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10 November, 1981.

Ottawa Statement on Terrorism

The Prime Minister has seen your letter '
to me of ® November on this subject, and as
I have already told you on the telephone,
agrees that our officials should be
instructed to proceed as the Foreign and
Commonwealth Secretary has proposed.

l'-! T
IVE. ¢
u ¥ w_ia - I

Francis Richasds, Esq.,
Foreign and Commonwealth Office.
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Ottawa Summit Statement on Terrorism

We last wrote on this subject in Augﬁg; when the Prime
Minister gave her agreement to our attempting to persuade the Seven
to deliver an ultimatum to Afghanistan in spite of French
resistance (Willie Rickett's letter of 28 August to me). This
initiative on our part unfortunately led nowhere; the Germans
would not commit themselves until there had been a definite state-
ment of the French position. Only recently have the French
finally declared their decision to limit their action to
denouncing their Air Services Agreement (ASA) with Afghanistan,
effective in a year's time (this was contained in a letter 'from
President Mitterrand replying to a message from Prime Minister
Trudeau, a copy of which is attached). The Germans have since
decided to follow the same course of action as the French, in spite
of a message of encouragement from Mr Haig to Herr Genscher and
bilateral discussions with FCO officials held with them in Bonn.

We have therefore reached the point referred to in Willie
Rickett's letter in which Lord Carrington would consult the Prime
Minister on the next step. The Secretary of State for Trade also
indicated in the same correspondence that in this situation he
would like to give further thought to our position. The United
Kingdom now has three options, none of them entirely satisfactory:

(a) Unilateral action. We could go ahead forthwith, after
suitable notification to the Afghans, with the
suspension of the Afghan Airline's service to London
simply by terminating its temporary operating permit.

Parallel action on the same time-scale as the French
and Germans: ie we would announce that we would suspend
Afghan Airline's service to London at one year's
notice. (We would, of course, not denounce our ASA
with Afghanistan since we do not have one.)

We could argue that since so much time has passed
since the PIA hijacking (in March) few people would
notice if the Seven took no further action whereas
action by the Seven along the lines now envisaged
would merely draw attention to the Seven's lack of
determination.

The Secretary of State'considers that option (e) ds
unacgggtable, because the Ottawa Declaration promised definite

action, He considers that there are a number of disadvantages to
e

/option (a)
CONFIDENTIAL




CONFIDENTIAL
s

It would expose us to retaliation by the Karmal regime

ission in Kabul (and they have recently been making
some threats); and it would make it harder for the Seven to claim
publicly that they were acting in a united fashion., Unilateral
action would have the advantages of consistency with our approach
hitherto and of demonstrating solidarity with Pakistan, but in Lord
Carrington's view these do not outweigh the disadvantages of
breaking ranks with our partners.

He therefore considers that to preserve what we can of the
unity of the Seven, and to make a real if belated move against
Afghan interests, the right course is for us to fall in with the °
French and the Germans and suspend air_geryices at a year's notice.
I e Prime MinT8Ter and the Secretary of State for Trade agree,
our officials would be instructed to emphasise that in view of our
strong views on the subject our preference would have been to suspend
the Afghan services immediately even if that meant acting unilater-
ally; but that in order to keep a united front with our partners we
were prepared to fall into line with the French and Germans. We
nevertheless regarded this as an unsatisfactory outcome of the Ottawa
decision. In public, of course, our common action would need to be
presented positively in order to have the maximum deterrent effect
both against the Afghans and against would-be hijackers in the
future.

Lord Carrington believes in addition that the Seven should look
again at the principle and mechanisms of the Bonn Declaration. In
conception, the Bonn Declaration was intended to ensure an automatic
response by the Seven to incidents of international terrorism and
hijacking. Our experience has shown that, whatever the intentions of
those who signed the Declaration, it is not in practice possible to
bind political leaders in advance in this way,.

There is likely to be a meeting of the officials from the Seven
countries in New York on 10 November. Subject to the Prime Minister's
views and those of Mr Biffen, Lord Carrington therefore proposes that
at that meeting our officials should be instructed:

(a) to tell their colleagues that we will now fall in (under
protest) with the Franco/German line, and

(b) propose that the experts of the Seven should conduct a
realistic review, as soon as possible, about practical
measures based on the Bonn Declaration for the future.

M O'D B Alexander Esq
10 Downing St

CONFIDENTIAL
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~~~APPLICATION CF BONN DECLARATION To AFGEANTISTAN: FHENCH
- REPLY

'FRENCE EMB DFLIVERED TODAY COPY OF MITTERANDS LETTER 0 PM

TRUDELD : QUCTE

BESINS MONSIEUR LE PREMIER MINISTRE,

.UOUS AVEZ BIEN VOULU M ENTRETENIR PAR VOTRE LETTRE DI

20SEP DE LA DECISION QUE NOUS AVIONS ADOPTEE EN COMMIN

LORS DU SOMMET D OTT EN VUE DE L APPLICATION DE LA DECLARATION

LE BONN A L AFGEANISTAN.

LA FRANGE ENTEND BIEN EVIDEMMENT APPLIQUER CE?TE DECISION

MAIS NE SAURAIT L FAIRE QUE DANS LES CONDITIONS PREVUES PAR
LE DROIT INNATL.OR:COMME VOUS LE SAVEZ,NOUS 30MMES LIES AVEC

L AFSHANISTAN PAR UN ACCORD Aw®IEN QUT DONNE A LA COMPAINIR

ARTANA LE DROIT DE DESSTRVIR PARIS.NOUS NE POUVONS LUI RFT [ER

T
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CE DPOIT EN MECONNAISSANCT DU TEXTE QUI NOUS LIK.IL NO.S
FAUT DONG POUR ABOUTIR 4 LA SOLUTION CONVENUE.DENOMCEX ‘NOTRE
ACCORD AVEC L AFGHANISTAN ET CETTE DENONCIATION Ny PEUT DCRTER
F¥FET QU AU BOUT D UN AN.

AINSI QUE M CHEYSSON L AVAIT PRECISE A OTT A M MACSTIGAN T

A'SES'POTLF“UVS NOUS DIMEUXONS LISPOSES & TOUT MOMENT & PROCELZR

. ?;A UHE TE LLE meow01amlow AIP 1 OUE UOUo BN AVEZ ETE IﬁFonME

ACTION EN CE DOMAINE AVEC NOS PARTENAIRLS,EN PARTICULIER AVEC
LE ROYAUME-UNI ET 1A REPUBLIQUE FEDFRALE D ALLEMAINE 0L SONT
LES SZULS PARMI LES SEPT A AVOIR,COMME NOUS-MEMES,LDES
RELATIONS AZRIENNTS AVEC L AFGHANISTAN.

JE VOUS PRIE D ASREER,MONSIFUR LE PREMIER MINI 2 1R1,L ASSURANCE
DE MA HAUTE CONSIDERATION. FRANCOIS MITTERAND. BNDS.

2. AS TOU WILL NOTE* LITTER COiTﬂlNa NO/NO. SURPRISEZ.FRENCH =ILL
(INTORM US 0CT26 WEETHER THEY WISH CDA AS CEMN \O GIVE TEX?

OF LET TO REMAINING MEMBERS OF SEVEN OR NPITHE? THEY WISH T0
DO THIS THEMSELVES AS ORIGINATORS.YOU SFOULD THEREFORE

NOT/NOT LISCUSS CONTENTS OF LE@'WIMH'YOUR INTERLGCUTORS TiMTIT,

THIS POINT IS RESOLVED.YOU WILL NOTE THAT FRENCH SUGGEST
THAT THREE COUNT'{IEQ ACTIVILLY INVOLVED IN Au"‘ION AGATNCT
AFGHANISTAN SEOULD COORDINATE THEIR AC7TION.WF ASSUME TEAT
THIS :!ILL B& DONE THROYGH A MT5 OF THREE AND TEAT IT WILL
.'s .3 .
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NOT/NOT BE NECESSARY TO BRING IN TEE FOUR PARTNERS TYAT ARE

NOT/NOT DIRECTLY INVOLVEL.
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10 DOWNING STREET

From the Private Secretary 11 September 1981

hea Cpz . binthis

The Prime Minister has asked me to

thank you for your letter to her of
2 September about the action taken at the
Ottawa Summit in regard to the PIA hijacking

in Afghanistan.

