of State or
Government could not be parties to such a Declaration and did
not wish to see any joint Declaration on the subject of state
terrorism. The fact is that both Governments have their own
reasons for not wanting to be too beastly to the Libyans. The

United States Personal Representative indicated that his

Government could go along with a Declaration of the kind proposed;
others did not take a position.

10. On the other hand, everybody recognised that Heads of State
or Government, and probably also Foreign Ministers, would wish
to discuss the threat of international terrorism; and, following
the St James's Square episode, the Prime Minister would want to
be able to tell the media that it had been discussed. All
Personal Representatives were prepared to agree that the Prime
Minister should tell the media at the end of the first day that
terrorism had been discussed.

CONFIDENTIAL
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'. 11. The French Personal Representative suggested that the Prime
Minister could say that of course the subject of international
terrorism had been discussed, and Heads of State or Government
had considered a number of aspects relating to exchange of
information and operational response of a kind for which obviously
she would not be able to give details to the press. I said
that the Prime Miuisler would certainly wish to be able to say
something which indicated that Heads of State or Government had
addressed the particular problems of states-sponsored terrorism, .
perhaps in the form of an indication that there had been
agreement to look carefully at the application of the Vienna
Convention. A number of Personal Representatives made it clear

" that their Heads of State or Government would not wish anything
to be said which suggested that the Vienna Convention itself
was to be modified.

12. My judgment at the end of the discussion was that there was
no possiblity of getting agreement to a draft joint Declaration
on terrorism, of the kind we had circulated. It seemed to me
that, if it became more widely known that an attempt had been
made to agree upon such a draft but had failed, that would be
the worst of all worlds. I therefore recalled all the copies

of the draft Declaration which we had circulated, and said that
I should wish to report the discussion to the Primc Ministe:

and consider where we went from here.

‘ e 13. My recommendation is that we should seck to draft, as a
matter of urgency, the text of a statement which the Prime Minister
might read to the press at the end of the first day's meetings.

The statement should indicate that the subject of international
terrorism had been discussed by Heads of State or Government,

who had noted with great concern the rising trend in international
terrorism. They had discussed the ways in which existing inter-
national co-ordination of the response to threats of international
terrorism, both among Summit countries and between them and other

countries, could be increased and improved; and they had also
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discussed how the application of the Vienna Convention should
be affected. They were determined to respond with firmness and
vigour to the threat of international terrorism, wherever and

in whatever form it appeared.

14. It would be useful if we could be given instructions as to
how to proceed with this at the Prime Minister's mceting tomourrow.

15. Revised versions of the draft Economic Declaration and of
the draft Declaration on Democratic Values are being circulated
separately to those attending the Prime Minister's meeting
tomorrow.

16. I am sending copies of this minute to the Private Secretaries
to the Foreign and Commonwealth Secretary and the Chancellor of
the Exchequer.

ROBERT ARMSTRONG

22 May 1984
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LIST
(1)
(2)
(3)

(4)

(3)
(6)

CONFIDENTIAL

OF POLITICAL SUBJECTS
Common Democratic Values
Terrorism

Eaéf/West Relations:

(a) Position and attitudes of the Soviet leadership:
(h) Policiecs of Stales participating in the Summit
towards the USSR and its allies.

Arms control and disarmament:

(a) Nuclear issues:
(b) Non-nuclear issues

Non-proliferation’
Regional and Third World issues:

(a) General questions, eg: relations with neutral and
non-aligned countries; political aspects of North/
South relations; handling of regional crises

(b) Specific regional Situations, eg:

- drantfIrag

- Middle East

- Afghanistan

- Central America

- Southern Africa

——South*East iAsia

~ - rar East (including China, Korean Peninsula)

NOTES:

o T

(II)

(III)

(IV)

VY

This is a list of political themes identified during a
meeting of officials from participating countries at the
British Embassy, Paris on 18 May 1984 for possible
discussion at the London Economic Summit

It is ad referendum to Heads of Delegations and to their
Personal Representatives

It is subject to revision in the liéht of developments, and
the order has no overriding significance

The preparation of this list in no way limits the total
freedom of Heads of Delegation at the London Summit to discuss
whatever subjects they wish, or the freedom of Foreign
Ministers under their direction to do likewise.

The question of whether to issue any public statements/

declarations, and if so on what subjects and in what form,
is for Heads of Delegation at the Summit to decide.
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Your minute of 21 May conveyed the Prime Minister's approval
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MR COLES Burwns

London Economic Summit:

of the draft Economic Declaration attached to my minute of

18 May.

2 We have now revised the draft in the light of the weekend's
discussion by Personal Representatives of the Thematic Paper.
The changes are not major, but I should draw attention to the

following:

- in ‘paragraph 6.5 fthe inclusien of a reference. to. flexibility
in the use and the remuneration of labour (to reflect a
general feeling among Personal Representatives that there

was a need to loosen and open up wage Sstructures);

- in paragraph 8(2), a reference to job training;

- a recasting of paragraph 8(4) and of paragraph 8(10) to
reflect changes in the Thematic Paper agreed at the weekend;

- in‘paragraph 11, a reference to the Manich conference on the

environment ;

- in paragraph 13, some additional American words about the

virtues of the international manned space station.

o I am sending copies of this minute and of the revised draft
to the Private Secretaries to the Foreign and Commonwealth
the Secretary of

Secretary, the Chancellor of the Exchequer,

State for Trade and Industry, the “Secretary of State for

Transport and the Home Secretary.

ROBERT ARMSTRONG

(S}
(3]

May 1984




CONFIDENTIAL

(Draft of 22 May 1984)

THE LONDON ECONOMIC DECLARATION

We, the Heads of State or Government of seven major industrialised countries
and the President of the Commission of the European Communities, have
gathered in London from 7 to 9 June 1984 at the invitation of the Rt Hon
Margaret Thatcher FRS MP, the Prime Minister of the United Kingdom, for the

tenth annual Economic Summit.

2. The primary purpose of these meetings is to enable Heads of State or

Government to come together to discuss economic problems, prospects and
opportunities for our countries and for the world. We have been able to
achieve not only closer understanding of each other's positions and views but
also a large measure of agreement on our objectives and on the policies to be

followed in pursuing them.

3. At our last meeting, in Williamsburg in 1983, we were already able to

detect clear signs of recovery from world recession. That recovery can now

‘be seen to be established in many of the industrialised countries. It is the

reward for the firm efforts made in the Summit countries and elsewhere over
recent years to reduce levels of inflation and of interest rates, to control
and where possible bring down fiscal deficits, and to control monetary

growth.

4. But its continuation cannot be taken for granted; it requires unremitting
efforts. We have to make the most of the opportunities with which we are now
presented to reinforce the basis for enduring growth. We need to spread its
benefits widely, both within our own countries and also to other countries,
including the poorer countries who stand to gain as much as any from a
sustainable growth of the world economy. Failure to reduce inflation further
and darﬁp down inflationary expectations could put recovery at risk. Prudent
monetary and budgetary policies of the kind that have brought us so far will
have to be sustained and where necessary strengthened. We reaffirm the
commitment of our Governments to those objectives and policies. We welcome
the "down payment" measures of the United States Government as an
important step in the ”f)‘fécesswdf ”réducing\w th; B?Jage?-deficit of the United
States.
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5. Not the least of our concerns is the growing strain on public expenditure
from social insurance provisions in many of the industrialised countries.
Those provisions have to be kept within the limits of what our national
economies can afford. We welcome the increasing attention being given to
these problems by national governments and in international fora such as the

Organisation for Economic Co-operation and Development (OECD).

6. To achieve sustained growth, we must make sure that the industrial
economies adapt and develop in response to market needs and technological
change. We must encourage flexibility in the use and remuneration of labour,
and bring about the conditions in which more new jobs will be created on a
lasting basis, especially for the young. We need to foster and expand the

international trading system and liberalise capital markets.

7. At Williamsburg we defined a strategy for dealing with the debt burdens of
many developing countries. In the pursuit of this strategy a key role has
‘been played by the International Monetary Fund, whose resources have been
strengthened for the purpose. Debtor countries have been increasingly ready
to accept the need to adjust their economic policies. In a climate of world
recovery and growing world trade, this strategy should continue to enable
the international financial system to manage the problems that may still
arise. But a significant rise in levels of international interest rates would
both exacerbate the problems of the debtor countries and make it more
: difficult to sustain the strategy. This underlines the importance of
continuing to follow policies which will be conducive to lower interest rates

and which take account of the impact of our policies upon other countries.
8. We have therefore agreed -
(1) to continue with and where necessary strengthen policies to reduce

inflation and interest rates, and to control budgetary deficits and

monetary growth;
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(2) to seek to reduce obstacles to the creation of new jobs:
- by encouraging the efficient working of the market;

- by encouraging industrial development in response to market needs

and technological change, including in innovative small businesses;
- by encouraging the improvement and extension of job training;
- by discouraging measures to prop up declining industries;

- and by reducing or phasing out subsidies and other assistance

which distorts markets;

(3) to study with the appropriate international organisations policies to
improve economic efficiency and promote growth, 1in particular by
harmonising standards, encouraging innovation and working for a more
widespread acceptance of technological change, and facilitating the

mobility of labour and capital;

(4) to invite Finance Ministers to carry forward, as a matter of urgency,
their current work on ways to improve the operation of the internaﬁonal
monetary system, including exchange rates, surveilla'nce,. the creation,
control and distribution of international liquidity and the role of the IMF;
and by early 1985 to complete the present phase of their work and to

make recommendations for next steps, including further international

| discussion;

(5) to carry forward the procedures agreed at Versailles and at

Williamsburg for multilateral monitoring and surveillance;

(6) to seek to improve the operation and stability of the international
financial system, by means of prudent and convergent policies among the
major countries, by providing an adequate flow of funding to the
international financial institutions, and by improving international

access to capital markets in industrialised countries;
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(7) to confirm the strategy on debt and to continue to implement it
flexibly, helping debtor countries to make the necessary economic and
financial policy changes, taking due account of political and social
difficulties;

(8) to maintain and wherever possible increase flows of resources,
including official development assistance, to the developing countries, to
find ways of increasing the flow of private investment, and to encourage
practical measures in those countries to conserve resources and enhance

indigenous food and energy production;

(9) to urge all trading countries to resist continuing protectionist
pressures and to reduce barriers to trade and to make renewed efforts to
liberalise and expand international trade in services (including shipping)

as well as in manufactures and commodities;

(10)to accelerate the completion of current trade h’beralisation.
programmes, in co-operation with other trading partners; to press
forward with the work on trade in services in the international fora; and
to explore with other GATT partners as quickly as possible the objectives

for, the participation in and the timing of a new negotiating round.

9. We note with approval the continuing consensus on the security and other
implications of economic relations with Eastern countries, and on the need to

continue work on this subject in the appropriate organisations.

10. We welcome the second report of the Working Group on Technology Growth
and Employment created by the Versailles Economic Summit, and the progress
made in the eighteen areas of co-operation, and @nvite the Group to pursue
further work on technology and the environment, education and employment,
adaptation to technological change, trade in technology and the products of
technology, and the sharing of major scientific facilities, and to report to

Personal Representatives in time for the next Economic Summit.
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11. We recognise the international dimension of environmental problems and
the role of .environmental factors in economic development. We have
therefore decided to invite the Working Group on Technology, Growth and
Employment to consider what has been done so far and to identify specific
areas for research on the causes, effects and means of limiting environmental
pollution of air, water and ground where existing knowledge is inadequate, and
to identify possible projects for industrial co-operation to develop cost-
effective techniques to reduce environmental damage. The Group is invited to
report by 31 December 1984 on these matters. We also welcome the invitation
from the Government of the Federal Republic of Germany to other Summit
countries to a multilateral conference on the environment in Munich on 24-27
June 1984.

12. We thank the Prime Minister of Japan for his report on the Hakone
Conference of Life Sciences and Mankind, organised by the Japan Foundation
in March 1984, and welcome the intention of the French Government to

sponsor a second Conference in 1985.

13. We welcome the invitation from the United States Administration to other
Summit countries to participate in the development of an international manned
space station, noting that a space station would be an example of the kind of
programme that provides a stimulus for technological development leading to
strengthened economies and improved quality of life. Other Summit countries
will actively examine the possibility of accepting the invitation, having regard
to their own space programmes. We welcome the intention of the United
States Adminstration to report at the next Summit on international

participation in the programme.

[14. We have agreed to meet again next year and have accepted the Federal

Chancellor's invitation to meet in the Federal Republic of Germany.]

London
9 June 1984
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account of amendments proposed in discussion at the weekend ML Mg uniFew
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meeting of Personal Representatives. 0
MR C. kcey

25 The main changes are:
- 1in paragraph 2, a specific reference to human rights;

- in paragraph 4, the inclusion of references to certain

. social objectives;

- in paragraph 5, a sentence about the moral obligations of

prosperity (reflecting American suggestions) ;

-7 in paragraph 6, a recasting of the second sentence to reflect
the position both of those participants who are NATO allies

and of those who have purely national defence obligations.

5 The earlier draft contained in paragraph 6 a sentence which v ES
said:

"We reaffirm the statement made at Williamsburg in May 1984

on defence and disarmament'.

The French Personal Representative objected to any reference to
. »_ this statement, and I have excluded it from the revised draft.
If it was felt to be important to retain some reference to the
statement, I judge that the French Representative would accept a
reference which did not seek to describe the contents of the

statement: some such sentence as:
"We reaffirm the statement made at Williamsburg in May 1983".

4. I am sending copies of this minute and of the revised draft
"London Charter" to the Private Secretaries to the Foreign and

Commonwealth Secretary and the Chancellor of the Exchequer.

22 May 1984




REVISED DRAFT

THE LONDON CHARTER

We, the Heads of State and Government of Seven
major industrial countries with the President of the
Commission of the European Communities, assembled in
London for the Tenth Economic Summit meeting, affirm
our commitment to the values which sustain and bring

together our societies.

2 We believe in a rule of law which respects and
protects without fear or favour the human and civil
rights and liberties of every citizen, and provides
the setting in which the human spirit can develop in

freedom and diversity.

35 We believe in a system of democracy which
ensures genuine choice in elections freely held,
free expression of opinion with full respect for
dissent, and capacity to respond and adapt to change

in-all 1ts aspects:

4. We believe in economic systems which provide

the best possible conditions for enterprise to

promote sustained economic growth, social progress,
full employment and education in a healthy environment
and in which the fruits of innovation, imagination

and scientific discovery can best be.applied to the

benefit of all.



55 We believe in close partnership with each other
in the conviction that this will reinforce political
and economic stability in the world as a whole. We
look for co-operation with all countries on the basis
of respect for their independence and territorial
integrity, regardless of differences between
political . economic and social systems. = We
acknowledge the moral responsibilities that go with
economic success, and reaffirm our keen concern
about the problems of hunger and poverty in the
world and our determination to help those who most

need 1it.

6 We believe in the overriding need for peace
between the peoples of the world. Each of us
rejects the use of force as a means of settling
disputes: each of us will maintain only the military
strength necessary to deter aggression and to meet
our national and international obligations for
effective defence. Our dedication to the rule of
law, democracy and individual freedom 1s a guarantee
of our commitment to closer and more open international
relationships.

7 Strong in these beliefs, our countries are
endowed with unrivalled diversity and creative
vigour. With such a heritage we look forward to the

future with confidence.
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considered the draft Thematic Paper and, with various
amendments, agreed it for submission to Heads of State or
Government. Each Personal Representative will now submit

it to his own Head of State or Government.

25 I submit the Prime Minister's copy herewith. There
are a number of minor drafting changes, of no great

significance. Significant changes include:

- an additional sub-paragraph on the provision
of overseas development assistance to developing
countries, with special reference to the poorest
4.4

- a new version of the sub-paragraph on a new
GATT round, reflecting the outcome of the OECD
Ministerial meeting last week (14.9);

- the Prime Minister's initiative on the environment
@400

- an invitation to Heads of State or Government to

iR consider what to say about the North-South
\ B dialogue (15);
- a reference to a forthcoming conference in
Munich on the environment (20).
35 I am sending copies of this minute and the Thematic Paper

to the Foreign and Commonwealth Secretary, the Chancellor of
the Exchequer, the Secretary of State for Trade and Industry,
the Secretary of State for Transport and the Secretary of
State for the Environment.

~~oT ARPMSTRONG
ROBEKI AR RSN A

ROBERT ARMSTRONG

22 May 1984
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‘ Introduction and Background 1-8
Prospects 9=1:2
Medium Term Objectives and Policies 3
Immediate Measures 14
North/South Relations 15
East/West Economic Relations 16
Scignce, Technology and the Environment 17-20

Chevening, Kent
21 May 1984
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Introduction and Background

1. Through successive recent Summits, governments have worked to
bring down levels of inflation, nationally and internationally, to
promote soundly-based growth in their own countries and to spread
the benefits more widely, and to promote greater stability in
international monetary and exchange conditions. Over the past two
years, inflation has fallen and output has begun to recover,
particularly strongly in the United States but also in other

industrialised countries.

2. The main concerns are now: to reinforce the basis for enduring
growth, without provoking a resurgence of inflation, and to continue
to spread its benefits; to make sure that the industrial economies
develop flexibly and in response to market needs and technological
change; to create conditions conducive to lower interest rates; to
encourage flexible labour policies; by these and other means to
create conditions for a sustained improvement in employment,
especially for the young; to promote improvement of the functioning
of the international monetary system; to strengthen and liberalise
the international trading system and capital markets; to continue to
manage international debt problems in ways which both meet the needs
of the debtor countries and protect the viability of the
international financial system; to promote and encourage conditions
. for adequate financial flows to non-industrialised countries; and to
co-operate with those countries in their efforts to place their

economies on a more secure and self-reliant basis.

3. In many respects, the recovery in the industrialised nations is
more soundly-based than in some previous cycles, founded as it is
upon real and often painful structural changes against a background
of firm efforts in most countries to reduce underlying fiscal
deficits and control monetary growth. But its continuation cannot
be taken for granted; it requires unremitting efforts. 1In the
industrialised countries, failure to sustain policies to reduce
inflation and damp down inflationary expectations could put recovery
at risk. Many other countries, including relatively advanced
economies with substantial debt burdens as well as persistently low

income countries, are still encountering severe difficulties.
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main developments over the past year have been -

economic growth - strong in North America, fairly strong in
Japan, somewhat less in certain European counifies. This
variation has helped to avoid some of the pressures seen in
earlier, more rapid, recoveries;

improvements in productivity, meaning that recovery has so
far had only a limited impact on employment. Experience on
job creation has varied widely in the Summit countries, with
a particularly strong rise in employment in the United
States (only partly the result of the strong recovery
there);

significant reductions in inflation, although it remains
high in some countries;

a tendency to increasing budget deficits in certain Summit
countries but reductions in others;

a revival in world trade, with a marked rise in the imports
of some Summit countries, especially the United States,
helping to spread the benefits of the recovery;

high interest rates, currently rising particularly in the
United States;

continuing strength of the dollar and continuing volatility
of certain exchange rates;

a reduced rate of growth of monetary aggregates;
substantial imbalances in current account between Summit
countries: the United States deficit has increased
considerably, the Japanese surplus has been rising, and the
Summit countries as a whole have moved in to deficit with
the rest of the world. Reductions in current account
deficits elsewhere; :

many debtor countries still face substantial debt servicing

costs.

situation of the poorest countries, especially in

sub-Saharan Africa, remains daunting. Official aid from most of the

Summit countries has increased, but its rise is constrained by

budgetary pressures. The outcome of negotiations to replenish the

International Development Association (IDA) has so far disappointed
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" many governments.

6. The flexible strategy on debt evolved during the last few years
has worked well so far. World economic recovery has been helping
the debtor countries but its benefits will be impaireé>if interest
rates continue to rise. An increasing number of debtor countries
have accepted the need to adjust their economic policies, and are
seeing the benefits. A key role has been played by the IMF, whose

resources have been strengthened. But-there is still a long way to

go.

7. Some progress has been made in implementing the commitments to
resist and reverse protectionism made last year at the OECD
Ministerial meeting and at Williamsburg. All Summit governments
have agreed to accelerate implementation of the Tokyo Round and to
ease restrictions on imports from the poorest countries.
Nevertheless, there has been no general easing of protectionist
pressures and demands for new protectionist measures persist.

Little has been done either in the industrialised countries or in
the newly industrialised countries to dismantle trade barriers or to
reduce internal constraints on competition.

8. O0il prices have remained relatively stable during the year but

the market balance is fragile because of current political factors.

Other commodity prices have risen modestly.

- Prospects

9. Most forecasters expect that on present policies the recovery in
the Summit countries should continue, at least for the foreseeable
future. Output in North America may rise more slowly after the
rapid recent increases, reflecting a return to more sustainable
growth; activity in Japan and the European economies should
strengthen. Unemployment seems likely to fall further in the United
States, but elsewhere the recovery may in the short term bring
little or no reduction, particularly where market rigidities persist
or where there is short run unemployment caused by structural
adjustments. In this situation, and given prudent monetary

policies, it should be possible to avoid an early resurgence of
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i:!!ation. Recovery combined with present fiscal policies should
help to limit budget deficits in most countries; in the United
States the Administration, with its "down payment" measures, has
taken an important step in the process of reducing the.budget
deficit.

10. Prospects for interest rates are uncertain but disquieting.
Interest rates have recently been rising, particularly strongly in
the United States. Among the factors to which this is attributed
are : inflationary expectations, inappropriate monetary policies,
rapidly expanding growth, availability of higher rates of return
than those on fixed interest assets, and the budgetary deficit.
Elsewhere, further progress in curbing inflation and budget deficits

may ease interest rate pressures.

11. Exchange rate prospects are also uncertain. The influence on
the United States dollar of the level of the current United States
balance of payments deficit could be offset by the high rate of
return on assets in the United States. Japan's growing surplus and
strong macroeconomic performance could lead to upward pressure on
the yen, especially in view of recent and pending liberalisation of
its capital markets. The maintenance of a high degree of stability
of exchange rates in the EMS, brought about by a greater degree of
convergence in policies, will depend on the continuing success of
the countries concerned in bringing their inflation rates together
“at a low level.

12. Current account imbalances among Summit countries could
increase. Rising exports and higher commodity prices will go some
way to help many of the non-o0il developing countries to service
their debts and reduce their current account deficits. The prospect
that the increase in energy demand will be only modest should help
towards achieving stable oil prices, leaving aside political
factors.
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Medium Term Objectives and Policies

13. We have the opportunity to move to a period of sustained

growth.

If this is to be achieved, Summit countries ﬁéed to set

themselves a common range of medium-term objectives, and to take

account of the impact of their policies on each other and on the

rest of the world. Other countries and groups of countries have

already expressed their concern in this respect. The objectives are

O S

132 =%

13:30=

13,4 =

1395 =

to continue to pursue, and where necessary to strengthen,
appropriate monetary policies, supported by strict control
of 'public expenditure and fiscal deficits, aiming at
still lower rates of inflation. Especially firm action
will be needed in countries where inflation remains
relatively high;

to create the conditions for lower nominal and real
interest rates. 1t will be important to reduce
inflationary expectations. Structural budget deficits
need to be reduced;

to ensure that, as demand expands, the unemployed are
drawn into productive employment; this will also reduce
the strains on public expenditure from social insurance
provisions, which seem likely otherwise to rise to
insupportable levels in many industrialised countries. A
major objective will be to reduce obstacles to higher
employment by encouraging industrial adaptation, job
training and flexibility in the use of labour and in wage
structures, discouraging measures to prop up declining
industries, and reducing or phasing out subsidies and other
assistance which distorts markets; _

to promote conditions for the development of new
technologies, in traditional as well as in new industries,
and to encourage international technical co-operation and
trade in the products of high technology and a more rapid
and widespread acceptance of technological change;

to promote conditions which favour productive investment
and private enterprise, including in innovative small

businesses;
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to make renewed efforts to liberalise and expand trade, in
services as well as in manufactures and commodities;

to maintain and wherever possible increase flows of
resources, including official development assistance, to the
developing countries, especially to the poorest countries;
and to encourage practical measures to conserve resources
and enhance indigenous food and energy production;

to find ways of increasing the flow of private investment,
through the progressive removal of impediments to capital
flows and by encouraging a climate of confidence for
investment;

to adapt and improve the operation of the international
financial system. This entails creating a more stable
medium term financial environment by prudent and convergent
policies and performance among the major countries,
providing an adequate flow of funding to the international
financial institutions and removing restrictions on and
improving international access to capital markets in
industrialised countries;

to assist debtor countries in making the necessary economic
and financial adjustments, taking due account of political
and social difficulties; for them as for the industrialised
countries, success will depend on sustained world recovery
and adequate but not excessive world liquidity;

fo pursue policies which will avoid, wherever possible,
sudden and de-stabilising movements in either direction in
international oil markets;

to recognise the international dimension of environmental
problems and the role of environmental factors in economic
development; to promote research into the causes, effects
and means of limiting pollution; and, particularly in the
light of such research, to make greater national and
international efforts to reduce, as far as practicable, the

pollution of air, water and ground.
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Immediate Measures

l4. 1In order to attain these objectives within a framework of
sustained growth and promotion of employment, Summit countries can

ayree on the following measures -

14.1 - to make further progress on pruden£ fiscal and monetary
policies, so as to achieve lower inflation and interest
rates and greater exchange rate stability; and in
particular to carry forward and develop as appropriate
the agreed procedures for multilateral monitoring and
surveillance of national economic and financial policies;

14.2 - to support and strengthen work in the appropriate
international organisations, notably the OECD, on policies
to improve economic efficiency, incentives and flexibility
and to consider how understanding of the sources and
patterns of economic change can be improved;

14.3 - to reduce obstacles to growth, in particular by encouraging
productive investment, harmonising international stahdards,
creating a climate for and stimulating innovation and
adaptation, encouraging job training, facilitating the
mobility of labour and capital and flexibility in wage
structures, and increasing public understanding and
acceptance of the need for technological development;

14.4 - to invite Finance Ministers to carry forward, as a matter
of urgency, their current work on ways to improve the
operation of the international monetary system, including
exchange rates, surveillance, the creation, control and
distribution of international liquidity and the role of the
IMF; and by early 1985 to complete the present phase of
their work and to make recommendations for next steps,

including further international discussion;

CONFTDENTTAT.
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to confirm the strategy on debt and to continue to
implement it flexibly, welcoming the progress made by many
debtor countries and the extensive international
co-operation which has supported them, and recognising that
continued recovery, lower interest rates and trade
liberalisation will be important for further progress;
to develop arrangements which could foster renewed economic
progress by debtor countries and strengthen their credit
standing. These include the éencouragement of private
direct investment and continuing flexibility in commercial
bank lending; closer co-operation between the IMF and the
IBRD; IBRD operations which can help to attract long-term
capital investment; and improvements where necessary in the
official supervision of lending by commercial banks;
to provide adequate flows of official development
assistance, including that channelled through the IDA, with
special attention to the needs of the poorest countries,
particularly those in Sub-Saharan Africa;
to urge all trading countries to resist continuing
protectionist pressures and to reduce barriers to trade;
to accelerate the completion of current trade
liberalisation programmes, in cooperation with other
trading partners; to press forward with the work on trade
in services in the international fora; and to explore with
other GATT partners as quickly as possible the objectives
for, the participation in and the timing of a new
negotiating round;
to invite the Working Group in Technology, Growth and
Employment, to
- consider what has been done so far and identify special
areas for research on the causes, effects and means of
limiting environmental pollution where existing
knowledge is inadequate;
- identify possible projects for industrial cooperation to
develop cost-effective techniques to reduce
environmental damage;

and to report by 31 December 1984.
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North/South Relations

/u’

/ 1
15. In the light of the foregoing, Heads of State or Government may/’ 1\f

wish to consider what position the London Summit should take in 1IN
relation to proposals for pursuing the so-called North-South M
dialogue.

East/West Economic Relations

16. The Summit countries note, with approval, the continuing
consensus on the security and other implications of economic
relations with Eastern countries, and on the need to pursue the

continuing work on this subject in the appropriate organisations.

Science, Technology and the Environment

17. The Summit countries welcome the report of the Working Group on
Technology, Growth and Employment created by the Versailles Summit,
and the progress made in the 18 areas of co-operation launched
following that Summit. They invite the Group to pursue further work
on technology and the environment, education and employment,
adaptation to technological change, trade in technology and the
.products of technology, and the sharing of major scientific

~ facilities, and to report to Personal Representatives in time for
the next Economic Summit.

18. The Summit countries thank Prime Minister Nakasone for his
report on the Hakone Conference on Life Sciences and Mankind,
organised by the Japan Foundation in March 1984, and welcome the

intention of the French Government to host a follow-up Conference in
1985.

19. They welcome the invitation from the United States
Administration to other Summit countries to participate in the
development of an international manned space station. They note
that a space station would be an example of the kind of programme

that provides a stimulus for technological development leading to

CONFIDENTIAL
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‘. strengthened economies and improved quality of life. They agree
that other Summit countries will actively examine the possibility of
accepting the invitation, having regard to their own space
programmes. They welcome the intention of the United:étates
Administration to report at the next Summit on international

participation in the programme.

20. The Summit countries also welcome:the invitation from the
Government of the Federal Republic of Germéﬁy to other Summit
countries to a multilateral conference on the environment in Munich
on 24-27 June 1984.

CONFIDENTIAL
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London Economic Summit: Prime Minister's
Keynote Speech

I attach a revised draft of the Prime
Minister's Keynote Speech, taking account of

comments made since my minute of 15 May.

2. The only change from the previous draft is
an amendment of paragraph 12 to incorporate a
reference to the Prime Minister's initiative

on the environment.

48 I am sending copies of this minute and of
the revised draft of the Keynote Speech to the
Private Secretaries to the Foreign and
Commonwealth Secretary, the Chancellor of the
Exchequer, the Secretary of State for Trade
and Industry, the Secretary of State for the
Environment and the Secretary of State for

Transport.

-

ROBE
ROBERT ARMSTRONG

22 May 1984
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nother - 2 sterner but very necessery -

message we need to convey to all our peoples.

o Perhaps ths largest task which faces us in our own
economies is thet of adapting our societies to a new
pzce of chenge. I would like to suggest some

expenditure pre-empt 2 much smzller proportion oif totel
nationsl output than in othsr countries? 1 seems elso
that, especizlly in European countries, there is less

enthusiasm for change, and there is certeinly e legecy of

unhelpful habits, practices and government measures and laws
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many of them designed to protect employment, but now

constituting obstacles to the creation of new jobs.
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'...u

ndeed a welcome for it. How can we stimulate a2 livelier
ndustrisl respcnse to technological change and new
market cemands? How can we remove obstacles and give
positive encouragement to the mobility of labour and
flexibility in its use? Many of us have adopted meesures

to encourage innoveative small businesses;
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hould we not
also discouresge those measures which prop up declining

industries? We cannot afford short-term horizons.
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12. This accent on change is another message I would like to
send out strongly from the London Summit. It should be
tempered by a clear indication of concern about the ways in
which industrial societies deal with the national and inter-
national impact of industrial processes on the environment.
As you will know from the material you already have, I have
made a specific proposal for furtherwork on this by the

Versailles Working Group on Technology, Growth and Employment.

