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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
E(80)43 16.5.80
E (80)_17" Meeting, Item 1 22.5.80
E (80) 57 20.6.80
E (80) 21* Meeting, Minutes 2 and 3 25.6.80
EX (80) 2 12.11.80
EX (80) 3 1.12.80
EX (80) 4 2.12.80
EX (80) 5 2.12.80
EX (80) 1* Meeting, Minutes 4.12.80
C(81)24 20.5.81
DCO (81) 13 21.5.81

The documents listed above, which were enclosed on this file, have 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

Signed W@W 1—0 (f

PREM Records Team
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. DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWi1H OET Telephone 01-215 7877

CONPIDENT TAL

Fromthe Secretary of State / 2 g

The Rt Hon The Lord Carrington KCMG MC
secretary of State for Foreign &
Commonwealth Affairs ;
London SWI ‘ < October 1981

il

REVISION OF COMMUNITY REGULATIONS ON IMPORT CONTROLS

v
When the Prime Minister held a meeting with a number of us on 8
September to discuss general trade policy questions, there was
agreement that we should resist changes currently being proposed
by the Commission which could involve a further reduction in the
sco pe for national action to restrict imports.

There is no question in my mind about the importance of retaining
a credible right of national action. In the negotiations with
Japan and some others on "voluntary restraint arrangements" it
makes a big difference to the bargaining position of our industries
and ourselves as a government if the Japanese and the others know
that, should we decide to resort to formal quota action, we do not
have to get prior Community agreement but can act first and deal
with the Community problem afterwards.

It is against that backgrouad that I have considered the issues
as set out in the enclosed note by my officials. The main points
seem to me to be these.

Because of a clause in the present Community Regulations which was
negotiated by the previous Administration, the arrangements to apply
from the beginning of 1932 are bound in one resr * to be less
satisfactory than those applying at the moment. w73 stand




From the Secretaryof State -

now, if we put on restrictions unilaterally, and the_Commission
object, their subsequent confirmation by the Community requires

in some cases positive'endorsement by the Council but in others -
which happen to include cars -~ only a Council decision which does
not disapprove the restriction. In the former case we need a
majority in our favour; in the latter it is sufficient if there

is not a majority against us. Under the new arrangement we would.
always require positive approval. I would not want to exaggerate
the extra difficulty this might cause us. The Council wouid
always in any event be very hesitant to require any Member Statle
to desist from action which it had already taken - remembering thail
we are not talking here about illegal action, like the French
restrictions on imports of Italian wine. In the particular case
of Japan, I would expect general support from the Commission and
most other Member Stales 1f we felt driven to quota aection.

Nonetheless in principle the change is in the wrong direction., It

could only be prevented if - and even this would only be the
first step = the Commission could be persuaded to make & proposal
in that sense. As you will see, the view of officials is that
there 18 no possibility of their agreeing .0 do this. I must ask
you however whether we need to regard this matter as inescapably
lost. I recognise that time is short now, and that we have many
other no doubt much more important objectives to achieve in our
Presidency. Could _you please however personally consider whether
this 1is not one we might not add to them.

If we have to accept the diminution of our rights in this one
respect, then I believe we must try to get 1t strengthened in
others. The proposal in paragraph 9af the official note would have
this effect. Vhat officials are suggesting is that, as the price
of accepting & Commission proposal for a public Community
legislation of applications for import restrictions, the period
for which a Nember 3Jtate would be able to continue to maintain

restrictions unilaterally should be extended from the present one




From the Secretaryof State

month  to the period — for which a time limit of say three months
might be set — until the investigation has been concluded and the
Council reached its decision. That is what I think we should go for.
(Certainly we must reject out of hand the Commission proposal that
the one month period should be cut dovm to a few days).

I would not at this stage be prepared to agree to the fallback
suggested in paragraph 12 of the official note. That is essentially
t the continuation of the present system subject to the (disadvanta-

jus
geous) change I have described in paragraph 4above. But we shall
have to see how the further discussions in Brussels go.

I am copying this letter to the Prime Minister, to other member of
OD(F) and to the Secretary of Sta.e for Industry.

N

L B

JOHI BIFFEN
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REVISION OF COMMUNITY REGULATIONS ON IMPORT CONTROLS

Note by Officials

The Community Regulations which govern the imposition
of quota controls against "third" (i.e. non/EC) countries lapse
in part at the end of this year and provide for a Council
decision before the end of the year on what the arrangements
to apply from 1 January 1982 should be.

2 Discussions have been going on for some time in
Brussels at working level on proposals put forward by the
Commission. These will shortly be moving from the technical
to the more political level, in preparation for a decision at
the December Council,and we need to know what line Ministers
would wish us to take.

3 Under the present arrangements, the normal system if

we want a quota put on imports from third countries. is to seek
the agreement of the Commission to make a Regulation imposing
the restriction. This is the route which we followed early
in 1980 on the quotas against certain American textiles.

4 The problem under this approach arises if the Commission
decline to make the Regulation requested. In cases where we
suspect that this may be their response, there is an alternative
approach we can use under which we can take interim action
unilaterally. If this is subsequently approved by the
Commission and embodied in a Regulation there is no further
problem (unless a Member State refers the matter to the Council;
it then needs Council approval). If the Commission do not
approve the action, then what follows depends on whether the
product concerned falls in what, to avoid Euro jargon, we shall
cal N 1St VA ont -5 ik In either case we can maintain the
restriction until the Council has considered it, which would
normally be in a month. In the case of A products we can
continue it thereafter provided that the Council has not by
majority decision disapproved the restriction. In the case of
B we can maintain it only if the Council has by majority vote
positively endorsed it. The A route clearly is the more
favourable in terms of national powers of action; and list A
happens to include most of the more sensitive products, such as
cars and consumer electronics (textiles and clothing from low-cost
sources are subject to quite different arrangements and are not
relevant to this issue).

5 Because of a clause in the existing Regulations, the more
satisfactory arrangement for A products lapses automatically at the
end of this year and all products will be subject to the less
satisfactory B procedure. We do not think it is possible to

stop this happening, because the only way of doing so would be

to persuade the Commission to make a proposal to keep the status
quo (and the Council to adopt it) and we do not think there is

any chance of their being willing to do so.

/6
CONFIDENTIAL




CONFIDENTIAL : .