She was most grateful to you for writing.

Captain M;E. Wallis
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Ottawa Summit Statement
on Terrorism

The Prime Minister has seen your letter
addregsed to Willie Rickett of 4 Beptember
on this subject.

She has agreed to raise it with President
Mitterrand. I should be grateful if you could
provide briefing.

MICHAEL ALEXNADER

Francis Richards, Esq.,
Foreign and Commonwealth Office
CONFIDENTIAL
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" Ottawa Summit Statement on Terrorism

I am enclosing a copy of a note from the Canadian
High Commission which contains the text of a letter
from Mr Trudeau to Chancellor Schmidt. The
Canadian Tigh Commission have asked us to convey the text
of this letter to the Prime Minister. ’
As you will see, the line which Mr Trudeau has taken
with Chancellor Schmidt parallels the line proposed
in my letter of August with which the Prime Minister
agreed (your letter of 2§/hugust refers).

The German reaction as reported in Bonn telegram no
656 (a copy of which I enclose) is not encouraging. If
we are to salvage anything from the Oftawa Statement,
Lord Carrington agrees with Mr Biffen that the Prime
Minister might use the opportunity of the Summit to
raise the matter with President Mitterrand. If the
Prime Minister is willing to do so we shall provide
briefing. Lord Carrington does not think we can rely
on” MT Trudgau writing to President Mitterrand, or
writing in sufficiently forthright terms, to persuade
the French to return to the course of action agreed at
Ottawa.

vt |

(F N Richards)
Private Secretary

William Rickett Esq
10 Downing Street
LONDON

SW1




# President: THE LORD BESWICK J.P. ( -
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FROM THE x Telephone: 01-759 9331/5
CHAIRMAN'S OFFICE Cables: Aeropilot Hayes Middx.

e

THE BRITISH AIR LINE PILOTS ASSOCIATION
8! NEW ROAD HARLINGTON HAYES MIDDLESEX UB3 5BG

5 LEG 3/1/5.MEW/SEB 2nd September 1981

Rt. Hon. Margaret Thatcher, MP,
Prime Minister,

10 Downing Street,

London SW1.

Dear Madam,

The British Air Line Pilots Association would like to
offer their thanks for the action taken at the Ottawa Summit
by yourself and fellow Heads of State and Government in
implementing the principles of the 1978 Bonn Declaration
particularly with respect to the PIA hi-jacking in Afghanistan.

My Association has for many years advocated this type of
international co-operation in the prevention of terrorism and
aircraft hi-jacking and it is a pleasure to see some positive
action at last. |

ithfully,
\

M.E. WALLIS

Vice President: Lord Harvey of Prestbury, C.B.E.
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Note No. 47

The Canadian High Commission presents its
compliments to tﬁe Foreign and Commonwealth Office and
has the honour to refer to the Bonn Declaration on
hijacking aﬁd that pdrtion of the Ottawa Summit Statement
which referred to the implementation of the Declaration
against Afghanistan. |

The Prime Minister of Canada has written a letter:
on this subject to Chancellor Schmidt of the Federal
Republic of Germany, the text of which was delivered to the
Chancellor by the Canadian Embéssy in Bonn on September 1,
1981. The Chancellor's office agrees that the text of this
letter may be conveyed to the Prime Minister of Great Britain

‘mand Northern ireland and the Canadian High Commission would

be most grateful if this could be done. The text of the

letter isias. follows:

-

"Dear Chancellor Schmidt: o

i amwriting.fﬁ}ther to the July 20
Qttawa'Summit statément on terrorism (attached) ,
and particularly the'portion dealing with :

'implementing_the Bonn'Hijacking Declaration




against Afghanistan. Despite encouraging develop-
" ments at the Ottawa Summit, the French Government
has recently gone back to its position that it is
unable to suspend air_links with Afghanistan due
to perceived legal constraints arising out of its
bilateral air agreement; It seems to be prepared,
though, to give one year's notice of termination
under that‘agreement. France has consistently
expressed this view since 1978 and I do not expect
them to change their position.

i realize_that of the Summit Seven, only

the Federal Repubiic and France have bilateral air-

agreements with Afghanistan, although the United

Kingdom allows air services under a permit. I
also am aware that only the Federal Republic would
face the possibility of a legal challenge from
.Afghanistan should-yon suspend flights now while
\France merely gave a year's notice. On this point;
‘you should know that Canada would be prepared to_.-i
T.;]o:l.n the Federal Republic in any such action with
a separate claim against Afghanistan for breach of
.its legal obligations, in view of the fact that we

-

had passengers aboard the hijacked aircraft.,'




Because of the strong statement issued
in Ottawa, because Pakistan has decided immediately
to cut air links with'Afghanistan, and hecause
implementation of the Ottawa statement in less than
satisfactory terms will tend to undermine our
- credibility, I hope that both the Federal Republic _‘
and the United Kingdom will decide to take strong
action and suspend flights with Afghanistan. I fear g
that otherwise‘the'deterrent effect of the Bonn
Hijacking Declaration would be irretrievably lost
and an important element in our fight against
terrorism would be seriously-compromised. .
lt is unfortunate that the French take |
the position they are unable to suspend flights
f’immediately, but in view of the situation and in
.order to make progress towards our goal of
'g.reducing terrorist incidents, I ‘hope that the

Federal Republic and the United Kingdom will be

'gable to act together without further delay.

'Yours,sincerely," :

-




The Canadian High Commission avails itself of
this opportunity to renew to the Foreign and Commonwealth

Office the assurances of its highest consideration.

LONDON, September 2, 1981
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TELEGRAM NUMBER 855 OF 2 SEPTEMBER
INFO PRIORITY PARIS OTTAWA WASHINGTON ROME TOXYO ISLAMABAD KABUL

YOUR TELEGRAM NO 3543 OTTAWA SUMMIT DECLARATION ON TERROR|SM

1. ACTION TAKEN TODAY WITH POHRIS (HEAD CF DEPARTMENT MFA) AND HIS
DEPUTY WILMANNS (IN FLEISCHHAUER’S ABSENCE ON LEAVE).

i |
2, PORRIS SAID THAT THEY UNDERSTOOD THE CANADIAN AMBASSADOR IN PARIS
wOULD BE DELIVERING A LETTER TODAY FROM PRIME MINISTER TRUDEAU TO
PRESIDENT MITTERRAND APPEALING TO HIM TO HONOUR HIS AGREEMENT AT
MONTEBELLO, THE CANAD|AN EMBASSY IN BONN HAD DELIVERED YESTERDAY,
1 SEPTEMBER A LETTER FRCM MR TRUDEAU TO CHANCELLOR SCHMIDT WHICH
POHRIS HAD NOT YET SEEN, THE. GERMANS UNDERSTAND FROM THE .
CANADIANS HERE THAT M. TRUDEAU MAY ALSO BE WRITING TO THE PRIME

MINISTER,

3. THE GERMANS CONSIDERED IN ANY CASE THAT THEY HAD BEEN PROMISED. - '
A REPLY FROM THE ELYSEE TO THEIR DEMARCHE AND SHOULD AWAIT THAT
REPLY. NOW THAT A DIRECT APPEAL FROM M., TRUDEAU WAS BEFORE M.
MITTERRAND, WHO HAD RECENTLY RETURNED FROM HOL|DAY, THEY WERE THE
MORE CONVINCED THAT THEY MUST AWAIT THE FRENCH PRESIDENT'S