13. A particular area of distortion is that of international
trade. We must surely face changes here in at least two
interests: giving market opportunities to developing countries
to earn the means to pay their debts; and ultimately streng-

thening the dynamic basis of our own cconomics.

14. Many of the same conflicts are mirrored in all our
countries: short-term preservation of employment against new
and growing opportunities for the future; protection of this or

that sectoral interest against the wider conditions and

opportunities of the economy as a whole. The backward-looking

pressures are understandably at their strongest when economic
prospects are depressed. Now that the recovery is stronger, I
hope we might add to its future strength by committing

ourselves to rely less on export subsidies and other assistance
which distorts trade, to shelter less behind protection of trade
in goods and in services, and to remove distorting limitations
on our capital markets. I hope we can encourage specific and

practical moves in these directions.

15. Finally we must all be conscious of the world outside our
own countries and economies. Many developing countries have been
particularly severely affected by the recession, and lack the
resilience of resources for spontaneous recovery. It is clear

that the benefits of our own recovery are spreading to them
in a rapidly strengthening

T (ATt U C; |
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- what can be eachieved is seen, for example, in

South Kecrea and Indonesia - two years ago o
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all our lists of potentially dangerous cases, bu
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now no longer; and in Mexico - whose strenuous

efforts in cooperation with the IMF a2nd other creditoers

creditors mey well be willing to contemplate longer-
term restructuring of debt, rether than hand-to-mouth
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- the burden of ricsing interest rates is a severse

threat: I welccme the indicetions that commercizl
creditors are considering possible wsys of limiting

the immediate damczging impact:
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- for the longer-term, we cshould surely seek all
ways of encouraging direct equity investment: it is
heelthier than short-term bank finance, it may well be
more readily available than such fineance in' the future,
and it brings undoubted advantzges of management and
technologicel expertise and world-wide trading

connectione;

- agein for the longer-term, should we not look to the

There is no escepe from handling individuel problems

0)]
(D}
o]
0
=
()]
ck
M
=
o
]
(1))
<
a
-
<
0O
(@]
@
)
ct
H
o]
o
[0)]
o,
[
=)
H
m
H
[0}
1y
r',
w
&
ct
<
®
F}
| 9
0n
(_'.
n
a7
(o,
-3

ur Jjoint concern and show thet we have z fremewcrk fcr
ction over the yeers sghead which gives hope to the debtor

cuntries of overcoming their problems and restoring

confidence for the future.

0, [Conclude with & suggested order of discussion].



CONFIDENTIAL

CH/EXCHEQUE .y
IEC | 23MAYI9R

xlw \ ACTION | Me. Lj77eeR
/ PaPIE it e,
Ref. A084/1528 \% M LEST esg
ay _

/7~ Sr P dlehw
SlTr TB&«M). M’ M"\V;n

M- Laveln, M Moud (—r‘,,\li
As you know, on 31 May an internationalltrade—delegation

MR COLES

« . . . < o & ! |'|

is to meet the Prime Minister, in her capacity .as Chairman ofM'B“""
the T.ondon Economic Summit, to present a submission on the M'(1a“7
views of the international trade union movement on the issues

facing the world economy.

I This is a standard feature of pre-Summit activity; and
such delegations have been received by the Chairman of the year

before each recent Summit.

3 I attach a copy of the statement to which they will be
speaking. There is a good deal in it, particularly as to
assumptions and recommendations for action, with which the Prime
Minister and most of her colleagues at the London Economic
Summit will disagree. But there is a rather special domestic
significance about this meeting, which means that both the
Treasury and the TUC are extremely anxious that the meeting

should be, and be seen to be, a friendly affair and a success.

4. The delegation will be led by Mr Basnett; and both the
Treasury and the TUC believe that, if the meeting can be seen
to be constructive and friendly, that will strengthen the hands
of those in the TUC who want to bring the TUC back into the
National Economic Development Council (NEDC) in September. The
Chancellor of the Exchequer takes the view that it is in the
Government's interest that those views should prevail, and that
the TUC should return to the fold.

5, Clearly what is said in the statement issued to the press
after this meeting will be important in this connection. The
Assistant Secretary General of the TUC has told me that in his
presentation Mr Basnett will stress that the objectives of the
trade union movement are to create jobs, and to achieve
technological and structural change '"in a way which enhances
rather than degrades the lives of our people'". Though there are
differences about other objectives, and about the way of achieving
these particular objectives, it should be possible to register

agreement on these objectives.
1
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6. With this in mind, I have prepared a draft of the sort of
press release that might be issued. The TUC have stressed to

me that they will wish the press release to contain some account
of their views as presented; and Mr Ingham has in mind that he
would like to have some on-the-record remarks by the Prime
Minister which he could relay in his briefing. I attach a copy
of.a.draft.press release-herewith.

g I am sending copies of this minute and the attachments to
the Foreign and Commonwealth Secretary and the Chancellor of the
Exchequer, and to Mr Ingham.

Y T Y Wie. |
I K ‘2,‘)' [ ALY .“ ‘;'.wea

ROBERT ARMSTRONG

22 May 1984
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DRAFT PRESS RELEASE

On 31 May 1984 the Prime Minister, the Rt Hon
Mrs Margaret Thatcher FRS MP, received an inter-
national delegation of members of the Trade Unions
Advisory Committee (TUAC). The delegation, which
was led by Mr David Basnett, presented a submission
by the TUAC to the London Economic Summit on the
main issues facing the international economy. Other

members of the delegation were:

24 The Prime Minister, opening the discussion,
welcomed the delegation to 10 Downing Street. As
Chairman of the London Economic Summit she valued
the opportunity of hearing the views of the inter-
Q&-/ national trade union movement on the issues facing
NS& ig? the world economy, and particularly rhe indpqrrialised
S $%¢>’ &?‘ countries. The Summit came at amemuéiéimjﬁnégupe:
k} the eigagmic recovery foreseen at Williamsburg
/ couldfnd‘ be seen to be under way. What was important
now was to establish it as a basis for sustainable

growth and to spread its benefits widely not only

in the industrialised countries but in the rest of

the free world. That would be the best possible
basis for creating new and lasting jobs and reducing
the levels of unemployment about which she and other

Heads of State or Government were no less concerned




than the trade unions. But the achievement of
sustainable growth would entail unremitting efforts
to bring inflation down still further and to

reduce the levels of interest rates, which were

too high.

. Mr Basnett, introducing the TUAC submission,
said that it was based on the main objectives of
creating jobs, and achieving technological and
structural change in a way which cnhances rather
than degrades people's lives. The trade unions
remained deeply concerned about the high levels

of unemployment. They agreed that recovery and
growth were cssential conditions for reducing
unemployment; they were not convinced that they
were sufficient conditions, or that market forces
alone would bring about the fall in unemployment
which all desired to see. They emphasised the need
for an internationally co-ordinated approach, with
particular reference to investment in infrastructure,
and the need to avoid cuts in wages or undermining
of workers' rights in the name of labour market
flexibility. They also stressed the need for
co-operation with and support for the developing
countries, so that those countries too could enjoy

the benefits of economic recovery and growth.



4. Mr Basnett emphasised that the trade unions

were the supporters, not the opponents, of change.
They recognised that growth, employment and living
standards depended on technological and structural
change; they stressed that change could be successful
only if it was based on understanding and at least
some degree of consensus.

b After other members of the delegation had
spoken, the Prime Minister, summing up the discussion,
once again thanked the delegation for coming and

for the clear expression of their views. The
delegation would not be surprised if she said that
she would herself part company with them on some
aspects of their diagnosis and prescription; but

on the main objectives, as defined by Mr Basnett,
there was a large measure of agreement. It was
necessary to secure and establish the recovery,

and to achieve sustainable growth. This was a
necessary condition of bringing down levels of
unemployment. The Prime Minister very much endorsed
what had been said about the importance of
technological and structural change in the creation
of new jobs, and about the need to increase public
understanding and acceptance of technological change:
this had been a theme which she herself had stressed
at the Versailles and Williamsburg Summits, and would

stress again in London.



6. She also endorsed what had been said about the
need to spread the benefits of growth to the
developing countries. They stood to gain just as
much as industrialised countries from economic
recovery, since a growth in world trade associated
with economic recovery would enable them to increase
their exports to the industrialised countries,

(in the case of the debtor countries) would help
them to meet the cost of servicing the debts which
they had incurred. In this connection it was much
to be hoped that the benefits of increasing exports
would not be eroded by increasing debt service
CUsEs 48 4 Tesult of rises in interest rates:
another reason why it should be an object of policy
in the industrialised countries to create the
conditions in which interest rates would fall
rather than rise.

7 The Prime Minister concluded the meeting by
repeating her thanks to the delegation for their
visit, and her assurance that she would convey
their views to her colleagues at the London Economic

Summit.
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~ TUAC

Statement to the OFCD's Ministerial Council and the Lcndon Summit

Adcpted by the 72nd Plenary Session of TUAC, 26 - 27 April, 19R4

INTRODUCTION AND SUMMARY

1.Despite some recent encouraging signs ¢cf an up-
turn, unemployment remains very high throughout
the OFECD area and continues to grocw in many cocun-
tries. Economic arowth - let alone -a TECOVETIY '~
is by nc means quaranteed, and cn present pcli-

%- cies, the forecast is for growth slcwing docwn and
not spreading. The prospects of structural, change
have come toc mean additional insecurity cf pre-
sent and future employment and inccme for an ever
growing number of pecple. Such growth as has taken
place has nct been equitabldy distributed DT erien-
ces between aqroups in cur sccieties, and between
cocuntries, have been growing and this has increa-
sed tensicns both within and between ccountries,
develcped and developing alike.

2.Prcblems caused by unbalanced growth, ccntinued
high unemplocyment and uncertainties due tc struc-
tural change are sericusly aggravated by the inter-
naticnal monetary chacs, wocrld debt prcblenms, and
austerity programmes which are impcsed on a grocwing
number of countries. Joint decflaticnary pclicies
have strongly ccntributed tc the recessicn iR =tihe
OFECD :area. When the same kind ©of pielieiiie s are pre s
cribed for develcping countries, the effect is nc-
thing short of devastating. The oil price shocks
and the recessicn have hit harder mcst cf the de-
velocping cocuntries than the OECD area. The least
develcped countries are in an especially dramatic
situaticn, and many of them need emergency focd
and cther aid simply toc assure the survival cf
their-populations.

3.7he pcverty and the need for real eccncmic and so-
cial develcocpment of hundreds cf millions of pecple
in the develcping countries can - and must - be
attacked by pclicies which alsc prexvide Shocriacces
lerated econcmic and employment growth in the in-
dustrialised countries. The world econcmy has be-
ccme sc interdependent that there will be nc dura-
ble scluticn to economic and employment prcocblems
in the QFCD area uniess the issues cf underdevelop-
ment and pcverty in the whcle woerldlareg tackleds:




Policies for economic and employment growth and for world
development, have to be coordinated as much as possible, in order tn
max imise theilr positive effects. The more 'there is
delay -and ' hesitation, ‘the greater dis the riskithat
even:<the - best dindividualiicountries?. policies yield
el dittlie-or parnbialapesul tisiiGrowth ‘which a=
mounts to a . reccvery has ‘to be the ' outcome of:pc-=
licies negotiated and implemented iocintly by all
COTCE TElersh:

4..,The werld economy will not ‘be pulled out of the
recession by simple exhcrtations or by a " "trick-
ling down" of growth from North America. Reccvery
will nct be achieved by passive gocvernment pclicies
and interventicns:which: are -based on -the - belief
that market fcrces have to be "liberated" -from re-
gulaticns and institutions which have evolved
thrcughout mocdern histery - and which have ccntri-
buted to sccial. progress and econdmic. efficiency
as well. The governments have the respocnsibility
to provide: a framework Tor economiciand employment
grcwth, and the mcst realistic way tc achieve this
is through cocoperation.-which involves the trade
unitns_ and- the business community. The first step
shculd be focr the governments tc clearly demcns-
trate.  their political owill te seek . ‘scluticns tcaes-
ther, and use and develop national and intermatic-
nal economic - pclicy. teels:"for 2 FTobust recocvery:

5.Real adaptation and -desirable change in the OFECD
ccuntries will not be promoted through intensified
competition, deregulaticn and privatisaticn, accom-
panied by a weakening of soccial safequards, cr if
wage levels are depressed and procblems cf lcw pay
and pocverty continue to  spread: ‘It ds:imperative
tec, aveid a develcpment towards. 'da dual. society:
with an escalating polarisaticn between the better
cffi-and these whotlose - oaut, from structuralchange.:
Sustainable grcwth can noct be fcstered thrcugh mea-
sures which iIn-reality make- 1t! ald¥visive factor
ni e nitispesiie balers eThe: e o st et seihangesmuy s itnet ihie
borne by ‘those who  lose from it. Governments have
the duty to devise their  poliecies se thatithe ibe=
nefit's ecifltecengmi‘cogrontharand “sitrucitural. ehange »w il
be shared by all.

6&.To. ccpe with structural change, opportunities are
needed on -a.liarge scale.. Fhere 1s . ho. room for -"adap-
taticn without a better growth path. Opportunities are not
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provided by an incentives-based policy which in-
crease inequalities between groups and individuals.
Real adaptation will not be sustainable unless the-
re is active consent and willing participaticn ¢~
all groups insociety. The automatic solutions of-
fered wuw to now to the OFCD countries and the world
econcmy have not worked. Falling inflaticn did nct
by itself lead into a recocvery and mcre jobs. Cuts
in social expenditure have further weakened the
social fabric and have not generated private invest-
ment . It 1s equally misleading to assume that -now
recovery can be conjured by increasing wage and
labour market flexibility; this will cnly create
further obstacles to 'a healthy recovery which would
| W A T R T ) e - b

.A number cf elements are indispensable in crder toc
ensure that there will be economic and emplcyment
grcwth in the OFCD area and the whcle world econo-
my, in a way which does not lead intc an upsurge
cflinPliationm.<=The OEER' s Ministertal Council and
the Lecndon Summit should discuss, and agree upcn,
a growth strategy based on the fcllcocwing items

() Jointly negotiated and coocrdinated mcne-
tary andrfiseal pelicies; te . back up.the
stuttering growth which has taken place
and toc ensure it is spread throcughcut the
OFCD area and the world economy. Given the
international econcmic linkages, the cococr-
dinatinon of measures individual guvernments
take to stimulate growth will serve to
maximise the joint positive impact of these
measures cn economic grcwth and emplcyment
CT efaitia om..

(i) An underpinning cf an OFECD-wide reccvery
programme by fair and wcrkable policies
in each of the countries, which aim at
increasing productive and jcb-generating
investment. Such policies must be devised
and implemented by governments in ccnsul-
tation and thrcugh negctiaticns with trade
uniens and: the business eemmunity;

€3dd) A- sdignificant "inecrease of both public and
private-infrastructure anvestments.:There
is brocad agreement between trade unicns and
employers on the need for such investments.
When they are carried cut in an internatic-
nally ccordinated way, the effect on employ-
ment and investment will be cptimised with-
out detrimental results on government expen-
diture and trade balances.



4(27)

(iv) governmenit .pelicies:to. facilitate struc-
tural change by creating opportunities
and promcting a situation in which ccller
tive bargqaining between trade unicns and
employers can have an important constructive role,
&6 that change can take place with a .eascna-
ble degree of security of emplcyment and
income.

(v) A shortening of working time, through ne-
gotiaticns between trade unions and em-
ployers which alsc aim at making full use
of the employment creation potential c¢f
this measure. Governments shculd facilitate
and certainly noct hinder the climate in
which such negctiaticns are conducted.

Cwii) Balanced growth in world trade, which is
possible only hand in hand with econcmic
and employment growth in all cocuntries and
the expansion of domestic markets. Pglicies
which restrict domestic demand distcrt
trade flows and increase trade conflicts, and ma-
ke any "roll back" of protecticnism more difficult.

Gyad) Measures to counteract the internaticnal
monetary chaos, to imncrease stability of
V/ the exchange rate markets, tc reduce real

interest rates wecrld wide, and to sclve
the world debt procblem in ways which do
not undermine but support the demccratic
process and strengthen the eccnomic and
social potential cf indebted naticns.
(viii) A review of the ccnditionality framework
cf the Internaticnal Mcnetary Fund, sc
that thevegonditicns: for countries insdif-
fioculty -do not mean a. halt 'tc groewth and
develocpment but are constructive and proc-
mcte the necessary structural adjustments.
€353 An increase in rescurces for develcpment,
in:particular Official Development Assis-
tance, and the adcption of policy measures
targeting these rescgurces- -tec attack -bla-
tant dnegualdities and to-help tojgcreate and
strengthen viable econcmy and scciety in
each recipient country.

8.The decade of recession and mounting uncertainty

must be-overcome. Change is inevitable, duetc
technol egical progress, shizfts dn woerld trade pats-
terns, and the growing interdependence between dif-
ferent partsiofsthe 'world. ‘But this change - has: to
be managed. Mechanisms for building a wcrkable un-
derstanding on the management of change have tc be
developed and used. This requires an atmcsphere c¢f
mutual respect and confidence within the sccieties
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I - THE FRAMEWORK FOR ECONOMIC AND EMPLOYMENT GRON'

1. Growth and unemployment
9.Confidence in the effectiveness and the fairness

of the OFECD government's policies is seriously
eroded by continued high and rising unemploymec
Already now one fifth of the young cannot find an
entrance into working life. Lower inflation, from
12.8% in$l.980 to 5.8% today, did not a_.tomati-
cally bring about the increase in econox.c activi-
ty and Jjob-generating investment whicht it was sup-
posed to. Unemployment in some of the low-infla-
tion countries is among the highest in the OFCD
area. In the United States, where unemployment has
flalilen from “10.3% in 1982 to, 7i8% now, the upturn
did not start in 1982/83 by itself but was brought
about by increasing domestic demand and consumpticn
throuwgh a relaxation of monetary and fiscal poli-
cies. It should by now be clear that the recent
North American grcwth will not be autcmatically
carried cver tc other OFECD countries and the rest
cf the world by the market mechanism without go-
vernments taking measures to spread and sustain
it TIinsitead, "there are rapidly growing wocrries
over the sustainability of growth in the United
Stiates andathe abdil ity -of thetstill high unemploy-
ment “there to fall any: further.

10.Econcmic growth so far is only a rebound from the deep
‘"Tecession and it is wWweaker than in previous up -
swings. Industrial production has only now reached
the. 1979 level. -The prospects, based on present
policies, are for a continuation of growth at le-
vels between 2-3% which are too low to even start
reducing unemployment. The OECD Conference on Em-
plcyment Growth in the Context of Structural Chan-
ge, in February, 1984, did conclude that the prin-
cipal battle against unemployment must be fought
at the macro-econcmic level. It requested that the
subsequent Conference of Finance Ministers wculd
assign a high priority to employment creation, . in
"ensuring virile but sustainable ecocnomic growth",
Judging by all accounts, this appeal was not heard
by the Finance Ministers, who did not adequately
recognize that there must be sufficient domestic
demand growth in all OECD countries in order to
achieve a bettier: functiond ng of tihe economy and
tackle structural problems:.

11.A basic constraint faced by governments, by ithie - 1me
dustry, ‘and trade :unions, ‘is the instabilityrand
vclatility of the present econcmic situation. The
I'nseectrityof the international eccnomic envi-
rcnment cannct justify the OECD government's being
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that a search for solutions to cur common pro-
blems willibe serjous and constructive., The key
isisue for. the DECD's Ministerial Council and the
London Summit is to create the framework in which
people can meet change with reasonable security,
and in which the pnliries pursued bhoth in the
OECD area and the developing countries are fair
forialls
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frightened into inaction or confining joint
decisions to negative, deflationary measures
alone. Those who no longer beleive in the possi-
bility of internationally agreed policies for re-
covery are fatally attracted by beggar-thy-neigh-
bour policies. Inan extremely unstable envi cn-
ment, even the best of national policies. oased

on broadest pnssihle agreement, will f-ce severe
dif ficultiesand.may.wedidsnotaasuceeedusltedisedis-
tressing that the recession has increased economic
nationalism. The economic linkages between OECD
countries are often seen only as constraints on
national.policies; dn-fiact they offer an opportuyni-~
by fors Joint "action. to overcome the 'Tecession.

A more secure framework will be created if all go-
vernments negotiate and adopt ccordinated growth
and employment policies consisting of diversified
measures adapted to the specific problems in each
country, and taking advantage of whatever multi-
plier effects can be obtained by ccordinaticn. Ex-
pansicnary measures, when coordinated and targeted,
wa il b ot Iidviiinfel et riieincioit o nthles sty sttems ilin e e e
lasting way than trying to squeeze it ocut with de-
pressed expectations. The hitherto prevailing hesi-
tant attitude towards spreading economic growth has
to be overcome. Growth, albeit still very unbalanced, could
not be sustained if monetary and fiscal policies
were to be further tightened. Yet this danger is
clearly implied wherever the efforts to contain and
cut budget 'deficits ‘concentrate “mainly wpon cuts in
plibliic expengiture . Nor dis: there sevidence ithat ia
reduction of public expenditure would induce the
market forces to make use cf the room for growth
they ‘maysithus ibe of fermed o itheysn ‘tob,“need asclear
public policy, 'a policy:which ameng octher things
iinvoel ves public expenditure.

The hoped-for automatic ways of achieving employ-
ment-generating growth have not worked. Unemploy-
ment has not been reduced by simply bringing in-
flation down, and now the benefits of lower infla-
tion are being eroded by continued recessionary
pclicies. The incentives to growth which have re-
sutted fFfrom falling inflation; from’ a ‘chaftge "1Tnh.the
proportion of income consumed or saved, from resto-
cking and from exports to North America cannot be
repeated. Investments are still unlikely to lead a
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strong recovery because of thigh real interest ra-
tes, uncertain demand prospects and capacity which
remains unutilised. Those investments which are
taking place are not primarily of a jcb creating
ty.pie..

Mcre recently, there has been 2 growing emphasis

cn reducing unemployment thrcugh lower wages, grea-
ter wage differentials, cots in-sgcial DPenefits,
and varicus devices to weaken the bargaining power
cf trade unions. All this may have marginal effects
o thetrpriofitabidity of enterprises, but it wild
higive noeffect on thelr jeblcreation. performance.
The fcrtunes of enterprises depend on several other
and usually more impcrtant elements, such as lcower
interest rates, reasonably balanced and regular
internaticnal trade, a mocre stable monetary system,
mandgement. . expertise, technological “innovation, -tax-
aticn angimsuf ficient levels of ‘domestic demand.
The magnitude cf the unemplocyment prcblem in the
0ECD, countries isrsuch  that without vigerocus . jcb-
creating investments, nc amcunt cf tampering with
wages/profits shares will prcvide a scluticn.

Gecvernments have tc wcrk cut a proper industrial

and trade pclicy framework for eccnomic and em-
plcyment growth. New jobs will have tc be created
in/tactivia tiiesi iwhiichi"cififier “a swfficiently secure
perspectivie for+the futures They -mustiEbeiviable

Jiob'si 1N “thie ssense sthat they ‘contribute 't oian Tmpreve-
ment of working and living conditions throughout the
ecoinomy . Fhe scontexd dncwhich they arevwecreated has. to
beiones“ecf rconfidence . .The workersimust have ithe con-=
fidence which can only be brcught abcut by security
of future emplcyment and inccme. Emplcyers alsc need
a cecnfidence insfuture prospects,; wif #®hey-are to
proceed with the kind of investments which will

malke thedr -labourferce. grow And:net @rminish. ‘Ips
vestments have .tc be promoted by policies whese ba-
sdcoeriterdianids. their employment effiect . The way

Lo achiyeve sthe necesisary econtidenceiris through ldis-
cussions-and.negotiations. invelvimg -all the:parties
cencerned:.

frastructure - investments

Investment “in physical infrastructire "isiia liggical
avenue fcr increasing econcmic activity and emplocy-
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ment. It is needed to rehabilitate and upgrede
existing facilities which have been neglected

cver a long period of time, and to construct ne-
ones in areas where economic expansion and the
develcpment of new industries is toc take place.
The ‘weakness ¢cf infrastructure must not becume a
constraint cn recovery. Measures have tc ve taken
now, as substantial investment prcorar.es demand
time for dmplementation, and ir. particuliai. . aswon
present pclicies, growth is fcreseen tc slacken
tewards the' 'middle cf 19850 ‘I'n additilen . tgithe
direct investment and employment advantaages, such
investment hasia substarntial multiplier effect due
tc backward and fecrward linkages throuaghcut the
economy This helps tc spread any grcwth that may
be achieved in leading sectecrs cf the eccnomy tc-
wards a mcre brcadlv-based reccvery.

Tihii's type ot dinvestmentican-bel achieved:through 'a
comb imaltfon’ ofipublic.'anddprivate expenditure fand
Pt taabivey but the ‘goverpments ‘havessa pivetal rele
ticilipiaiya At iaTitl nieciwihie nuft he @pir-elbilieim rfoein. 6T e teine =
mies is hcw tc generate prcductive investments toc
sustain reccvery and create new -iobs, there needs
toc. beva framewcrk of spelicies teibring tiogether all
aviaiidiabke.iTeisouricie si. Rublic dnvestment: dnthe "in-
frastruec furealsc induces large..amocunlts @cf private
investment. Indeed, nc sharp distincticn can be
drawn between "public" and "private" investment:
activities such as construction tecr new hgusing, o©r
urban renewal, cr the strengthening of transpcrt
facil'itiies: stiypically Gnviol ve ‘bicth -puwblycand pri-
viatle resiources.

Jdhe 'financing ¢f these. investments does  not:i have to be

theilproblemy it s g ftenpresemnteditc she<wFirstly
the increase in emplcyment, bcth direct and. indi-
rect, reduces the expenditures on subsidising un-
emplcyment. Seccndly, the increased eccnomic acti-
vity which such investments stimulate increases
gcvernment revenues. Thirdly, inncvative funding
schemes which inject private capital at varicus
stages withocut impairing public acccuntability canr
ensure that there is an adequate rate of return.
All.6f.these . benefits. willi be magoified if - the ex=
penditure on infrastructure of each country are
made as part of a cocrdinated programme which ma-
kes pcsitive use of the interdependence cf the OECD
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econcmies. Studies by the OFCD cn internaticnal
eccnocmic linkages shcocw that the gcvernment budget
ccnsequences cf such investments will be P Gisdy ==
within a few years.

.Trade unions in a number of OFCD countries have

made, and participated in, studies which lcok into
the type of infrastructure investments ang forms
cf financing which would strenathen the eccncmy
and iereate ~Yobs. "Fer Yexamplies ia icint study by a
high-level grcocup cf trade unionists and industry
leaders in the United States has recently ipreopesed
investments in highways, bridges, urban water Sup-
ply systems, and wastewater treatment flae 1 )ity et
invclving both increased user fees and greatercatc-
cess tc capital markets.A study by the Ncrdic and
German trade unicns has indicated how a cocmmcn in-
vestment initiative by all OFCD ccuntries wculd
have a beneficial internaticnal multiplier effeect,
induce private investment, and reduce unemplcyment
Prcpcsals from business and industry circles for
sclving the present crisis alsc include increased
investment in infrastructure such as transpert.-and
communicaticns, with the participaticn cof private
capital.

Infrastructure investments are mcre than a starter

for reccvery by stimulating private investment.
They alsc have an impcrtant rcle in imprcving the
effieciency cficur ‘eceneomies and their capability
tc..carry out: structural change. A well functicning
and mcdern infrastructure enhances the prcductivi-
ty of the eccncmies. Thus, infrastructure invest-
ments can and should be targeted toc the mcst pres-
sing constraints. Scme areas where investments can
be undertaken by gcvernments, and where public poil=
icies tc stimulate investments can be prcmcted,
are

- Communicaticns and transpcrt facilities, such as
raid-lwayss, ‘roads’ bridges dand pcrts, and thie dn-
fcrmaticn technclcay network which is necessary
torasthe e "functioniing ;' idue téiats nature, much
cf this investment requires intergocvernmental
cocperation ;

- The renewal c¢f bcth urban and rural hcusing angd
cther facilities where they have fallen intgc de-
cay ; in many cf the urban conglomerates in the
DECD “countriesi'this has to amcunt -te an extensi-
ve rehabilitaticn of inner cities and/or urban
areas ;
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- New housing and the constructicn of educational,
health,child and cld-age facilities ;

- Waste disposal and treatment, including the pos-
sibilities for recycling and the use cf waste
for energy generaticn

- Investments in a more efficient use of energy
and energy conservaticn (in hcuseholds, by the
community, and by industry) ; and

- Protecticn of the environment, for instance
through sufficiently large-scale investments in
equipment and facilities which reduce the threat
to the envircnment.

21.The aim of public policy shculd also be improved

sccial infrastructural services in a number of “‘vie=
tal areas. These include the prcocvision of health
care, which is made all the more important by de-
mcgraphic developments. Child care facilities
have toc be expanded, in particular where a lack of
them creates an unwarranted obstacle toc thiefaull
participation cf both parents in economic life.
Much investment is needed in education , starting
with basic education and ccntinuing with voccatic-
nal education and training, including adult and
recurrent education, to cope with technclogical
developments and structural change. Any ccmprehen-
sive plan fcr restcring econcomic grcwth must have
as an integral part an effective and well finmanced
system of public educaticn. These artivities are
far frcm being passive from the viewpoint of a na-
ticnal econcmy. They improve the ability af -the
econcmy to create employment and cocntribute to its
productive potentialilheseiare activities which

by nature shculd be in the public field, and where

the private sector is involved in them, 31t =has to
accept the necessary discipline (equal access to
social services) and toc maintain high standards

cf employment.

Negotiating structural change

22.The fear of change can be removed only thrcugh bona-
fide discussicns and negctiaticns with, and wi-
thin, the existing institutions tc ensure that the

needed safeguards are in place and that all oppecrtu-
nities are made use of. High and rising unemployment,
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insecurity over conditicns cf work and incomes,
and the lack of meaningful vocaticnal educaticn
and training and retraining facilities are heavy
constraints to necessary adaptation ; these ccns-
traints cannct be remocved withcut ccherent and
effective government policies. Negctiaticns on

how tc manage structural change have tc be carried
eutat dyfferent lewvedss ihey calilvfer dieciistions
by governments on industrial, technclogical, in-
vestment, regicnal and labcur market pclicy. Dis-
cussicns between governments, trade unicns and
emplioyers: are esisienitial Hor ensining: that the cost
cf change will be borne equitably and nct only by
thcse whce are worst hit by it.