6 The Commission's current proposals would go a good de!
further in weakening national powers. As we have explained,
under the present arrangements we have at worst an as it were
one-month grace period, i.e. the right to maintain the
restrictions until they have been considered by the Council.
Under the new Commission proposals, while the right of appeal
to the Council against an adverse decision by the Commission
would remain, restrictions unilaterally imposed would have to
be removed immediately if the Commission refused to support.
them. The result would be to cut down the grace period to

a few days. This would be undesirable in itself, and would
put us in a considerably weaker position when we came to the
Council discussion (the Council would, as a matter of political
reality, be less hesitant about refusing to allow the
reintroduction of a restriction which had been removed than
requiring the removal of a restriction which was in force).

v There seems to us no doubt therefore that we should
strongly resist this change.

8 The second ma jor change proposed by the Commission is

for the introduction of an arrangement under which requests

for quota action would be subject to a public investigation by

the Commission, similar in principle to what happens under

United States legislation. There could be some advantages

in this proposal if only because it would give a greater voice

to consumers and others who stand to lose by import restriction.

But it is important that we should be able to maintain the

restrictions while the investigations are in process., Otherwise

we could have an absurd situation under which we imposed a

restriction as an interim measure unilaterally, were required
Commission instituted an investigation,

and were then able to rei

ultimately led to a Commu

in mind the strong criticism there often is about the time taken

in anti-dumping investipations, we should also want a fairly

short time limit for the investigation.

9 In sum, therefore, we Ssuggest we should go for the
combination of a time limited investigation with the right of
Member States to maintain unilaterally imposed quotas while ;
cases are under investigation. If the decision of the Commission
is adverse, the Member State should have a right of appeal to the
Council and a right to maintain the quotas until the Council has
made its decision.

10 There is one further point we think we should question,
In the Commission proposals the provision for autonomous national
measures would expire at the end of 1984 in the absence of a
Council decision to extend it ( justias the present regime expires
at the end of this year). We think we should press for this
- time limit to be removed altogether, or to be replaced by a
neutrally worded provision for review by the Council. But other
Member States seem unlikely to Support us on this, and the Germans
could well make retention of the present proposal a condition of
meeting us on our other points. We do not therefore think that we
should make this a sticking point.

CONFIDENTTAL /11
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b We would we think have some support for the proposal

in paragraph 9, especially from the French and Italians.

Since however it would give individual Member States the right
to maintain action unilaterally longer than they can now, it
would be very unwelcome to the Commission and be strongly
resisted by the Germans. Our bargaining position is not
strong since, if there is no agreement by the end of the year,
the right to take unilateral action on list B products

will lapse altogether (with the present arrangements for list B
applying to list A products). We therefore have a greater
need than the Germans to get something agreed.

1l We therefore suggest that in the last resort, if we

cannot get agreement to the line in paragraph 9, we should as

a fallback be prepared to go for a simple extension of the
present arrangements (subject to the dro ping of the A 1list
procedure described in paragraph 5 above) with no investigations
and a one-month grace period. The dropping of the A arrangement
will of course be regrettable, but as we have explained we do not
see that we can do anything about this.

13 There are tricky practical problems here in relation to the
Commission and the Germans, and our whole role as the Presidency.
The first and most important thing however is to decide our
priorities in terms of substance; the next official level
meeting in Brussels is on Tuesday November 3. This could

prove to be a rather important occasion.

RECOMMENDATION

14 We seek approval of Ministers to the course proposed
in paragraphs 9 and, if -need be, 12 above.

29 October 1981

CONFIDENTIAL
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10 DOWNING STREET

From the Private Secretary 29 October 1981

UK TRADE POLICY

Thank you for your letter of 29 October.

I appreciate that MAFTF will need to be
closely involved in the work arising from
the Prime Minister's meeting of 8 September.
I am not clear in what forum the results of this
work will be discussed. But I have noted
carefully what you say about this.

I am copying this letter to the recipients
o yours:

Miss Kate Timms, _
Ministry of Agriculture, TFisheries and Food.




Ministry of Agriculture, Fisheries and Food
Whitehall Place London SW1A 2HH

From the Minister’s Private Office

Michael Scholar Esq

Private Secretary

10 Downing Street

London SWi1 29 October 1981

Year Midroof,

UK TRADE POLICY

I have seen the exchange of correspondence between you and
Ian Ellison about the Department of Industry's involvement
in further inter-Departmental work on UK trading policy.

My own Department's interest in this work has already been
referred to in previous co‘z9épondence (Catherine Capon's
letter to Tim Lankester of September), and I am sure you

are well aware of it, However, perhaps I could just put on
record that MAFF does wish to be closely involved in the work
arising from the Prime Minister's meeting of 8 September; and
I hope that my Minister will have the opportunity to join in
any further Ministerial discussions on this.

I am copying this letter as for the previous correspondence.
jﬁm 8’\(/&(,2»{1_7

KATE TIMMS
Private Secretary
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Fromthe Secretary of State

CONFIDENTTIAT

The Rt Hon The Iord Carrington KCMG MC
Secretary of State for Foreign and
Commonwealth Affairs
Foreign and Commonwealth Office
Downing Street
Iondon, SWIA 2AL 23 October 1981

Voo Seerdd ouq 6| Syl

When we met on 6 April we agreed on the objectives which we

should seek in the re-negotiating of the MFA and the associated
arrangements with the "preferential" (essentially Mediterranean)
countries. There have been significant developments since in

the discussions within the Community on a negotiating mandate, and
in the GATT, and my colleagues will wish to know how things now
stand.

The Community mandate

Inside the Community there is only partial agreement so far on
what the Community's obJjectives should be. Following discussion
at the June and July Councils, certain points were readily agreed.
These included important objectives of our own, notably the need
for growth rates to be in general less than the 6% nominally
required by the MFA; for differentiation between the major and
wealthier suppliers on the one hand and the smaller and poorer on
the other; and for a link between the Community's signature of

the new MFA and a satisfactory understanding with the supplying
countries on at least the broad outlines of the bilateral agreements.
Because however, of the objections, in particular of the Germans, we
were not able to secure agreement tc some of the other points we
were pressing, notably a recession clause. This last point,
together with the possibility of cut backs in the level of some
quotas, or their progressive reduction over the period of the new
MFA (both advocated by the French), was kept open for further
discussion.

The Commission have now produced new proposals which go a little
way towards what we could realistically hope to obtain on a
recession clause (they establish the principle of an arrangement
for reviewing quotas, and they would limit the right of supplying
countries in any one year to carry over under-used quotas from

previous years or anticipate part of their quotas for subssquent

CONFIDENTTAL
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From the Secretaryof State

CONFIDENTIAL

of the MFA conditional on an understanding about the broad
content of the bilateral agreements.