RESPONSE BEFORE CONSIDERING FURTHER ACTION,

4, POHRIS WENT ON TO SAY THAT IF A NEGATIVE RESPONSE WAS RECEIVED
IT WOULD NEED EVALUATING TO SEE WHETHER FURTHER REPRESENTATIONS

WOULD BE OF ANY USE, AND THE EXPERTS WOULD HAVE TO CONSULT TO
DECIDE WHAT ACTION TO TAKE. WE STRESSED THE NEED FOR ACTION AS SOON

AS POSSIBLE (PARA 1 OF TUR), THE GERMANS ACCEPTED THIS BUT CONSIDERED
IT EVEN MORE IMPORTANT TO ACT IN THE LIGHT OF THE FRENCH ANSWER AND

IN A CONCERTED FASHION,

5. GERMAN COMMENTS ON THE POSSIBILITY OF SUSPENDING SERVICES WITH
US ALONE IF THE FRENCH ANSWER WAS NEGATIVE WERE DISCOURAGING. THEY

EMPHASISED THAT THIS WOULD CLEARLY NOT BE CONCERTED ACTION ON WHICH,
AS THEY UNDERSTOOD IT, THE SENEVA MEETING HAD AGREED, FOR THE FRENCH

TO DENOUNCE WITH ONE YEAR’S NOTICE AND THE GERMANS TO SUSPEND
IMMEDIATELY WOULD CAST DOUET ON THE LEGAL POSITION. POHRIS EXPANDED
ON THE THECRETICAL POSSIBILITY OF AN ACTION BY ARIANA IN THE GERMAN
ADMINISTRATIVE COURTS WHICH COULD CONCEIVABLY LEAD TO AN INJUNCTION
REbTRAINI\G THE. GOVEQNMEHT FRCM SUSPEMDING SERVICES,

Mf-,o.?-’/é’ | CONFIDENTIAL fe.
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6. WE PUT THE SUGGESTION IN PARA 4 OF TUR THAT IT COULD BE LESS
 EMBARRASSING IF THE FRENCH DID NOT DENOUNCE, POHR1S PERSONALLY DID
NOT THINK THIS WOULD AVOID THE EMBARRASSMENT. AR IANA FLIGHTS WOULD
THEN CONTINUE INDEFINITELY TO PASS FROM MOSCOW TO PARIS THROUGH

FRG AIRSPACE YET wOULD NOT BE PERMITTED TO LAND IN FRANKFURT. THE
DIFFERENCE OF LEGAL POSITION WOULD BE JUST AS APPARENT, HE SPECULATED

THAT THE OUTCOME WHICH WOULD BEST RESTORE UNITY AMONG THE SEVEN
WOULD BE FOR THE FRENCH AND GERMANS BOTH TO DENCUNCE WITH ONE YEAR'S

NOTICE.

7. COMMENTS. POHR1S AND WILMANNS EMPHASISED THAT THE COMMENTS IN
PARAS 4 AND 5 ABOVE WERE ONLY PERSONAL. OMCE THE FRENCH ANSWER WAS
RECEIVED THEY “OULD HAVE TO REFER UP FOR INSTRUCTICNS. BUT IT WAS
CLEAR THAT THE ADVICE FROM HEAD OF DEPARTMENT LEVEL wOULD NOT BE IN
FAVOUR |F SUSPENDING SERVICES IMMEDIATELY |F THE FRENCH WOULD NOT

JOIN .IN,

TAYLOR COPIES SENT TO
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.DEPARTMENT OF TRADE - 1 VICTORIA STREET LONDON SWiH OET Telephone 01-215 7877

CONFIDENTTIAT,

Fromthe Secretary of State ﬂ""x
Francis Richards Esq

Private Secretary to the !
Secretary of State for B
ﬂorelgn and Commonwealth Affairs:
foreign and Commonwealth Office
Downing Street
Iondon, SW1A 2AL | September 1981

OTTAWA SUMMIT STATEMENT ON TERRORISM

Thank you for your letter of 2Z/A£;ust. Mr Biffen agrees with
Iord Carrington that we should¥adopt the third of the courses

which you describe. If, however, the French decision to go back on
the statement to which President Mitterrand agreed in Ottawa
prompts the Germans to do likewise, Mr Biffen would like to give
further thought to our own position.

Mr Biffen notes that there will be an opportunity at the
Anglo-French Summit in a fortnight's time to make it clear to
President Mitterrand that we regret the French decision not to
implement the public statement on terrorism agreed with the
other Heads of Government in Ottawa, and that there is still time
for France to take the steps. her partners are entitled to expect.

I am sending copies of this letter to Willie Rickett at Number 410
and to dJohn Halliday at the Home Office.

JOHN RHODES
Private Secretary

CONFIDENTIAT
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10 DOWNING STREET

From the Private Secretary 28 August 1981

OTTAWA SUMMIT STATEMENT ON TERRORISM

Thank you for your letter of 27 August.
The Prime Minister has agreed to the third
course of action set out in your letter;
that is to persuade our Summit colleagues
~that the 7 should still deliver an ultimatum
to Afghanistan. She notes that if the
Germans will not support us, the Foreign and
Commonwealth Secretary will consider further
what action we should take. ,

I am .,sending copies of this letter to
John Rhodes (Department of Trade) and John
Halliday (Home Office).

RICKETT

\Jll'ﬁs.

Francis Richards, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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Foreign and Commonwealth Office

@ London SWI1A 2AH

Mgpes. Foign Sectbmy’s

27 August 1981

s 7 (ths
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"Ottawa'Summiz;gyatement'on'TerroriSm

abedud — In the Ottawa Summit statement on terrorism and
hijacking, the Seven agreed to suspend air services
with Afghanistan unless Afghanistan immediately took
steps to comply with its international obligations by
prosecuting or handing over to Pakistan those involved
in the hijacking of a PIA aircraft in March. President
Mitterrand, in agreeing to the statement, appeared to
have overruled earlier French arguments that they could
not suspend air services immediately because of the
terms of their Air Services Agreement (ASA) with Afghanistan.
But despite lobbying by other members of the Seven,
the French, with President Mitterrand's explicit endorsement,
have reyerted to their fogxmer position (see Paris
telegram number 706, copy attacned). Only the Germans,
the French and ourselves have air links with Afghanistan;
if the French now refuse to act there is a risk that the
Germans, who also have an Air Services Agreement, will
follow suit. Meanwhile Pakistan has anticipated action by the
Seven by warning Afghanistan that Pakistan will sever air
services on 1 September unless Afghanistan complies with
its international obligations. Pakistan had hoped to
co-ordinate this action with the Seven. It is too late
for that but failure now to support Pakistan would
have obvious implications, both for the West's general
relations with Pakistan .and for our attempts to maintain
effective pressure over the Soviet invasion of
Afghanistan.

The value of the Ottawa Summit will be seriously
weakened if the Seven cannot act together; and the Bonn
Declaration itself will be seen to be toothless, if
ASAs are judged to take precedence over it. President
Mitterrand's decision therefore places us in an awkward
position., There are three courses we can pursue,

(i) try to persuade President Mitterrand to
drop French objections to taking
immediate action. Ideally, this should
be done by Mr Trudeau, as Chairman of
the Summit, but Canadian officials judge that for
bilateral political reasons the Canadian
Government may not wish to put too much
pressure on the French President. The
problem does not justify an attempt to
concert an approach by all the remaining members

/of
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of the Seven to President Mitterrand:
and Lord Carrington would not recommend
raising the matter bilaterally with the
Anglo/French Summit less than three
weeks away. Moreover, it is our
judgement that President Mitterrand is
unlikely to be shaken from his present
position, even by an approach at Head of
Government level;

‘take no action against Afghanistan. It

has always been accepted that the Seven should
try "to act -together, or not at all: .. In

this case, however, the commitment to action
was so clear that a decision not to impose
sanctions on Afghanistan would be seen as

an admission that the Seven are unable to act
together against terrorism. This would be
welcome news for the Babrak Kamal regime,

and might encourage other governments, which
had previously been deterred by the sanctions
threatened by the Bonn Declaration, to harbour
terrorists. In addition, Pakistan would

justifiably feel let down with the
implications mentioned above.

persuade the rest of the Seven that the
Seven should still deliver an ultimatum to
Afghanistan, despite French foot-dragging.
This is not an ideal course, but it should
enable the Seven to salvage something from
the Ottawa Statement.