Ccnfidence is not increased if the gocvernments'
message dis that there will be mocre clcsures and
dislecaticn cf  werkitand less. 'secial “Drovisicny Re
distributive taxation, publicpregrammes and. the
sccial wage system are partial compensaticns within
an econcmy, from the groups which gain frcm techng-
logy and trade-induced change to thocse who lose cut
friem -3t G asisuchy sitihey Sshiciuld "bel develeped further.
The provisicn of vocaticnal educaticn, trainmning and
retraining is an indispensable element ; there 1is
much sccpe for cooperaticn between gcvernments, tra-
de unicns andsithe employers in "this field, ITnfcrs
maticn to, and consultaticn with, the workers: by
enterprises, and particularly multinaticnal enter-
prises, cn future prospects and planned changes
allcws fcr a whcle series cf workable prccedures

tic icepe awith, “or weffset, ‘negative effects of rés-
trlctiuning  decisiions izintihe Tinalilanalysis  the
effectiveness of the measures taken either by goc=-
vernments cr enterprises to manage the effects of
technclcgy and trade depends on vigcrcus emplcyment
growth and ‘the creation cf new oppertunities. ~Wi-
thout this, income suppcrt cr traiming arrangements
for an unemployed worker do noct amcunt tc much mcre
thian tinstajda

.Insecurity can be substantially reduced thrcugh

negctiaticns between trade unions and management
cver changes at the wcrkplace. This will help in
movinigr tiowards: Wnodusitries e f-the “Euktire in: a
manner which is sccially desirable. Technclocgy
agreements (either directly between trade unicns
and employers or tripartite framewcrk agreements)
are designed to- -ensure that the preccess of change
at the wocrkplace is achieved in a way which is
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recognized to be fair and equitable. This is
particulary necessary when changes are funda-
mental due tc a new generation ¢cf production
and communications technology.

13(27)

The increasing complexity of company structures

and management systems diminishes the transparen-
cy of ownership and control of enterprises, while
decentralisation assisted by new technology leads

into geographical dispersicn of activities and

breaks up existing employment structures. It is
increasingly difficult for the emplcyees of a gi-

ven entity to be aware of the way in which the

ccmpany as a whole is faring. Industrial relaticns
sys:temsand ipractices must beisvwch as te-ensure
that in these circumstances, tcc, meaningful nego-

tiaticns on wages and working conditions will
viersialibowopkpiliaces i rrespect ivietof ‘their i size
lccation. There has toc be (by agreement, cr by

CGC-

and

legislation if need be) information to, and consul-

taticn with, the employees on planned changes

in

thiel aetnviiftie siiof: thetentierpriiises £ IFhis 1S ImpoT=-
tant because restructuring on a world-wide scale

can lead intc substantial change for reascns which
are directly attributable tec . the perfcrmance, cf

al:specdific enterpriseiior ‘theteconomic po:sition
theihost country.

of

Real adaptation to economic change has to take place through
negotiaticns and agreement. It cannot be achieved by a poli-
cy based on incentives which increase inequalities between’
groups and individuals and which du nct guarantee a place

in society for all. Cuts in social expenditure, shifts towards
indirect taxation, and the widening of inccme differentials

weaken the social fabric and make it more difficult for

SO-

ciety to adapt to economic change. The recession has under-
mined the workers' confidence in future access to secure in-
comes and thus generated fear of change. The governments have

up to now offered solutions which have failed one after

the

other. Disinflation did not produce Jiobs. Cutting public ex-

penditure has not brought forth private investment. The
vogue panacea, "wage flexibility", could turn out to be
terproductive to real adaptation.

and labour market flexibility

27

.Flexibility of wages, and cf the labour market

mocre generally, cannct be unilaterally impcsed
by the governments' policies. The concept cf

latest
coun-

flexibility has to '‘be properly defined before it
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can be used as a key element in the OECD's econo-
mic strategy. It must not be forgotten that wage
levels and differentials have a social basis, and
changes .in them can enly be brocught. -in the ‘collec-
tive bargaining process. This prccess does allow
for real adaptation without the negative effects
that fragmentation of the labour market produces.
This: is why 3t &is danigerols to i make: political lass
sumptions for instance on the basis of a superfi-
cial reading of trends in growth and employment
creation in different parts of: the OFCD area.

.Mass unemployment is by far the biggest cbstacle

tc flexibility, especially regarding occupaticnal
mobility and the achievement of structural change.
The most efficient way to achieve change is toc

make sure that opportunities are created and that
the necessary adaptaticns take place thrcugh negoc-
tiations and a strengthening of ccnfidence between
all parties, and withocut demolishing labour legis-
lation sandi'scecial protecticon. In scldifferent “éco-=
Ricmi e's aswsthe United Sitiatiess, Belgium and: Japans

ned tiher deelining real wages. nor higher profits
have engendered employment-creating investment.
Increased demand has been crucial tc recent growth
where it has taken place. Attempts toc reduce de-
mand by depressing over-all income levels will not
sclve the problem of 35 million unemplcyed in the
OECD area; they will make it worse. Fvery single
OECD country already has a low-wage problem, a pro-
blem of segmentation of the labcur force where wo-
men are frequently locked into low-paid and invo-
luntary part-time jobs, and most of them have a new
problem of poverty.

. A downard pressure on:wages in ‘all countries, fer
reasons of competition, will only serve to add tc
these problems, instead of promcting investment in
better equipment. A high-productivity and high-em-
ployment society with decent wages will not be achieved by
flexib il ity iwhich entails'low-paid and insecure
jobs in informal sectors with insufficient social
safeguards. Artificially low wages increase pres-
sures on 'social security and welfare benefits which
have. to . ibe . provided by . society. . sThey ‘can . alse ‘beco-
me an unwarranted subsidy to ailing firms, thus
prolonging: . thedir dife well beyond a timerwhen effi-
cient measures for restructuring cculd and should
have been taken. Finally, the remedies proposed

for unemployment should in no circumstances prcmote
a situation where groups and individuals ccmpete
with each other to have a place in the labcur market.
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30.Reducing social protection, in the name of flexi-
bility, only increases the incentive to seek pro-
tection against change and not through change.
Making redundancies easier without providing for
new opportunities will shift costs frcm the priva-
te sector tc the whole of society. As economies
are confronted by large-scale change, the notion
of flexibility must nct amount to revising the
fcundations on which economic growth and social
progress in the period following World War II have
been built. Social expenditure and the existence
of a social wage are by no means charity : they
must continue to be a central means of achieving
adaptation, transferring compensation from those
who gain from change to those who lose from it. If
this comprehensive system which is based on
universality of ‘accessiis undermined, the scope
for sccial cchesion cculd irremediably be damaged.
workers will be prevented from accepting, and in-
volving themselves in, change and adjustment if
their standards cf living and work are being atta-
cked. Productivity imprcvements will riot be seen as
desirable, if they increase unemployment and ine-
gualiity in " the . spcieties.

3] .Free collective bargaining is by nature a flexible
system which had developed, and also undergcne
change, in the light of changing eccnomic and so-
cial conditions. Governments shoculd cnce and for
all discard the notion that certain fcrms of wage
bargaining are inherently inflaticnary or hamper
jocb creation. Differences in the ways in which
wage levels are set among OFCD cocuntries do not cor-
respond tc differences in economic performance or
the inflation rates. Instead of prescribing inter-
ference with cocllective bargaining structures and
practices, gcvernments should join in exploring the
possibilities free ccllective bargaining offers for
looking for real ways to bring abcut and sustain a
recovery.

5. Working time

32.A variety of negoctiations between trade unions and
employers on the shortening of working time are
going on in different countries. Growth alone -
even with considerably higher rates than ncw fore-
cast - will not provide work fcr all those who need
it. Consequently, it is imperative to maximise
whatever employment potential there is in a negotia-
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ted shortening c¢f working time (a 35-hours week,

a shorter working year, paid educatiocnal leave,
reduced life-locng working time etc.). Fven thcugh
the main way of implementing a shcrtening cf wor-
king time is through negotiations between trade
unions and the employers, governments can and
should, both individually and collectively, promo-
te the environment in which this take place and
they should certainly not hamper this prccess. Le-
gislation and administrative measures may be need
ed and governments are alsc directly invoclved
through education, training, pensicn provisicn and
cther social security measures; and they are em-
plocyers themselves.

Reduced wcocrking time should nct be conceived as ocnly
"sharing unemplcyment". It must be reccgnised to

be. a benefit«for,the emplcyees and a benefit' .fer
scciety as well. It shculd not be seen as simply

a cost to the employer cr the society. This "cgost"
18 aidseelal 'benefityl diteetly "insofiar @ais it inoreas
ses ‘per shour*preductivity and emplicyment, Tand in-
digectly as it 'greatly improves the quality of }lis
fe fcr people who no longer have tc work long hours
tc earn a decent wage.

The reduction of working time must not be separa-
ted frocm the issue of cvertime, or else there may
bedlittle ori-noeffect antactual worlking timeor
emplcyment. A wcrker should be able tc make a 1i-
ving without cvertime pay being a necessary sup-
plement tc an inadequate basic wage. Special cor-
rective measures will be:neces'sary 1n those “indlss
tries and enterprises where strong reliance cn
cvertime pay has become part cf the wage pattern.
The: recessien: has aggravated the practice of come=
bining compulscry cvertime with shcrt-time wcrking.
Flexible working time arrangements and overtime
should nct be methocds for employers tc keep emplcy-
ment levels dcwn. All working time arrangements
should be voluntary and negctiated, and nct at the
employers' - discretion.: They . should not become' a
daily feature of working life which increases un-
certainty of dnceme.

Goviernments showuld reccagniise andi deal with the dis-
terting effects of maintainingiocr Increasing'idif-
ferences in labcur standards between countries which
have achieved a comparable level of eccnomic deve-
lcpment and strength. Competitive advantages shculd



17(27)

not be forced by & refusal to translate prcduc-
tivity gsins into improved working and living
conditions. Sustained and targeted measures
should be taken to reduce and harmonise working
hours, which can differ by as much as 20% between
countries of similar econcmic development and
strength, as well as to improve the standards of
social security, health and safety, and the wor-
king environment hetween thesc countries. The
governments have increasingly discussed the shor-
tening of working time in the OFCD. It is a forum
which governments can use for international cocpe-
ration on these issues, drawing as apprcpriate on
the specialised knowledge and facilities of the
TE0 and: the " GATT.
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Trade is not an engine of grewth because all cgun-
tries are pursuing policies which aim at increasing
exports and restricting imports. No healthy indus-
trial policy can be buijlt upon this basis either.
Successful development of export industries needs
an increase in domestic activityviand demand, and
employment growth. Instead the search for ccmpeti-
tive advantage has deteriorated intoc cut-thrcat
competition between countries fcr one ancther's
markets. Such ccmpetition can cccur nct only when
markets are shrinking but alsoc when they are grc-
wing at different, unbalanced rates. In lcoking

fcr ways to further liberalise internaticnal trade,
and "roll back™" protecticnism, gecvernments shculd
realise that pclicies which restriict domestirc demand
are themselves protectionist because they distcrt
trade flcws and increase trade econfliets

Fcr years now, the benefits of trade have been ar-
gued in terms c¢f exports only. The assumpticn c¢cn
the beneficial effects of impcrts have always pre-
supposed the existence cf full employment, a situa-
ticn which does nct exist tcday. Under present con-
ditions, in the absence of balanced economic growth
among the trading partners, trade tends tg threaten
entire sectcrs of national eccnomies and the jcbs
in them, as impcrt penetration surges destrcy cther-
wise competitive enterprises. Since the collapse

cf the Bretton Wcods system, trade flows have been
excessively affected by erratic exchange rate mcove-
ments rather than by real ccmparative advantage,
and throcugh the ebb and flcw cof capital transacticns
based on interest rate differentjals, expectations,
uncertainties and sheer speculation. Competitive
trade itself is diminishing because countertrade is
expanding, and because a significant and grcwing
share of trade takes place"within and thrcugh mul-
tinational enterprises. The vclume and directicn

of intra-firm trade changes without warning, as
multinational enterprises carry ocut .their restric-
turing world-wide.

-Each cocuntry needs a sufficiently diversified ang

solid economic structure. These structures have
already been badly shaken by upheavals which the
eccnecmy has been undergcing over the past decade.
With extracrdinarily rapid change it is in danger
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of disintegrating further without the actcrs in-
volved, and the decision makers, even fully rea-
lising the gravity of the process, let alone de-
vising consistent policies to ccunteract it. Over-
adjustment, cocr panic adjustment, to tempcrary pres-
sures should be avoided. Moreover, the survival of
a viable economic structure requires the mainte-
nance and modernisation of essential industries
and services which may not appear tc be interna-
ticnally competitive.. There are. . also..S6cialipress
sures tc maintain industries which nc longer are
internaticnally competitive and which shculd be
assisted im returning tio competitivity-or in
restructuring intofother product lines. These
pressures can be overcome ocnly if there is an eco-
ncmic and industrial policy creating new opportu-
nities for enterprises and workers, and if there
are sccial and employment pclicies which are desi-
gne'd toticope  withi trade adjustment needs,.

JiPersistent sinstability of  the ‘trading system Tre-
quires anticipatcry and built-in adjustment prc-
visions. Their scope 'must be’ breoad enocugh tolun-
derpin any liberalisation agreements which would
further expose the service sectcr, where most new
jobs have been created, tc internaticnal ccmpeti-
tion. There has tc be confidence in the govern-
ments' will and capacity to manage the effects cf
trade, bcth nationally and throcugh internmaticnal
cccperation. The workers' ability tc adapt tc chan-
ge “also ‘depends ‘cniithe effectiveness andiccverage
cfisipcialicguarantees in-tdififerent OECD ‘c.ountries:
as well as on the timing, speed and methcds cf in-
dustrial rTestructurings In particularithe-wvaticus
forms cf subsidies, which are necessary tc cushicn
the effects cfichange 'cr to.procmote ichange, muyst
be clearly identified and subject tc international
agreement. Such internaticnal agreement is needed
cn the tempcrary use of - these and other measures,
such as wvoluntary export restraints. df and when
trade interventions and subsidies to ailing indus-
tries are discontinued, gcvernments must take an-
ticipatory measures sc that change is manageatile
and constructive rather than simply disruptive.

.The Havana Ccharter of 1948, which made the link
between trade and employment, recognised that low
labour standards in one country can ercde labour
st'andards .iniits. trading partners. Operative. con-
clusions were not drawn bhecause the prciected
International Trade Organisation was not establi-
shed. Trade tensions and. unfair trade arise out of
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situations where the working populaticn is de-

prived of trade union rights and, more general-
lyyprevented from recediving, dts share.ofthe
benefits accruing: from expoertis.i Soci1al clauses,
such as fair labour standards clauses included
in some existing commodity arrangements, should
be negotiated in trade agreements, and implemen-
ted.s This will removelthendisteortionsicaused by
violations of internationally agreed minimum la-
bour standards and will in no way jeopardise the
econcmic . proegress oficountries concerned. . On “thie
contrary, it will foster . more balanced econamic
and social development, and it will alsc ensure
that in countries which have achieved higher la-
bour standards, trade adjiustment is nct fcrced
by exploitation cf workers elsewhere.

Differences in labcur-standards amcng increasingly
interdependent ccuntries at a comparable level ¢f
eccnomic development and strength distcrt trade.
Large differences in working time, wages, pensicons,
eligibility and levels of unemplocyment and cther
benefits (with ccnsequences for non-wage labour
costs) and in the level of social procvision exist
among the main trading groups within the OECD area.
This jeopardises the open trading system-in two
different but complementary ways; the maintenance
cf such differnces is a powerful, thcugh ccnceiled,
protectioniist devicei at. the same time, it iys:a
hidden expcrt subsidy because it makes workers as-
sume a dispropcrtionate ccst of making expocrts com-
petitive. The failure to translate past productivi-
ty gains into improcved labour standards, enhanced.
sccial progress and higher living standards bococsts
gnfairly the competitive(positionwofiscountries. Eor
the sake of stability in the intermnational trading
system, growth must rely upcn the expansicn of bcth
export and domestic demand. A harmonisation which
leads intc an ocverall improvement of labocur standards
amocng these countries would facilitate the expansion
aof trade 'in both directicns.,

42 .The existing internaticnal monetary chacs consti-

tutes one ©of the '‘major iobstacles to general, 'sus-
tained and ncocn-inflationary reccvery and crderly
structural change. The links between the value cf
currency and the state of the country's eccnomy
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have been largely severed, wild fluctuations

have become the general rule of exchange rate
behaviour, the influence of interest rates on the
direction and scope of international flows of
capital has beccme excessive, and international
indebtedness has reached very dangercus propocr-
tilogns.  The debticrisis of the past: two years-ii's
far from being cver, especially if mcnetary pnli-
cies remain tight, and in the foreseeable futures
even some of the major industrial countries may
experience difficulties in meeting their interna-
tional debtserviice ‘obliigations.: "Due to the decli~
ning inflows of money in the develcping countries
and tc.itheir ‘increasing debt serwvicte, ‘the . net
transfer of rescurces has been reversed : the deve-
lopilmgleopnt ries are wow experting-more capitalite
thiemindustriely countriest than they are’receiving
from: them;

This chags canneot ,easily be overcome. = it hais: pro-
ved difficult even to:reach agreement on the mini=
mum cbijectives ¢cf necessary refecrm. There shoculd

at least be general recognition-that it isneces=
sary . .to ensure a greater- stability of exchange Ta-
tes;istio keepithel interest rates yunder centrsoly te
limit the amcunt and impact cf the so-called hot
money, which makes foreign currency speculaticn

more ‘priofitablie ‘than precductive: investaent:"  teo coun=
teract major cvervaluaticns cr undervaluations cf
single currencies which seriously affect the pattern
of international trade; and tc prevent speculative
devaluations and other methods cf exchange rate war-
fare from being used as strategic weapcns c¢cf trade
warfare. There is a tremendcus need for greater
stability in the exchange rate markets, and initia-
tives to broaden monetary stability should be pur-
sued.

«Fo Teoperwithuthe Jdisruptive reffectis, 6f excessive

debts, gocvernments must bcocth individually and ccul-
lectively go well beyocnd mere crisis management.
Governments and central banks must fully resume
their responsibility for surveillance and cocntrol
of international lending and cccperate amcng them-
selves, and with the Internaticnal Mcnetary Fund,
to ensure the surveillance of the exchange rates
and of the conditions in the exchange rate markets.
The banks, after having been rescued by the emer-
gency measures adcpted by the governments and the
IMF to keep the global financial system aflcat,
must be brcught tc go beycnd the rescheduling prc-
cess which increases the interest payments of the
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countries in difficulty and merely increases the
burden of repayment in the future. Rather than
getting increased profits out of the publicly: fi-
nanced rescue measures, banks must accept reaso-
nable lcsses in the years to come, and thus recy-
cle tc the debtor cocuntries part of the procfits
drawn from irrespocnsible lending.

The conditions attached to IMF assistance should

be based in each specific case on a comprehensive
analysis or the economy and social realities cf

the country in difficulty, to define the CORSEruc-
tive policy changes which could help to develop
viable economic and sccial structures. The tenden-
cy cf the IMF tc prescribe drastic remedies for
balance ¢cf payments and budgetary deficits can jeo-
pardise social development and the demo€Tatic prigs-
cess, and it must not be allowed to prevail . . The
developing countries continued access to internatic-
nal Jiguidities i clearly inadequate, pushing them
to functicn at levels far below their cptimum and
to resort to the most expensive forms cf private
lending. OECD governments cannot afford tec deny the
Internaticnal Development Asscciaticn thie ‘t'escur-
ces it needs, . in . view of the:vital soleior the
World Bank and the IDA in furthering the develcpment
process and in shielding the developing countries
frecm the instability and devastating effects of pri-
vate lending.

A majcr endeavour to restore the functicgn cf the
international financial institutions can be 518 o s o o -
ted withecut waiting ontil agreement about a ccm-
prehensive and more crderly monetary system is rea-
ched. Governments and central banks shculd give
greater ccnsideration toc the likely or actual ef-
fects their domestic mcnetary policies have on eXx-
change rates. They shculd ccoperate tc bring abocut
a,coordinated reduction of 'teal interest rates.
Governments should alsc agree to discuss with the
IMF, and within it, as well as with and within the
OECD, the aspects of their individual eccngcmic pc-
licy chcices (whether internaticnal cor domestic)
which have cr can have an adverse impact cn cocther
ccuntries. The dividing line between domestic and
internaticnal economic issues is blurred. For ins-
tance, insufficient dcmestic demand in St B prl st iceun-
tries is not a purely internal affair inasmuch as
it produces strains on other eccncmies. Actual kngow-
ledge and understanding of the interrelaticnships
between balance cf payments deficits, budgetary
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policies, interest rates and exchange rates re-
mains inadequate. Therefore, IMF acticn and the
jecint action of the member governments has toc be
based on discussions and agreement rather than on
questionable theories.

Beycnd the initial steps, the discussions on inter-
national monetary refcrm shculd aim at resclving

a number cf fundamental problems. These are, in
particular, the existing asymmetry inithe treatment
of deficit and surplus countries, development as-
sistance as part of the international financial
sy.sitem, and: therrespective roles: ofiitihe "ITMF:the
world Bank, the Bank for International Settlements
and the OFECD in handling the balance of payments
erises.

Although the IMF has-thesauthecrity" to make ‘its
assistance to ccuntries in balance of payments
deficit conditional on theilr aecepting. cexrtaln
pclicy reccmmendaticns, the Brettcn Wcods system
failed to provide any mechanism whereby ccuntries

in persistent surplus would be induced tc bring
theliribalance cf payments ‘dinto, i 6er cleoser to,
librium. This paralyzing asymmetry has ccntributed
a great deal tc the stringency of the IMF conditic-
naldty. :

Development assistance has arisen conly after the
adcption cf the Brettcn Wcods agreements, and it
has never been fully integrated in the internatic-
nal monetary and financial system. Consequently,
jts size and modalities are largely exempt frcm
generally accepted and binding rules. Develcpment
assistance provided by single doncr ccuntries is
measured solely cn the basis of a unifcrm target

set in terms of the GNP and has sc far been treated
mainly as a matter of genercsity. Additional incz2n-
tives for governments to ensure the regular flow of
resources to developing countries are needed. For
example, the external position (balance of payments,
balance of trade etc.) of a country exerts a ccnsi-
derable influence on the ability toc provide assis-.
tance  especiallyiwhere the sturplus- i1s* of . a persis-
tent nature. Furthermocre, development assistance
creates export markets for the industrial countries’
manufactures (especially investment goods), yet-the
assistance performance of single donor countries is
not being assessed in relation to the balance of
their trade in manufactures with developing countfies.



50.

3

24(27)

&

It is necessary to review and to redefine the re-
laticnships between the World Bank's, the IMF's
and the OFECD's respective activities and their re-
lative weight in international monetary policies.
Shcrt-term measures can be fully effective only

if they do not undermine longer term develocpment
prespects. Therefore, the World Bank should effi-
ciently participate in devising the policy recom-
mendations to the countries seeking international
assistance tc overcome their balance of payments
difficultiess. Since. the recommendations go. .far
beyond strictly financial issues, and indeed per-
tain toc the whole range of economic policies, the
CECD shculd have its share of respcnsibility in
their fcrmulation. The policy advice given, and
measures introduced, by these instituticns have
far-reaching eccnomic and sccial ccnsequences. The-
refcre, when policies are formulated and implemen-
ted there should be a full discussicn with trade
unions and employers, in order tc arrive at wocr-
kable and socially acceptable measures.

Develcpment cooperaticn

5.

Even a full-fledged reccvery in the industrialised
part cf the world will nct by itself sclve the fun-
damental problems facing the develcping countries,
and low growth prospects make their soluticn immea-
surably more: Gifficult. It s futile to claim-that
eccnocmic trends which increase inequalities and
imbalances in the OFECD area can somehow have a
beneficial "trickle-down" effect on:the developing
ccuntries, if only the market mechanism is set
free. Private capital Tlows go only-tec 'schme sectors
and some countries. They seldom aim at improving
the econcmic and social structure, and more cften
than not remain insulated within the recipient cocun-
triies! economiesssln the rabsence o f other ‘measures;
they are quite likely to increase the inequalities
within and between countries. A brcad range of es-
sential investments in the developing countries will
only take place through official assistance chan-
nels. The key-issue is the ‘improvement of the pcsi-
tiecn of the developing countries through a deve-
liepment. of their secic-economic infrastroctiure.
Self-sustaining develcpment cannct be achieved in
countries where the sccial structure is cbsclete
and rapadlysdysintegrating.
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52.The situation of some countries has become sc bad
that it is imperative for the OFCD ccuntries to imme-
diately step up food and other emergency aid. Peo-
ple in a growing number of the least developed
countries, especially in Africa, are facing star-
vation. An immediate increase in basic aid is a
concrete matter ocn which the OFCD's Ministerial
Cocuncil and the Londen Summit should agrce upcn.
Emergency measures should be followed up by assis-
tance to develocp the rural sector, in order to re-
verse the trend which has made many previcusly
self-sufficient producersiintonet food  importers.
This sector.must be helped so. -that it can be revis-
ved and properly organised, toc decisively improve
its productivity.

53 The economic interdependence of today's wcrld has
meant unprecedented hardships for the non-cil prc-
ducing developing countries which have been hard
it Shbivi . escalatifon of ener gy prices toslevelsawhitch
are prohibitive tc them, and by the continuation
o.f e flat ionary spolacies o the UECD "areas Centi=
nuing high interest rates and energy prices, and
stagnating; credits mloans, assistancelandidirect
investment have fcrced develcocping ccocuntries to
restrict. theilr imports and putitheir development
efforts intolreverse: Commodity ‘prices,: though Ti-
sing, are still depressed, and the markets for most
cther exports of these ccuntries remain largely
stagnant. Grewth in the industrialised countries
is dindispensable . for. the fubture of the-develeping
countries. But the conccmitant expansicn of markets
has to be accompanied by pclicies which ensure that
the benefits will fuél genuine develcpment. In par-
ticular, the benefits must be shared by the entire
pocpulation of the developing countries instead ©f
being reserved tc the privileged few whc have been
faring well throughcut the recessicn while poverty
has been growing.

54.There can be nc real econcmic progress cn the glo-
bal scale unless it goes hand in hand with the im-
procvement cf the soccial cocnditicns of the working
people everywhere. The pcverty cf hundreds of mil-
liocns of people in the developing countries can,
and must, be attacked by pclicies which at the sa-
me time help to reduce unemployment in the indus-
trialised world. The long-term econcmic and employ-
ment problems in the industrialised countries can
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cnly be solved if the issues of underdevelopment
and poverty in the world are tackled. The inter-
dependence is illustreted for inmstance by a re-
cent study carried out by the Nordic and German
trade unions, showing that the coocrdinated ful-
filment of the United Nations' target of 0.7 per
cent of GNP for development assistance would crea-
te a ccnsiderable number of new jobs in the OFECD
counttries within a 'fiewiyears.

-Private investment is no substitute to Official
Development Assistance. Official Development As-
sistance must be considerably increased, and much
better targeted and monitored than in the past.
This assistance is vital for the development of

a scund ‘eccnomic structure and a viable society
(which includes the existence cf wage structures,
crderly industrial relaticns, social security,
health and safety reqgulations, unemplcocyment bene-
fits, pensions schemes and so on). Indeed, an
improvement in the econcmic and social structure
of the develeping countries will “alse facilitate
private investment flows, and minimise their cften
disruptive side-effects, Any .encouragement of pri-
vate investment flows to develcping countries
should go hand in hand with greater compliance with
the ILO Declaration on Multinaticnal Enterprises
anid Social Poelicy, in which the special responsi-
bilities of these enterprises fcr employment and
jcb security have been recognised.

.While the development process requires a much big-
ger quantity and variety of imports by the develc-
piding: sciomnitiridels jtihey. hiavie :beeni forced, especially

by the IMF. austerity prcgrammes, .to drastically
limit them, even imports of goods which are essen-
tial for their basic needs and their export indus-
tries. This IMF-administered cure has led intc a
further dreop in living standards, “higher food pri-
ces, power shortages, disruptions in public trans-
port,-and the. postponement. of development. projects.
Austerity prcgrammes, quickly and rigidly imposed
uUpon a debtorccocuntries by the IMF, even undermine

the necessary structural adjustment, and are thus
self-defeating. The suspension cf financial flows
delays new investments, and when austerity pro-
grammes are imposed on many debtor countries at the
same time, there is a.cumulative downward effect

on markets for gcocds exported by both industriali-
sed and other developing countries.
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Some of the countries facing rigid austerity
programmes may have come late tc the IMF, but

this cnly demcnstrates the gap between

long-term

develcpment policies and the shcrt-term need to

surtvive.s: It al'sio 1lluvstrates the . speed

with which

the recession in the industrialised ccuntries
spread its. effects tc the develcping part ‘of the
world and the inadequacy of the existing financial
arrangements and institutions. Given that majcr

rescue operaticns cannct be undertaken
tial iy, thie ceonditions 1nvolved must be
viens T hey must net sputia stepitc growth.
w.rongwbeicall “Gor “eest~cutiingand  fer

uncocnditio-
constructi-
Ltaas

the concen-

tration ofithe - limited respurces available:ign. gne
cr two expcrt sectors only; considerably mcre em-
phasis must be pution aggriecultire; energy, @an. ef-
ficient public sector, sanitaticn andi healthy tax

reform, basic and adolt.ieducatiocn, fand

vocational

education and training. It is evident that there
is nocw a strong case for reviewing the conditiocna-

lity framework of fThe ITME.
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TUC AND THE SUMMIT

The Chancellor was grateful to you for drawing to his attention
the note of the meeting between Sir Robert Armstrong and

David Lea, and the follow-up note by Bernard Ingham.
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PRESIDENT REAGAN'S PRESS CONFERENCE: US ECONOMY

SUMMARY

PRESIDENT REAGAN WAS QUESTIONED SEVERAL TIMES ABOUT THE FUTURE COURSE
OF THE US ECONOMY AND OF US INTEREST RATES. HE SAID THAT HE
EXPECTED THE US ECONOMY TO CONTINUE TO EXPAND, ALTHOUGH AT A LOWER
RATE THAN IN THE FIRST QUARTER OF 1984, AND THAT INTEREST RATES
WOULD EVENTUALLY COME DOWN. HE DENIED - DESPITE SECRETARY

REGAN'S RECENT STATEMENT = THAT IT WAS THE ADMINISTRATION'S FIRM
POLICY TO HAVE TwO TAX BILLS IN 1985, ONE TO REFORM TAXES AND ONE
TO RAISE THEM. HE EXPRESSED THE VIEW THAT THE DIFFICULTIES OF THE
CONTINENTAL BANK WOULD NOT GIVE RISE TO REPERCUSSIONS ELSEWHERE IN
THE AMERICAN FINANCIAL SYSTEM.