Next steps

Following further discussion at official level the Commission's
new proposals will be discussed at the October 26/27 Council of
Foreign Affairs. The crucial issues are very unlikely to be
resolved then, and a further discussion at the November 16/17
Council wil almost certainly be necessary. What is meant to be
the final GATT meeting is scheduled to start on November 18 -
deliberately chosen as the day after the EC Council. If it is
not possible to reach agreement at the November Council, the
whole timetable - with the MFA (though not the EC's bilateral
agreements under it) and the the agreements with the Mediterranean
countries lapsing at the end of the year - will be placed in
serious Jeopardy.

I do not think there is any need for new decisions on our part
now. After the October Council, however, we will need to have
another look urgently at the whole area, and I shall submit
proposals at that time.

I am copying this to the Prime Minister and to other members
of OD(E).

was Sww&ujﬂ
Colus e (Q‘(’OV\

¢ -JOHN BIFFEN

(Approved by the Secretary of
State and signed in his absence.)

CONFIDENTIAT
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years). They also go quite a fair way towards making the
so-called 'basket extractor" mechanism more.automatic and

give some indication of the proposed content of the bilateral
agreements. They have in addition made proposals for a new
arrangement with the preferential suppliers ('notifying' them
of level of imports which would be acceptable to the Community
instead of as at present negotiating 'voluntary' deals) which
in certain respects could represent a toughening up.

There are a lot of points on which further detailed work is
necessary (eg the proposed categorisation of countries for
"differential" purposes needs refining). The main unsatisfactory
features are (ig weaknesses in the new preferential arrangements
(eg the lack of a clear commitment by the Commission to enforce
the notified levels), (ii) the failure to bring all the proposals
together so that we can see what would be involved in terms of
additional imports from all sources. Calculations currently
being worked on suggest that, when everything is totted up, what
the Commission is now proposing could involve quota levels far in
excess of anything we could accept. This could face us with an
extremely difficult choice. If it proves unavoidable . to resort
to cut-backs at least on the dominant suppliers in order to
obtain acceptable overall quota levels it will be very difficult
indeed to get the agreement of our Community partners that

Hong Xong should be excluded from such cuts. We may, therefore,
be faced with a straight - and unwelcome - choice between two of
our key negotiating objectives.

In the discussions within the Community we have been able to work
closely with the French; and officials are having bilateral talks
with them as part of the follow-up to the summit meeting with
President Mitterand. The Germans (despite increasingly vocal
resentment on the part of their industry) continue to advocate a
liberal line, with some of the other Member States somewhere in
between.

Tne GATT Discussions

The delay in agreeing a Community mandate has put the EC in a very
difficult position in the multilateral talks in Geneva. This has
been especially true since September, when the United States tabled
a draft text for a renewal Protocol and indicated that they donot
require cutbacks or a recession clause, both points on which the
Community has formally reserved its position. The United States
has made it clear that they will be going for growth rates below
6%, but this has not stopped the EC being singled out for criticism
by Third World suppliers. One point they particularly resent -is

] the EC's (somewhat misunderstood) insistence on making sisnature

CONFIDENTIAT
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of the MFA conditional on an understanding about the broad
content of the bilateral agreements.

Next steps

Following further discussion at official level the Commission's
new proposals will be discussed at the October 26/27 Council of
Foreign Affairs. The crucial issues are very unlikely to be
resolved then, and a further discussion at the November 16/17
Council wil almost certainly be necessary. What is meant to be
the final GATT meeting is scheduled to start on November 18 -
deliberately chosen as the day after the EC Council. If it is
not possible to reach agreement at the November Council, the
whole timetable - with the MFA (though not the EC's bilateral
agreements under it) and the the agreements with the Mediterranean
countries lapsing at the end of the year - will be placed in
serious Jjeopardy.

I do not think there is any need for new decisions on our part
now. After the October Council, however, we will need to have
another look urgently at the whole area, and I shall submit
proposals at that time.

I am copying this to the Prime Minister and to other members
of OD(E).

%mo& &huuak(
Colugs bl Cawovx

{ ¢ -JOHN BIFFEN

(Approved by the Secretary of
State and signed in his absence.)

CONFIDENTIAT




19 October 1981

Thank you for your letter of 12 October to Clive
Whitmore about the correspondence between Ministers and
a meeting held by the Prime Minister on 8 September about
UK trading policy.

I fully appreciate that the Department of Industry
have an important contribution to make to inter-Departmental
work on this topic, and we will ensure that your Secretary
of State will have an opportunity to take part in any further
discussion on this topic.

I am copying this letter to Brian Fall (Foreign and
Commonwealth Office), John Kerr (.M, Treasury), Kate Timms
(Ministry of Agriculture, Fisheries and YFood), John Rhodes
(Department of Trade) and Dmgvid Wright (Cabinet Office).

'MICHAEL SCHOLAR

I. K. C. Ellison, Esq.,
Department of Industry.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5507

SWITCHBOARD 01-212 7676
Secretary of State for Industry

Clive Whitmore Esq
Private Secretary to
the Prime Minister
10 Downing Street [2 October 1981

i—hx CUiwe

UK TRADING POLICY

My Secretary of State has only recently seen copies of an exchange
of correspondence between ministers and of the record of a meeting
held by the Prime Minister on 8 September about UK trading policye.
Sir Keith Joseph did not see the correspondence and was not
invited to the Prime Minister's meeting.

2 Since the central point of the discussion was the adequacy or
otherwise of the present arrangements for considering the needs of
protection of British industry, Mr Jenkin thinks it important that
he should have an opportunity to taeke part in any further
discussions on this topic.

%3 T am copying this letter to Brian Fall (FCO), John Kerr
(Treasury), Kate Timms (MAFF), John Rhodes (Trade) and David Wright
(Cabinet Office).
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Ref A02429

PRIME MINISTER

BRITAIN'S INTERNATIONAL TRADE POLICIES
AND NON-TARIFF BARRTERS TO TRADE

B(80) 45 and“57

BACKGROUND

Although these two papers are down on the Agenda as separate items they

overlap and can best be discussed together.,

International Trade Policies: E(80) 43

25 In the first part of this paper the Secretary of State for Trade proposes
that in general the Government should maintain a policy of open trading,

e AR R
rejecting import controls but fighting dumping and other unfair trade practices.