Lord Carrington recommends that we adopt the third
course. He proposes that we should seek the agreement of
the rest of the Seven to this course, paying particular
attention to the Germans. Ideally we would like the rest
of the Seven to give notice to the Afghans on 1 September,

O coincide with the cessation of air services by Pakistan.
his means that we need to clear our lines with our partners
his week. The French would of course be informed of what
as proposed and encouraged to join in if they could, but
it would be made clear to them that they had no veto. I
should therefore be grateful to know as soon as possible
whether the Prime Minister Qr Mr_Bjffen have any objections
to the course of action outlined above. If the Germans will
not support us, we should risk being in the invidious position
.0f being alone with Pakistan in cutting air links with
\\Afghanistaﬂ'ﬁ'? In that event, Lord Carrington would wish to
consider further what action we should take.
—-“
I am copying this letter to the Private Secretaries to
the Secretary of State for Trade and the Home Secretary.

Willie Rickett Esq (F N Richar
10 Downing Street Private Sec
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TELEGRAM NUMBER 7¢6 OF 2¢ AUGUST 1981

INFO PRIORITY OTTAWA WASHINGTON ROME BONN TOKYO KABUL |SLAMABAD

YOUR TELNO 343: OTTAWA SUMMIT DECLARATION ON TERROR| SM

1.  THE ECONOMIC (AND ACTING POLITICAL) ADVISER AT THE ELYSEE,
SAUTTER, TOLD ME LAST NIGHT THAT PRESIDENT MITTERRAND HAD DECIDED
THAT THERE COULD BE NO QUESTION OF AN ABRUPYT CESSATION OF FRENCH AIR
SERVICES TO AFGHANISTAN (SAUTTER DESCRIBED THIS AS CONF!RMATION OF
THE LINE TAKEN AT LUNCH ON 2¢ JULY BY M CHEYSSON), PRESIDENT
MITTERRAND WAS STILL CONSIDERING WHETHER THE FRANCO-AFGHAN AlR
SERVICES AGREEMENT SHOULD BE DENOUNCED = IE SO THAT FLIGHTS WOULD
TERMINATE 12 MONTHS LATER, BUT EVEN THIS WOULD PRESENT CONSI DERABLE

DIFFICULTIES,

!

2, THE CANAD| AN EMBASSY TOLD US TODAY THAT THEY HAD NE!THER SOUGHT
NOR RECEIVED ANY REPLY FROM THE FRENCH TO THEIR DEMARCHE AND THAT

THEY HAD HAD NO FURTHER INSTRUCTIONS FROM OTTAWA,

3. PARAGRAPH 1. ABOVE APPEARS TO REFLECT A RETURN TO THE FRENCH

LINE OF EXPRESSING DOUBTS ABOUT THE IMPLICATIONS IN INTERNATIONAL

LAW OF IMPOSING SANCTIONS UNDER THE BONN DECLARATION. CURRENT

FRENCH PRE-OCCUPATION WiTH THE PROBLEM OF GRANTING POLITICAL

ASYLUM TO THE | RANI AN EXILES WHO HIJACKED AN | RANI AN NAVAL VESSEL

IN THE MEDITERRANEAN HAS NO DOUBT AFFECTED THEIR ATTITUDE EVEN

THOUGH THE CASES ARE DIFFERENT., A CLOSER PARALLEL IS THE HIJACKING

BY BAN| SADR OF THE | RANIAN AEROPLANE TO GET HIM BACK TO FRANCE

WHERE HE HAS BEEN GIVEN POLITICAL ASYLUM. BUT THE FRENCH THEMSELVES

HAVE VOLUNTEERED NO INDICATION THAT MOTIVES OF THIS SORT LIE BEHIND

THEIR ATTITUDE TO THE BONN DECLARATION ALTHOUGH | GAVE AN OPPORTUNITY

TO DO SO TO THE POL)TICAL DIRECTOR AT THE QUAI WHEN | SAW HIM ON

TUESDAY, THIS TELEGRAM |
WES NOT |

PETRIE ADVANCED |
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OTTAWA SUMMIT STATEMENT ON TERRORISM

1. The Heads of State and Government, seriously
concerned about the active support given to
international terrorism through the supply of money and
arms to terrorist groups, and about the sanctuary and
training offered terrorists, as well as the
continuation of acts of violence and terrorism such as
aiveraft hijacking, hostage-~taking and attacks against
aiplomatic and consular personnel and premises,
reaffirm their determination vigorously to combat such
“lagrant violations of international law. Emphasizing
+hat all countries are threatened by acts of terrorism
in disregard of fundamental human rights, they resolve
to strengthen and broaden action within the
international community to prevent and punish such
acts.

2. The Heads of State and Government view with
particular concern the recent hijacking incidents which
threaten the safety of international civil aviation.
They recall and reaffirm the principles set forth in
the 1978 Bonn Declaration and note that there are
several hijackings which have not been resolved by
certain states in conformity with their obligations
under international law. They call upon the
governments concerned to discharge their obligations
promptly and thereby contribute to the safety of
international civil aviation.

3. The Heads of State and Government are
convinced that, in the case of the hijacking of a
Pakistan International Airlines aircraft in March, the
conduct of the Babrak Karmal government of Afghanistan,
both during the incident and subsequently in giving
refuge to the hijackers, was and is in flagrant breach
of its international obligations under the Hague
Convention to which Afghanistan is a party, and
constitutes a serious threat to air safety.
Consequently the Heads of State and Government propose
to suspend all flights to and from Afghanistan in
implementation of the Bonn Declaration unless
Afghanistan immediately takes steps to comply with its
obligations. Furthermore, they call upon all states
which share their concern for air safety to take
appropriate action to persuade Afghanistan to honour

its obligations.




A

4. Recalling the Venice Statement on the Taking
of Diplomatic Hostages, the Heads of State and
Government approve continued cooperation in the event
of attacks on diplomatic and consular establishments or
personnel of any of their governments. They undertake
that in the event of such incidents, their governments
will immediately consult on an appropriate response,
Moreover, they resolve that any state which directly
aids and abets the commission of terrorist acts
condemned in the Venice Statement, should face a prompt
international response. It was agreed to exchange
information on terrorist threats and activities, and to
explore cooperative measures for dealing with and
countering acts of terrorism, for promoting more
effective implementation of existing anti-terrorist
conventions, and for securing wider adherence to them.




10 DOWNING STREET

From the Private Secretary 20 August 1981

Thank you for your letter of 18 August, in which you asked
1f I could clarify the Prime Minister's remarks at Ottawa about
a code of practice on the treatment of private capital investment
in developing countries.

As you say, the Prime Minister has mentioned the possibility
of a code of practice several times. She tells me the idea 'was
first put forward by Mr. Biffen at her lunch with Mr. Trudeau on
26 June, and the record in Michael Alexander's letter to Roderic
Lyne of that date sets out the background. As you will see, the
Prime Minister has in mind a code of practice that protects private
investment in the third world from nationalisation or expropriation,
thereby encouraging a greater flow of private capital to developing
countries.