DETAIL

INTEREST RATES AND GROWTH

2. IN REPLY TO QUESTIONING ABOUT WHETHER RISING INTEREST RATES
COULD LEAD TO A US RECESSION AS EARLY AS THIS AUTUMN, PRESIDENT
REAGAN SAID THAT HE DID NOT FEEL THAT THE US WAS HEADING FOR A
RECESSION. BUT HE SAID THAT ALL THE INDICATORS SHOWED THAT THE US
ECONOMY MIGHT BE ABOUT TO LEVEL OFF QUOTE A LITTLE BIT UNQUOTE FROM
THE HIGH RATE OF GROWTH IN THE FIRST QUARTER (8.8 % AT AN ANNUAL
RATE) WHICH HE ATTRIBUTED TO AN UNSUSTAINABLE GROWTH IN INVENTORIES.
FOR 1984 AS A WHOLE, HE STILL EXPECTED GROWTH OF 5 PER CENT ., HE
CITED THE INDICATORS FOR HOUSING, PERSONAL EARNINGS AND PRODUCER
PRICES AS ALL BEING CONSISTENT WITH ADMINISTRATION TARGETS FOR
GROWTH AND INFLATION.

3. THE PRESIDENT DID NOT WITHDRAW HIS EARLIER PREDICTION THAT
INTEREST RATES WOULD COME DOWN BEFORE THE END OF THE SUMMER, BUT

HE MADE CLEAR THAT, FOR THIS PURPOSE, SEPTEMBER WAS INCLUDED AS
PART OF THE SUMMER. HE AVOIDED A DIRECT ANSWER TO A QUESTION ABOUT
WHY THE UNITED STATES MAIN TRADING PARTNERS SHOULD BELIEVE HIM THAT
INTEREST RATES WERE COMING DOWN, WHEN HE HAD SAID THE SAME THING
IN THE PAST. HE MERELY SAID THAT INTEREST RATES WERE LOWER NOW THAT
WHEN HE HAD COME INTO OFFICE, BUT HE ADDED THAT FEDERAL DEFICITS
FORECAST FOR THE YEARS BEYOND FY85 HAD BEEN EXAGGERATED.

4. IM REPLY TO A QUESTION ABOUT THE POLICY OF THE FEDERAL RESERVE
BOARD, THE PRESIDENT SAID THAT THE FED WAS NOW ON TARGET,

ALTHOUGH THERE HAD BEEN A DIP IN MONETARY GROWTH IN PAST MONTHS.
THE PRESIDENT SAID THAT THE MONEY MARKETS HAD IN THE PAST

REGAhDED SUCH A DIP AS THE PRECURSOR TO EXCESSIVE MONETARY GROWTH,
AS FOLLOWING THE 1979-80 DIP. BUT HE ACKNOWLEDGED THAT THE MONEY
SUPPLY WAS AN INEXACT TOOL, AND THAT THE FED COULD HAVE GOT BELOW

THEIR TARGET INADVERTANTLY. ’
RESTR!CTE* . /Tax



TAX POLICY .

5. IN RESPONDING TO A REFERENCE TO TREASURY SECRETARY REGAN'S IDEA
FOR TWO SEPARATE TAX BILLS IN 1985, ONE TO REFORM AND RESTRUCTURE
TAXES, THE OTTHER TO RAISE THEM, THE PRESIDENT SAID THAT HE HAD
NOT HAD A CHANCE TO TALK TO REGAN ABOUT THIS. THE PRESIDENT
SPECULATED THAT REGAN WAS PROBABLY ONLY TRYING TO MAKE CLEAR THAT
THE TAX REFORM BILL WAS SEPARATE AND DISTINCT FROM ANY ATTEMPT TO
RAISE TAXES. ONLY AFTER THE ABSOLUTE BOTTOM OF EXPENDITURE
REDUCT]ONS HAD BEEN REACHED wOULD HE COUNTENANCE A PROPOSAL FOR A
TAX INCREASE. HE HIMSELF WAS THEREFORE NOT LOOKING FOR A TAX
INCREASE NEXT YEAR, SINCE THERE WERE FURTHER EXPENDITURE REDUCTIONS
TO BE MADE. .

CONTINENTAL BANK

6. THE BAIL-OUT OF THE CONTINENTAL BANK OF ILLINOIS WAS RAISED
AND THE PRESIDENT WAS ASKED WHETHER HE EXPECTED MORE BAIL-0UTS
AND WHETHER HE wWOULD, AS A CONSEQUENCE, CHANGE HIS ATTITUDE TO
FINANCIAL DEREGULATION. THE PRESIDENT SAID THAT THE CONTINENTAL
BAIL-.OUT HAD BEEN CARRIED OUT BY A CONSORTIUM OF BANKS, NOT THE
GOVERNMENT AND THAT ONLY THE DEPOSITORS WERE BEING PROTECTED, NOT
THE SHAREHOLDERS. HE DID NOT THINK THAT THE DIFFICULTIES OF
CONTINEKTAL WOULD THREATEN THE US BANKING SYSTEM AS A WHOLE.

COMMENT

7. THE PRESIDENT'S REPLIES TO THE EFFECT THAT THE ECONOMY WAS ON
TARGET, AND THAT INTEREST RATES wOULD COME DOWN, WERE TO BE
EXPECTED. HE 1S OBVIOUSLY KEEN, DESPITE RECENT REPORTED REMARKS

BY HIS SPOKESMAN, NOT TO LINE UP WITH SECRETARY REGAN AND GET

INTO CONFLICT WITH FED CHAIRMAN VOLCKER. HE WAS PLAINLY EMBARRASSED
BY SECRETARY REGAN'S PROPOSAL FOR A BILL TO RAISE TAXES NEXT YEAR
IN ADDITION TO ONE TO REFORM THE TAX SYSTEM. THIS IS THE SECOND
TIME RECENTLY THAT THE TREASURY SECRETARY HAS EMBARRASSED THE
PRESIDENT SINCE REGAN SOME WEEKS AGO PUBLICALLY REFERRED TO THE NEED
TG REFORM THE SOCIAL SECURITY SYSTEM, MUCH TO THE ALARM OF A WHITE
HOUSE LOOK ING FORWARD TO THE NOVEMBER ELECTIONS.

8. FCO PLEASE PASS TO BOTTRIL (TREASRURY), GREEN (BANK OF
ENGLAND) AND ROLLO (ESID).

ADDITIONAL. DISTM

WR IGHT US. MONTHLY ECcoNoMLC
FinancLal REoRT
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FROM: J.G.LITTLER
. DATE: 23 MAY, 1984

CHANCELLOR cc Chief Secretary
Economic Secretary
Sir Peter Middleton
Sir Terence Burns
Mr.Unwin .
Mr.Battishill
Mr.Lavelle
Mr.Mountfield
Mr.Bottrill
Mr.Kelly

SUMMIT: MEETING WITH P.M. ON 23 MAY
A supplement to my minute of yesterday, in the light of the additional

papers circulated late last night.

Meeting of Personal Representatives
2. Points to note from the minute from Sir Robert Armstrong reporting

this meeting are:

- list of political subjects: my only comment is again to draw
attention to the question of North/South relations, although
it is not given prominence here;

- draft London Charter: the procedure proposed for announcement
at the final ceremony: no comment;

- terrorism: evidently we cannot get an agreed declaration;
a pity, and the alternative of a personal statement by the
Prime Minister reporting discussion seems to me to be
the best we could hope for now.

Draft Economic Declaration
3. The small additional drafting changes, listed in Sir Robert
Armstrong's minute of 22 May, all seem to me to be acceptable.

You may Just like to note the formulation in paragraph 8, sub-
paragraph (4), on further work of the G.10. This would not
prevent the Summit from recommending the form of "further
international discussion".

Text of Draft London Charter
4, I think it is a pity that the Personal Representatives have

lengthened the draft and one or two of the individual paragraphs.
In themselves, most of the additions are unobjectionable. My
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only doubt is whether it really makes sense in paragraph 4 to refer
.to "full employment" and in the rather clumsy phrase "full employment

and education in a healthy environment". I would like to suggest

a slightly shorter version:-

"We believe in economic systems which provide a healthy
environment for enterprise, for economic and social progress,
and for spreading to the benefit of all peoples the fruits
of innovation, imagination and scientific discovery".

Draft Keynote Speech

5. The only amendment to my earlier draft is the addition of two
sentences about the environment in paragraph 12. This is fine,
except that I do not like the opening phrase: "It should be
tempered by". Better to say "Accompanied by" or "Linked with".

_AFT G, EITTLER)
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SIR ROBERT ARMSTRONG

Economic Summit

The Prime Minister held a meeting today to consider
preparations for the Summit. The Foreign and Commonwealth
Secretary, the Chancellor of the Exchequer, Mr. Kenneth
Baker, you yourself, Sir Julian Bullard, Sir Crispin
Tickell, Mr. Littler and Mr. Partridge attended.

Thematic Paper

2 The Foreign and Commonwealth Secretary and the
Chancellor of the Exchequer observed that the phrase in
paragraph 14.9 of the final version - "to explore with other
. GATT parties as quickly as possible the objectives for, the
participation in and the timing of a new negotiating
round" - was weaker than the corresponding phrase in the
Williamsburg communique. We should therefore work for
stronger wording in the London communique.

3% It was agreed that we should also aim to ensure Lhatl
the communique avoided unwelcome commitments with regard to
the so-called North-South dialogue (c.tf. para 15 of the
thematic paper).

Draft Economic Declaration

The draft of 22 May was discussed. The Chancellor of
the Exchequer said that it was hoped that, as a result of
recent exchanges, the US would agree to a stronger reference
to the US budget deficit in paragraph 4.

The Foreign and Commonwealth Secretary observed that
the language of paragraph 7 on the international debt
problem was rather complacent. 1t was agreed that this
wording would be considered further in the light of
discussion at the Summit.

There was also some discussion of the various
references to the problem of inflation and doubt was
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expressed as to whether the dangers of inflation were
sufficiently emphasised.

The Chancellor of the Exchequer said that it was
‘ desirable to refer in the Declaration to the concept of a
medium term financial strategy.

The Prime Minister said that she wished to avoid, to
the maximum extent possible, serious differences of view on
the Declaration emerging at the Summit. It was agreed that,
in sending this text to other personal representatives, you
would ask them to inform you as soon as possible - and
before the Summit - of any difficulties they saw in the
text.

Order of discussion of agenda items

Following a discussion of the order in which the
various items would be taken, the Prime Minister said that:-

(a) the Summit should aim to agree, on Thursday
evening, the text of the London Charter (on
democratic values). This suggested that in
effect Summit participants should have given
their agreement to the text before their
arrival in London. The Charter would be
issued to the press at the end of Friday
morning.

‘ (b) Heads of State and Government would also
discuss East/West relations and Arms Control
and Disarmament on the Thursday evening. It
might also be necessary for them to discuss the
Iran/Iraq war that evening and, perhaps, to
commence their discussion of international
terrorism.

{ic) On Friday morning Heads of State and Government
would make their opening statements on economic
questions. Towards the end of that morning
they might need to return to the question of
international terrorism which Foreign Ministers
would have discussed separately earlier. It
was desirable to issue a statement to the press
on international terrorism on Friday evening.
Over lunch discussion of political questions
would continue.

(a) Economic discussion would continue on Friday
afternoon. 1In reporting the Finance Ministers'
conclusions to the Summit the Chancellor of the
Exchequer would suggest three or four broad
subjects for further consideration. These

SAHAAE



>, y e - Py
P 2 3 < ¢ S
v

MY
5 Ve £ I ¢
L!h»‘ L VR TR I ;a. koW B ae

g -3-

might be interest rates, international debt,
economic recovery and the policies necessary to
'. sustain this, and trade and protectionism.

Draft Declaration on Democratic Values (the London Charter)

It was agreed that paragraph 4 of the present text was
unsatisfactory and that you would revise it, in consultation
with the Chancellor of the Exchequer.

The word "overriding" should be deleted from
paragraph 6. The opening sentence of that paragraph might
read instead: "We believe in peace with freedom and
justice".

We should aim to insert a reference to the
Williamsburg Declaration on defence matters.

You agreed to revise the text in the light of the
above points and submit the revision to the Prime Minister.

Draft Declaration on Terrorism

It was agreed that the idea of a Declaration should be
abandoned. Instead the aim should be that the Summit would
discuss the problem of international terrorism and that a

‘ statement would then be issued to the press. You agreed to
submit a draft of a possible statement.

Prime Minister's Keynote Speech

This was not discussed at the meeting. I shall
arrange for the Prime Minister to consider this separately.

I am copying this minute to Mr. Ricketts, Mr. Peretz,
Mr. Taylor and Mr. McMillan.

Al el

23 May 1984
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Mr Barrington has suggested that you may 1ike to show to
the Prime Minister the enclosed example of the Summit medallion
which is being produced by the Royal Mint. Silver gilt versions
will be presented to Heads of Delegation and silver versions
to Ministers. This is the bronze version for presentation to
officials and visiting journalists.

2: The Mint responded readily to the suggestion that they
might provide these medallions to help them in their own
promotional activities. The result, I think you will agree,
is most satisfactory. :

5 We are indebted to the Chancellor of the Exchequer who is
the Minister responsible.

4. I am sending a copy of this minute to the Private Secretary
to the Chancellor of the Exchequer.

TRONG

RUB&RT ARMOS I

ROBERT ARMSTRONG

23 May 1984
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SUMMIT: MEETING WITH P.M. ON 23 MAY

A supplement to my minute of yesterday, in the light of the additional
papers circulated late last night.

Meeting of Personal Representatives

2.

Points to note from the minute from Sir Robert Armstrong reporting

this meeting are:
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- list of political subjects: my only comment is again to draw
attention to the question of North/South relations, although
it is not given prominence here;

- draft London Charter: the procedure proposed for announcement
at the final ceremony: no comment;

- terrorism: evidently we cannot get an agreed declaration;
a pity, and the alternative of a personal statement by the
Prime Minister reporting discussion seems to me to be
the best we could hope for now.

Draft Economic Declaration

3.

The small additional drafting changes, listed in Sir Robert

Armstrong's minute of 22 May, all seem to me to be acceptable.
You may Jjust like to note the formulation in paragraph 8, sub-

paragraph (4), on further work of the G.10. This would not

prevent the Summit from recommending the form of "further

international discussion".

Text of Draft London Charter

b,

I think it is a pity that the Personal Representatives have

lengthened the draft and one or two of the individual paragraphs.

In themselves, most of the additions are unobjectionable. My
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only doubt is whether it really makes sense in paragraph 4 to refer
to "full employment" and in the rather clumsy phrase "full employment
and education in a healthy environment". I would like to suggest

a slightly shorter version:-

"We believe in economic systems which provide a healthy
environment for enterprise, for economic and social progress,
and for spreading to the benefit of all peoples the fruits
of innovation, imagination and scientific discovery".

Draft Keynote Speech

5. The only amendment to my earlier draft is the addition of two
sentences about the environment in paragraph 12. This is fine,
except that I do not like the opening phrase: "It should be
tempered by". Better to say "Accompanied by" or "Linked with".

g viia
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01 - 601 4444

BANK OF ENGLAND
LONDON EC2R 8AH

23 May 1984
FCH/EXCHEQUER
Miss J C Simpson AR ‘ 84
Chancellor's Office REL. 23MAY19

HM Treasury o
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London
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SUMMIT FINANCE MINISTERS DINNER: 8 JUNE

We spoke about the menu. The Governor suggests as follows:

% Lobster Americaine (sauteed in butter with shallots

and chopped tomatoes, flamed in brandy and finished

with herbs and white wine, served in the lobster shell)

Scotch Sirloin Steak Bordelaise, with Fondant potatoes
and leaf spinach

Fresh Raspberries and Cream

I also enclose our proposals for the invitation card - which

will of course be printed in its final version in the usual format.

I am copying this letter to Nicholas Barrington.
7%°VS Swm&d@h\

John arEE%tt

Private Secretary
to the Governor
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On the occasion of theémeeting in London

of Summit Finance Ministers)

THE GOVERNOR OF THE BANK OF ENGLAND
AND
THE CHANCELLOR OF THE EXCHEQUER

request the pleasure of the company of

at Dinner in the Court Room
of the Bank of England
on Friday 8 June 1984
a =g 0 0ipmn

To remind Lounge suits
Entrance via

Bartholomew Lane
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ECONOMIC SUMMIT

I attach copies of two letters which the Prime Minister has
received from the Commonwealth Secretary General, setting out
Commonwealth views on certain issues which may be discussed
at the Economic Summit. I should be grateful if you could
let me have a draft reply.

As you know, the Prime Minister has received a number of
letters urging action on particular points at the Summit. L
would rather -not .ask her to read all these. I should be
grateful if the briefs could draw attention to the most
important communications and suggest to what extent the Prime
Minister should attempt to bring them to the attention of
Summit participants.

I am copying this minute and its two enclosures to Mr. Ricketts
(FCO) and Mr. Peretz (HM Treasury).

24 May 1984
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CABLES: COMSECGEN LONDON SW1
TELEX: 27678
TELEPHONE: 01-839 3411 Ext:

MARLBOROUGH HOUSE,
PALL MALL,
LONDON, SW1Y 5HX

From: Sir Peter Marshall, KCMG
Your ref: Deputy Commonwealth Secretary-
Our ref: General (Economic)

24 May, 1984

Dear Tt

The Secretary-General, who at the moment is
in Vienna, has asked me to send you the enclosed
letters to the Prime Minister.  Signed copies will
follow on his return to London next week.

Voo 7
LT

Peter Marshall

Mr. A.d¢ Coles;

Private Secretary to the Prime Minister,
Prime Minister's Office,

10 Downing Street,

London, S.W.1.
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' or'{ OF THE COMMONWEALTH SECRETARY-GENERAL
MARLBOROUGH HOUSE - PALL MALL- LONDON SW1Y 5HX

24 May, 1984

The London Economic Summit

I can well believe that you have been assailed on all
sides by expressions of concern and anxious advice in advance
of the Summit Meeting of the industrialised countries which
you are to Chair in London next month. I would hope, nonetheless,
that you would welcome an expression of Commonwealth views,
particularly in the light of the outcome of the Commonwealth
Heads of Government Meeting in New Delhi and what has transpired
since.

, The New Delhi Statement on Economic Action was noteworthy in
three main Trespects: " first,’ it was - and still is - the most
succinct statement at Heads of Government level, and embracing
both developed and developing countries, of the problems of the
world economy both as regards substance and as regards the processes
for dealing with them. Secondly, Heads of Government broke new
ground in setting up an intergovernmental group to follow through
the issues covered by the Statement. And thirdly, everyone was
conscious at New Delhi that you would host the next Summit of
industrialised countries and there was a corresponding expectation
that the Commonwealth point of view would be fully reflected in
the leadership which your long experience and familiarity with the
issues would give to the meeting - and the support you can expect
to receive from Pierre Trudeau in the context of the New Delhi
Statement.

Developments since New Delhi underline the relevance of the
Statement's message. The Commonwealth has taken note with appre-
ciation of the lead which the UK Government has continued to take
on IDA and related World Bank issues. We have also noted the
outcome of the recent OECD Ministerial meeting. Yet the indebted-
ness of developing countries remains a most serious preoccupation.

The Rt. Hon. Margaret Thatcher, MP, 2

Prime Minister of Great Britain and
Northern Ireland,

10 Downing Street,

London, 8.Wil.
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The Expert Group which Heads of Government asked me to set up

has started work under the Chairmanship of Lord Lever and will,

I hope, produce for Finance Ministers in Toronto a report to rank
with the high-level experts' reports which Heads of Government
considered in New Delhi. It is my earnest hope that at Toronto
Commonwealth Finance Ministers will be able to agree on urgent
action to recommend to the international community, not least
when they meet at the annual Bank/Fund meetings immediately
atterward. Nothing would be of more help than an authoritative
statement from the London Economic Summit.

There remains the need for what Commonwealth Heads of
Government described as ''a comprehensive review of the inter-
national monetary, financial and relevant trade issues'". The
intergovernmental group, which recently met at Ministerial level
under the Chairmanship of the New Zealand Prime Minister, has
examined possible ways of achieving consensus on the process for
such a review. I have been asked by the Ministers to undertake
wider consultations. We believe that some variant of the Committee
of 20 (or of its successors, the Interim Committee and the Develop-
ment Committee), would be the most realistic way of carrying
forward the review process which Commonwealth Heads of Government
desire. We shall discuss this further when the Group reports to
Commonwealth Finance Ministers at their meeting in Toronto in
September, in the light of the soundings which we have taken
meanwhile. The attitude of the United States and of the other

leading industrial countries is crucial. Once again nothing would
give the process more authority than an endorsement of its general
thrust by the London Economic Summit. I attach an Aide Memoire

on the proposal which Robert Muldoon has already discussed with
Donald Regan.

In summary, Prime Minister, my hope is that next month's
Summit will be able to provide top level, political leadership
in the two areas on which Commonwealth Heads of Government laid
such emphasis at New Delhi: finding the way ahead for the
comprehensive review of international economic arrangements and
grasping the shorter term problems, particularly on aid to the
poorest and international debt. Important though continuing
technical work and, indeed, intergovernmental contact at Ministerial
and high official level may be, there is no substitute for a real
impulse from the top.

Shridath S. Ramphal
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COMMONWEALTH CONSULTATIVE GROUP ON INTERNATIONAL ECONOMIC ISSUES

PROPOSAL ON WHICH CONSULTATIONS ARE TAKING PLACE

What we have been seeking is a formula for a Committee that
can tackle the problems of the world's trade and payments systems,
which 1is capable of representing the views of all the nations and
groups that are concerned with these issues, yet at the same time
small enough to discuss the issues and work effectively. The
preferred option is the size, representation and constituency
structure of the Development Committee or the Interim Committee -
that is with 22 members, adjusted if necessary to reflect the
financial and trading interests of the international community, and
with a high level of representation, preferably Ministers, plus the
UN Director-General for Development and International Economic
Co-operation, the Managing Director of the IMF, the President of the
World Bank, the Director-General of GATT and the Secretary-General
of UNCTAD.

This Committee could establish a group of deputies to carry
out detailed work on its behalf, with a small Secretariat supported
by staff drawn from the international agencies. The Group would
have no executive authority and would proceed strictly on the
basis of consensus consultations. If, however, any cases emerged
of agreement which permitted early action through existing insti-
tutional mechanisms, these would be actively pursued. While this
work 1is continuing, negotiations could proceed in other forums.
The Group would make a progress report within a year of being
constituted. The process could be initiated through Resolutions
adopted in parallel on an agreed basis by the General Assembly of
the United Nations, the IMF, the World Bank and, to the extent
that its responsibilities are involved, GATT. The report of the
Group would be to these bodies.

An alternative, somewhat favoured by representatives of the
G-77, would be a Group comprising the G-10 and a representative
group from the G-77 constituted, for example, by widening the
Group of 5 of the Non-Aligned States to say 15. Discussion in

2/
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such a joint Group could lead to negotiations which might in
time be generalised in a wider negotiation between the OECD and
the developing countries. Representatives of the UN Secretary-
General and the specialised agencies could participate in the

same way as proposed in the first option.

Two other options have been considered: the constitution
of a Preparatory Group in an ad-hoc informal Ministerial meeting
organised on a Cancun-style basis, with a few Commonwealth leaders
playing catalytic roles;and a Preparatory Group set up by the UN
Secretary-General after consultation with governments, as was
proposed at the 38th Session of the UN General Assembly. Neither
of these proposals gained much support.

The Commonwealth Group believes that the first option is the
best practical proposal that has emerged for the process which
more and more appears to be inevitable before too long. The
broad agenda which we adopted for the Group to consider is
headed "Areas for consideration in the framework of world recovery

and development:

- The role of the IMF, including balance of payments
support,adjustment, conditionality and surveillance,

SDR's and international liquidity.

- The role and resource position of the multilateral
development institutions, particularly the World
Bank and IDA.

- Financial flows including ODA and commercial flows

and problems of external debt.

- Trade liberalisation, protectionism and structural

adjustment.

- Linkages between money and finance, trade and

economic development."

3/



The agenda is substantial without being all-embracing and it is

recognised that the list of issues for eventual negotiation may

be contracted.

The Group intends to meet again in September, immediately
before the Commonwealth Finance Ministers' annual meeting which
in turn immediately precedes the annual meeting of the Governors
of the Fund and the Bank. This kind of timetable appears to be
feasible for a Group which would use 1985 as the year in which to
do its work.
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MARLBOROUGH HOUSE:-PALL MALL- LONDON SW1Y 5HX

24 May, 1984

I have written you separately on the London
Economic Summit in the context of the Commonwealth
meeting at New Delhi and our follow-up work.

Last week, I suspect much influenced by our
Commonwealth work, I was made Chairman of the United
Nations Committee for Development Planning - one of the
few bodies in the UN system functioning, not at an
intergovernmental, but at an individual, level. We are
presumed to be 'wise men'. I have the benefit of eminent
Commonwealth colleagues as members of the Committee:

Sir Kenneth Berrill, Gerry Helleiner, I G Patel, Bernard
Chidzero; and from OECD countries: Robert McNamara,
Jean Pierre Cot, Armin Gutowski and Gerasimos Arsenis.

We were joined last week by Robert Neild of Cambridge and
Bernard Wood of Canada, in addition, of course, to the
other members.

At the end of the meeting, in addition to our
report, we agreed a Statement which I send to you, as
Chairman of the London Summit, and will circulate to your
colleagues; you may also receive a copy of this Statement
from the UN Secretary-General, to whom we sent it formally.

The Rt Hon Margaret Thatcher MP
Prime Minister of Great Britain
and Northern Ireland

10 Downing Street

London S W 1

/2



The Statement speaks for itself. I do assure
you that it came from this wide-ranging Group out of a
deep concern that unless we act quickly in the areas of
monetary and financial reform, international debt and
the plight of the poorest, especially in Sub-Saharan
Africa, greater dangers may overwhelm the world economy
and many countries.

I am glad to say that the thrust of all this
international thinking is supportive of the Commonwealth's
conclusions at New Delhi. I am, therefore, reinforced in
the conviction with which I urge the Statement from the
Committee for Development Planning on you as you prepare
to chair the London Summit.

With deep respect,

Shridath S Ramphal



THE UNITED NATIONS COMMITTEE FOR DEVELOPMENT PLANNING

Statement at the Conclusion of the 20th Meeting

17 to 21 May 1984

The Committee for Development Planning is one of the few
standing bodies within the United Nations system whose members
serve not on an inter-governmental but on an individual basis.
That membership is drawn from a great variety of countries, of
North and South, of East and West. Through the Committee, we
work and speak as members of the human family.

As the Committee concludes its 20th session, its members
underline the deep concerns for international economic co-operation,
and more especially for development, which have prevailed
throughout their meeting. We do so with particular awareness of
the urgent need for leadership in the international community on
these matters that touch the lives of several hundreds of millions
of - the world's people,

We draw particular attention to three areas of need which
the international community must urgently address and by its
responses give hope of practical fulfillment. They are as follows:

1) There have been calls from many quarters for
reform of the international monetary and financial
system; but with the international community failing
to respond in any significant way, that need has
grown steadily more acute.

It is now 40 years since the 'Bretton Woods'
system provided a framework for international
economic relationships in the postwar world and
nearly a decade since that framework ceased to
function on the premises on which it was established.
During that time nations have groped towards new
approaches, but without success; and no self-
correcting mechanisms offer solutions. Today, there
is disorder verging on chaos in several areas
Gritical toithe econemic “life of:all nations: .in
currency and capital markets, in international debt
and international trade, in the funding of inter-
national institutions, in international financial
flows. The effect is devastating for many economies
but the heaviest burdens is falling on the weakest
and poorest economies and therefore on the people
within our human society least able to bear that
burden. We do not believe that any country or group
of countries is free from blame; but major
industrialised countries have a special capacity to
give a lead in initiating a process of change. We
do not attempt to offer a blue-print; there are
many paths to reform. But we do urge that there is
now a quite desperate need to devise a process of

o /2



dialogue and negotiation along practical and
manageable lines through which the interests of
all concerned can be pursued and the necessary
reforms agreed upon and initiated.

2] Longer term reforms will by their nature take
time even if a beginning is made now on devising

and negotiating them. However, some elements of

the crisis demand immediate attention. The current
situation with regard to international debt threatens
the world economy and many elements within it at a
level of gravity not experienced since the 1930's. We
do not believe that ad hoc responses on a case-by-case
basis will suffice for much longer. Prevailing high
interest rates are clearly one of the factors contri-
buting to the present crisis. We do not choose
between the many proposals being put forward, but we
urge international-action which faces the generalised
problem that now exists in the area of international
debt and, with the involvement of all concerned,
produces agreement upon equitable solutions.

35 It is within the poorest countries that human
suffering is greatest. At a time of world-wide
economic uncertainty and recession their plight is
correspondingly, even disproportionately, enlarged.
Sustained concessional flows to the poorest countries
therefore assume an even greater importance than usual;
it is little short of an internationalscandal that
those flows have declined in real terms and now face
special jeopardy. We urge the donor countries to agree
upon arrangements, whether by way of supplementary
funding or otherwise, for the effective replenishment
of IDA VII at a level not below §$12 billion. We urge,
as well, that despite economic stringencies everywhere
official development assistance, particularly to the
poorest countries, be not diminished but moved steadily
towards the established targets. We are convinced that
not only in the long run but in short, such assistance
is not a mere act of charity but in the interest.of the
world community as a whole. We urge the major
industrialised countries to give the lead in this matter
which only the world's strongest economies can provide.

As members of the Committee for Development Planning, we
believe that without action now in at least these key areas of
international economic arrangements the present crisis will
deepen rapidly and bring incalculable suffering in human and
national terms. We believe also that these consequences will
bring with them their quota of political instability and upheaval.
The end cost, even in money terms, will far exceed what is now
involved by way of enlightened response.

U.N. Headquarters,
New York.