He argues that, apart from GATT and EC constraints, it is in the national
interest to do so., Protectionism would remove incentives and would be at the
expense of the consumer. We could not afford countervailing action against

our exports of goods and services, which are around a third of our GDP,

3. He recommends that for textiles our main objective in restraining imports
must be secured through the re-negotiation of the Multi-fibre Arrangement, as E
has already agreed. Elsewhere we should broadly maintain the import controls

we have (on steel, footwear, TVs, cars etc) and be active, through the Commission,

in the anti-dumping field - see his paragraphs 7(ii) and (iii).

kL, In his paragraph 8(a) the Secretary of State questions whether we should
remain in overseas project business where we are paying heavy interest rate
subsidies to secure business in large overseas projects (eg power stations,

mining, and railway electrification).

53 In 8(b) he questions whether the organisation of Government is appropriate
to international trade in 1980. He points out that the Departments of Industry
and of Trade, the Foreign Office and the Treasury are all involved in this area.
I understand that the main change which he is seeking is more delegated authority

from the Treasury on particular cases, including those involving the ECGD.,

1
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6. Paragraph 8(c) questions the balance between trade and diplomacy in
foreign policy. Mr Nott suggests that our trading interests might be better

served if we were to keep a lower public profile rather than to seek to

practice world leadership in foreign policy.
Ba il o AR

The Foreign Secretary's minute of 10 June

e The last question in E(80) 43 - trade versus diplomacy - provoked a
vigorous reply from the Foreign Secretary. He rebuts the criticism levelled
against our activities in particular areas. More generally he argues that
the right course is to exert what influence we can on world affairs and not
to be afraid of letting Britain's voice be heard; and that the fundamental
reason for poor export performance lies with the deficiencies of our

manufacturers rather than with our foreign policy.

Non-Tariff Barriers to Trade: E(80) 57

8. This paper by the Chancellor of the Exchequer was prepared by a small
group of Ministers including the Secretaries of State for Employment, I?dustry
and Trade, the Lord Privy Seal and the Minister of Transportt—_—azgzziai;—;;om
the Department Gf’fﬁgﬂEﬁ;Ifonmggt took part. It considered impediments to

international trade rather than explicit controls - eg national standards and

Lt LA L
regulations, subsidies and price controls, discriminatory public purchasing

bolicies.
9. The general arguments against extending NTBs are similar to those in the
Secretary of Trade's paper against restrictions on open trading. Moreover,
the Chancellor's Group judge that, while NTBs have a significant localised
impact on certain industries and markets, it is doubtful whether they have a
significant direct effect on the totality of our exports. They do mnot

propose any major new initiatives.

10. In paragraph 10 the Chancellor summarises four limited areas in which
further work is recommended with the objective of intensifying the use of
NTBs in the United Kingdom. These are -
(a) accelerated payment of VAT on imports;
(b) an EC ban on the import of leather products containing sperm whale oil;
(¢) a UK national type approval scheme for imported commercial vehicles; and
(d) the use of national safety standards and regulations.
2
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11. Paragraph 15 lists a variety of initiatives which would be taken, mainly

through the EC, to secure the dismantling of NTBs elsewhere. These include

revised arrangements for techmnical barriers to trade; éiﬁplification of

I R C Rl L : ;
procedures for the collection of VAT and of statistics on imports; implementation
AR & S R R
of new non-discriminatory regulations by the French which would reduce the scope

for them to frustrate inward investment; and removals to barriers to intra

community trade in services.

HANDLING

12. You might open the discussion yourself by suggesting that, since the

argument about open trading is comﬁzﬁ_fa_ﬁgth, the papers might be taken together,
but reserving the more general questions raised by the Secretary of State for Trade
on the Whitehall structure and trade versus diplomacy to the end of the discussion,

You might then invite the Secretary of State for Trade to introduce his paper

and the Chancellor of the Exchequer to follow on non-tariff barriers. Before

turning to the particular questions on which Departmental Ministers will wish
to comment, you might invite Mr Ibbs to comment on the general arguments put

forward. Other Ministers to invite are the Lord Privy Seal, representing the

Foreign Secretary, and Lord Gowrie, representing the Employment Secretary, who
is tied up with the Opposition Supply motion on unemployment.

13. In the discussion you will wish to cover the following questions:

(a) Is the general stance on open trading right?

The Secretary of State for Trade has summarised in his paragraph 9 (a) - (f)
the general approach which he wants the Committee to endorse - generally
open trading, resisting pressure for new import controls but maintaining
those we have now, and acting through the EC and GATT to get a better deal

more generally. This is likely to win general support and, if so, the

Committee can then turn to the more detailed prop in the two papers.

(b) Should the payment of VAT on imports be accelerated?

(Paragraph 10(a) of E(80) 57.) This would bring the procedure in line
with that for domestically produced goods. It will probably be more
useful as a once for all benefit to the PSBR, in the order of £500 millions,
rather than as a NTB. But it would affect company liquidity at a

difficult time and need some more custom’officials to administer it. No

3
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decisions have been taken yet and the Chancellor is arranging for the

Treasury, Customs and Industry to look at the idea further. Unless the
Committee has any particular points which the Chancellor should take on

board, it will be sufficient to note that this work is in hand.

(¢c) What should be our line on sperm whale 0il? (Paragraph 10 (b).)

In short the proposal here is to be vigorous in supporting measures for
the conservation of whales with the incidental effect of securing a ban
on the import of leather and leather products containing sperm whale oil.

The Secretary of State for the Environment will wish to comment on this

since his Department is in the lead in the current EC negotiations.

(d) Should there be a national type approval scheme for commercial vehicles?
(Paragraph 10(c).) This will be welcome to BL but not to the multi-nationals

based here or to some of the smaller manufacturers. The Secretary of State

for Industry and the Minister of Transport will wish to comment on where the
balance of advantage lies and also on the administrative costs of
introducing this scheme, However, the Committee is not being invited

to take a final decision but to approve consultationg“;fzﬁ—fﬁa_fﬁdustry.

Y

(e) Should anything more be done on safety standards and regulations?

(Paragraph 10 (d).) The Secretary of State for Trade is currently '

reviewing the relevance of national standards to assisting United Kingdom
producers. This follows a recent discussion by E(EA) of proposals by
the CPRS., Unless any Ministers have new points to make at this stage it

would be sufficient to note the position here,

(f) Are there any other possibilities for NTBs?
The paper notes that the Minister of Agriculture and the

Secretary of State for Trade are looking at the food and drink sector and
will make any recommendations separately. Given that the Ministers mainly

concerned have been looking at NTBs for some time it seems unlikely that

any new ideas will come forward.

(g) Are the proposals for dealing with NTBs in other countries acceptable?