I have drawn the Prime Minister's attention to the negotiations
in the UN on a non mandatory code of practice on the operations
of transnational companies, which we hope will include clauses
protecting private investment from expropriation. But she is
aware that little progress has been made in these negotiations
since they were started in 1977. She has therefore asked for
advice on how her suggestion might be followed up if she were to
decide to pursue it. Since Mr. Biffen first floated this idea,
you may wish to consult John Rhodes on what exactly he had in mind.
I believe the Department of Industry will also have to be consulted
since they lead on the UN negotiations on transnational companies,

As far as the State Department are concerned, you may wish to
tell them that the Prime Minister was not proposing any definite
new policy initiatives. You could give our Embassy in Washington
discretion to explain the Prime Minister's thinking as outlined
above and to explore American reactions, but I leave you to judge
whether that would be useful.

I am copying this letter to Ian Ellison (Department of

Industry), John Rhodes (Department of Trade) and David Wright
(Cabinet Office).

P, B. S. RICKETT

Francis Richards, Esq.,
Foreign and Commonwealth Office.










Foreign and Commonwealth Office

London SWI1A 2AH

18 August 1981

The US State Department have asked our Embassy in
Washington for clarification of a remark made by the Prime
Minister at the Ottawa Summit about a code of practice on
the treatment of private capital investment in developing
countries. I enclose, for reference, a copy of the
relevant page of Sir R Armstrong's record of the Summit.

I also enclose extracts from Hansard col 501 of 23 July and
from your record of the Prime Minister's meeting with the
Australian Prime Minister on 30 July, two further occasions
on which she referred to the point.

The Prime Minister's suggestion does not arise from
the Summit briefing, and neither we nor the Departments of
Trade and Industry are sure whether the Prime Minister had
anything specific in mind. Would you, or David Wright, to
whom this letter is copied, be able to shed any further
light on the Prime Minister's thinking? If not, we shall
tell Washington that the Prime Minister was not going beyond
current official policy on investment protection. This is
based on the continuing negotiation of as many bilateral
investment protection agreements as possible, and includes
support for the current negotitions in the UN for a non-
mandatory code of conduct on the operations of transnational

companies.

Private S cretarX

;Willie Rickett Esgq
10 Downing Street
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Cabinet / Cabinet Committee Document

The following document, which was enclosed on this file, has been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate

CAB (CABINET OFFICE) CLASSES.

Reference:

Cc(81) 290 Conctudinns, Mirute 2

23 Ju&? (481

Signed Wv_w Date 28 i 3 20(( -
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T0 ROUTINE FCO

TELEGRAM NUMBER 641 OF 23 JULY 1981 g

INFO SAVING TO OTTAWA, BONN, TOKYO, ROME, WASHINGTON, BRUSSELS,
COPENHAGEN, DUBLIN, THE HAGUE, LUXEMBOURG, UKREP BRUSSELS,
ATHENS.

MY TELNO 637¢ OTTAWA SUMMIT: FRENCH PRESS TREATMENT,

1. FRENCH PRESS COMMENT ON THE OTTAWA SUMM|T HAS EVOLVED
A LITTLE FURTHER TODAY. ONE MAIN CONCLUSION WHICH HAS EMERGED

1S THAT 1T WAS PRESI DENT REAGAN’S SUMMIT (’’REAGAN REMAINS

ON TOP OF THE GAME’’ = LE QUOTIDIEN) AND THAT HE GOT HiS WAY
ON | SSUES SUCH AS US INTEREST RATES ON WHICH THE *’EUROPEANS’’
HAD WANTED TO PUT HIM |N THE DOCK. |

2, THE SECOND MAIN CDNG.USION DRAWN BY ALL THE PRESS 18 THAT
THE RESULTS ON ECONOMI C AND MONETARY HATTERS WERE MEAGRE,

TIA SUMMiT Wl THOUT CONCLUSION®? TS THE HEAEINE OF LE MONDE’S
EPl TORI AL DATED 23 JULY. FOR LE FI GARD (RI GHT = Wi NG) THE
FINAL COMMUNI QUE CAMOUFLLAGES RATHER THAN RESOLVES PROBLEMS,

3. LE QUOT} DI EN (CENTRI 8T) AND OTHER PAPERS DRAW COMFORT

FROM FRANCE’S SUCCESS IN GETTING HER CONCERNS ON T0 THE AGENDA.
LE MATIN (&CI ALI sT) BTRIKES A MORE POSITIVE NOTE BY CLAIMING
THAT THE OOMMUNIQUE’S PROMOTION OF UNEMPLOYMENT TO RANK EQUALLY
WITH | NFLATION WAS A SMALL REVOLUTION. LE QUOTIDI EN QUOTES

M. CHEYSSON AS SAYING THAT FIGURES ARE NOT EVERYTHING AND

THE IMPROVEMENT OF ECONOMH: INDI CATORS SHOULD NOT BE PUSHED TO
THE POINT OF PROVOKING A SOCI AL AND POLI TI CAL CRISIS. |T ASKS
WHETHER M, MI TTERRAND WILL HAVE TO REPEAT THIS AT THE 1982
SUMMIT IN PARIS.

4 LES ECHOS (BUSI NESS DAILY) SAYS THAT US |NTRANSI GENCE ON I NTEREST
RATES WILL OBLI GE EUROPE TO UNDERTAKE A NEW AND AMB1 TIOUS

STEP TOWARDS INTEGRATION. A NOTABLE FEATURE IN ALL PAPERS AND
ON TELEVI SION 1S THAT ALTHOUGH THERE ARE REPEATED REFERENCES

TO EUROPEAN SoLl DARITY THERE IS AN ALMOST COMPLETE ABSENCE OF

ANY MENTION OF BRITAIN OR THE B_RIII SH ROLE AT OTTAWA. IN TALKI NG
ABOUT EUROPEAN DEMANDS, LE QUOTIDIEN ADDS THE G.0SS THAT BY
*’EUROPEAN’’ SHOULD BE UNDERSTOOD **CONTI NENTAL®? AS GREAT

BRI Tt AN HAD GI VEN THE IMPRESSION OF GOING OFF ON 1 TS OWN,

LE MONDE ATTRIBUTED PRESI DENT REAGAN’S AGREEMENT TO GLOBAL

NEGOTI ATIONS TO THE EFFORTS OF MESSRS MI TTERRAND, SCHM{ DT,

TRUDEAU, SUZUKI AND SPADOLINI.
RESTRICTED




RESTRICTED

S« AS REGARDS PERSONALITIES, THE PRESS GI VES THE |MPRESSION
THAT PRESI DENT MI TTERRAND AND PRESIDENT REAGAN HIT IT OFF,
PRESI DENT M| TTERRAND COMMENTED TO THE PRESS ON HI'S RETURN TO
PARI'S THAT HE WAS IMPRESSED BY PRESIDENT REAGAN’S CONFI DENCE
IN WHAT HE WAS IOING. HE ADDED THAT HE TOO WAS CONFI DENT
IN HIS POLICIES. HE WAS LIKE PRESI DENT REAGAN AND PRES! DENT

REAGAN WAS LIKE HIM,

FCO PLEASE PASS SAVING TO OTTAWA, BONN, TOKYO, ROME, WASHINGTON,
BRUSSELS, COPENHAGEN, IDUBLIN, THE HAGUE, LUXEMBOURG, UKREP

BRUSSELS, ATHENS.