21 May 1984
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COMMITTEE FOR DEVELOPMENTD PLANNING

wentieth session
ew York, 17-21 May 1984

PROVISIONAL LIST OF PARTICIPANTS

Members

ABDALLA, Ismail-Sabri (Egypt). Chairman, Third World Forum and former
Minister of Planning.

ARSENIS, Gerasimos D. (Greece). Minister of the National Economy, Minister
of Finance and former Governor of the Bank of Greece.

CHIDZERO, Bernard (Zimbabwe). Minister of Finance, Economic Pilanning and
Development.

COT, Jean Pierre (France). Professor of International Law at the Sorbonne,
Member of Parliament and Former Minister for Co-operation and Development.

DE SOTO, Hernando (Peru). Chairman, Liberty and Democracy Institute, Peru.

FURTADO, Celso (Brazil). Professor of Economic Development, Institut des
Hautes Etudes, Université de Paris, and former Minister of Planning.

GUTOWSKI, Armin (Federal Republic of Germany). President, Institute for
Economic Research, Hamburg.

HUAN, Xiang (China). Senior Adviser, Chinese Academy of Social Sciences and
Professor of Political Economy, Beijing University.

ICHIMURA, Shinichi (Japan). Professor of Economics, Kyoto University and
Member, Committee for International Economic Co-operation, Office of the
Prime Minister, Government of Japan.

MCNAMARA, Robert S. (USA). Chairman, Overseas Development Council and former
President of the World Bank.

NGAMPORO, Joseph Elenga (Congo). Minister for Commerce, Government of the
Congo and former Dean, Department of Economics, University of Brazzaville.

OHLIN, Goran (Sweden). Professor of Economics, University of Uppsala and
Executive Secretary, Independent Commission on International Development

Issues.

PAJESTKA, Jozef (Poland). Member, Polish Academy of Social Sciences and
Director, Institute of Economic Sciences, Government of Poland.

RAMPHAL, Shridath S. (Guyana). Commonwealth Secretary-General and former
Minister of Foreign Affairs and Justice and Attorney General.
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RQJO, Luis (Spain). Director-General of Research at the Bank of Spain.

SADLI, Mohammad (Indonesia). Professor of Economics, University of
Indonesiaj and former Minister of Mines and of Manpower.

SOBHAN, Rehman (Bangladesh). Chairman, Bangladesh Institute of Development
Studies.

STANOVNIC, Janez (Yugoslavia). Former Executive Secretary of the Economic
Commission for Europe.

Invited experts

DELL, Sidney, Executive Secretary, Centre for Transnational Corporations

NEILD, Robert (United Kingdom). Professor of Economics, University of
Cambridge and former Director of the United Kingdom Institute of
Economics and Social Research

RAJ, K.M., Former member of the Committee for Development Planning

TELLO, Carlos (Mcxico). Professor of Political Economy at the University of
Mexico

WOOD, Bernard (Canada). Chairman of the North-South Institute
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THE LONDON CHARTER

DRAFT OF 24 MAY 1984

We, the Heads of State and Government of Seven
major industrial “vecountriesctwith '‘theiPresidentiof
the Commission of the European Communities, assembled
in London for the Tenth Economic Summit meeting,
affirm our commitment to the values which sustain

and -bring together our Societies.

208 We believe in a rule of law which respects and
protects without fear or favour the human and civil
rightsihand “liberties ®f every citizéns; dincluding
the right to private property, and provides the
setting in which the human spirit can develop in

treedom and diversity.

S0 We believe in a system of democracy which
ensures genuine choice in elections freely held,
free expression” of opinion with full respect for
dissent, and capacity to respond and adapt to change

invalbl s aspects,

4., We-believe that there can’be no-poelitical
freedom without economic freedom. It is for
Governments to set the conditions in which there can
be confidence in the soundness of the currency,

in which enterprise and employment can flourish,
in'which there canibe the greatest possible. range

and freedom of choice, in which standards of living



can rise and society can provide care and support
for those in need, and in which the lives of all
canbe-enrtiched by the fruits of :inndvation,

imagination and scientific discovery.

54 We believe in closc partuership with each other
in, the conviction that this'will reinforce political
and economic stability in the world as a whole.

We look for co-operation with all countries on the
basis of respect for their independence and
territorial integrity, regardless of differences
between political, economic and social systems.

We acknowledge the moral responsibilities that go
with economic success, and reaffirm our keen concern
about the problems of hunger and poverty in the
world and our determination to help those who most

need it.

6. We believe in the need for peace with freedom

and justice. Each of us rejects the use of force as a
means of settling disputes: each of us will maintain
only the military strength necessary to deter
aggression and to meet our national and international
obligations for effective defence. We reaffirm

the statement made at Williamsburg in May 1983.

Our decdication to the rule of law, democracy and
individual freedom is a guarantee of our commitment

to closer and more open international relationships.



% Strong in these beliefs, our countries are
endowed with unrivalled diversity and creative

vigour. With such a heritage we look forward to the

future with confidence.



Foreign and Commonwealth Office

London SWI1A 2AH

24 May 1984
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LONDON ECONOMIC SUMMIT: PLACEMENT FOR THE MEAES_ﬂ
AT WHICH THE PRIME MINISTER IS HOST

I attach a note about placement at the Summit.
In view of the time factor, and prior contacts with Miss

Goodchild, I am sending this direct, with a copy to Mr Hatfield.

)M Lo,
2 St e

N J Barrington

copy to: PS/Sir Robert Armstrong
Cabinet Office

PS/FCO

.__5>PS/Chancellor of the Exchequer



LONDON ECONOMIC SUMMIT
PLACEMENT FOR THE MEALS AT WHICH THE PRIME MINISTER IS HOST

g One of the last items on which we need decisions is the placement
at meals during the Summit. The attached sheets contain proposals
for the four meals concerned, but I also enclose boards so that No 10
can try various other options if they so wish.

P The principles I have been guided by are as follows:

(i) The main protocol positions are as agreed by the Prime
Minister for the seating during the -sessions at
Lancaster House, i.e. the senior man on the Prime
Minister's right, the second on her left, the third
opposite, the fourth on the man oppositds right and so
on.

I have suggested this protocol for the first dinner at
10 Downing Street. A similar protocol, at any rate
with President Reagan. on the right and President
Mitterrand on the left, will of course be used for

The Queen's Banquet on 9 June.

(ii) For the second meal (lunch at Lancaster House) we have
put the next two senior Heads of Delegation on the
Prime Minister's right and left and for the third meal
(dinner at the National Portrait Gallery) I have
done the same for the final two Heads of national
Delegations.

(iii) This leaves the plenary lunch at Lancaster House on
9 June, with one Head of Delegation left (M. Thorn) who

I have put on the Primec Minister's right. I have
suggested that on her left on this occasion she might
like to have Mr Trudeau. He would be the only one

thus coming round for the second time as her neighbour,
but this might be justified by making some allusion at
the lunch, which would be appropriate, to the fact that
this was Mr Trudeau's last public appearance on the
international stage as Prime Minister of Canada. Also
the Commonwealth connection. Such 'an arrangement could
compensate in a minor way for the fact that the Prime
Minister was not able, at this busy time, to give a lunch
to Mr Trudeau during his last official visit to London.

On this occasion it also seems appropriate that the two
Presidents should be sitting at a high position on the
table opposite the Prime Minister.

(iv) The other places around the table have been arranged in
each case to ensure that, as far as possible, every Head
of Delegation sits next to each of the others at some
stage. This is in fact an extraordinarily difficult
jigsaw puzzle to manage and if one place is changed
many others have to be changed too. Otherwise one finds

/that



that, for example, we have put Herr Kohl next to

Mr Craxi three times. As arranged at present there
are only three cases where Heads of Delegation do not
sit next to another (Mitterrand-Trudeau, Kohl-Craxi
and Nakasone-Thorn) . Despite best juggling we have
been unable to improve on this. We have done the
best to f£fill the gaps by putting these Heads of
Delegation next to Foreign or Finance Ministers from
the other country where possible. There are hardly any
occasions when Heads of Delegation sit next to other
colleagues more than once.

(v) On occasions where other Ministers are joining the Heads
of Delegation I have proposed that:the Heads of Delegation
should form a block in the middle, with the Ministers at
either end of the table. The only exception to this is
the joint lunch with Foreign Ministers: on 8 June when it
is suggested that the Foreign and Commonwealth Secretary
should be co-host opposite the Prime Minister. At the
plenary lunch on 9 June I have suggested that Sir Geoffrey
Howe and Mr Lawson should be spaced out on the opposite
side of the table from the Prime Minister. I have put
the Foreign Ministers at Sir Geoffrey Howe's end and the
Finance Ministers at Mr Lawson's end so that they can
discuss business if necessary.

(vi) The seating plan may be particularly important at the
National Portrait Gallery, where the Elizabethan Room is
not large, given that there will have to be seats behind
for certain interpreters. As the plan comes out, I
think it is appropriate that President Reagan will be
opposite the Prime Minister.. President Mitterrand will
also be in a good position for photographs at the end of
the table. Those needing interpreters are at the ends
so that the latter can take space in the longer part of

the room.
W

N J BARRINGTON

24 May 1984
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Treasury Chambers, Parliament Street. SWIP 3AG
Ol-233 3000

N J Barrington Esqg 24 May 1984
Foreign and Commonwealth Office
London SW1A 2AH

/2@,&\/ '¢l c/u/(é’j/

LONDON ECONOMIC SUMMIT MENUS

I have shown the Chancellor your letter of 21 May to
David Peretz about meals during the course of the
London Summit. The Chancellor is quite content to
have the same menu as the Prime Minister for his
dinner on Thursday night.

%L\/j' hn e 1’/{—,

Lotk 5’7/

MISS J C SIMPSON
Assistant Private Secretary



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

John Bartlett Esqg 24 May 1984
Private Secretary to the Governor

Bank of England

London EC2R 8AH

s T,

SUMMIT FINANCE MINISTERS DINNER: 8 JUNE

I have shown the Chancellor your letter to me of 23 May,
and he is quite content with the menu suggested by the
Governor; of Lobster Americaine, sirloin steak and fresh
raspberries and cream. He is also quite content with
the invitation card.

I am copying this letter to Nicholas Barrington.

fasi et

TR e

MISS J C SIMPSON
Assistant Private Secretary
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London SWI1A 2AH

London Economic Summit: President Mitterrand's Internal Policy

In view of the forthcoming Economic Summit you may
like to show the Prime Minister the attached summary of
an interview given recently to the independent French
newspaper '"Liberation'" by President Mitterrand.

President Mitterrand has apparently worked over the
text himself and it can be taken as a definitive statement
of the way in which he would like his views to be seen.

In the Summit context, the line he takes on TFrench
domestic policy is particularly interesting and, in some
important ways, close to our own approach. He claims to
be trying to resolve the crisis of the French economy by -
modernisation and social flexibility, and by economic
rigour and efficiency (paragraprh 3(a) of the telegram).

He also claims to have inherited a dirigiste system which
dilutes individual responsibility. In his view what is
needed is less bureaucracy and more efficiency, less taxes
and more individual initiative (paragraph 3(d)).

The message is of course not unequivocal and the
article leaves the important question of Mitterrand's
long-term political objectives in the economic field
unanswered (paragraph 5). But on this evidence, aspects
of his present short-term approach seem to be encouragingly
pragmatic. He should not therefore have too many difficulties
with the macroeconomic sections of the draft Economic
Declaration.

I shall be showing the Foreign Secretary a copy of this
letter in parallel. I am sending a copy to Richard
Hatfield (Cabinet Office) and David Pcretz (HM Treasury).

7 \ W )
(P F Ricketts) QZ& (22
A J Coles Esqg Private Secretary - t%LA%\

10 Downing Street

CONFIDENTIAL
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SAVING TO ANFARA, ATHENS, BONN, BRUSSELS, COPENHAGEN, THE HAGUE,
LISBON, LUXEMBOURG, OSLO, OTTAWA, REYKJAVIXK, ROME, WASIIINGTON,
UKDEL NATO, DUBLIN, MADRID, CONSULS GENERAL - FRANCE

MITTERRAND'S INTERNAL POLICY : INTERVIEW IN LIBERATION ON 10 MAY
SUIMMARY

1. Libération (independent left-wing daily) published on 10 May

a long interview with President Mitterrand. Intellectual, subtle
-and carefully worked, it was clearly intended as a major statement
on his internal policy and his conception of socialism. Press
comment tends to see it as providing political justification for
the shift since March 1983 towards more realistic economic policies.
It is also forward-looking in its insistent emphasis on the need
for modernisation.

DETATL

23 The interview was conducted by Serge July, editor of Libération,
the fashionable left-wing daily. The transcript was then worked
over by Mitterrand for several days; so the result, which runs

to 5 pages, is a definitive statement of his views in the Tun-up

to the European elections, almost half way through his mandate.

The tone is abstract, sometimes philosophical. The main theme

is how France should react to economic challenges efticiently yet

in a framework of social justice.

LA The full text has been copied to WED. It falls, rather
arbitrarily, into 5 parts:

(a) The Economic Challenge

Although there was cause for concern over external debt,
import levels, high interest rates and low growth, the
economy was beginning to come round. The keys to the

i{ crisis were modernisation and social flexibility. Economic
rigour was not an end in itself but a way of riding out the
storm. It would work only if the sacrifices were equitably
distributed. But besides increasing social equality, the
Left had also introduced more economic efficiency. This
was a precondition for the Left To provide a Tegular
alternative source of French governments. The government
aimed to reduce inflation in 1984 to within two points of
West Germany (the best score lately having been a 5.9
difference in 1976). This year's purging of the system
would permit a return to growth in 1985, which would in
turn affect the unemployment curve. Also, by the end of
1885, most nationalised industries would have moved into

A /profit
CONFIDENTIAL
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'profit (which had not been the case two years.ago for those

which then belonged to the private sector). Equitable -
redistribution of profits could happen only if there was
something to distribute - which was difficult when so much

of French industry was 20 years behind their rivals. However,
"real socialist policy" lay more elsewhere: e.g. the new
legislation affecting liberty of the individual, decentralisation,
social reforms, third world policy, etec.

Policy at the level of the firm

The austerity programme was merely an interlude while France
adapted its work methods and production, and modernised its
social relations, to become competitive. The firm must be

. everyone's business, not merely that of the shareholders. It
‘should bhe freed from the administrative constraints which wore

it down. "Etatism" was a typically French weakness, whether
in governments of Left or Right, and must be reduced. A society
of people living off assistance (i.e. 'security without risk)

and a jungle society (i.e. high performance without social laws)
were equally destructive. :

A mixed economy society

Modernisation, enterprise, innovation and competivity were in

no way the monopoly of the Right. In practice, the government
of the Left had set up a mixed economy system eschewing both the
trick of economic liberalism and the trap of collectivism. As
to the schools debate, no responsible person would want to
abolish private education: the problem was what level of
government support private schools should receive. In launching
these ideas of a mixed economy, the President, as Head of State
rather than party leader, had to serve all the French.

Social

No national recovery was possible without social justice.
Unemployment remained his major preoccupation. But each time
decisions over modernisation had been put off, it had le#t to
closures and job losses. DModernisation and training were the
two tracks to follow to halt unemployment or even roll it back.
Growth was also needed - but healthy growth, without inflation;
and it could not be separated from social progress. The task
of today's socialism was thus to harness the market to the
collective interest. He had inherited a dirigiste system which
diluted individual responsibility: what was needed was less

bureaucracy and more authority, less taxes and more individual
initiative.

The erisis of the Left

There was a Right which wanted (without much success) to increase
France's resources - on condition that they would not be
redistributed. Then there was a Left which wanted to redistribute
everything without worrying about production. But there was
another Left, to which he belonged, which wanted to produce to

/be
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‘be able to redistribute. It was not true that the Left was
becoming more conservative: turning Baudelaire on his head,
he said: "J'aime le mouvement qui déplace les lignes".
Finally, Europe was an essential dimension in our world which
went far beyond trade, to security, peace, inventions,
technical advances and the protection of nature.

COMMENT

4, The interview defined in political, if abstract and somewhat
ambiguous terms, the tack the Government has been taking for the
last year. DMitterrand confirms that his brand of socialism is less
a matter of principles than of results, more of pragmatism than of
Marx: "variable geometry socialism", as Libération described it
the next day. As several commentators have pointed out, Mitterrand
has always claimed that his socialism is a middle way between
capitalism and collectivism.

B Since 1981, frequently accused of presiding over an incoherent
government, Mitterrand has sought periodically at press conferences
and on television to reimpose his personal authority as someone
leading France to a clearly-defined destination. The interview has
very much this aim, as well as a secondary one of further "clarifying"
communist subservience to his policies. It remains unclear whether
Mitterrand now regards the creation of- an efficient mixed economy as
an end in itself or, as in the past, merely a transiftional stage in
the progress towards socialism "4 la francaise" (commentators have

been quick to point out that France already had a mixed economy for
decades before Mitterrand came to power). YIhe moderates on the

Left (e.g. Rocardians) who have reacted to the interview with
unreserved enthusiasm, have interpreted his remarks to mean the
former; while the left wing of the Socialist Party (e.g. CERES)

and the Communists, although cooler in their applause, have claimed
to think that Mitterrand is still committed to further advances
towards their kind of socialism. There are carefully-worded phrases
throughout the interview which can be adduced in support of either
Thesis; bdut the repeated emphasis on modernisation, efficiency,
enterprise and initiative and the rejection of excessive State
intervention, tip the balance heavily against traditional socialist
policies and panaceas. It is a brave message; but it remains to
be seen whether French politicians and officials at all levels will
be disposed to change their centuries-old habit of setting matters
to right and whether French entrepreneurs will grow out of their
equally ingrained reliance on the politicians and officials. It will
not happen overnight.

6. The Opposition of course have claimed that .the interview shows
Mitterrand in full retreat from the policies on which he came to
office. But even here a cautionary note is sounded by one commentztor,
who compares it to Borotra's technigue of going all out to win the firs
set (rationalisation programme, social, fiscal and judicial reform)
then letting his opponent wezr himself out in the second set (the
present) before making his final effort in the third (1986 legislative
and/or 1988 Presidential election).

__FREWWELL ___ -1

Pl Y N
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Thank you for your minute of 23 May.
NAANOANAASL
Draft Economic Declaration ¥JKJ/**&l%Aj¢Ykaj
A AN Oyt
v I have sent the text of the draft Economic Declaration to ﬁ?ﬁi
other Personal Representatives as instructed. In doing so I %ﬂ

have strengthened the wording in paragraph 14.10 of the draft,
as suggested in paragraph 2 of your minute. The draft contains

no reference to the so-called North-South dialogue.

Draft Declaration on Democratic Values

-

5. I have revised the text of the draft Declaration as agreed
at the meeting. The Chancellor of the Exchequer agreed the
revision of paragraph 4. I have sent the text out to Personal
Represcntatives, with a request for agreement or any further

comments before the Summit itself.

Order of Discussion

4. I have also given Personal Representatives an indication

of the proposed order of discussion.

5. I am sending copies of this minute and of the revised drafts
to the Private Secretaries to the Foreign and Commonwealth
Secretary, the Chancellor of the Exchequer, the Home Secretary,
the Secretaries of State for Trade and Industry, for the

Environment and for Transport.
ROBERT ARMSTRONG

24 May 1984
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CONFIDENTIAL

(Draft of 24-May 1984)
THE LONDON ECONOMIC DECLARATION

We, the Heads of State or Government of seven major industrialised countries
and the President of the Commission of the European Communities, have
gathered in London from 7 to 9 June 1984 at the invitation of the Rt Hon
Marguret Thatcher FRS MP, the Prime Minister of the United Kingdom, for the

tenth annual Economic Summit.

2. The primary purpose of these meetings is to enable Heads of State or
Government to come together to discuss economic problems, prospects and
opportunities for our countries and for the world. We have been able to
achieve not only closer understanding of each other's positions and views but
also a large measure of agreement on our objectives and on the policies to be

folloved in pursuing them.

3. At our last meeting, in Williamsburg in 1983, we were already able to
detect clear signs of recovery from world recession. That recovery can now
be seen to be established in many of the industrialised countries. It is the
reward for the firm efforts made in the Summit countries and elsewhere over
recent years to reduce levels of inflation and of interest rates, to control
and where possible bring down fiscal deficits, and to control monetary

growth.

4. But its continuation cannot be taken for granted; it requires unremitting
efforts. We have to make the most of the opportunities with which we are now
presented to reinforce the basis for enduring growth. We need to spread its
benefits widely, both within our own countries and also to other countries,
including the poorer countries who stand to ggjn as much as any from a
sustainable growth of the world -economy. Failure to reduce inflation further
and damp down inflationary expectations could put recovery at risk. Prudent
monetary and budgetary policies of the kind that have brought us so far will
have to be sustained and where necessary strengthened. We reaffirm the
commitment of our Governments to those objectives and policies. We welcome
the "down payment" measures of the United States Government as an
important step in the process of reducing the budget deficit of the United
States.

CONFIDENTIAL
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5. Not the least of our concerns is the growing strain on public expenditure
from social insurance provisions in many of the industrialised countries.
Those provisions have to be kept within the limits of what our national
economies can afford. We welcome the increasing attention being given to
these problems by national governments and in international fora such as the

Organisation for Economic Co-operation and Development (OECD).

6. To achieve sustained growth, we must make sure that the industrial
economies adapt and develop in response to market needs and technological
change. We must encourage flexibility in the use and remuneration of labour,
and bring about the conditions in which more new jobs will be created on a
lasting basis, especially for the young. We need to foster and expand the

international trading system and liberalise capital markets.

7. At Williamsburg we defined a strategy for dealing with the debt burdens of
many developing countries. In the pursuit of this strategy a key role has
been played by the International Monetary Fund, whose resources have been
strengthened for the purpose. Debtor countries have been increasingly ready
to accept the need to adjust their economic policies. In a climate of world
recovery and growing world trade, this strategy should continue to enable
the international financial system to manage the problems that may still
arise. But a significant rise in levels of international interest rates would
both exacerbate the problems of the debtor countries and make it more
difficull to sustain the strategy. This underlines the importance of
continuing to follow policies which will be conducive to lower interest rates

and which take account of the impact of our policies upon other countries.
8. We have therefore agreed -
(1) to continue with and where necessary strengthen policies to reduce

inflation and interest rates, and to control budgetary deficits and

monetary growth;

CONFIDENTIAL
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(2) to seek to reduce obstacles to the creation of new jobs:
- by encouraging the efficient working of the market;

- by encouraging industrial development in response to market needs

and technological change, including in innovative small businesses;
- by encouraging the improvement and extension of job training;
- by discouraging measures to prop up declining industries;

- and by reducing or phasing out subsidies and other assistance

which distorts markets;

(3) to study with the appropriate international organisations policies to
improve economic efficiency and promote growth, in particular by
harmonising standards, encouraging innovation and working for a more
widespread acceptance of technological change, and facilitating the

mobility of labour and capital;

(4) to invite Finance Ministers to carry forward, as a matter of urgency,
their current work on ways to improve the operation of the international
monetary system, including exchange rates, surveilla-nce,' the creation,
control and distribution of international liquidity and the role of the IMF;
and by early 1985 to complete the present phase of their work and to
make recommendations for next steps, including further international

discussion;

(5) to carry forward the procedures agreed at Versailles and at

Williamsburg for multilateral monitoring and surveillance;

(6) to scek to improve the operation and stability of the international
financial system, by means of prudent and convergent policies among the
major countries, by providing an adequate flow of funding to the
international financial institutions, and by improving international

access to capital markets in industrialised countries;

CONFIDENTIAL
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(7) to confirm the strategy on debt and to continue to implement it
flexibly, helping debtor countries to make the necessary economic and
financial policy changes, taking due account of political and social
difficulties;

(8) to maintain and wherever possible increase flows of resources,
including official development assistance, to the developing countries, to
find ways of increasing the flow of private investment, and to encourage
practical measures in those countries to conserve resources and enhance

indigenous food and energy production;

(9) to urge all trading countries to resist continuing protectionist
pressures and to reduce barriers to trade and to make renewed efforts to
liberalise and expand international trade in services (including shipping)

as well as in manufactures and commodities;

(10)to accelerate the completion of current trade liberalisation
programmes, in co-operation with other trading partners; to press
forward with the work on trade in services in the international fora; to
reaffirm the agreement reached at the OECD Ministerial Meeting in May
1984 on the importance of a new round of multilateral trade negotiations
to strengthen the open liberal trading system; and to consult partners in
the GATT on the possible objectives for, participation in and timing of a
ncw negotiating round so as to permit decisions to be taken by

Governments in 1985 on the arrangements for a new round.

9. We note with approval the continuing consensus on the security and other
implications of economic relations with Eastern countries, and on the need to
continue work on this subject in the appropriate organisations.

10. We welcome the second report of the Working Group on Technology Growth
and Employment created by the Versailles Economic Summit, and the progress
made in the eighteen areas of co-operation, and invite the Group to pursue
further work on technology and the environment, education and employment,
adaptation to technological change, trade in technology and the products of
technology, and the sharing of major scientific facilities, and to report to

Personal Representatives in time for the next Economic Summit.

CONFIDENTIAL
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11. We recognise the international dimension of environmental problems and
the role of environmental factors in economic development. We have
therefore decided to invite the Working Group on Technology, Growth and
Employment to consider what has been done so far and to identify specific
areas for research on the causes, effects and means of limiting environmental
pollution of air, water and ground where existing knowledge is inadequate, and
to identify possible projects for industrial co-operation to devclop cosl-
effective techniques to reduce environmental damage. The Group is invited to
report by 31 December 1984 on these matters. We also welcome the invitation
from the Government of the Federal Republic of Germany to other Summit
countries to a multilateral conference on the environment in Munich on 24-27
June 1984.

12. We thank the Prime Minister of Japan for his report on the Hakone
Conference of Life Sciences and Mankind, organised by the Japan Foundation
in March 1984, and welcome the intention of the French Government to

sponsor a second Conference in 1985.

13. We welcome the invitation from the United States Administration to other
Summit countries to participate in the development of an international manned
space station, noting that a space station would be an example of the kind of
programme that provides a stimulus for technological development leading to
strengthened economies and improved quality of life. Other Summit countries
will actively examine the possibilily of accepting the invitation, having regard
“to their own space programmes. We welcome the intention of the United
States Adminstration to report at the next Summit on international

participation in the programme.

[14. We have agreed to meet again next year and have accepted the Federal

Chancellor's invitation to meet in the Federal Republic of Germany.]

London
9 June 1984

CONFIDENTIAL




DRAFT OF 24 MAY 1984

THE LONDON CHARTER

We, the Heads of State and Government of Seven
major industrial countries with the President of
the Commission of the European Communities, assembled
in London for the Tenth Economic Summit meeting,
affirm our commitment to the values which sustain

and bring together our societies.

2 We believe in a rule of law which respects and
protects without fear or favour the human and civil
rights and liberties of every citizen, including
the right to private property, and provides the
setting in which the human spirit can develop in

freedom and diversity.

3 We believe in a system of democracy which
ensures genuine choice in elections freely held,
free expression of opinion with full respect for
dissent, and capacity to respond and adapt to change

In-all its aspects.

4. We believe that there can be no political
freedom without economic freedom. It is for
Governments to set the conditions in which there can
be confidence in the soundness of the currency,

in which enterprise gnd employment can flourish,

in which there can be the greatest possible range

and freedom of choice, in which standards of living



LN

can rise and society can provide care and support
for those in need, and in which the lives of all
can be enriched by the fruits of innovation,

imagination and scientific discovery.

5.4 We believe in close partnership with each other
in the conviction that this will reinfurce political
and economic stability in the world as a whole.

We look for co-operation with all countries on the
basis of respect for their independence and
territorial integrity, regardless of differences
between political, economic and social systems.

We acknowledge the moral responsibilities that go
with economic success, and reaffirm our keen concern
about the problems of hunger and poverty in the
world and our determination to help those who most

need 1it.

G, We believe in the need for peace with freedom
and justice. Each ot us rejects the use of force as a
means of settling disputes: each bf us will maintain
only the military strength necessary to deter .
aggression and to meet our national and international
obligations for effective defence. We reaffirm

the statement made at Williamsburg in May 1983.

Our dedication to the rule of law, democracy and
individual freedom is a guarantee of our commitment

to closer and more open international relationships.



s Strong in these beliefs, our countries are
endowed with unrivalled diversity and creative
vigour. With such a heritage we look forward to the

future with confidence.
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LONDON ECONOMIC SUMMIT : BRIEFINGS FOR JOURNALISTS

The latest and I believe final decision on joint No. 10/Cabinet Office/FCO/
Treasury official briefings for journalists in advance of the Summit is

that Mr Ingham will chair a general/ggfgfing for UK and overseas correspondents
on Tuesday 5 June at 11.30am, probably in the press centre in the Connaught
Rooms; Mr Robert Armstrong would be in the lead, supported by yourself and

senior FCO officials, together with Treasury and FCO press secretaries.

23 This arrangement is intended to supersede the provisionally agreed
arrangement whereby yourself and senior FCO officials would brief the
press in the week beginning 28 May. The decision to postpone this earlier
briefing was made because - I understand - there was some anxiety not to
pre-empt the Prime Minister's own general on-the-record press conference

to be held on Friday 1 June (3pm, also in the Connaught Rooms) .

3 However, there is arguably still a case for a much more selective
invited

background briefing, for/economic correspondents only, in the week beginning

28 May, and I wonder whether you would be kind enough to consider fitting

such a briefing into your schedule next week.

4. You will recall that the Chancellor will be giving an interview on the
Summit to the Financial Times on Thursday morning 31 May, for publication
probably on Monday 4 June, and an interview on international issues generally

to US Newsweek on Wednesday afternoon 30 May.
b Mr Peretz might like to note that No. 10 Press Office have asked for a

full transcript of the Chancellor's interview with the Financial Times in

advance of the Prime Minister's press conference the next day.

M W N TOWERS
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YOUR TELKO 912: LONDON ECGROMIC SUMMIT: ACCRECITATION OF PRESS
GFFICHALS.,

1. THZ WHITE HOUSE HAVE GIVER US THE FOLLGWING LIST OF THEIR
PRESS OFFICE OFFICIALS WHO WILL WEED ACCESS TO THE CONNAUGHT ROONS:
LARRY ¥, SPEAKES
RUBERT SINMS

MARLIN FITZWATER

MARK WE 1KBERG

SANDRA SILEY

Vo KI¥ HUGGARD

ARSON FRANKL I

SARAH K, MCELROY
CONSTANCE ROMERO

JANE THOHAS

DAVID SLUAR
CHRISTUPHER HENZE
MARC 1A BAGGGTT

PLGGY SUKTUM

WENDY MAGHESOK

ELAIHE Wi 1GHT

JUAL WALDEN

GINA BRAMLETT

CHARLES G, EAKALY, |1}
GRIER P, BALLANTIHE
MARK O, HATFIELD, JR.
JACK LACOVEY



JOSEPH P, WILKHISGN
BARNLY BRASSLUX
JOSLPH O'GORMAK
HARALD QUAHK

FRAKK D*AGOSTING | .