These are listed in paragraph 15 of E(80) 57. For the most part they represent
action which is already in hand by the Secretary of State for Trade, and it

is largely a matter of inviting him to press forward and to consult

Iy
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colleagues where necessary. EQS will be considering the general question
of freedom to provide services this Friday, 27 June., E has already agreed

a line on public procurement to help with the competitiveness of UK industry.

(h) Are the arrangements for overseas project business satisfactory?

This is the point raised in paragraph 8(a) of E(SO) 43, The Secretary of
——————

State for Trade points out that interest rate subsidies are very high but

then appears to go on to say that the policy iéwright. You might ask him

to say whether he is proposing any changes here,

(i) Should there be any changes in the Whitehall organisation?

If the Secretary of State for Trade has any specific proposals to make - for

example on the extent of Treasury delegation to his Department and to

the ECGD - he should take them up directly with the Minister concerned.
Any more radical changes in Departmental organisation - although I do not
think the Secretary of State is suggesting this - would be for you to

decide as a question of the machinery of Government,

(j) Should the balance of trade and diplomacy be changed?

In his paragraph 8(c) the Secretary of State for Trade makes some points

about particular markets, such as Taiwan, I suggest that any particular
complaints should be pursued separately with the Foreign Secretary. The
Committee will probably not want to spend time debating the more general

issue of trade versus diplomacy.

CONCLUSIONS
14, 1In the light of the discussion you will wish to record conclusions:

(i) endorsing the general policy on trade summarised in paragraph 9(a) - (g)
of the Secretary of State for Trade's paper, E(80) 43;

(i) endorsing the further work proposed in the Chancellor of the Exchequer's
paper E(80) 57 on non-tariff barriers in the United Kingdom (paragraph 10) and

on action to secure dismantling of NTBs in other countries (paragraphs 15
and 16); :

(iii) inviting the Secretary of State for Trade to take up with the
Chancellor any proposals he may have on Treasury delegation to Trade and ECGD
and with the Foreign Secretary any particular points on the Foreign Office's

role in trade promotion.

ROBERT ARMSTRONG )
24 June 1980 5
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Fromthe Secretary of State

Tim Lankester Esq
Private Secretary
10 Downing Street
London SWI 2 September 1981

Jﬁom‘f;/ -ﬂ:.

UK TRADE POLICY

Please refer to your letter of 9v8gptember to John
Kerr, I wish to confirm that it has been copied
to the Department of Industry (as you agreed?

who along with MAFF will also wish to be consulted
in the study that the Department of Trade was
commissioned to pursue.

I am copying this letter to John Kerr (Treasury)
Brian Fall %FCO) Gareth Steel (MAFF) and David
Wright (Cabinet Office).

\/Ou)i A wfj

Wlrice Gror.
CATHERINE CAPON
Private Secretary
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10 DOWNING STREET

9 September 1981

United Kingdom Trading Policy

As you know, the Prime Minister held a meeting yesterday
morning to discuss UK trading policy. The following were
present: Chancellor of the Exchequer, Foreign and Commonwealth
Secretary, Secretary of State for Trade, Minister of Agriculture,
Sir Robert Armstrong and Alan Walters. They had before them
the Chancellor's undated July minute on this subject, as well
as minutes or letters dated 22 July, 31 July and 10 August
respectively from the Secretary of State for Trade, the Lord
Privy Seal and the Minister of Agriculture.

The Chancellor said that he fully supported the open trading
system, but he was concerned that the UK was not benefiting
sufficiently from it. Recalling the discussion that had taken
place in June 1980 in E Committee about the measures that the
Government was or could be taking to improve our trade balance
and to protect particular industries within the open trading
framework, he wished to discuss with colleagues how such measures
could be applied more expeditiously and effectively. The problem,
as he saw it, fell under two heads. First, there was the question
of imports, often heavily subsidised, from outside the EEC.

The problem here was compounded by the fact that the tariff on
goods coming into the UK seemed in many cases to be far lower

than the tariff imposed by other countries on similar goods

which were exported from the UK. He cited the example of footwear:
the UK tariff on men's shoes was 8%, whereas the tariff charged

by other countries ranged from 18% in the case of Canada to

170% in the case of Brazil. In addition, many countries imposed
strict quotas. Another example was the trade between the UK and
Spain in motor cars. The Spanish tariff was far higher than the
UK tariff, and 50% of Ford cars in the UK were now being built in
Spain. He believed that more effort should be made to correct the
unfair trading arrangements between the UK and a number of non

- EEC countries. Furthermore, he wondered whether we were making

as much use of Article 19 as we might. Second, there was the
question of unfair competition within the EEC., It was clear

that the French, for example, used non-tariff barriers much more
vigorously than we did. For instance, he understood that, by

‘%
»
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simple administrative delay, they were holding up wine imports
from Italy; likewise they were holding up imports of UK pleasure
boats. He had been struck by a recent telegram from Paris
(telegram 614) which described the new French Government's
policy as one of 'reconquering markets': he had no doubt that
they would use every means available to bring this about.
Consideration should be given to seeing whether more effective
action could be taken through the Community against the unfair
trading practices operated by the French and to a lesser extent
by other EEC members. At the same time, while he recognised
that it was necessary to move carefully in order to avoid
retaliation or challenge in the courts, further consideration
should be given to providing protection against disruptive
imports from the EEC,.

The Secretary of State for Trade said that he was not an
unequivocal devotee of the open trading system. In some areas,
such as trade with Japan and trade in textiles, it was necessary
that it should be qualified by special arrangements. Also,
the Government already had a policy of imposing non-tariff
barriers where this could be done without inviting retaliation:
he believed this policy should be entrenched. His Department
were also doing what they could to persuade other countries to
reduce their tariffs. He agreed that our trading arrangement
with Spain was wholly unsatisfactory; but the UK had no power
to change it unilaterally. Any change had to be carried out
through the Community. Strong representations had been made
to the Commission, and he had also handed an official letter
of protest to the Spanish Ambassador. But the interests of
other EEC members were rather different from our own because
they had substantial manufacturing investments in Spain and
therefore benefited from the high Spanish tariff. Even the UK
position was not as clear cut in every case as it might seem:
for example, the Ford cars being imported from Spain included
engines built in South Wales. The best way of dismantling the
present unsatisfactory arrangement with Spain would be for Spain
to join the EEC as soon as possible. There was therefore a
strong case for doing everything we could to speed up the Spanish
negotiations and to ensure a short transition period. As regards
footwear, his Department was certainly keen to cooperate with the
UK industry on dumping cases. But these had to be pursued with
care because many of those countries which exported shoes to.the
UK were major importers of UK manufactures. In general, the
argument in favour of protecting a particular industry always
had to be balanced against the risk of retaliation. For example,
the action taken under Article 19 against US nylon imports had
resulted in the US retaliating against our knitwear industry;
and as a result, we had felt obliged to withdraw the Article 19
quota. On the other hand, it was a matter of some concern to
him that proposals currently under discussion in Brussels would,
if adopted, result in some further reduction in the scope for
national action against imports from outside the EEC.