Hi BBERT,

[REPEATED AS REQUESTED]

-2-
RESTRICTED
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TO PRIORITY F ¢ O

TELEGRAM NUMBRER 2252 OF 93 JULY

INFO RONN, FARIS, ROME, OTTAWA, TOKYO, UKREP EC AND BIS NEW YORK

- —— -

M i i s i =

OTTAVA SUMMIT ¢ US PRESS COVERAGE

T-.—. i S —

1. PRESS COVERAGE HERE HAS BEEN FULL RATHER THAN MASSIVE, THE
SUMMIT WAS TO A CONSIDERARLE EXTENT REPLACED AS LEAD STORY BY
THE |SRAEL] ATTACKS IN LERANON: AND THE VERY EXTENSIVE COVERAGE
OF THE RUN-UP TO THME SUMMIT MAY HAVE BLUNTED EDITCRS' APPETITES
SOMEWHAT ,

2, THE FOCUS OF ATTENTION HAS BEEN ON PRESIDENT REAGAN'S FIRST
PERFORMANCE IN A MAJUCR INTERMATIONAL CONFEREMCE, AND PARTICULARLY
MIS HANDLING OF EUROPEAN CRITICISM OF US [NTEReST RATES, THE

CENERAL VERDICT IN TODAY’S COMMENTARIES IS THAT HE ACQUITTED

HIMSELF WELL, AND THAT THE SUMMIT WAS REASONARLY SUCCESSFUL OVERALL,

3, THE BALTIMORE SUN EDITORIAL COMMENTS THAT THE OTHER PARTICIPANTS
WILL NOW BE WELL AWARE THAT REAGAN IS AN EXTRAORDINARILY RESOLUTE
MAN, EVEN TO THE POINT OF STURBOANESS, AND YET HIGHLY SKILLED IN
THE POLITICAL ART OF AMIABLE PERSUASION, GUOTE WE COMSIDER MR
REAGAN 'S PERFORMANCE AT OTTAWA A SUCCESS NOT FECAUSE HE MOLIFIED
HIS PARTNERS, WHICY HE DID NOT, SUT BECAUSE HE LET THEM KNOYW WHAT
KIND OF AN AMERICAN PRESIDENT THEY HAVE TO DEAL WITH UNQUOTE.
REAGAN ALSO HAD THE OPPORTUNITY TO BECCME MORE QUOTE SENSITISED
UNGUGTE TO H41S PARTNERS’ CONCERNS, QUOTE THIS PERSONAL TOUCH, FAR

~ MORE THAN THE CIRCUILOCUTIONS OF COMMUNIQUES, IS WHAT MAKES THMESE
ANKUAL SUMMITS WORTHWHILE UNQUOTE.

L, THE NEV YORK TIMES EDITORIAL 1S MO<E SOMBRE ABOUT ALLIANCE
RELATIONSHIPS =~ QUOTE HOT IN A GERERATION HAVE THE INDUSTRIAL
DEMOCRACIES BEEN SO RADI'LY DIVIDED, O POLITICAL AND MILITARY
AS WELL AS ECOMOMIC 1SSUES UNQUOTE = BUT SEES SUMMITS AS MOKE
BATHER THAN TESS NECESSAKRY IN THESE RCUMSTANCES, IN THE EVENT T2




L AS WELL AS ECONOMIC §SSUES UNQUOTE = BUT SEES SUMMITS AS MORE

RATHER THAN LESS NECESSARY IN THESE CIRXCUMSTANCES. IN THE EVENT THE
US DID EXTRAORDINARILY VELL 1IN GETTII‘JG LS .V|E\t_-'3 10 THE MEDIA, .
"BUT LEFT THE ALLIES WITH THE IMPRESSION OF IDEOLOGICAL RIGIDITY
CLOTHED IN PRESIDENTIAL CHARM, MOTING FRENCH AND GERMAN CRITICISM

OF US INTEREST RATES, THE EDITORIAL ASSERTS THAT THE ALLIES

BELIEVE THAT HOREFMODQRATE TAX CUTS AND SOME DEFLATICN HERE WOULD
PERMIT A MEASURE OF RECOVERY IN EUROPE =~ WHMERE ECONOMIC WEAKNESS wipL
INJURE WESTERN DEFENCES AND ADD TO THE SOCIAL DISCONTENT THAT

BREEDS NEUTRALISM: AND IN THE THIRD WORLD = WHERE ECONOMIC CRISIS
AND POLITICAL INSTARILITY WILL OPEN KEY OPPORTUNITIES FOR SOVIET
ADVENTURE, THESE COKCERNS CAME ACROSS N OTTAWA, EVEN |F NO
CUARANTEE OF BETTER COORDINATION EMERGED, WITHCUT SUMMITS AND THE
FOOTHILL CONSULTATIONS THE CHANCES WOULD BE BLEAKER STILL,

D¢ A WALL STREET JOURNAL ARTICLE NOTES THAT SUMMITS HAVE COME

FULL CIRCLE, FROM TALKING, TO SPEGIFIC TARGET-SETTING, AND BACK

TO TALKING, FACED WITH A WIDE RANGE OF DIFFERENT ECONOMIC PROELEMS,
THE PARTICIPANTS OPTED FOR A BROAD RANGE OF ACCEPTARLE POLICIES
WHICH TIED NOBODY'S HANDS, THIS It NO WAY MEANS THAT SUMMITS ARE

A WASTE OF TIME, THE CHANCE FOR LEADERS TO LISTEN TO EACH OTHERS?
VIEWS FIRSTHAND 1S WORTH A GOOD DEAL IN TERMS OF IMPROVED
COOPERATION, PARTICULARLY IN TIMES OF CRIS)S.,

6. THE NEW YORK TIMES ALSO HAS A PIECE (COPY BY BAG) BY HEDRICK
SM!TH, WASHINGTON RUREAU CHIEF, EVIDENTLY THE RESULT OF AN INTER=-
VIEW WITH PRESIDENT REAGAN ON THE JOURNEY HOME. THIS RECORDS THE
PRESIDENT’S PLEASANT SURPRISE AT THE FIRMNESS OF MITTERRAND'S
ANTI-SOVIET STANCE 1 BUT ALSO LAYS GREAT STRESS ON REAGAN’S E£XPRESSED
QUOTE GRZAT ADMIRATION AND GREAT RESPECT UNQUOTE FOR THE PRINE
MINISTER, THIS 1S PARTLY BECAUSE OF LONG ACGUAINTANCE AND SIMILA=
RITY OF OUTLOOK, RUT ALSO PECAUSE QUOTE THERE WERE MANY TIMES IN
THOSE MEETINGS WHEN 1T WAS MARGARET THATCHER WHMO SPOKE UP AND PUT
HER FINGER ON THE THING WE VWERE TRYING TO RESCOLVE UNQUCTE, SEVERAL
EYAMPLES OF THIS ARE GIVEN, SMITH_SUGSESTS THAT, BY CONTRAST, THE
PRESIDENT FOUND CHANCELLOR SCHMIDT RATHER HEAVEY GOING,

HENDE RSON
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UsS, ECONOMIC POLICY AND THE CTTAWA COMMUNIQUE,

1. AT THE INVITATION OF THE U,S, EXECUTIVE DIRECTOR, SPRINKEL
(UsS, TREASURY UNDER SECRETARY FOR MONETARY AFFAIRS) MET ALL IMF
EXECUTIVE DIRECTORS AT LUNCH ON 23 JULY, ERB EXPLAINED THAT IN
THE CONTEXT OF IMPROVING IMF SURVEILLANCE HE HAD THOUGHT THIS
INFORMAL MEETING WOULD BE HELPFUL IN ADVANCE OF THE D|SCUSSION
OF THE U,S, CONSULTATION PAPER IN THE EXECUTIVE BOARD ON 31 JULY,

. ALTHOUGH THIS WAS THE OBJECT OF THE DJSCUSSION, MUCH OF THE
QUESTIONING FOCUSSED ON THE OTTAWA COMMUNIQUE, BUIRA (MEXICO)

AND NIMATALLAH (SAUD! ARABIA) RAISED QUESTIONS ON FARAGRAPH 18,

ON ENERGY AND THE LDCS, NIMATALLAH TOOK PARTLCULAR EXCEZPTION TO
THE FIRST TWO SENTENCES OF THAT PARAGRAPH WHICH HE SA|D PUT ALL
THE BLAME ON THE OIL~PRODUCERS WHEN THE ROOT-CAUSE OF THE