JOE BAKCIL
JI¥ WIRGHAH

RICHARD LAND

BILLY DALE

JOHR DREYL INGER

GARY WRIGHT

RALPH MAUSHAN

JOHN MCSWEENY

LINDESY CULL ISON

JOHR KOLOSZAR

GAY CHUCK

DAV MONTIETH

MIKE RICCOBERE

RANDY FEDERICO

CHRIS HARSON

CHRIS FITZPATRICK

ROGLR HADLEY

DUKALD HOLMAN

MICHAEL GREEKE

NICOLE HENDON

JACK KIGHL IRGER

PETE SQUZA

BILL FITZ-PATRICK

MARYANNE FACKLEHAN

CAROL GREENAWALT

DIAKE POWLES

BOK DEAN

CHRISTOPHER HENZE

DAVID SLOUAK

ALBERT GRIFFIN

CAMILLA MCCASLIX

BRIAK BLOOD,

I ADDITIOR, PASSES wiLL BE NEEDED FOR ALFRED KINGOK {UeS. TREASURY
SPOKESMAR), JOKHN HUGHES (STATE DEPARTHENT SPOKESHAK) AND MARYANK
YOUEN (HUGHES'S ASSISTANT).

2, THESE RAKMES HAVE BEEN DRAWK UP ON THE ASSUMPTION THAT ALL
HOLDERS OF BLUE, RED, GREEN AND BRUWN DELEGATION PASSES WiLL NCT
WEED AN EXTRA PASS YU ENTER THE CONNAUGHT ROOMS.

3. THE FOLLGWING TWO FROM THE ABOVE LIST WILL ALSO MEED ACCESS TG
LAKCASTER HOUSE:

MARK WE IRBERG

ROBERT SINMS,

4., PLEASE HOLD THE PASSES FOR DISTRIBUTION WHEN THE U.S.
JELEGATION ARRIVE IH LONDOK.

wWn 1GHT
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TELEGRAM NUMELR 528 OF 25 MAY 2
YOUR TELNO 288 e el R
LONDON ECONOMIC SUMMIT: GERMAN THIRD MINISTER

1, TIETMEYER'S PRIVATE SECRETARY (ROLLE) CONFIRMS THAT BOTH THE
FEDERAL FINANCE MINISTER (STOLTENBERG) ANWD FEDERAL ECONOMICS
MINISTER (LAMBSDORFF) AND THEIR OFFICIALS wWiLL ARRIVE IN THE GERMAN
DELEGATION AJRCRAFT ON 7 JUNE. BOTH MINISTERS wOULD BE PRESENT

FOR THE GREETING AT THE ORANSGERY AKD FOR THE RECEPTION IN

ST JAMES'S PALACE., STOLTENBERG ALONE wiLL ATTEND THE DINNER THAT
EVERING,

2. Ok 8 JUNE STOLTENBERG ALORE WILL TAKE PART IK THE MORNING

AKD AFTERNOOK DISCUSSIONS. LAMBSDORFF ALONE WILL ATTEND THE LUNCH.
BOTH MINISTERS WiLL ATTEND THE DINNER IN THE EVENING AT THE BANK
OF ENGLAND,.

3. OH 9§ JUNE LAMBSDORFF ALONE WILL ATTEND THE SUMMIT PROCEEDINGS
UNTIL THE END. STOLTEMBERG wWiLL DEPART INDEPENDINTLY EARLY THAT
DAY AND THE GERMAN EMBASSY wiLL MAKE HIS TRAVEL ARRANGEMENTS,



DAY AND THE GERMAN EMBASSY WILL MAKE HIS TRAVfL ARRANGEMENTS,
4, ROLLE CONFIRMS THAT HNO SPECIAL PROGRAMME OR FACILITIES

ARE REQUIRED FOR THE MINISTERS WHO, WHEN NOT TAKING PART IN
THE SUMMIT, wiLL ABSENT THEMSELVES FROM THE SCENE.

TAYLOR

HNRN

RGR PAL THANKS



10, DOWNING STREET,
Wi HALL S.W.1

With the Private Secretary’s
Compliments
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I have the honour to transmit to you the enclosed

letter from Herr Helmut Kohl, Chancellor of the

Federal Republic of Germany.

A courtesy translation is also attached.
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Riidiger Baron von Wechmar

Her Excellency

The Rt.Hon. Margaret Thatcher, MP
Her Majesty's Prime Minister and
First Lord of the Treasury

Lo ndomn



Letter
from

Herr Helmut Kohl, Federal Chancellor of the Federal
Republic of Germany
to

Her Excellency The Rt.Hon. Margaret Thatcher,.
Her Majesty's Prime Minister and First Lord of
the Treasury

Dear Prime Minister,

Thank you for your communication of 15 May regarding the
participation of the Federal Minister of Economics in the
London Economic Summit. Your proposal, however, greatly
disappointed me, I consider it regrettable that vou do
not deem it possible to take adequate account of the
specific complementary function of the German Ministers
of Finance and Economics in preparing a conference of

such importinee to economic co-operation,

It is precisely the joint aoction by the two ministers on
which international institutions rely in +heir efforts

to preserve the liberal economic order in the world,
overcome international ecornowmic problems and promote
intergovernmental co-operation, I should therefore havc
appreciated their responsible Jjoint task being facili-
tated, especially at the London Summit, Incidentally,

I have received an indication that our Japanese counterpart
would not necessarily regard a concession to the German
Minister of Economics as setting a precedent.

I have asked Federal Ministers Stoltenberg and Graf
Lambsdorff to inform your personal representative for
the Economic Summit in good time of the way in which
they intend to assist each other during the conference.

Yours sincerely,
(sgd.) Helmut Kohl
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GRS 790 A CONFiDENTIAL

BRAZIL AND THE ECONOMIC SUMMIT.

1. ON THE EVE OF THE ECONOMIC SUMMIT IN LONDON, IT MIGHT BE
HELPFUL TO YOU TO HAVE SOME RESUME OF THE FACTORS LIKELY TO
AFFECT THE REACTIONS TO THAT MEETING OF THE LARGEST DEBTOR
COUNTRY IN LATIN AMERICA AND THE POTENTIAL LEADER OF ANY LATIN
AMERICAN GROUPING. (THE PACE OF RECENT DEVELOPMENTS, EG
REACTIONS TO THE PRESIDENTIAL DECLARATION ON INTEREST RATES,
HAVE PRECLUDED SENDING THIS EARLIER.)

2. BRAZIL CONSIDERS HERSELF TO HAVE MADE HERCULEAN AND LARGELY
SUCCESSFUL EFFORTS IN THE PAST SIX MONTHS TC MEET THE REQUIREMENTS
OF HER CREDITORS. SHE HAS PUT THROUGH A MEASURE (ALBEIT LIMITED)
OF DEINDEXATION OF WAGES, WHICH HAS DISRUPTED THE SUPERFICIALLY
SMOOTH METHOD SHE HAD BEEN DEVELOPING FOR MANY YEARS OF CUSHIONING
HERSELF AGAINST THE EFFECTS OF ROARING INFLATION, SHE HAS GONE

A LONG WAY TOWARDS MEETING IMF REQUIREMENTS, AT CONSIDERABLE
SOCIAL AS WELL AS ECONOMIC COST, AND THIS AT A TIME OF INDUSTRIAL
RECESSION AND WHEN LARGE AREAS OF THE NORTH EAST HAVE BEEN
SUFFERING FROM UNUSUALLY SEVERE DROUGHTS AND POPULATION FLIGHTS.
SHE HAS ACHIEVED A REMARKABLE SUCCESS IN THE EXPORT FIELD,

RAISING HER SUCCESSIVE EXPORT SURPLUSSES IN RECENT MONTHS TO

A LEVEL AT WHICH SHE 1S LIKELY TC EXCEED HER TARGET OF US DOLLARS
9 BILLION BY THE END OF 1984,

3. BUT BRAZIL FEELS SHE HAS DONE ALL THIS DESPITE UNSYMPATHETIC
AND AT TIMES POSITIVELY HOSTILE TREATMENT BY THE VERY CREDITORS
WHOM SHE 1S SEEKING TO SATISFY. AMERICAN IMPORT

RESTRICTIONS, PARTICULARLY IN THE STEEL SECTOR, ARE DEEPLY
RESENTED: SO ARE EUROPEAN COMMUNITY RESTRICTIONS, PARTICULARLY
IN RESPECT OF SUGAR. ON TOP OF THIS, THE LATEST INTEREST RATE
INCREASES ORIGINATING IN THE UNITED STATES HAVE MEANT THAT

OVER 50% OF HER TOTAL FOREIGN EARNINGS FOR THE COMING YEAR

WILL BE REQUIRED TO MEET DEBT INTEREST ALONE. THUS SHE SEES THE
FRUITS OF THE SUCCESSES IDENTIFIED IN THE PARAGRAPH ABOVE BEING
LARGELY DISSIPATED TO MEET FRESH REQUIREMENTS IMPOSED WHILE SHE

Is STILL FLouNDERING. EYNEINFNTIAL L i Bt




4, AND THESE ECONOMIC DISRUPTIONS ARE ALL HAPPENING AT A TIME
WHEN BRAZIL 1S GOING THROUGH AN - UNACCUSTOMED CRISIS OF
SELF—-CONF {DENCE IN THE POLITICAL FIELD., FOR THE PAST 20 YEARS
SHE HAS BEEN UNDER MILITARY TUTELAGE AND AT THE END OF THIS
YEAR FACES FOR THE FIRST TIME THE PROSPECT OF A CIVILIAN
PRESIDENT AND THE REAL PROGRESS TOWARDS THAT *’ABERTURA®’
(LYBERALIZATION) TO WHICH SHE HAS ASPIRED FOR SO LONG. BUT THIS
POLITICAL EVOLUTION IS SEEN HERE AS CARRYING ITS OWN RISKS.
CHIEF AMONG THESE HAS BEEN THE CALL FOR THE INTRODUCTION OF
DIRECT ELECTIONS FOR THE PRESIDENCY NOW, WHICH HAS PROVED
ALTOGETHER TOO ALARMING FOR THE PRESENT GOVERNMENT®S RATHER
SHAKY NERVOUS SYSTEM. THE MILITARY MEN WHO ARE STILL EITHER

IN POWER OR DIRECTLY BEHIND THOSE IN POWER FEAR THAT DIRECT
ELECTIONS WOULD BE UNPREDICTABLE ELECTIONS, AND THAT SOME WILD
CARD LIKE GOVERNOR BRIZOLA OF RIOC MIGHT END UP TOP OF THE PACK
(THEY DO NOT FORGET THAT IN 1964 BR1ZOLA URGED BRAZILIAN TROOPS
TO DISREGARD THE ORDERS OF THEIR OFF ICERS). AGGRAVATING THESE
FEARS IS WIDESPREAD ANXIETY THAT AN OUTSIDER PRESIDENT MIGHT
INSTITUTE ENQUIRIES INTO PAST CORRUPTION WHICH WOULD LEAVE

MOST OF THOSE WHO HAVE HELD OFFICE HERE IN THE LAST TWO DECADES
FEELING DISTINCTLY UNCOMFORTABLE.

5. AGAINST A BACKGROUND OF SUCH UNCERTAINTY, THERE IS A CONTINUAL
TEMPTATION FOR PRESIDENTIAL CANDIDATES —= EVEN |F THEY ARE NOT
STANDING FOR DIRECT ELECTION OR ON AN OVERTLY POPULIST PLATFORM -
TCO BLAME ALL THE COUNTRY'S WOES ON THE BANKERS OF WALL STREET

AND (TO A LESSER DEGREE) THE CITY OF LONDON AND ELSEWHERE.

THIS IS THE °*’GNOMES OF ZURICH?’ SYNDROME WITH A VENGEANCE.

IT IS ONLY A SHORT STEP FROM BLAMING FOREIGN BANKERS AND CREDIT
INSTITUTIONS (FOR TEMPTING BRAZIL INTO IRRESPONSIBLE FINANCIAL
INVOLVEMENTS) TO ARGUING THAT THE JUSTIFIABLE RESPONSE IS TO
REPUDIATE DEBTS AND START A NEW SYSTEM OF GOVERNMENT WITH A CLEAN
SHEET. OF COURSE THIS OVERLOOKS NOT ONLY THE DAMAGE WHICH SUCH
ACTION WOULD DO TO HER FUTURE FINANCIAL REPUTATION, BUT ALSO THE
LIKELY EFFECTS OF RETALIATORY ACTION ON BRAZILIAN ESSENTIAL
IMPORTS: BUT THE BRAZILIANS PROBABLY CALCULATE THAT, WITH THEIR
PETROL (MPORTS DOWN AND THEIR CURRENT EXPORT EARNINGS UP, THEY
ARE LESS VULNERABLE TO RETALIATION NOW THAN A YEAR AGO AS THEY
COULD AFFORD TO PAY CASH FOR ALL THEY URGENTLY NEED. ADDITIONALLY,
THERE ARE INUMERABLE HALFWAY MEASURES WHICH WOULD FALL

SHORT OF DEBT REPUDIATION (EG CAPITALISATION OF INTEREST,

PARTIAL MORATORIA NEGOTIATION, ETC) BUT WHICH WOULD BE A MOVEMENT
IN THAT DIRECTION AND HAVE CONSEQUENTIAL ATTRACTIONS.

2
CONFIDENTIAL /b




TTHAN TO BRAZILIAN INITIATIVE.
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6. |T IS GREATLY TO THE CREDIT OF THE NUMEROUS PRESIDENTIAL
CANDIDATES — DECLARED AND SUSPECTED — THAT NONE OF THEM

(EXCEPT THE OUTSIDE-RUNNER ULYSSES GUIMARAES) SO FAR HAS ADOPTED
SUCH A PLATFORM. ALL OF THEM HAVE, HOWEVER (WHILE ESCHEWING
REPUDIATION) BEEN HINTING AT THE ATTRACTIONS OF SOME CF THE
HALFWAY MEASURES. MALUF 1S REPORTED TO HAVE SPOKEN LAST WEEKEND |
ABOUT MEETING ONLY HALF THE OUTSTANDING DEBT, AND | HAVE BEEN
REPORTING REFERENCES BY OTHER CANDIDATES AS AND WHEN THEY HAVE
OCCURRED. IF THE UPSHOT OF THE LONDON SUMMIT 1S SUCH THAT IT WILL
BE PRESENTED HERE AS A BASICALLY NEGATIVE EVENT FOR BRAZIL,

| FEAR WE WILL SEE MUCH MORE OF THIS TENDENCY. THERE WiLL ALSO

BE MORE INCLINATION TO STRESS THE MENACING PASSAGES OF THE RECENT
DECLARATION BY FOUR LATIN AMERICAN PRESIDENTS (MY TELNO 180):
WHILE AT PRESENT | THINK THERE 1S SOME EVIDENCE TO SUGGEST

~THAT SUCH PASSAGES OWE FORE TO UNHELPFUL ARGENTINE PROMPTING

e—

7. IF, ON THE OTHER HAND, REAL MEASURES CAN BE TAKEN TO EASE -
HOWEVER INDIRECTLY = THE REPAYMENT BURDEN, AND IF STATEMENTS

AND COMMUNIQUES CAN EXPRESS CONCERN AND SYMPATHY FOR THE REAL
PREDICAMENT OF BRAZIL AND I1TS CO-DEBTORS, THEN | THINK WE HAVE
SOMETHING FOR THE MANY SOBER AND WELL-DISPOSED ELEMENTS IN
GOVERNMENT AND MANAGEMENT HERE TO BUILD ONz AND BRAZILIAN PROBITY,
GOOD SENSE AND SELF—INTEREST WILL HAVE A REASONABLE CHANCE

" OF ENSURING THAT IRRESPONSIBLE POLICIES DO NOT WIN CuUT.

FCO PASS ALL SAVING ADDRESSEES.

[REPEATED AS REQUESTED)
URE ; :

FINANCIRL ARDDITIONAI DISTN

S AND ECONOMIC SOMMIT

3.
CCNFIDENTIAL
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Thursday Dinner

1. Outline and confirm programme.

World economic recovery.

2

Die Interest rates.

4, Report of G.10 work.
5

. Unitary Taxation.

Friday Morning

¢

21 International Debt

S IDA.

Friday Lunch

Making markets work better:
e Domestic economic policies.

2 Trade policies and protectionism.

Friday Dinner

Further discussion of internationzl debt and

=>—Report-on-discussiens of previous evening.

related issues.




We welcome the important "down payment" measures of the
United States Government as an initial step in the process
of reducing the budget deficit of the United States, and
the determination expressed by the President of the United
States to follow this up by putting in place a medium-term
programme for substantially reducing the deficit further,

primarily by cutting Government spending.




Finally, a brief word about the work of the Group of Ten

Finance Ministers and Central Bank Governors. Following the
request made at the Williamsburg Summit, we asked the Group of
Ten, then under the chairmanship of Jacques Delors, and more
recently led by Giovanni Goria, to study aspects of the
international monetary system. The study is covering exchange
rates, international liquidity, and the role of the IMF. It
is also covering what is called "multilateral surveillance":

a piece of jargon that stands for the need we all see to
consider how the development of our economies and the policies we
follow inter-act with each other; and to be prepared to adapt
them il necessary, within a medium-term framework. These
studies in the Group of Ten are not yet complete. But we
decided at a recent meeting that we would work to produce a
report early next year. We have in mind that the revort
should then be discussed by Finance Ministers from all parts
of the world at a special meeting of the IMF Interim Committee

next year, with a view to reaching conclusions.



CHECK-LIST: WORLD ECONOMIC RECOVERY

Satisfaction with progress.

Benefits spreading world-wide.

Re-affirm non-inflationary strategy.

Prospects increasingly robust, subject only to worry

about interest rates.

Unemployment:

better". ]

consider under heading of "making markets work
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”EAKING MARKETS WORK BETTER
'. (See also Briefs Nos 3 and 5)

Domestic economic policies

Reduction in public sector size important to allow greater scope for
markets to work and for private choice.

(1) Share of public spending in OECD GDP up from 30 per cent in

1960 to more than 40 per cent now. US and Japanesc shares 35 per

cent. European countries close to 50 per cent. MAiNG-
AR
WorK

(ii) Tax burden now almost 40 per cent of OECD GDP, BETTeR

(iii) Social spending now close to 60 per cent of all OECD public
‘ spending.

(iv) Government aid to industry, subsidies and tax concessions -

need to ensure adjustment in declining industries is not impeded and
aid to growing industries is not excessive. Avoid international dis-
tortions. OECD to study in country reviews.

(v) Goods and factor markets - need to preserve competition in

goods markets and avoid tax/subsidy distortions to capital and labour
costs.

(vi) Financial markets - flexible capital markets essential for

efficient savings/investment decisions. Note US deregulation of
‘ interest rates and latest Japanes measures.

International aspects

(i) Trade liberalisation - welcome agreement to Phase I of OECD

rollback. Need concessions from all in Phase II.

(id) GATT round - should cover services, agriculture and NICs.

(iii) Mixed credits - OECD to study discipline and transparency.

Hope can move to limit and phase out.

(iv) Exchange controls - US, Germany, Japan and UK have removed

them. Important to allow access to capital markets.

(v) Financial markets - Japanese measures to improve working of

Euroyen market and opportunities for non-resident financial institutions
useful step in right direction.
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CANADIAN PROPOSAL

DISCUSSIONS OF MONEY AND FINANCE ISSUES

1% The Williamsburg Summit invited Ministers of Finance
"in consultation with the Managing Director of the IMF,

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™. The analytical

work has been launched under the aegis of the G-10 and
Ministers are to receive the final report from their
deputies in the spring of 1985. .

2 There is a considerable conviction and expectation on
the part of many developing countries and a few developed
countries that there should be a broadly based international
conference with universal participation to review the inter-
national monetary system and the whole network of finance
and trade relations. :

38 The Summit countries did wish not to prejudge

the eventual outcome, while recognising in the Williamsburg
Declaration the need for an early review of existing arrange-
ments, at least in the international monetary field.

4. The Summit countries all would agree that the exist-
ing consultative bodies of competent institutions (for example,
the IMF Interim Committee, the IMF/IBRD Development Committee,
and the GATT CG18) should be fully used for expeditious
examination of intermational economic arrangements and of
possible improvements in them. Until such reviews are
undertaken it would be premature to give consideration

to calls for a "universal conference".

B In the international monetary field, "1t will be neces~
sary for the G-10 countries to report to the entire IMF member-
ship on the results of their work and to seek a broader con-
sensus on whatever conclusions they reach. It would be
natural to use the Interim Committee for this purpose, since

it is a "high-level" and "representative" forum. The G-10
deputies' report to Ministers should be available in sufficient
time before the meeting to enable the rest of the membership

to prepare their own views. This should still permit a
special session of the Interim Committee to be held before

the next Summit.

6. Outside the monetary field there are many other inter-
national financial matters of concern to all of us, notably
the capital requirements of the developing countries, sources
of private and official finance, external indebtedness
problems, and related trade matters. Should we not use

the Development Committee as a useful forum in which to
consider these issues that are not on the G-10 agenda with
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appropriate representatives of developing countries? The
Development Committee could meet back to back with the
special session of the Interim Committee.

Tia To encourage genuine dialogue and to avoid the
appearance of decision-making, a special seminar-style
meeting of the Development Committee might be held in May
1985 (The February 1984 OECD symposium on long-term
challenges is a good prototype.) Limiting attendance to
no more than two per constitutency, dispensing with
communiques, using lead-off speakers and avoiding set
speeches would all contribute to useful exchanges.

B To prepare for a Development Committee discussion of
these trade and payments issues, the IMF, World Bank, and
GATT might be asked to prepare background papers for the
proposed spring 1985 seminar. The. Fund could prepare pro-
jections to 1990 for LDC growth and implied investment re-
quirements, the likely scope for domestic savings and
possible sources of external funds. The Bank could look
at development prospects, structural adjustment, and
associated issues of public and private sector financing.
The GATT could expand on trade-related matters. The
Executive Boards of the IMF and IBRD could review these
papers and the Executive Secretary of the Committee, in
consultation with the two Boards and the GATYT, could prepare
an annotated agenda, working from a commonly agreed list

of topics. ;

o To assist in launching this proposal, we may need to
consider now what prior consultations we would need to have
among ourselves and with others, including the institutions
which would be involved. Furthermore, if we are to proceed
on this course, we might wish to consider having an informal
dinner meeting of this group on the eve of the Development
Committee in Washington, D.C. this fall.



POSSIBLE TIMETABLE .

DATE " MEETING ACTION

June, 1984 London Summit Supports consideration of relevant longer-term monectary
issues by Interim Committee and other financial issues by
Development Committee

Sept., 1984 Summit Finance Ministers Agrees on desirable work program for financial issues

Sept., 1984 Interim Committee Agrees to hold special seminar session in spring tc
consider G-10 report

Sept., 1984 Development Committee Agrees to hold special seminar session in spring; invites
IMF, TBRD, and GATT to draft papers; instructs Executive
Secretary to develop annotated agenda

March, 1985 G-10 Deputies Completes report on review of international monetary
system
April, 1985 G-10 Ministers / . Approves report of Deputies and transmits to broader

international community for Tnterim Committee
consideration

May, 1985 Interim Committee seminar
May, 1985 Development Committee seminar
Note: The Commonwealth Finance Ministers will meet in Sept., 1984, to discuss areas of possible consensus

and may refer these to the Interim and Development Committees.
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PM

TRUDEAU

KOHL
TRUDEAU

GENSCHER

REAGAN

CRAXI
TRUDEAU

PM

Declaration on Democratic Values. Get out quickly.
Go through it. Paras 1, 2 and 3 cleared. U4 amended
to meet Mitterand and others. Happy? Mitterand
agreed. Kohl agreed, Craxi agreed. Para 5 agreed.
Para 6= old paras 6 and 7. "We believe that in
today's world the security of each of our countries

is of concern to us all." Insert as 3rd sentence.
Mitterand happy with first sentence. It was Trudeau
who didn't 1like it.

I believe in the need for peace for our peoples

with freedom and Jjustice.

Leave it, could be difficult for my divided Germany.

I don® tiunderstand.

Explained Germany problem. We want peace Ror ol
Furopean pcoples, not Jjust our own peoples. We
are not intervening in other people's systems.

But peace is a general ideal.

Supports Kohl. Leave it as it is. Regret ommission

of reference to security.
Agreed.
Subdued but not convinced.

Reinsert as 3rd sentence: "We believe that in
today's world the security of each of our countries

is the concern of us all".



MITTERAND My objection remains the same. This is an
Economic Summit. I am not going beyond that.
I accept that, but do not let us get into an

argument about alliances.



MITTERRAND

PM

REAGAN

PM

MITTERRAND
PM
ANDREOTTI
PM

NAKASONE

PM

CRAXI

Consequently I would not commit myself to solidarity,
across the world (though PM's argument deals with
that). Be happy to put my name to a text which

refers to our existing alliances.

"We believe that in today's world the security of each
of our countries depends on the strength of our

scveral alliances'".

"Concern'" does not mean that anything is to be done.

Is it a language problem?
"T1s ‘of importance to“us all"%

No; don't apply term only to military security. I

cannot give way on this point.

"We believe that in today's world security of each of
our countries is of importance to us all; that is why

we are members of our existing alliances'.

That is ambiguous. Say something in first sentence.
If we exclude this sentence we send the wrong signal.
[Not recorded]

'"We believe that in today's world the alliances in
which we are members give vital expression to the
principle that the security of each of our countries

is of importance to us all'.

[A no good formula]



MITTERRAND

PM

MITTERRAND
REAGAN
PM

MITTERRAND

No. This refers to possible new alliances.

"We believe that in today's world the independence

of each of our countries is of importance to us all'".

OK. No military significance.

I buy it.

"Concern' not ‘importance.

OK



Prime Minister Paragraph 7 agreed.

Andreotti (back to 6). First two sentences agreed; second
confirmed to ourselves.

Prime Minister Earlier sentences refer to '"each of us".
Draft agreed. |
Back to economy.

Chancellor of the Recovery established. Go on with sound policies.

Exchequer 15.55
International debt.
Progress on basis of Williamsburg communique.
Some debtors making adjustments. No global
approach. Case by case. Help from international
financial institutions. Not reasonable to expect
long-term needs to be met by commercial banks to
present extent. More private direct investment.
Closer co-operation between IMF and IRD. We must
open our markets to trade from debtor countries.
If good boys long-term rescheduling.
Hope Summit given impetus to open trading system.
Remove rigidities in labour and capital markets
and in industry.
G10 work - multilateral surveillance. Studies not
yet complete but working to agree a report early
next year to go to interim committee in first half
of next year.

Prime Minister Start with international debt. Deal with on case
by case basis. Investment in debtor countries; need

to strengthen commercial bank balance sheets.



Trudeau We fool ourselves if we think that case by case
will satisfy the debtors. A general problem
which is causing great anguish.

Prime Minister Specific solutions tailored to ipdividual needs

within a framework.

[Page missing]



Mitterrand

Prime Minister

McEachem

Protectionism of new round?

I accept need to prepare new round. But we have
not ended what was undertaken in 1982, We should
approach a number of non-aligned countries. But
don't set dates.

I am inclined to agree not dates: we are only a
small part of GATT.

At Williamsburg we agreed to resist protectionism,
and suggested a system of monitoring. Our
monitoring systems have improved through OECD and
GATT, so that we have better ideas of what has been
done.

OECD agreed to bring forward completion of Tokyo
Round by one year.

New round: we are prepared to consider preparations
and negotiations. We will accept preparations in

1985 for negotiations in 1986.



SHULTZ

THORN

STOLTENBERG

At GATT Ministerial in 1982 we agreed a programme many
of the items need decisions by fall of 1984. We have
fallen badly behind in completion of 1982 programme.
If we are to have credibility on new round we should
get on with completing the 1982 programme. Developing

countries will be watching this as an indicator.

Support Canada. GATT the place for negotiations:

we should give impetus '"welcome intensified discussion
in 1985 with a view to Ministerial meeting by cnd

of the vear'". Summit statements in resisting
protectionism had sone more good than people allow for.
ad proportion of what is really needed is excluded
from GATT being said in GATT are very important:

Summit should give impetus.

We are agreed on essentials. We cannon repeat too often
that we must react against protectionism. Let us

complete the work we are committed to. Let us concentrate
the preparatory work for new round. Do not let us try
and prescribe dates, broaden the circle of discussion.

We can see by next Summit whether circumstances arc

propitious to launch new rounds.

Back to debt. No one recommended a global solution but
we have to talk about criteria. Banks seeking to talk
about criteria among themselves. We make efforts
to adjust we should underfake multi-year rescheduling.

We shall have to take account of this in our national
budgets. We have worded successfully in strengthening

IMF. Quotas were increased we agreed credit arrangements.



Nonetheless, recognising the fact that we are not

going to be able to solve i c crisis rapidly. IMF

may have renewed liquidity problems in 1} to Z years.
How could we further expand room for manoeuvre of i f i?
Prepare proposals and place for that - the developments
of interest rates recently means tﬁat the scenarios

of the IMF no longer fits the present solution.



ABE

PM

KOHL

REGAN

PM

CRAXI

REAGAN

We must complete implementation of GATT programme.
We should also say here that we should proceed

with preparations for new round.

Declaration on Democratic Values approved for release?

Agreed. OK for release.

In debt a lot more than economic issues is at stake.
Makes solidarity of western nations quite clear.

It has become very important. It is of overwhelming

political importance . Communicate a political
message.
We have to stay on a case to to case basis. Different

syndicates for different countries and different
countries require different solutions. Some problems
in common. These countries should open their borders

to equity investment. Communique should stress

Heads of State or Government discussed this. Equity

capital also provides expertise

Meeting should send a clear message to those expecting
one. Not just debtors but those who look for trade
liberalisation and poor countries who cannot export
much and cannot borrow commercially. Say something
clear on all these problems. Mrs Ghandi has proposed
a preparatory meeting. We should work out a reply
based on practical application of proposals made in

Declaration of Decmocratic Values.

Describes UK programme to help countries and persuade

them to remove barriers to investment. We have sent



PM

_.ll_

agricultural experts to many countries.
Caribbean initiative; and now a programme for

Central America.

We have a letter from Mrs Ghandi. We do not want a

new forum.