The Minister of Agriculture said he was especially concerned

about the damage done to our industries by imports from other EEC
countries. There was much evidence in the agricultural sector

/ of illegal
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of illegal State aids; yet the Commission seemed unable to do
anything about them. For example, the Dutch had been subsidising
their glasshouse industry for years, but the Commission had
failed to stop them. Consequently, the UK industry was being
destroyed. There were other examples where the use of State

aids might be technically legal, but where real damage was
nonetheless being done to UK agriculture. One general problem
which had to be faced was that, under the British legal system,
it was far easier to have EEC regulations and Court decisions
enforced than in France. The measure which he had recently
announced to protect the turkey industry was the only one that
was likely to stand up in a UK court. If he had introduced

any other measure, an injunction would no doubt have been brought
against the Government within days. By contrast, in France, it
would no doubt have taken several years before a complainant
could have brought the matter to court. Likewise, when the French
were found guilty in the European Court, they had no reason to
take much notice. 1In the UK a European Court decision would be
enforced by the UK courts within a matter of days. Commenting

on this last point, the Chancellor said that consideration should
perhaps be given to altering the Community legal system so as to
allow members to take unilateral action against unfair trading
practices without challenge in the courts.

The Foreign and Commonwealth Secretary said that he doubted
this would be possible, for it would be inconsistent with the
whole concept of the Common Market. As for the more general
issues, he believed it was common ground that we gained more than
we suffered from the open trading system. There certainly was
cheating by other countries, but we should beware of allowing
the volume of complaints to exaggerate the real extent of the
damage done to our industries. He believed that the best approach
was to continue to pursue vigorously other countries' unfair
trading practices on a case by case basis; and also to devise
non-tariff barriers that would not result in retaliation nor
would be challenged in the courts. At the same time, he had to
warn colleagues that at Melbourne and Cancun the developing countric:zs
were likely to focus on the issue of non-tariff barriers; with the
reduction in industrial countries' tariffs in recent years against
their imports, they increasingly saw non-tariff barriers as the
constraint on increased trade.

Summing up the discussion, the Prime Minister said that they
were all agreed that the UK's trading arrangements both within
the EEC and with the rest of the world must be made to work more
to the UK's advantage. With this in mind, she invited the Secretary
of State for Trade to arrange for a study to be carried out of the
options open to us. It should look in particular at the scope
for taking further covert action to protect our industries and
at the possibilities of persuading the Commission to improve its
monitoring of, and to take firmer action against, illegal and
unfair trading practices in other member states. The study should
include a report on progress made in introducing new non-tariff
'barriers in four areas on the lines discussed by E Committee
in June 1980. The Secretary of State for Trade should also arrang=

/ for an examination
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for an examination of UK legal procedures, insofar as they
appeared to make it easier for Community law to be enforced in this
country than elsewhere, and of any action that might be taken

in this respect which might make Community law less immediately
binding. These studies should be carried out by the Department
of Trade in consultation with the Foreign and Commonwealth Office,
the Attorney General's Office, the Treasury and the European
Secretariat of the Cabinet Office. 1In the meantime, continuing
efforts should be made wherever the opportunity arose to bring
pressure to bear on our trading partners to give the UK better
access to their markets and to persuade them to remove unfair
State aids. She would take the opportunity of her forthcoming
meetings with President Mitterrant to raise some of the issues
which had been referred to in relation to Anglo/French trade.
Finally, the proposals currently being discussed in Brussels
which would involve further reduction in the scope for national
action against imports should be resisted.

I am sending copies of this letter to John Rhodes (Department
of Trade), Brian Fall (Foreign and Commonwealth Office), Kate Timms
(Ministry of Agriculture, Fisheries and Food) and David Wright
(Cabinet Office). j

s

L B. LANKESTER
[ ee—

John Kerr, Esq.,
HM Treasury




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000 8 September 1981

Nick McInness Esq A%%~4 /GLA¢42L4

Department of Trade
1l Victoria Street
LONDON SW1

Deere Nick
UK TRADE POLICY

At the meeting with the Prime Minister today, the Chancellor
quoted from a speech by a leading member of the Footwear
Industry to the Institute of Directors given on 30 April,
1981, and promised to circulate copies of the text. This is
attached at Annex A. I also attach a submission from J W W
Pittard dated 16 January which no doubt has already been
considered by officials in your Department.

As the Chancellcr said at the meeting, he feels that these
particular examples illustrate well the very difficult position
of particular industries which can result from a variety of
unfair tradin? practices by other countries. He is very well
aware Trom his own experience as Minister for Trade and Consumer
Affairs that there is always some degree of exaggeration by

the industries affected in these cases - but he believes even

when this is discounted there is a very real problem and real
cause for concern.

In addition to the two documents attached, the Chancellor has
asked me to redraw attention to the Saving Telegram No.37 of

10 July, 1981 on the economic and social measures in the French
Government's programme. Paragraph 8 referred to the French
Government's intention to be vigilant over unfair competition,
to base this attitude on strict reciprocity in commercial

and trade practices, and to reconquer the domestic market.

I am copying this letter and attachments to Kate Timms (MAFF)
and Tim Lankester (No.1l0).

V("""” At
fefr

P S JENKINS
Private Secretary
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FOOTWEAR: TRADE RESTRICTIONS

Straight protection by quotas and duty

Quotas Duty

Australia Yes, restriction =~  U61%

New Zealand Yes 5%

S Africa De facto zero

Canada Yes Relatively high
Japan Yes. Details

deliberately not
published.

Major footwear exporters to UK ete

Taiwan ?
Korea De facto zero

Brazil (100% import
deposits)

India )
)

De facto zero
Pakistan )

Spain (Some internal Second largest
subsidies) . source of UK
imports.




i The feather Tndustry

-+ vbe noted that there are other nations which assist or p

“fﬁ;Argehtina replaced the ban with a 20% export duty and promised t
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' THE LEATHER TNDUSTRY. =

.