DI FFICULTIES OF THE NON=OIL LDCS WAS INFLATION, THE BIG SURPLUS OF

THE OIL-PRODUCERS HAD ARISEN BECAUSE THEY HAD KEPT UP PRODUCTION
T0 HELP OTHERS. THEY ACCEPTED THE NEED FOR SHORT TERM RE-CYCLING

BUT DID NOT CONSIDER THAT THE SURPLUS WAS REVELANT WHEN CONSIDERING

LONG=TERM DEVELOPMENT AID, THE PARAGRAPH WAS QUOTE NOT FAIR, NOT
TRUE, AND UNHELPFUL TO THE GLCEBAL NEGOTIATIONS UNGUOTE, HE HAD
MADE A SIMILAR INTERVENTION, IN RATHER EMOTIONAL TERMS, AT THt
PREVIOUS DAY’S MEETING OF THE TASK FORCE ON NON—CONCESSIONAL FLOWS,
AND HE HAD ALSO SPOKEN ABOUT IT BEFORE THE LUNCH TO MYSELF AND

THE FRENCH AND CANAD)AN DI{RECTCRS,

3, SPRINKEL SAID THAT HE AGREED WITH PART OF WHAT NIMATALLAH HAD
SAID, HE HAD FOUGHT TO KEEP OUT OF THE COMMUNIQUE ANY SUGGESTION
THAT OlL PRICES CAUSED INFLATION, THIS WAS AN ARGUMENT WHICH HAD
BEEN WRONGLY USED BY THE CARTER ADMINISTRATION, THE COMMUNIQUE
WAS REFERRING TO A CHANGE IN RELATIVE PRICES WHICH HAD DOMNE THE
DAMAGE, THE PRESENT U,S., ADMINISTRATION WANTED TO REDUCE THESE
PAESSURES BY REDUCING O1L CONSUMPTION, THE OIL SHOCK WAS NOT ALL
THE FAULT OF THE OIL PRODUCERS., AND IT MAD NOT BEEN THE
INTENTION OF THE U,S, OR ANYONE ELSE TO IMPLY THIS, OR
TO PUT ALL THE BURDEN ON THE OIL PIODUCERS., AS REGARDS THE
REST OF THE PARAGRAPH, HE SAID THE U.S, HAD TAKEN A Fiam POSITION
AGAINST THE ENERGY AFFILIATE, AND WERE NOT LIKELY TO CHANGE THIS IN
THEAESENCE OF NEW EVIDENCE, THEY WERE STAONGLY IN FAVOUR OF
DEVELOPMENT, AND ESPECIALLY ENERGY DEVELOPMENT, BUT THIS MUST
RE DONE WITH THE HELP OF PRIVATE CAPITAL. IT WAS QUESTIONABLE
HOW FAR PAST WORLD BANK A)D MAD REALLY HELPED DEVELOPING
COUNTRIES, BUT THE U.S. WANTED TO EXPLORE HOW' TC IMPROVE
RESTRICTED /CO=-FINANCING




CO=FINANCING WITH THE WORLD BANK, THE TEXT OF THE COMMUNIQUE
HAD BEEN A COMPROMISE BETWEEN THIS AND OTHER POINTS OF VIEW,
AND THERE WAS NO OBJECTION TO OTHER COUNTRIES GOING AHEAD
SEPARATELY |F THEY WISHED,

4, NIMATALLAY SUBSEQUENTLY THANKED HIM FOR THIS EXPLANATION, BUT
(ADDRESSING HIMSELF TO SPRINKEL AND REPRESENTATIVES OF OTHER
INDUSTRIAL COUNTRIES PRESENT) REPEATED THAT THE OIL~-PRODUCERS
PREFERRED NOT TO BE URGED WHAT TO DO, IT MAY BE DES!RABLE TO
COVER THIS GENERAL POINT IN THE RRIEFING FOR THE PREPARATORY
MEETING BEFORE THE CANCUN SUMMIT,

5, THE TWO AFRICAN EDS ASKED ABOUT U,S., ATTITUDES TO DEVELOPMENT
AID, SPRINKEL SAID EMPHATICALLY THAT THE U.S. WAS PRO-DEVELOPMENT
AND WANTED TO HELP, THE AIM SHOULD BE TO RESTORE HUMAN DIGNITY,
BY PROVIDING AID AND ENCOURAGING PRIVATE CAPITAL FLOWS SO THAT
DEVELOPING CCUNTRIES COULD HELP THEMSELVES TO GET OUT OF POVERTY,
IDA AND THE MDBS HAD A ROLE IN THIS, BUT IT COULD NOT BE DONE BY
A BIG INCREASE IN TAXPAYERS’ EXPENDITURE, SINCE THIS COULD NOT

BE OBTAINED, THE U,S, ADMINISTRATION WAS MAKING A BIG EFFORT TO
GET FUNDS FOR IDA 6 AS THIS HAD BEEN ALREADY NEGOTIATED, THE
PRESIDENT HAD ALREADY MADE A RIG EFFORT ON THIS, AND HE HAD BEEN
PRESSED AT OTTAWA TO MAKE A FURTHER“EFFORT, WHICH HE wOuLD DO,
BUT THE CHANCES OF ANY FURTHER INCREASE IN U.S, BUDGETARY
EXPENDITURE FOR FOREIGN AID WERE EEFECTIVELY ZERO,

€, ON MONETARY POLICY, SPRINKEL ADDED LITTLE TO PREVIOUS STATEMENTS.
HE SAID HE QUITE UNDERSTOOD THE CONCERN EXPRESSED ABOUT HIGH
INTEREST RATES, THE U,S, POLICY WAS NOT A POLICY OF HIGH INTEREST
RATES BUT OF GRADUAL AND SMOOTH REDUCTICN IN THE MONEY SUPPLY,
WHICH WOULD LEAD TO LOWER INTEREST RATES. HE HOPED THAT WITH

THE COOPERATION CF THE FED (AND THEY HAD BEEN GETTING COCPERATION)
THIS COULD BE ACHIEVED, HE ACKNOWLEDGED THAT THE ADMINI]STRATION’S
FIGURES APPEARED TO IMPLY AN UNREALISTIC INCREASE N VELOCITY OF
MONEY, BUT HE HIMSELF THOUGHT INFLATION WOULD COME DOWN FASTER,
MOST OF THOSE WHO TALKED ABOUT A BETTER MONETARY AND FISCAL MIX
WERE IMPLYING THAT THE TAX CUT SHOULD BE DEFERRED, AND THERE

WAS NO CHANCE OF THE PRESIDENT AGREEING TO THIS, ON THE SUPPLY
SIDE BENEFITS, HE SAID THERE WAS LITTLE PREVIOUS EVIDENCE BECAUSE
ONLY ONE REAL ATTEMPT HAD BEEN MADE TO REDUGCE THE TAX RURDEN

SINCE THE GREAT DEPRESSION, ON THAT OCCASION THE TAX CUT HAD

BEEN SOLD ON DEMAND MANAGEMENT RATHER THAN SUPPLY SIDE ARGUMENTS,
BUT SAVINGS HAD CLEARLY INCREASED, THE SAVINGS WOULD HOWEVER

NOT COME INSTANTANEQUSLY, AND HE ACCEPTED THAT IN THE MEANWHILE
THERE WOULD EE SOME CROWDING OUT,

7. ON PUBLIC EXPENDITURE, HE SAID THAT HE WAS CONFIDENT THAT THEY
WOULD KEEP WITHIN THE PLANNED LEVELS, ALTHOUGH OF COURSE THERE
COULD BE NO ABSOLUTE CERTAINTY. ON DEFENGE, HE POINTED TO

WEINBERGER’S PREVIOUS REPUTATION AS QUOTE CAP THE KNI|FE UNQUOTE,
AND THERE WAS A FURTHER GROUP WATCHING WEINBERGER, ON TRANSFER

2
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SECURITY PROPOSALS, BUT wouLD TRY AGAIN, GETTING DOwN INFLAT I ON
WOULD ITSELF HELP TO CURB THE CROWTH OF SUCH PAMENTS, THEY
WOULD GET FEDERAL SPENDING AS A PERCENT OF gnp DOWN FROM THE

PRESENT LEVEL OF 23 PER CENT, AnD IT MIGHT BE THAT THE TARGET
OF 19 PER CENT was STILL NOT Lov ENOUGH,

8, ON EXCHANGE MARKET |
STUDY OF pAST INTERVENT
INTENDED RESULTS, THERE
VHESNS: WOULD PRECE

NTERVENTION POLICY, HE SAlp A
'ON HAD SHOWN THAT IT WAD NOT 4

WAS NO PURPOSE IN TILTING AT
R STABLE EXCHANGE RATE

INTER=AGENCY
CHIEVED THE
WINDMILLS.