KOHL

MITTERRAND

SHULTZ

REAGAN

McLACHAN

NAKASONE

PM

2418 commendations. We are a task force working on
implementation

(Not recorded)

(Not recorded)

It is impossible not to refer to the problem of interest
rates. . But, 1t is not.up: to us to ﬁoint the finger

in the communique. So I would be all in favour of

leaving the sentence out.

7 countries round the table; only one will lower ration
of deficit to GDP (Germany). UK the same, the rest
higher. As to size, Europe's aggregate deficit as

high as US.

There are threc references to interest rates in draft.

(3, 4 and 8) without singling out the US.

Agreed with again. We have discussed the problem,
do no single out US. We said earlier we would pursue

prudent monetary policies and control deficits.

Agree, inappropriate to single out US. If we have a

mention, add US to draft.

No specific references to US; really on general statements
referred to question of this morning; why US and

Japan so much better at creating jobs? More flexibility
in labour market? Social Security in Europc? More
structure rigidity in Europe? Need to give hope to

young. How flexible are Japanese workers on wages?

14
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British Officials or Ministers will brief at appraximately the following times:

Thursday Bqtmne

1700

2300

Friday @ June

1000

1300

1330

1500

1800

2300

&

Curtainraiser

Dinner discussions

Morning's discussions

Morning's discussions

Iunchtime discussions

Afternoon's econanic discussions

Dinner discussions

Saturday 10 June

1000
1300
1600

1630

Morning's discussions
Joint Statement

Press Conference

Mr Ingham, Mr Goulden

Mr Ingham, Mr Goulden, Mr Culpin

Mr Ingham, Mr Goulden, Mr Culpin

Host briefing by Sir Geoffrey
Howe (by close circuit TV)

Mr Ingham, Mr Goulden, Mr Culpin

Host briefing by Sir Geoffrey
Howe

Host briefing by Mr Nigel Lawson

Mr Ingham, Mr Goulden, Mr Culpin

Mr Ingham, Mr Goulden, Mr Culpin
Mr Ingham, Mr Goulden, Mr Culpin
Prime Minister at the Guildhall

Prime Minister at Connaught Roams

Timings will be confirmed by close circuit television in the Connaught Roams and
on the Summit Information Service.

Except where stated, briefings will be in the British Briefing Room on the first
floor at the Connaught Roams.

bee: Mr Roberts

Mr Culpin,’

ESPU
P.0. Treasury

Mr Ingham)P.O. No 10
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Prime Minister, Heads of State and Government, colleagues P%AJO

(To be made by Chancellor of the Exchequer)

We have concentrated in our discussions among Finance

Ministers on two main subjects,-ones—that-are—of-course of

tngxeat(éoncern, interest rates and international debt. We also

exchanged views on the prospects for the world economic recovery.

And we discussed a variety of ways of making our economies more

open to change - that is making markets work better; and we

also took stock of the work being carried out in the Group of

Ten on international monetary questions.

enban o WMW
The world economy is 9;ew;EL—&;:E;Z%Gaggi____L_and—that

‘l/a)\-.

Wwitor am T
eﬁ—ﬁxr&x>a29ﬁ£$éﬁi our economles is in g better sé_fk

than it ,was a year ago, and the prospects are improving. The

d'm ALl m m / ol Apvi

p011c1¥s we have followcd >

We pe i welcomeduﬁge ev1§ence that €hdss recovery

v\w

is now spreading . We expect some

5 per cent growth in world trade this year, compared with no
growth last year, bringing benefits to debtor and ethex

g
developing countriesy ~ ﬁ)’”’wkxﬁa‘

A
We should like this Summit publicly to reaffirm the deter-

mination we—strF¥eve to persist in the economic and financial



policies we have been following so far. It will be helpful
to assure the public and markets alike of our determination

to stick to this medium term strategy.

We are all concerned by the very high level to which

real interest rates - particularly dollar interest rates - have

risen.

We discussed the relationships between interest rates,
inflation, budget deficits and exchange rates. I cannot
claim we reached full agreement, and the relative weight of
different factors may indeed differ from one country to
another and over time. But we do agree that if both nominal
and real interest rates are to be brought to lower levels

then two things will be needed:

- inflation must be kept down;
- so must public expenditure and public sector

deficits.

We also need to convince markets that both these aims
will be met, particularly in the i US eeenomy. The
US authorities have had striking success in getting inflation

down, and have stressed their determination to keen it down.

On the budget deficit / passage to be drafted later /.

H—is—of—ecourse gecent interest rate movements that have

focussed particular attention on our second area of special



concern: international debt.

There has been some progress here during the last year.
The approach outlined in the Williamsburg communiqué has

helped, as also has the growth of world trade.

But there are still concerns about the future. The rise
in interest rates has added to the immediate cost# of debt
service. It also threatens to undermine the will or ability
of governments in some debtor countries - but I stress only

QL@ﬁE;NO
some - to continue to tackle their problems in a i way .
Aeh by
There has been talk recently of concerted actionl?gainst

creditors.

We remain convinced that ideas of "global solutions" to
the debt problem are not helpful. The answer is not to be
found in resorting to inflationary supplies ol new tinance.

We hold to the main elements of the approach we have followed:

- the case by case approach, with the problems
of each debtor country considered separately;

- the need for debtor countries to take steps to
put their own economies and finances on a sound
basis;

- a continued central role for the IMF.

But we are agreed that we now need to develop this approach in

a number of ways.



?he*frrsey iooklng to the longer-term, both debtors and
creditors alike need to recognise that it is not reasonable
to expect long-term development needs to continue to be F

f fa 2 fe - 7/
financed by commercial bank lendlnqk What is needed both for
future flows, and in substitution for some ex1st1ng bank debt,

b
is #he—inereasing—devetopment—of flni?cekpore appropriate to

the debtors' needs: long-term prlvateqeébééy-and portfolio
investment. We should like to see governments of both debtor
and creditor countries encouraging this; and have noted that
aLo (Y, §
such flows couldelay an 1mportant[1mmed1ate role in substituting
Lo
for bank debt where they ﬁep;eseat the acquisition of existing
assets.
”» N )
Also in the longer-term, we intend-to-pursue closer

co-operation between the two main international financial

institutions: the IMF and the IBRD. We would also welcome a

stronger role for the IBRD in helping to attract private capital

for developing countries on a long\term—basis; and in monitoring
[

the progress of development an (Prudent economic policies by

borrowers.

Just as we hope debtor countries will be prepared to open
their markets to larger flows of inward private investment; so
our own countries have an important part to play - through the

pursuit of more open tradlng policies - in opening up our

wis N |
markets to the ;ggde-ﬁhab debtor cg:g:ﬂaﬁmhﬁnxﬁkxmr'

Turning to more immediate action we welcome - and hope

the Summit will welcome and encourage - suggestions that have
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been made that in suitable cases, where debtor countries have
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We are agreed also that we should stand
ready to consider parallel action in respect of the direct

credits of our governments and government agencies.

We have spent some time debating measures, to ease the
Pers—r r /""’g
immediate interest rate burden. inced. that techniques
for-this exist,—and—that-this -is-a-matter—that-could, where
_necessary; be-resolved in discussion-between creditors-—-and
debtors.

We have also discussed the positions of commercial banks

in our own countries, whose balance sheets have inevitably been

affected.

CL»We have it in mind to ask our central banks to give urgent
consideration to noﬁ/zgchgiﬁues for handling. sovereign

t within the banking/éystem might\bg~i9prbved Lfné}ﬁdigg the

possibility o faging a greater role for marketable debt

\ instruments/.

Turning to trade we hope that the Summit will give a new
impetus to the &iffiewlt process of international liberalisation.
As well as attacking the more obvious forms of protectionism, we

would like to see concerted moves to reduce non-tariff barriers

and trade distorting export subsidies.



We also attach importance to making our internal

economies more flexible and open  in—a—simitar—way. We have

much to learn from each other in working to remove labour
market rigidities, inflexible and out-dated practices in
industry, and in removing out-dated and damaging government
controls and restrictions which prevent markets working

properly, and inhibit change.

FFinally, a brief word about the work of the Group of

Ten Finance Ministers and Central Bank Governors. Following
—

the request made at the Williamsburg Summit, we asked the
Group of Ten, then under the chairmanship of Jacques Delors,
and more recently led by Giovanni Goria, to study aspects of
the international monetary system. The study is covering
exchange rates, international liquidity, and the role of the
IMF. It is also covering what is called "multilateral sur-
veillance": a piece of jargon that stands for the need we
all see to consider how the development of our economies and
policies we follow inter-act with each other; and to be
prepared to adapt them if necessary,within a medium-term
framework. These studies in the Group of Ten are not yet

complete. But we decided at a recent meeting that we would

work to produce a report early next year. We have in mind

IR+ oy it
Mﬂ:\ RUY Afdas 2l W,l_\,/)' W\J

e AR N e ) .
r at a special
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meeting of the IMF Interim Committee next yeagd%v
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Keynote Speech

Warm welcome to London - and to this opening session of

our Economic Summit.

May 1 extend a special welcome to Signor Craxi, the
only head of delegation who was not present at the very
successful Summit held in Williamsburg under President

Reagan's chairmanship last year.

We all have much experience of talking together. I am
confident that that will enable us to achieve, in the next
two days, a great measure of common understanding and

agreement.

The recovery of the world economy has made welcome
progress since our meeting last year. . We shall want at this
meeting to concentrate on how to sustain the recovery over
the coming years and how to tackle the problems which

remain.

At recent Summits we have agreed that our objective is
recovery associateed with the con%ﬁwmed reduction of
inflation. We have further emphasised the need, in pursing
that aim, to discipline monetary growtn aad public [pthx”\&/

expenditure.

The recovery will be sustained only if we pursue it on
that basis. "This is not an easy or comfortable strategy for
any of us. But we know that the freedom, strength and
prosperity of our societies could not survive a continuation
of the undisciplined and indulgent policies of the laete \ﬂ’?o;.
decaae-.
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Looking back we can now see that when we met at
Versailles we were at the nadir of the recession. Last year
we were able to welcome the first signs of recovery. Today
we can say with more confidence that the recovery is
strengthening, that its effects are spreading widely, and
that the shape of the recovery, based on the strategies we
have adopted, gives good grounds for hoping it will be

sustained.

That must surely be the first message to go out from
this Summit meeting: the strategy is the right one: #it is

working;‘ and we intend to stick to it.

Among ourselves we need to acknowledge that there is
still much to be done. All our countries, in different
degrees, have made progress in reducing inflation. But we

have not got it out of the system yet.

for our own economiei&asd even more for

the prospects of many debtor countries - emew /the mising kﬁﬁ,
i S%atesT»wi§h~itS““" ”

ueneces-for-other cou S We c hot[cre%i?l@(g}e:
5 W.st’ered\ inflation P ,Z?ji.é/for sustaine

recovery while iﬁtefést rates ¥re held so h;qh[

level of>§dterest rates

A basic problem for all of us is the need to restrain
public expenditures in the face of widespread pressures and
against the easy expectations which have unfortunately built
up in the past years and which are still powerful. We face
heavy commitments and rising demands for social security

provisions in most of our countries. The real humanitarian

needs must not be denied. But none of us c ford more
Conr ‘o o g tﬁ Lenrpdn s S
than > . QJe need
to establish and keep limits. And we need to curb
expectations. This is another - a sterner but very necessary

- message which we need to convey to our people.



In the world outside our own countries and economies a

pressing /problem - G&Efeﬁﬁlyh%he:S&béeG% of considerable

concern/i is that ozggebt. In our discussions we shall need

to consider our strategy for dealing with the groups of
major debtors. The central need is for these countries
themselves to take as promptly as possible measures of
adjustment. Such measures are in any case ultimately
unavoidable. There are no easy or painleiaﬁsgkgﬁ$o S u?it
we can chart some directions in which [€rediters]and
international financial iz;%%ggtions can help, in which
debtor countries can be enakd+ed to ease their problems, and
the problems themselves be shown to be managecable. E%né~we
aust-give them-hope—that—their—efforts—will not -be
uﬂdefmined”by—héghwiﬂterest»ratesE}

In contrast to earlier times, we are fortrunate in
possesing effective international institutions. Through the
Summits and many other meetings we have well established
means to develop a common understanding of the world's
problems and to achieve the international cooperation needed

to resolve them.

I suggest we should pool our ideas, and I offer you

some examples:

- what can be achieved is seen, for example, in South
Korea and Indonesia - two years ago on all our lists
of potentially dangerous cases, but now no longer;
and in Mexico - whose strenuous efforts in
cooperation with the IMF and other creditors are

beginning restore confidence;

- where debtors are beginning to restore confidence,
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creditors may woll bHe willing to contemplate longer-

term restructurlnq Jof debt g4 {éthwr~fhan
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- many debtor countries possess substantial assets of
natural and industrial resources; many potential
foreign investors would be interested, particularly
if there were an agreed international code of
investment protection, in a participating equity
stake in those resources; the desire to retain
domestic control is understandable, but the
financial benefits of allowing such investment could
greatly ease the burdens of debt - and it is worth
noting that the countries which have welcomed such
investment have tended to be among those developing

most rapidly;

- for the longer-term, we should surely seek all ways
of encouraging direct equity investment: it is
healthier than short-term bank finance, it may well
be more readily available than such finance in the
future, and it brings undoubted advantages of
management and technological expertise and world-

wide trading connections;

- again for the longer-term, should we not look to
the World Bank Group of institutions to play a Sh~anL\{
+aFger role, to gear their lending to performance

and to act as a catalyst to attract private capital?

There is no escape from handling individual problems
separately - every country is different. But we must show
our joint concern and show that we have a framework for
action over the years ahead which gives hope to the debtor
countries of overcoming their problems and restoring

confidence for the future.
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The developing countries are a very widely varied
group, and their economic experience in very recent years
has shown remarkable differences. Some of the poorest in
Africa have suffered not only recession but a sequence of
years of drought. Some, particularly in Asia, have survived
the recession robustly and shown a capacity to generate

their own growth without running into unmanageable debt.

We need to maintain adequate flows of resources to
these countries, including official and multilateral aid.
\éK should also use our influence to encourage and give help
with practical measures in those countries to conserve
resources, to enhance their own production of food and

energy, and to create conditions in which populations are

i%’bwm\uv
ééonomies is that . -of éd&BFing our societies to anlfk!

Ee ;W pace o ange dented—both—in—termy
_f~the¢quanL;;y of~newwjob3~w§1c ngeds to be\greated as |
aditional dustries have Qecl?i;j and in terms of ’Ré
féxfgijjz;\:gEggd/fgﬁEakgﬁigvantage of the opportunities

pidly devcloping new technologies.

It is a striking comparisoBﬂSetween our countries that
. M nAaay y ]
progress 1in ,(ﬁas been more rapid in the

United States and Japan than elsewhere, even allowing for

more stable.

task which faces us in our own

the relatively early recovery in those countries. This may
have lessons for the rest of us. 1Is there a link with the
fact that those are the two countries in which the claims of
public expenditure pre-empt a relatively smaller proportion
of total national output? Do we need to give more scope to
private industry and enterprise to promote the process of

adaptation to change?

It seems that in the European countries, there is less

enthusiasm for change. There is certainly a legacy of
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unhelpful habits,(ﬁ?ﬁctices and government measures and laws
- many of them designed to protect employment, but now

constituting obstacles to the creation of new jobs.

I hope we could explore together some of the ways in
which we can promote a more rapid acceptance of change -
indeed a welcome for it. How can we stimulate a livelier
industrial response to technological change and new market
demands? How can we remove obstacles and give positive
encouragement to the mobility oflabour and flexibility in
its use? Many of us have adopted measures to encourage
innovative small businesses; should we not also discourage
those measures which prop up declining industries? We
Cannot afford short-term horizons.

This accent on change is another message I would like

to send out strongly from the London Summit.

We need to face the challenge of change also in

“{nternational trade - both to give market opportunities to

developing countries to earn the means to pay their debts:
and, ultimately, to strengthen the dynamic basis of our awn

economies.

We are accustomed to conflicts of interest in our own
countries: short-term preservation of employment against new
and growing opportunities for the future; protection of this
or that sectoral interest against trhe wider conditions and
opportunities of the economy as a whole. The
backward-looking pressures are understandably at their
strongest when economic prospects are depressed. Now that
the recovery is stronger, I hope we might add to its future
strength by committing ourselves to rely less on export
subsidies and other assistance which distorts trade, to
shelter less behind protection of trade in goods and in

. . ; SOV S
services, and to remove distorting £¥§¥£a§+ens/gn our



capital markets. I hope we can encourage specific and

practical moves in these directions.

This recognition of the need for change must be
tempered by a clear indication of concern about the ways in
which industrial societies deal with the national and
international impact of industrial processes on the
environment. As you will know from the material you already
have, I have made a specific proposal for further work on
this by the Versailles Working Group on Technology, Growth
and Employment.

(Conclude with a suggested order of discussion).
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! 1. THE SECRETARY OF STATE'S BILATERAL WITH TREASURY SECRETARY

% REGAN PROVIDED AN OPPORTUNITY TO REVIEW THE PROSPECTS FOR THE

| LONDON SUMMIT, DISCUSS THE INTERNATIONAL DEBT SITUATION, RECEIVE AN
| ORAL REPORT ON US EFFORTS TO LIBERALISE JAPANESE CAPITAL MARKETS,

i DISCUSS THE PROSPECTS FOR INTEREST RATES AND THE US BUDGET i

| DEFICIT AND TO DISCUSS UNITARY TAXATION. REGAN WAS SUPPORTED BY

| MCNAMAR, SPRINKEL AND MULFORD.

LONDON ECONOMIC SUMMIT

2. SECRETARY REGAN SAID THAT THE ADMINISTRATION WAS BASICALLY
CONTENT WITH THE DRAFT COMMUNIQUE FOR THE LONDON ECONOMIC SUMMIT,
BUT THAT HE THOUGHT A FEW CHANGES WERE DESIRABLE. IN PARTICULAR,
HE WOULD WISH CHANGES TO BE MADE TO THE WORDING SUGGESTED BY THE
FRENCH ON THE URGENCY OF THE FOLLOW-UP TO THE G10 STUDIES ON THE
OPERATION OF THE INTERNATIONAL MONETARY SYSTEM AND TO THE
QUOTE NORTH-SOUTH UNQUOTE REFERENCES IN THE COMMUNIQUE IN VIEW
OF THE NEED NOT TG REVIVE INTEREST IN GLOBAL NEGOTIATIONS.

INTERNAT IONAL DEBT

3. IN A DISCUSSION OF INTERNATIONAL DEBT, WHICH REGAN THOUGHT
WOULD BE ONE OF THE MAIN THEMES OF THE SUMMIT, HE SAID HE DID NOT
BELIEVE THAT THE FORMATION OF AN ACTIVE DEBTORS' CARTEL AND THE
DECLARATION OF MORATORIA WAS AN IMMINENT THREAT, ALTHOUGH HE -
THOUGHT T COULD BECOME ONE IF INTEREST RATES CONTINUED TO RISE.
HE BELIEVED THAT SOME DEBTOR NATIONS WERE TALKING TOUGH AT
PRESENT BECAUSE THEY THOUGHT THIS WOULD LEAD TO PRESSURE BEING
PUT ON THE US AT THE LONDON SUMMIT TO GIVE THEM MORE FAVOURABLE
TREATMENT, AND TO BRING DOWN US INTEREST RATES. SECRETARY REGAN
POINTED OUT THAT A RISE IN THE PRICE OF OIL WOULD SERIOUSLY DAMAGE
THE PROSPECTS OF MOST LDCS FOR REPAYING THEIR DEBTS.

INTEREST RATES

4. ON THE PROSPECTS FOR INTEREST RATES, SECRETARY REGAN SAID THAT THE
STRONG RISE IN THE US ECONOMY HAD LED THE FED = WHICH FEARED A
REVIVAL OF INFLATION = TO RESTRAIN THE GROWTH OF THE MONEY SUPPLY.
THIS RESTRAINT WOULD NOW BE LESS THAN IT WOULD BE OTHERWISE

BECAUSE OF THE DIFFICULTIES EXPERIENCED BY THE CONTINENTAL BANK

OF ILLINOIS. HE DID NOT SHARE THE FED'S INFLATIGNARY FEARS. THE
PROSPECTS FOR DFA}]ﬂQ'W}Iﬁ THE US BUDGET DEFICIT WERE QQOD. A DEFICIT
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OF DOLLARS 170 BN WAS THE MOST EXPECTED FOB’FYQQ. By

DEFICIT COULD BE AS LOW AS DOLLARS 1&5 BN WHICH wOULD ONLY AMOUNT
_TO 3 PER CENT OF GNP. THIS WAS ASSUMING THAT THE DOWN- -PAYMENT PACKAGE

WOULD CLEAR THE CONGRESS WHICH NOw SEEMED VIRTUALLY

FY85 THE

CERTAIN. OVER

AND ABOVE THIS, SECRETARY REGAN CLAIMED THAT THE PRESIDENT WAS

COMMITTED TO TAKLNG FURTHER DEFJFIT—REDUCING ACTION
BEYOND THE ELECT IONS.

UNITARY TAX

5. ON UNITARY, TAX, SECRETARY REGAN SAID THAT THE INTE
'TO GET THE REPORT OF HIS WORKING GROUP ON UNITARY TAX
PRESIDENT THIS WEEK AND FOR THE PRESIDENT TO PUBLISH
ON 1 JUNE. HE SAID THAT ANY STATES THAT REFUSED TO S
REPORT WOULD BE THREATENED WITH PREEMPTIVE FEDERAL LE
IN 1985, AND THAT COMPANIES THAT TRY TO BLOCK WATER'S
LEGISLAT&Q& AT STATE LEVEL WOULD ALSO BE THREATENED W
LEGISLATION. HE WAS ANX10US THAT WE SHOULD COMMENT ON
DRAFT FLORIDA LEGISLATION THAT GOVERNOR GRAHAM OF FLO
WOULD SEND TO THE EMBASSY, AND IMPLIED THAT PROGRESS
TAX WOULD COME FIRST IN FLORIDA RATHER THAN IN CALIFO
REVENUE CONSTRAINTS WERE VERY TIGHT BECAUSE OF PROPOS
SECRETARY REGAN WAS AMBIGUOUS ABOUT WHETHER A PRESIDE
MENT WOULD CONTAIN A REFERENCE TO THE THREAT OF PREEM
FEDERAL LEGISLATION IN 1985 IF NO PROGRESS WAS MADE A

LEVEL, BUT NONETHELESS SUCH A THREAT SEEMED TO BE THE ADMINISTRAT-

[ON'S MAIN MEANS OF SECURING THE IMPLEMENTATION OF A
SOLUTION.

JAPANESE CAPITAL MARKETS

6. THE US TREASURY TEAM WAS CLEARLY VERY PLEASED ABGU
QUTCOME OF THE NEGOTIATIONS WITH THE JAPANESE ON OPEN
JAPANESE CAPITAL MAR%ﬁTS, AND LOOKED FORWARD TO THE F

OF AN ACTIVE FPRO-YEN MARKET . (THE DETAILS OF THIS WILL BE REPORTED

IN A SEPARATE TELEGRAM.)

THE MANAGING DIRECTOR OF THE IMF

7. THE MD DID NOT BELIEVE THAT DEVELOPMENTS IN THE WGRLD ECONOMY WERE

AS BAD AS SOME DEPI?TED. SOFAR THE LDC DEBTORS HAD BE
FROM A RECOVERY IN THEIR EXPORTS THAN THEY HAD LOST T
INTEREST RATES. FURTHER RISES IN INTEREST RATES COULD
BALANCE AGAINST THE\}DCS. HE DID NOT FAVOUR INTEREST
DEVICES. THE PRIORITY SHOULD BE TO SUPPORT, IN A PRAC
THOSE DEBTORS WHICH WERE UNDERTAKING SUCCESSFUL ADJUS
WAS THE CASE IN POINT. HIS PREFERRED CGURSE WAS FOR T

CREDITORS TO R:PLACE THE PRESENT UNSATISFACTORY ANNUAL RESCHEDUL INGS

WITH MULTI-YEAR RESCHEDULINGS, COVERING PERHAPS FOQUR

IN THE PERIOD

NTION WAS
ATION TO THE
A STATEMENT
IGN THE
GISLATION
EDGE

ITH SUCH

THE

R 1DA

ON UNITARY
RNIA WHERE
ITION 13.
NTIAL STATE-
PTIVE

T STATE

SATISFACTORY

T ThE
ING UP
CRMATICN

NEF ITED MORE
HROUGH HIGHER
TILT “THE

RATE CAPPING

TICAL FASHION,

TMENT. MEXICC
HE

YEARS. THIS

WOULD HELP DEAL WITH THE BUNCHING OF AMORTISATIONS. BRAZIL COULD
BE THE SECOND CANDIDATE FOR SUCH TREATﬁENT. IF'THE MEXICAN AND
BRAZILIAN DEBT PROBLEMS CQULD BE DEALT WITH IN THIS WAY, ANY
DIFFICULTIES CAUSED BY ARGENTINA CCULD BE CONTAINED EVEN IF THAT
COUNTRY DID NOT AGREE TO A SATISFACTORY IMF PROGRAMME.

2
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. 8. THE MANAGING DIRECTOR HOPED THAT THE ECONOMIC SUMMIT COULD
ACHIEVE THREE RESULTS. FIRST, IT SHOULD SET OUT A STRATEGY FOR
OPENING UP TRADE BARRIERS AS QUICKLY AS POSSIBLE, PARTICULARLY

, [ IN A WAY WHICH BENEFITED THE LDCS. SECOND, IT SHOULD ESTABLISH

/> | A STRATEGY FOR MULTI-YEAR RESCHEDULING OF DEBT SO THAT THIS APPROACH

COULD ASSIST MEXICO, BEFORE THE END OF THE SUMMER. FINALLY, THE

SUMMIT SHOULD GIVE THE UNITED STATES ADMINISTRATION A STRONG

WARNING THAT IT SHOULD QUICKLY CORRECT ITS BUDGET DEFICIT. THE

WORLD COULD NOT EXPECT THE LDCS TO PUT THEIR OWN ECONOMIES IN ORDER
® WHEN THE US ECONOMY WAS NOT.

9. FCO PLEASE PASS TO PS/CHANCELLOR, LITTLER AND BOTTRILL (HM
TREASURY) AND TO TAIT (ERD).

WRIGHT
FinONCIPL CoriES TO.

NRAD CoPy PDDRESSEES
ERD &
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NOTE OF A BREAKFAST MEETING BETWEEN THE SECRETARY OF STATE AND
MR DONALD T REGAN (SECRETARY OF THE US TREASURY) ON 29 MAY AT
71430 " RiMg

Present:

Secretary of State Secretary Regan

HM Ambassador Deputy Secretary McNamar

Mr N L Wicks Under Secretary Sprinkel

Mr L V Appleyard (Monetary Affairs)
Mr H G Walsh Assistant Secretary Mulford

(International Affairs)
Ms Helen Walsh

London Economic Summit

g The Secretary of State said that the United Kingdom was trying

to ensure that Summit leaders had a chance actually to communicate at
the Summit, and were trying to get the text of the Communique out of

the way in advance. Secretary Regan commented that Economic Summits

were becoming increasingly political and less economic. On the wording
of the Communiqué, there were a couple of issues on which the Administra
tion had comments, but he thought tﬁey could be dealt with before the

Summit began. Under Secretary Sprinkel said that he had some objections

to some wording suggested by the French on the urgency of the follow-up
to the Gl0 exercise on exchange rates and also to the reference to
North-South issues, which might lead to the question of global negotia-
tions being revived again. Secfetary Regan commented that the Indians

in particular were favouring this revival. The Secretary of State noted

that another problem for the Summit would be how to depict the prospects
for the continuation of the recovery, and to ensure that this was neithe

too complacent nor over-gloomy.

International Debt

25 Secretaty Regan said he expected international debt to be a major

subject at the Summit. His own view was that he did not want the
international debt problem to be handled on the basis of special
measures at government-to-government level. What was primarily a
private debt issue should be handled on the basis of negotiations
between the banks and the debtor countries. The Secretary of State

commented that he thought that the proposal for interest rate capping
% ; /was

g, PR
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was inherently a political gquestion, because the question auto-

matically arose of who should pay for it. GSecretary Regan said

that, if agreement between the banks and the debtor nations should
include provision for interest rate capping, this would be all
right by him. But no Government intervention was called for.
Several cases had recently come to him (Jamaica, Dominican Republic)
where an entirely political approach had been taken without regard

to normal economic criteria. He did not want this approach extended.

3re Secretary Regan commented that some governments of LDCs seemed

not to appreciate that their debts had been incurred by their own
countries and that the loans were not forced on their countries by
the banks. This meant that new governments sometimes did not want to

meet the obligations of their predecessors. The Secretary of State

commented that the debts were negotiated in an inflationary atmosphere,
and that LDC governments only ran into trouble when the atmosphere
changed. 1In the present situation, with rising interest rates, they
now saw their best efforts to repay their debts falling shorter and
shorter of their objectives. Rising interest rates might even tip
them over the brink and lead them to abandon their efforts to repay
their debts. Secretary Regan commented that one offset to rising

interest rates was the rising American trade deficit, which has helped
many foreign countries including LDCs. The US had now got a trade
imbalance with virtually all major trading partners, including Canada,
Japan and the European Community. In reply to a question from the
Ambassador, Secretary Regan commented that the US was paying for its

trade imbalance by importing capital, including $23 bn over the last

three years from the UK alone.

4. Mr Wicks commented that the Embassy had received quite a few
telegrams from South American posts which indicated a revival of
interest in debtor clubs and public declarations by debtor nations.

In particular, the Quito Declaration seemed to have been revived in
the new climate. Secretary Regan commented that he did not think that

the heads of the Latin American countrics wanted to form a debtors'
cartel and default on their debts. He thought that they were talking
tough and seeking sympathy at the moment in order to induce other
countries to put pressure on the US at the London Economic Summit.
/But
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But he thought that, if interest rates continued to rise, the present
nucleus of dissatisfaction could be transformed to more active

measures such as repudiation. Mr McNamar commented that President

de la Madrid of Mexico wanted to have a discussion with President Reagan
before the Summit about the debt issue. There had been an increase in
Foreign Ministry activity in the debt field (as opposed to Finance
Ministry activity) which he did not regard as a favourable development.
He thought that it was relevant that debtor countries saw themselves

as different from one another rather than as a bloc. Mexico, for
instance, thought that it merited special treatment and Venezuela and
Brazil also wanted to be treated fairly favourably, whereas the

performance of Argentina and Peru had been sub-standard. Dr Sprinkel

commented that the LDCs did not want to lose their credit ratings by
incurring defaults. Once these ratings were lost, it would be hard for
these countries to regain them. At some point, however, if interest
rates continued to rise, the whole situation could obviously become

politically impossible. Secretary Regan commented that a sudden sharp

rise in the price of o0il could also negate all the efforts of the LDCs
to repay their debts. In particular, while Mexico might be helped,
smaller Latin American nations could not withstand a $35 to $40 per
barrel price of oil. The Secretary of State commented that a rise in

the price of 0il would help the major problem of Nigeria, but Secretary
Regan said that it would not help smaller African nations.