" Qur Company, "and I believe the Leather Industry as'a whole, recognises
~~the Government's policy in creating a greater sense of reality at all
. levels throughout British Industry, in order to squeeze out .inflation,
.. and make large sections of industry more-efficient, and therefore
<competitive in world markets. g g PRI iR R [T DA

TR LR

i B : AT b Sl R TR O R
- We accept this challenge readily, but would only expect the Government
- to be equally rcalistic in establishing comparable trading condilions
v forour Industry wilh other countries. Our Industry has always beena .
“very international one, which believes in Free Trade, and only asks - =

. that as far as possible it should also be Fair Trade..

[
}

in Britain and in the other countries within the
- EEC has suffered badly .- and continues to do so - as a result of quite

., unfair competition from certain countries. Summarised below is the

.. “situation in four major leather-producing countries, although it must

protect their .
. Leather Industry in different, but significant, WAYS. T [t ninl

IS Bl A
%

" ARGENTINA prohibited exports of raw hides ahd'skihSTf}ém'iézl'hﬁtii‘5'.-'*
- Octlober T1979." In 1979 following negotiations with the USA, who gave
1 (universally) concessions on corned beef, cheese and finished leather,

0 phase

" i out this duty in four equal stages in April and October 1980 and 1981.

. However, the Americans complained that she artificially inflated the
S Vingwith wortd prices only in April 1980 without, however, reducing . \
],zth$.duty to 15%. She reduced the duty to 10%, however, on October - .. . .

s B 7R 73
PP >

fh}ﬂkfﬁﬁpbhtg_dfihr255ed 1éa£hef_fr6m Argentina}f't’ :

{ ?‘5;' ff2.§ m5]1ion éqdare feet -
01979y 13,0 million square feet.
;f,lp;rgage: + 3Q8% ol T 7 A A

AR 1 X 4

.f{jBRAZIL imposed a ban on exports of hides and skins #n:1973 and has

w0 5Tnce developed well-equipped tanning and shoe-making industries which
4o are ‘amongst the biggest in the world. In December 1979 she imposed a

30% export tax on leather, and removed subsidies, which had been the

. subject of a successful threatened countervailing duty application by
.. the Community leather industry earlier in the year. 1In April 1980 she
o allowed exports of raw hides and skins subject to a 36% export tax and o
" “reduced the export tax on leather to 18%. The Americans tried to persuade,
without success, the Commission to put combined pressure on the Brazilian

. .77 .Government to gradually eliminate their tax at least on 30% of the

“* supply. Eventually the Americans alone negotiated that the Brazilians

would reduce the taxes to 18% on hides and skins, and 5% on finished

 Jdeather. Brazil levies an import duty on leather of 170%.
UK imports of dressed leather from Brazil:

(I IIhS 9.7 million square feet

011979 35.0 million square feet

27l Increase; + 260%

) A LS

e “ b dea, LAty Ylis o Jhafi QY
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icial export price on which the duty was -calculated and. brought into o4 i
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o J tF?YINDIA gives export subsidies of 7}% on lcather, 15% on footwear, V2 5%

: ﬁion stitched uppers and leather garments. A 25% tax was imposed some time
' ago ‘and annually reducing quotas on exports of unfinished leathers, :

. i-i:The quotas are now below normal world demand; the export tax on crust
) [{iand'wet blue Teather was reduced from 25% to 10% as from January 7th 1981.
... She gives an afrfreight subsidy which enables lighter weighing 1eather

WLt be shipped to North America and Europe at sea freight rates. Indian
;ggleathers. either in the piece or in the form.of stitched uppers, have %
- been'selling in North America and Europe at 40% below Teathers made 1n Tl
"[Europe from the same tanned rawstock A & Wy

.iﬂ[ux {mports of f1n1shed or near- f1nlshed ]eather from Ind1a.(r‘?';5x"

‘ i?;1975 "10.3.mi1190n square feet

5LQ1979 Leonn m1111on square feet
'"~In¢rease. + °23%

vf;pPlease see Append1x T wh1ch exp1a1ns how a "protected" raw mater1a1
. market materially affects the prlce of the h1des and sk1ns as compared
{:;to the Open or Free Market iR R i e

€
- "t

41 0B has nohides and skifis except pigskins, but has ‘built up a large O

,'Fygv nd flourxshing Teather industry on imported raw hides from USA,. of.
' j}ifwhwch she is the biggest purchaser. She protects this: industry.

" ostensibly in‘aid of the underprivileged outcaste class of workers, py ah

A Hﬁ - a low global quota on most typesof Teather and high duties on the

i other Teathers, and a similar low global quota on. imports of footwear. = ' *©

A‘.;tMleeldlnq to pressure from USA and Australia, she granted in 1980 spec1a1
w1 ¢, individual additional (though still small) quotas for American and -
£y .. hustralian finished hide leathers. Japanese leather ‘is-on offer in -

* world markets at prices significantly below European prices for. .. .
~}:*equ1va1ent leather, and Japan is a major world exporter of finished

Ljff‘1eather COTANCE, the European Confederation of Tanners and Dressers,
4. has applied to the Commission to negotiate either the removal of the

'~ import quota system, or the grant1ng of a spec1a1 substantlal quota

E\ .o<;qfor EEC 1eather

i EEC exports 10 Japan:

;-f,1975 : approxumately 1,580,000 square feet
SR approx1mate1y 1 850 000 square feet

*i'Japanese exports to EEC:

1975 approximately 37,620,000 square feet
i 1978° approx1mate1y 42,660,000 square. feet

4 Net Japanese imports into EEC:

‘_ 1975: approx1mate1y 36,040,000 square feet

o 1978 | approxumately 40, 810 000 square feet '5?f: [ '”:I'{:~

g For the year ended December 31st 1980, the 1mport f1gures from the above
785 countr1es may have been reduced. T L , :
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“This, however, would be the result of the poor demand for leather in
" the West, which has produced a significant drop in the price of raw
. hides and skins in their free markets narrowing the price differential’
- 7 between these and the protected markets. In addition, manufacturers.
.. of shoes, garments, gloves etc. have gone through aperiod of heavy
- destocking, and in this situation have been less willing to import
.. leather from Argentina, Brazil, India and Japan, with the longer lead
it 7 times which this inevitably means. The position will, however, revert
<+ " owhen the demand for leather improves worldwides ar." e (A e

iRy
4} .