S, BUT THE ONLY EFFECT|ve
AND STABLE INFLATION RATES
RED CCOPERATION To gET

INFLATION DOwN WORLD THE UNITED STATES,

~WISE, NOT gUST |y

MAJORITY
MPROVED,

NDARD WOULD MAKE SEN SE TODAY, AND
» IN WKAT Cl RCUMSTANCES (T MIGNT DO SO, THE UsS. WOULD NOT

SUDDENLY IMPOSE A SOLD STANDARD OUT OF THE BLUE, BUT THEY NEEDED

TC LOOK SERIOUSLY AT IT. (THE GENERAL TONE OF THESE REMARDS WA S

DI FFERENT FROM THAT OF MCNAMAR IN A RECENT TALK TO EC EMBASSY
REPRESENTATIVESy SEE WA L SH

'S NOTE ALREADY COPIED TO THE ADVANCE
ADDRESSEES BELOW,)

17. GENERALLY, SPRINKEL CONCLUDED THAT THE y,
CONCLUSIONS 0F THE IMF STAFF REPORT, AND THEY
THEIR ANTI=INFLATIONARY EFFORTS, EVEY £ THERE
COSTS IN OUTPUT AND EMPLOYMENT,

COSTS, THE ALTERNATIVES WERE WO R ULD UNDERSTAND THE STAFF'’S
GROWTH FORECAST, ALTHOUGH HE HIMSELF THOUGHT THE RESULT M

BE TOO FAR OFF THE ADMINISTRATION

PERSONAL TAXx CUTS wouLp

NOT IN THE wnEXT FEW MONTHS,

NEGATIVE 3gp QUARTER, OR EVEN 4TH QUARTER, THIS YEAR, hE AGREED
THAT MONETARY POLICY §

SHOULD ERR TOWARDS THE _owgn gND OF THE
BAND, AND THE FED HAD AGREED TO DO THAT,

Se LIKED THE

11, FCO PLEASE ADVANCE TO 50 TTRILL (TREASURY), HAYWARD (B OF
ENGLAND) AND RAYNE (ERD),

AN SON

MONETARY COPIES T0:
ERD ADVANCE ADDRESSEES
ol

[ADVANCED Ag REQUESTED ]
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. STATEMENT

THE OTTAWA ECONOMIC SUMMIT CONFERENCE

With permission, Mr. Speaker, I will make a statement
about the Ottawa Economic Summit Conference held on 20 and
21 July, which I attended with my Noble Friend the Foreign ahd
Commonwealth Secretary and my Rt. Hon. Friend the Chancellor

of the kxchequer.

A declaration was issued on 21 July at the end of thé
conference. A statement on political questions, including the
Middle kast, East/West relations and Afghanistan, was made to
the press by the Prime Minister of Canada on the evening of

- 20 July. A statement was released on hijacking and terrorism.
Copies of all three documents have beenaplaced in the Library

of the House.

Five of the eight participants were attending an
Economic Summit Conference for the first time. It thus provided
é particularly useful opportunity for an exchange of views
on a wide range of issues. Unlike the two preceding
conferences, this meeting was not dominated by a single subject.
The participants were able therefore to cover many of the major
problems, political as well as .economic, facing the Western

World.

/The World Economy




Ihe World Economy

The primary challenge we addressed in our discussions was
the need to revitalise the economies of the industrial democracies,
to meet the needs of our own péople and strengthen world
prosperity. We agreed that there was a prospect of moderate
economic growth in the coming year, but that at present it
promised little early relief from unemployment. We noted that
interest rates had reached record levels in many countries and,
if long sustained at these levels, would threaten productive
investment. President Reagan stressed that the programme of
Public spending reductions at present before Congress coyld be
expected to reduce interest rates in the United States once it

o~

took effect.

The Heads of‘State and of Government all agreed, in the
words of the Declaration, that '"The fight to bring down inflation
and reduce unemployment must be our highest priority and thaf these
linked problems must be tackled at the same time. We must
continue to reduce inflation if we are to secure the higher

investment and sustainéble growth on which the durable recovery
of employment depends. The balanced use of a range of policy

instruments is required. We must involve our peoples in a greater

appreciation of the need for change: change in expectations about

growth and earnings, change in management and labour relations and
practices, change in the pattern of industry, change in the
direction and scale of investment, and change in energy use

and supply."

/We recognised




public borrowing; where our circumstances permit or we are able

We recognised the need in most countries urgently to reduce

to make changes within the limits of our budgets, we will increase

support for productive investment and innovation. All accepted the
role of the market in their economies. We agreed not to let
transitional measures that may be needed to ease change become
permaﬁent forms of protection or subsidy. We saw low and stable

monetary growth as essential to reducing inflation.

Relations with Develqpiqg_Countries

We also discussed relations with developing countries: Three

points were made:- :

- First, we share with the developing countries many of the
problems of the world economy: the need to develop energy
resources, to encourage investment, to fight inflation and
unemp loyment and to expand trade.

Second, we welcome discussion with developing countries in
whatever ways or groups may be useful. We all agreed to
participate invpreparations for a process of global
negotiations provided we saw the possibility of real progress

Third, we need to direct the major portion of our aid to

the poorer countries. = The United Kingdom already does so.

Trade

On trade, we reaffirmed our commitment to an open multilateral
trade system and our determination to resist protectionist

pressures. We endorsed the proposal for a

-y
o
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Ministerial meeting of the GATT next year. We agreed to keep
under close review the role played by the industrialised
countries in the smooth functioning of the world trading system.
This will provide us with the opportunity to pursue the
particular problems that arise, for the North American as well

as for the European countries, in trade with Japan.

Political Issues

As to political issues, we met in the shadow of the further
outbreak of fierce fighting in the Middle East, where once again
the unfortunate people of the Lebanon are bearing the bruﬂi of a
conflict that is not of their seeking. Whatever any of us may have
thought about the causes, we were all agreed on the need for an
urgent ceasefire in }he Lebanon; for an end to the loss of
innocent civilian life there; and above all, for a solution
to the conflict between Arab and Israeli from which the violence
flows. We shall continue to use all our inIluénce, both our own
and as holders of the Presidency of the European Community, to

these ends.

Finally, Mr. Speaker, we discussed relations between East
and West and the concern that we all felt about the‘Soviet military
threat to Western interests. We were much heartened by the strength
of common purpose that was apparent, Withouf exception, we
agreed - and agreed with real determination 3 on the need to
maintain a strong defence capability and to insist on the need for
military balance. Hand in hand with that went our readiness to

negotiate arms control agreements that would ensure genuine

security at a lower 1evel'of weapons and a smaller expenditure

%

of resources. °

/So, Mr. Speaker,
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