Japanese Measures to Liberalise Capital Markets

B Secretary Regan said that the US Treasury would that day be

announcing an agreement with the Japanese on opening up Japanese
capital markets. He thought that a broader Euro-Yen market was bound
to add to London's development as a financial centre. It had been a
long, hard haul to get a satisfactory package out of the Japanese, but
Prime Minister Nakasone had helped American efforts considerably and
in the end complete success had been achieved. Dr Sprinkel commented

that the Director-Generals in the Japanese Finance Ministry had been
particularly difficult during the ne'gotiations, because each had his
own private fiefdom of regulation which he did not want to give up.
While the US had got all of what it wanted, some of the measures would
be subject to phasing-in rather than being immediate. Secretary Regan
/said
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said that, even where there was phasing, definite dates had been
assigned to each phase. The Secretary of State asked about the

continuation of banking regulations in Japan. Secretary Regan

said that there would still be regulation, but that foreign banks
would be put on an equal footing with domestic banks. In fact,
under the new arrangements, foreign banks would be allowed also to
engage in the trust business whereas this would be prohibited for
domestic banks. Mr Mulford commented that the agreement was in

such terms that it would be difficult for the Japanese to go back
on it at a later stage. Dr Sprinkel agreed that it was in very

specific terms so that he did not think that the Japanese would

renege on the agreement. Secretary Regan said that one of the

major provisions that had surprised him was that the Japanese
monopoly on underwriting security issues had been abolished. The
Secretary of State said that he would look with interest at what

the Japanese had agreed, and would examine the fine print very
carefully. Dr Sprinkel said that his ad hoc group would monitor

the agreement very carefully, and that reviews were set for the

next autumn and the following spring.

Interest Rates

6 Secretary Regan commented that the future course of interest

rates was hard to predict and that the turbulence caused by the
Continental Bank of Illinois and the stronger than expected recovery
were two factors in the equation. The strong recovery might have

led the Fed to tighten even more but for the need to supply liquidity
in a banking crisis. He thought the trouble with Fed policy was that
it tried to decelerate growth in the money supply too quickly when-
ever it over-shot, and the recent reduction in the growth of M1l to 2%
had led to a good chance of a recession. He had commented unfavourably
in public about this. It should be the aim of the Fed to have a more
gradual deceleration. Chairman Volcker was obviously worried about the
possibility of the rekindling of inflation, but he did not share this
fear. He mentioned that there were good productivity growth figures
for the first quarter of 1984 of 4.1% at an annual rate, and only 2.4%
for unit labour costs. Dr Sprinkel commented that real interest rates

/were
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Qre high all over the world. He thought the explanation was that
the present low rate of inflation had been in existence for so short

a time that expectations had not yet adjusted.

US Budget Deficits

y Secretary Regan said that action was being taken to reduce the

US budget deficit. The passage of the down-payment package was all
but assured when the House/Senate conference took place in the first
week of June. Enactment of the complete package could take place by
mid-July. The Administration had forecast that for FY84 the Federal
budget deficit would be $170 bn, but the recovery was stronger than
expected and the Pentagon was running $5-8 bn behind its planned

rate of spending, so that the end result could be lower. In FY85,

he thought that the deficit would be down to 3% of a $4 trillion GNP,
or about $145 bn.

8. Secretary Regan said that the President was moreover firmly

committed to a further series of deficit-cutting measures after the
elections, despite the fact that he, as Treasury Secretary, had got
his knuckles wrapped whenever he referred publicly to this. There
was a need to reform Social Security and Medicare and to revise the

US tax system to make it simpler and fairer. This would be done by
broadening the base of the tax system so as to facilitate lower tax
rates. The Secretary of State suggested that the US should not ignore

the possibility of further taxes on expenditure. Secretary Regan

said that he was considering the posesibility of a VAT because the
reform of income and corporation tax would be difficult mainly because
of the difficulty of reducing allowances etc when they were already

an inherent part of taxpayers' plans and activities. This would give
rise to the need for complicated transitional measures. The Secretary
of State referred to the Chancellor of the Exchequer's efforts to
reduce corporation tax rates in stages while reducing capital allowances
in parallel. He said that a Value Added Tax was very complicated and
that the UK might have looked for a less complicated tax on expenditure
if it had not been for the need to harmonise with the tax systems of
the European Community. Secretary Regan commented that the Federal
Administration was precluded to some extent from introducing a simple
sales tax at Federal level because this would intrude on the taxation

territory of the individual States.
’ /Unitary
5 e
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‘Unitary Tax

93 Secretary Regan said that it was his intention to get the final

report of his Working Group on Unitary Taxation to the President this
week, with as many as possible of the members having signed it. It
now appeared that the companies would go along, but several States

had been holding up its submission. But if all went well, the
President would publish a statement on 1 June. He wanted to emphasise
that the report would deal with the problems of foreign parent multi-
nationals, and that the non-resolution of the dividend problem only
affected US domestic companies. These companies did not wish to be
subject to double taxation at State level, and US oil companies wanted
to be taxed as "80/20" companies and not on their worldwide profits.
He had told the States that if they did not sign the Working Group's
report, then he would deal with the problem by Federal preemptive
legislation in 1985.

10z In reply to a question from Mr Wicks, Secretary Regan said that

it was his firm intention to recommend a Presidential statement before
the June Economic Summit. In reply to a question from Mr Walsh about
the possible attempts of US companies to block legislation at State
level and thus frustrate a water's edge solution even for foreign

parent multinationals, Secretary Regan said that if they did that he

would threaten the companies with Federal preemptive legislation in
1985. When he was asked about the situation in California, Secretary
Regan said that Governor Deukmejian had a special difficulty with

iti which constrained the flow of revenue into the State's
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coffers. There was therefore a limit to what he could concede on
loss of revenue in legislating on unitary taxation. Governor Graham
of Florida would be consulting the UK to get our comments on the

proposed legislation in Florida.

11. The breakfast ended at 8.25 a.m.

N od
H G Walsh
29 May 1984
British Embassy
Washington ~ /Distribution
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LONDON ECONOMIC SUMMIT: NIHON KEIZAT SHIMBUN

We have just received the attached letter and questions which NKS

requests the Chancellor might answer before the Summit.

2. You may recall that the Chancellor decided not to give interviews

on the Summit other than to the Financial Times and (if necessary)
Reuters. On this basis we turned down, with the Chancellor's approval,

an earlier request from NKS for an interview.

3. However, what NKS are here proposing would be much less time-
consuming for the Chancellor than an interview, and could serve as a
useful vehicle for conveying, inter alia, the UK's views on Japanese

policies to the Japanese equivalent of the Financial Times.

4, If you agree, could your Divisions very kindly supply draft
answers for the Chancellor to approve by say, lunchtime, Friday, lst

June?

MAWNTouwen

M W N TOWERS

ps. You may wish to take into account the fact that on
4 June Sir Geoffrey Howe will be giving a group
interview for the six leading newspapers from each
of the other Summit countries. The Japanese news-
paper on that occasion will be the Asahi Shimbun.



Teiephone

DA EE A s

(01)248-4393

Fax No. 3 . . . 1-.9-5, OTEM ,C -
236763769 The Nihon Keizai Shimbun Tofv?'fff'ééﬁJi'LloNDA N
e (JAPAN ECONOMIC JOURNAL) 122308 NIKKE

ESTABLISHED 1876
¢/o The Financial Times
10 Cannon street
London, EC4P, 4BY

23 May 1984

Mr. Towers,

Press Office,

H.M. Treasury,
Parliament Street,
London SW1P 3AG

Dear Mr. Towers,

In response to your suggestion, we have prepared the enclosed
questionnaire in lieu of an intcrview with the Chancellor, the
Rt. Hon. Nigel Lawson. We would appreciate it very much if

we could receive written answers from the Chancellor before
the Economic Summit takes place.

Thank you very much for your kind cooperation. We shall look
forward to hearing from you.

Yours sincerely,

Mitsuo Murase
European Editor
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Rt.Hon Nigel Lawson,
Chancellor of the Exchequer

Questionnaire

The high interest rates of the US again threaten the world
economy. At this London Economic Summit what kind of attitude
will your Government take towards the high levels of the US
budget deficit, US interest rates and US dollar?

In preparation for this Summit, there has been talk of the
possibility of the industrialised countries setting up some
special organisation to treat the growing debt problem of
the developing countries. Could you give details of this
idea? What sort of action may be taken by the industrialised
countries?

It is very important for the advanced countries to support and

to give aid to the developing countries. However, most of the
advanced countries at present have large budget deficits. How

can the advanced countries maintain their support for the developing
countries by giving aid, in view of this problem?

Both the British and the US Governments have asked the Japanese
Government to open up the Japanese financial markets. While the
request of the US Government is concrete and detailed, the request
of the British Government remains unclear to Japan. Could you
explain what kind of expectations the British Government has of
the measures that the Japanese Government should take in this
respect?

In order to alleviate the turmoil of the exchange markets, there
is an argument in favour of revising the existing floating rate
system and establishing the so-called "target zone" system. What
do you think of this idea?

* x * %



FROM: J.G.LITTLER
DATE: 29 MAY, 1984

"R. TOWERS cc. PPS o

Mr.Culpin
Npr.Bottrill
Mr.Monaghan
Mr. Page

LONDON ECONOMIC SUMMIT: BRIEFINGS FOR JOURNALISTS

I think that the further briefing you suggest that I might undertake
this week would be overdoing it. I have already at your suggestion
given a briefing just before the OECD meetings, to representatives
of the Financial Times, Times, Guardian and Telegraph. There is
nothing new for me to say at this stage. I think we should rest

for the remainder of this week on the interview the Chancellor is
giving to the FT and on the general briefing by the Prime Minister.

/" _AJ. G. LITTLER)
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Evaluation of the communiqué of the OECD Ministerial
Councid 17 =218 May:, »LI9B4

1. The communiqué of the OECD Ministerial Council is
significant in that it signals the consolidation of an
economic policy framework for many years to come. Monetary
policy will remain tight to fight inflation, government
expenditure will be reduced irrespective of the level

of budget deficits, and any growth is to be achieved
through a better functioning of the market mechanism.

But the communiqué is also significant for the complete
absence of an agreed assessment of the state of the

world economy, and an almost total inability to take any
coordinated initiatives to solve current economic problems.

2. Just before the Ministerial Council, the OECD announced
an upward revision of its forecast growth rate, from 3% %
to 4 % for the OECD area as a whole in 1984. However,
what should have been general applause and endorsement
for the leading role that the US economy was playing in
the recovery, turned instead into general criticism of

US economic policy, particularly the way US government
budget deficits were pushing up interest rates worldwide
and making debt repayments more difficult. The communiqué
displays no recognition of the fragility of economic
recovery and no concern that economic growth is forecast
to slow down in the years ahead. It is particularly
worrying that the inability of governments to cooperate
with each other on macro-economic policies to achieve
economic growth and employment growth has reduced the
OECD to bland statements on improving micro-economir
performance of the OECD economies.

3. The communiqué's shift of emphasis onto the longer
term indicates that the OECD countries cannot agree on
what to do in the short term. Unlike in 1983, there is

no talk of countries using their "room for growth" in

a coordinated way. Unlike in 1982, there is no attempt

to promote "differentiated growth" whereby a number of
countries would lead the recovery. Importantly, there is
no proposal for a concerted action programme like in 1978
when, as now, the growth achieved after the rebound from
the first o0il price rise was due to slow down. No initia-
tives were proposed by the OECD for this year's Ministe-
rial Council to achieve a higher qgrowth

path. Indeed, initiatives are specifically excluded

on the grounds that "in the early stages of past recoveries
monetary growth had often been unwisely stimulative",

and so Ministers "resolved to avoid this" (paragraph 8).
Concentrating on longer term policies allowed countries
to ignore their differences. Whether these differences

on the immediate situation will enable governments to
stick to their longer term strategy, or whether they will,
ipe=fact. i be - forced off course by events, should only

i




become apparcnt afler some time. If the OECD strategy is
achieved, Ministers will have succeeded in producing
sustained, non-inflationary, high unemployment stagnation.

Macro-economic framework

4. In spite of Ministers' concern with the recent rise
in interest rates, they agreed that monetary policy
should remain tight in order to achieve lower inflation
(paragraphs 7 and 8). This overriding concern with
inflation means that credit will remain expensive and
limited. Money supply will be set so that it can
accommodate "real growth" only, but not "nominal growth"
due to inflation, nor "quasi-growth" due to aovernment
budget deficits. Thus, the communiqué can be seen as an
endorsement of the US Federal Reserve policy.

5. Fiscal policy will continue to concentrate on reducing
government budget deficits and, where these have been
achieved, to reduce taxation (paragraph 9). Although

the emphasis is on reducing government expenditures,
there is an indication that where these cannot be
sufficiently reduced, taxes should be raised. This seems
to be a reference to the current debate in the United
States. The communiqué (paragraph 10) also urges govern-
ments to review their public expenditures in order to
control their overall growth as a proportion of national
output, and to make them more appropriate and flexible.
Reference is made to public investments and to helping
those in need, but the whole thrust is to reduce the role
of government in the economy .

6. The mix of monetary and fiscal policies in different
parts of the OECD area is such that each country has an
excuse for not taking action. In many European countries,
government budget deficits have already been significantly
reduced, yet they remain restrictive with the excuse that
US policy is reducing their room for manoeuvre. But the
communiqué does not address this issue of interdependence,
other than to call for a convergence of countries' econo-
mic¢ policies. An example of this is the reference to
exchange rates (paragraph 11), which offers no solution

to the wide currency fluctuations other than that govern-
ments should "pursue monetary and fiscal policies that

are sound and sustainable in themselves and which promote
convergence in economic policies". This continues the

position of the Williamsburg Summit last year. Immediately
after the Ministerial Council, the Group of Ten countries
failed to take any initiatives on exchange rates.

This will further delay Lhe convening of a new Bretton-

Woods conference, which has been urged by some countries, f
until the floating exchange rate system is de facto more i
stable due to countries' economic policies becoming more
similar. In the meantime, nothing is being done to reduce

the exchange rate chaos.




7. The theme of the communiqué is that growth will come,
and unemployment will fall, only if market forces are
allowed to operate. The Ministers' agreement to do

nothing to reduce unemployment and spread growth by
monetary and fiscal policies has meant that all the
emphasis is on achieving a better functioning of markets,
especially the labour market. This is summed up in the
jargon "Positive Adjustment Policies" (paragraph 13 and
Annex) and "labour market flexibility" (paragraph 14).
These policies cannot be seen as immediate solutions to
current problems because their attainment is put firmly
into the medium and long term (paragraph 15). The role

of governments is to supervise the functioning of markets
in order to remove regulations, obstacles and impediments.
The communiqué makes no attempt to see how markets can
function better in a social context. This implies that
governments are less than sincere when they say (paragraph
6) that fairness should be a consideration in the process
of structural change.

8. The OECD's work on Positive Adjustment Policies has
been going on for many years, and Ministers regularly
endorse this work. In the name of flexible economic
structures it advocates less government intervention.
Industrial policy should consist of giving a greater role
to market forces. Like declarations in favour of free
trade, there is a degree of complicity that Positive
Adjustment Policies are not always adhered to.

9. Unemployment was not a major concern of the Ministerial
Council. No policies were adopted to bring it down qilrite leiliys
Instead, Ministers believe that unemployment will slowly

be tackled by ensuring that, as growth proceeds, labour
markets are flexible, wage differentials widen and wages
will not increase. Unemplayment is considered Lo be-a
measure of the rigidity of the market mechanism: if
unemployment is low then the market forces have been
allowed to operate; if unemployment is high then there

must exist obstacles to the smooth functioning of the
market, which should be removed. Although the communiqué
(paragraph 14) does say that labour market policies should
"help workers and affected communities to adjust", the
emphasis is on achieving a collective bargaining outcome
which reduces wages in sectors and skills where unemployment
is high. The communiqué also says that, "where appropriate,
specific action to influence the development of incomes

may also play a positive role in mastering inflation and
fostering employment". This could mean anything from an
incomes policy, to de-indexation, to abolition of labour
protection legislation such as the minimum wage. The
Ministers are aware that such sensitive issues require
consultation with the employers and trade unions, and

so have asked the OECD to work in close contact with BIAC
and TUAC. It would appear difficult, however, to restrict
discussion to these matters when governments seem unable

to take initiatives on other macro-economic issues.
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Developing countries (paragraphs 16 - 25)

10. International economic interdependence was discussed
solely in the context of relations between the OECD aresa
and developing countries. Underlying Ministers' concern
with the ability of debtor countries to manage their
debt burden is the realisation that:
(i) The debt problem will be a recurrent feature for
many years as rescheduled debts become due;

(ii) The debt problem restricts the room for manoeuvre
of OECD (and especially U.S.) domestic monetary
policy because the debt burden is sensitive to
interest rate movements; and

(iii) The amount of public money available to underpin
International Monetary Fund conditionality (which
imposes the adjustment policies required before
banks will renegotiate debts) is insufficent to
avoid the adjustment from being unduly harsh and
disruptive.

11. The communiqué indicates that Ministers are prepared
to take a longer term view of the debt problem. It takes

a step towards the construction of a framework within which
individual, case by case debt solutions can be discussed.
This framework implies the "promise" that extra private
and public resource flows may be forthcoming from OECD
countries if the developing countries adopt more market
orientated policies. The "trickle down" of growth approach
to development and debt problems, which was a feature of
last year's Ministerial Council and the Williamsburg
Summit, is still valid and is now put into the longer

term context of those policies which are good enough

for the OECD are also good enough for the developing coun-
tries. However, achieving these policy adjustments will
take more time than IMF austerity programmes imply, and
will require maintained, and if possible increased resource
flows to the developing countries. It is uncertain whether
merely applying OECD economic principles to developing
countries is an adequate or workable development strategy,
whether it will be acceptable to developing countries, and
whether it will be aborted in the short term by events
such as interest rate increases.

12. The communiqué (paragraph 20) reviews the relationship
between the IMF and the World Bank, and suggests that
greater cooperation between the short term economic
adjustment function of the IMF and the longer term
development function of the World Bank would help achieve
these goals. At present, the World Bank is mainly involved
in financing specific projects. The communiqué implies that
in future it will be involved in financing overall struc-
tural adjustment so that the economies of developing
countries become more tailored to world market requirements
and to private enterprise. This could mean a greater private
sector influence on the World Bank if the role of govern-
ment as the engine of development is proscribed.

i



13. Existing resources to enable the World Bank to become
the de facto "structural adjustment facility" of the IMF
may not be adequate. This was not specifically addressed
in the communiqué. However, the communiqué does say that
"these institutions must have adequate support" (para-
graph 21) and that replenishment of the World Bank's
International Development Association funds "is a high
priority". A step towards this was achieved immediately
after the Ministerial Council meeting when the United
States unblocked Japan's attempt to become the second
largest contributor to the IDA, which the U.S5. had
insisted be conditional upon liberalisation of Japan's
financial markets.

14. The Ministers stressed the need for greater policy
coordination to increase the effectiveness of aid
(paragraph 21). They also emphasised the advantages

of increasing direct foreign investment by multinational
enterprises in developing countries, and asked the OECD
to identify "the main policies and conditions in host
and investor countries most conducive to promoting
direct investment" (paragraph 23). However, the concrete
negotiations to achieve these conditions for direct
foreign investment will remain on a bilateral basis.

The OECD has been emphasising that resource flows to
developing countries should have a greater proportion

of direct investment and a smaller proportion of bank
loans. The role of direct investment flows, and the

OECD principles under which this should take place, were
underlined in Chapter 5 of the 1984 Review of the OECD
Declaration on International Investment and Multinational
Enterprises, which was adopted by the Ministerial Council
(paragraph 35). The TUAC submission stressed that direct
investment to developing countries should follow the

ILO Declaratinn, but this was not mentioned in the
communiqué.

15. The communiqué (paragraph 24) emphasised that open
trade was an essential part of the development strategy,
and that this would require structural change in the

OECD and developing countries in order to accommodate new
entrants into the world trading system. No agreement was
achieved on the practice of mixing aid and trade credits,
which is perceived as a trade distortion. The text of
paragraph 22 is a compromise, and further work will be
done on this issue (paragraph 29). An early test of

the OECD's approach will occur al the forthcoming UNIDO IV
conference. The Ministers (paragraph 25) pledgcd themselves
to make a pousitive contribution to this conference: but
last year they pledged the same regarding the UNCTAD
conference which produced little result.



International trade (paragraphs 28 - 34)

16. A major feature of the attempts to promote the
operations of markets is the so-called "roll-back" of
those protectionist measures which were erected during

the recessionary years, and to further liberalise world
trade. This involves both trade restrictions at the
frontiers, and trade distorting measures (e.g. subsidies)
in domestic economies. Since this initiative was launched
last year little progress towards liberalisation has been
achieved. On the contrary, as trade imbalances grow,
unemployment levels increase and insecurity of future
incomes are augmented,there has been further protectionism.
It is probable that governments are waiting to see firmer
signs of recovery before reducing barriers to any meaning-
ful extent. Nevertheless, Ministers reaffirmed that free
trade is an essential element in the argument for flexible
economic structures: in terms both of the means of achie-
ving flexible markets, and of the need for flexible res-
ponses to trade pressures.

17. The Ministerial Council agreed to accelerate to 1985
the tariff cuts due for 1986 under the Tokyo Round, and
to remove all remaining barriers to entry of imports from
the least developed countries (paragraph 28). These
measures are probably more of symbolic importance than
having a dramatic impact on trade volumes. Nevertheless,
they will require legislation in most countries. The
communiqué makes no attempt to establish, as the TUAC
called for in its Statement, anticipatory measures to
assist workers and communities to cope with trade adjus-
ment.

18. The communiqué gives the OECD an extensive work
programme to study practical opportunities for further
trade liberalisation. A sector by sector identification
will be made, and this is mentioned in the same sub-
paragraph as identification of possibilities for "concerted
action" and expanded imports from developing countries
(paragraph 29 i).1t will be necessary to follow closely
what is meant by concerted action. Further efforts will
be made to reach international agreement on safeguards
against disruptive imports, since the GATT mechanism

has largely been discredited by bilateral "voluntary"
agreements (paragraph 29 iv). Ministers talléd for
improved information disclosure of governments' domestic
measures which distort trade, and for evidence of their
removal as part of each countries' economic adjustment.
This information includes subsidies and industrial

policies.

19. There has been a lot of talk of a new trade libera-
lisation round after the Tokyo Round has been implemented
and the Ministerial Council has encouraged this process by
calling for a number of studies (paragraph 30). Areas
identified are services (paragraph 31), high technology
products (paragraph 32), and agriculture and fisheries
(paragraph 33).
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20. Paragraph 34 acknowledges a reporl on trade and
compelition policy that was initiated at last year's
Ministerial Council. TUAC was consulted on this report,
which, amongst other things, drew attention to the
ambiguous competitive relationship of multinational
enterprises' subsidiaries. This was not referred to

in the communiqué; instead, it mentions export cartels
and voluntary export restraints which are frequently
government endorsed. Ministers continued to stress the
advantages to consumers of free trade, without talking
about the disadvantages. There will be an OECD conference
on Consumer Policy and International Trade in November,
1984, in which TUAC will participate.

International Investment (paragraphs 35 - 37)

21. These paragraphs are the culmination of the 1984
Review of the 1976 Declaration on International Invest-
ment and Multinational Enterprises. Insofar as the
Ministers have set priorities for the next six years,
until the next review, the thrust is towards greater
liberalisation and freedom of action for multinational
enterprises, and less concern with obligations on
multinational enteprises. By singling out (paragraph 37)
the application of the National Treatment instrument,
governments have effectively shown their lack of concern
with the non-implementation of the Declaration's other

two instruments, particularly of the Guidelines which

is a voluntary code addressed to multinational enter-
prises. This confirms that the already weak implementation
of the Guidelines has been further eroded, and that

the balance of implementation between the instruments

has been lost. Although paragraph 36 refers to conflicting
requirements on multinational enterprises arising from

the extraterritorial application of national Jurisdiction,
and to unitary taxation, the differences between countries
have not yet been resolved.

29.05.84/SMcC

Attached: Press articles.
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29, 1984, and the Treasury Department welcomes further

issues of Japanese government guaranteed bonds in the

U.S. capital market.
Reduction of the U.S. budget deficit,

The Treasury Department reaffirmed the U.S.
commitment to reducing its budget deficit, primarily
by cutting government spending. At President Reagan's
initiative, efforts to develop a deficit reduction plan
that would represent a "downpayment®™ on the deficit
have produced encouraging results. Recent
Congressional action has significantly enhanced thei
prospectes that legislation will be passed this year
that will have the effect of substantially reducing the

U.S. budget deficit,

The U.S. Administration will continue to explore
othcr alternativee that would reduce the deficit. 1In
this connection, it has proposed some longer-term
measures to address the problem, including a balanced
budget amendment and line-item veto authority for the

Presgident.

Eighth quota increase of the IMF,

(See Section IV.C.)

Seventh replenishment of the International Development.
Association (IDA VII).

{See Section IV.C.)
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PRIME MINISTER'S MEETING WITH AN INTERNATIONAL TRADE UNION
DELEGATION, THURSDAY, 31 MY

LONDON ECONOMIC SUMMIT

Points to Make

l. Noted twin objectives of TUAC paper, creating jobs and achievin

(o)

acceptable technological and structural change. Agree on
desirability of creating permanent, real jobs and on importance of
adapting to technological change in both new and existing
industries. But do not necessarily agree with methods of achieving

those objectives.

20 Useful to have TUAC's expression of views 1in advance of the
summit. As hosts welcome contribution these views make to work of
preparing Summit. Economic Summits do not set detail

ed policies for
individual countries to pursue. Aim is to achieve better

understanding of world economy and work towards common obj ive
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3. -Main objective for Summit will be to agree need to sustain
recovery and spread benefits to the rest of the world, as identified
by TUAC paper. Recognise trade as important transmission mechanism
for growth. Summit will be scekiny credible commitment on resisting
protectionism.

4, - Summit will be examining debt problems of developing countries
particularly in medium term contexXxt. Agree that lower interest

rates and greater exchange rate stability desirable, not only for

"debtor countries. Have made our views known to the Americans on
importance of their economy in this respect. But the key is
adjustment by debtor countries. Support the role of the IMF. Work

on international monetary system, as suggested at Williamsburg,

coentinues in G10.




.. An underlying theme of Summit will be need for structural
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to allow economy to grow. This process can be s
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using results of growth for productive investment to generat

(4]

employment. Public acceptance of new technology important 1in
o 78 o

realising it is beneficial for Jjob creation.

6. Note that TUAC documer* also submitted to OECD Ministerial
Meeting. Communigué of the meeting reflected some of TUAC concerns

notably need to make inrcads intc unemployment.
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7. Every year the Trade Uniocn Advisory Committee to the OECD (TUAC)
prepares a paper for presentation to the OECD Ministerial Meeting
and the annual 7-power Economic Summit. The text cof the paper is at
Annex A. The Prime Minister need read only the Summary. It is

traditional for an international trade union delegation to call on

, the Summit host in the long run up to the Summit itself to present

.this paper. The delegation will consist of representatives from the
.US, Germany, Japan, Italy and France led by Mr David Basnett,
Chairman of the TUAC.

8. Mr Lea, Assistant General Secretary of the TUC called on Sir
Robert Armstrong on 31 May to discuss the meeting with the Prime
Minister. He said that the TUC hoped it would be possible to
present the meeting with the Prime Minister as useful, both to the
press immediately afterwards and in the report that would be made to
the [PUC s Economic.Committee dn June. “8ir Sobart Armstrong's minute
of 22 May toc Mr Coles (Annex B) describes the importance of a

positive outcome to the meeting.

9. Mr Lea said he hoped the meeting with the Prime Minister might
concentrate on the elements in the TUAC paper with which we could
agree, particularly the 2 main themes (of creating jobs and

achieving technological and structural change in a positive way) and

' the need to ensure that everyone shared in the benefits of recovery.

He hoped the Prime Minister would be able to commend the TUAC
document to her Summit colleagues as a constructive contribution to
their debate even though she did not ayree with it'entirely. Mr Lea
identified two areas which it might not be profitable to discuss in

detail, namely: .

.a) the view that recovery might be helped by a reduction in real

' wages associated with a weakening of trade unionism.

b) the trade unions' view that high employment could not be

' restored without a reduction in working hours, which the unions dig

not see as being a barrier to increase competitivity.



.Lea said he hoped

something helpful

affected by it and to bring about their involvement in and

e Prime Minister would be able to say
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10 The approach of the TUAC document 1s both dif
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more detailed than that outiined in the thematic paper for the

London Economic Summit (text at AnneXx C). The OECD Ministerial did

not endorse the thrust of the TUAC's strategy. While the TUAC

document agrees that

say how the measures

paid- for. It sees

s
infrastructure, investment, negotiating structural change and flows

d

inflation should not be rekindled, it does not

which it proposzs should be introduced wculd be

o

greater role for governments in such field

of finance for developing countries. The paper argues

unconvincingly that its proposals, particularly higher government

capital expenditure, are in part self-financing. But it does not

explain how the cost of extra public expenditure would be funded nor

the inflationary dangers avoided. The document's judgement that

present policies have not been successful seems premature.

Prospects generally seem better in the countries which have had mecst

success in reducing inflation.

g1 Nevertheless

- document and the thema

' growth;
5 b) both stress
widely;

‘c) both accept
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a) both documents recognise the need for soundly based economic

he need to spread the benefits of growth more

.

he need to avoid rekindling inflation (the TUAC

eg the first sentence of "para: l)i:

g

rowth in world trade (although the TUAC link

the expansion of domestic markets');

e) both want lower 1interest rates and' greater stability in

exchange marrcts;
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12, EUROPEAN TRADE UNION CONFEDERATION: he UK
among Western European CO e

: employment conference organised by the ETUC in Strasbourg in April.

t

We felt there was little to be gained in hearing familiar argument

c

rehearsed in an unsympathetic forum, particularly as in Februar
Departﬁent of Employment Minister (Mr Gummer) met overseas
coclleagues to consider problems of employment growth at a time of
structural change at a high-level conference organised by the OECD.

Mr Basnett, as Chairman of the TUAC, alsc attended.
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