" e now urge the Department of Industry to consider the Leather g
" Industry's case with a view to effecting through the EEC removal of the
" pestrictive practices and subsidies applied by these nations, A
'~ and only if this is not forthcoming then countervailing duties should
¢+ Be introduced on .imported semi-finished and finished leather and made

1 woup articles, Sk ik ity e B Rl o I A

’
HIRE

3 W W PITTARD
16, January 1981
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UNITED KINGDOM TRADE POLICY: ®RIME MINISTER's AD HOC MEETING
ON 8 SEPTEMBER

The postponed ad hoc meeting of a small group of Ministers to discuss trade

—rp
policy will now take place at 1080 on 8 September, I attach a brief on

S — ——
which the Prime Minister might find it helpful to draw in the discussion,

<

M D M FRANKLIN
CABINET OFFICE SW1
4 September 1981
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PRIME MINISTER'S AD HOC MEETING, 8 SEPTEMBER 1981

UNITED KINGDOM TRADE POLICY

BRIEF FOR THE PRIME MINISTER

BACKGROUND

1. At the suggestion of the Chancellor of the Exchequer in his
undated July minute on this subject, you have arranged an ad hoc
meeting on 8 September with the Chancellor, the Lord Privy Seal, the
Minister of Agriculture and the Secretary of State for Trade to

discuss the two main issues raised by the Chancellor, namely

(i) the constraint which the United Kingdom's membership of the
European Community places on our ability to react quickly

and flexibly to particular trade problems;

whether the right machinery exists in Whitehall for dealing

with specific import problems as they arise.
i S N T i

2. The Secretary of State for Trade, the Lord Privy Seal and the

Minister of Agriculture have also commented, in minutes or letters

—

dated 22 July, 31 July and 10 August respectively. In broad terms,
the Minister of Agriculture shares the Chancellor's concern about (i)

above, especially with regard to imports from other member states,

but does not see much prospect of improvement. The Secretary of
P

State for Trade points to the inescapable legal realities of the

common market, while the Lord Privy Seal questions the Chancellor's

thesis, arguing that the real constraints on our trade policy derive

1
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from our participation in the open world trading system as embodied
-—
in the GATT rules. On (ii) above, neither the Secretary of State
ety

for Trade nor the Minister of Agriculture see any need for new

machinery.

The 1980 E Committee Conclusions

S In his minute of 22 July the Secretary of State for Trade

suggested that earlier E Committee papers on Britain's International
Trade Policies (E(80)43) and Non-Tariff Barriers to Trade (E(80)57),
by Mr Nott and Sir Geoffrey Howe respectively, would be relevant to

the discussion at your meeting.

4, The first of these earlier papers noted that

exports of goods and services accounted for about one third
S ——

of the United Kingdom's GDP, and that our dependence on
exports was higher than any other industrial nation of

comparable size and much greater than that of the USA or

Japan;

responsibility for tariff/quota questions had passed to the

Community under the Treaty of Accession;

a wide range of import restraints already existed on textiles
from low cost sources, on one third of our imports from Japan, .
on steel imports from the developing world, on footwear from

2
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South Korea and Taiwan, and on imports of most disruptive
manufactures from Eastern Europe. Some took the form of
industry to industry voluntary agreements, not subject to
Community control; others were negotiated on our behalf by

the Community.

5. The paper's main conclusions, which were broadly endorsed by

Fude ©., E Committee on 25 June 1980, were that the Government's present policy

of open trading and resisting pressures for the general introduction
v T p—————a——.

of import controls should'be upheld; but that the Government should
continue to fight dumping and other unfair trade practices, to
maintain those import controls which already applied in sensitive
areas, to use procurement policy to assist British industry
constructively, and to negotiate for better overseas access for
exports, and for the removal of non-tariff barriers for trade where
practicable., (E(80)21st Meeting Minute 2.) To deal with the
problem of reaching quick decisions on questions affecting exports,

EX Committee was set up under your Chairmanship.

B The second of the two earlier papers contained recommendations,

)
which were endorsed by E Committee at the same meeting (E(80)21st

Fene © Meeting, Minute 3), for a number of measures designed to assist

British manufacturers by seeking the removal of other countries'

_—

non-tariff barriers or pursuing the possibility of introducing new

NTBs in four areas in the United Kingdom. These latter were:

the accelerated payment of VAT on imports, a Community ban on the

3
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import of leather containing sperm whale oil, the introduction of a

national type approval scheme for commercial vehiclesu/and the

development of new national safety standards.

———

Community constraints

7o The Chancellor's minute distinguishes between the constraints
which apply to unilateral action against disruptive imports from
third countries, on the one hand, and those from other EC member

states on the other.

8% As to the former, the Chancellor proposes that we should press
strongly in the Council for greater freedom for member states to

take national action against disruptive imports; while the

R

Secretary of State for Trade's minute points out that we are in
this field bound by the common commercial policy and the Treaty of

Rome, and that proposals currently under discussion in Brussels
on—

would if adopted result in some further reduction in the scope for
“ Y )
national action. (The present rules allow member states to

introduce quotas without prior Community approval in urgent cases,

but all such quotas are subject to confirmation by the Council.)

9. The Secretary of State for Trade and the Lord Privy Seal may

argue that we cannot realistically hope to reverse the process of

. —

completing the common market, from which our industries anyway gain

and for which we are arguing strongly in other contexts eg insurance
and air services and fares. It is not clear in any case how freedom

4
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to take national action could be exercised without inviting retaliation

and in a way that would be compatible with our GATT obligations.

Moreover, if we want to use the weight of the Community to bring

pressure to bear eg on Japan, we must be ready to accept some degree
\h—

of Community co-ordination.

10. As to the latter, formal import controls against the exports
of our Community partners would be incompatible with Community law,

unless justified under the limited health, security etc. exceptions

specified in the Treaty. The Lord Privy Seal argues that the proper

safeguard lies in the Community's competition rules, which have been

applied successfully by the Commission in the steel sector to our
benefit. But the Minister of Agriculture contends that in the

agricultural sector the Community's attempts to control illegal state

——

6%_____ aids have been ineffective, and cannot in any case avail against

aids which the Commission regard as legal. Hence his resort in the
case of turkeys to action on the basis of animal health provisions
to deal with a problem which is essentially economic. This measure
may yet provoke a legal challenge or retaliation by the French, but
it should at least remove the threat to the British turkey market

next Christmas.

11. It might also be possible, as the Chancellor suggests, to use
administrative means ie non-tariff{ barriers to limit damaging import
penetration in other sectors, provided - as E Committee agreed last .
year - we could find a legally watertight justification in each case.

5
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If the Chancellor presses this point, you might think it useful as a
first step for the Treasury to report on the progress made in the

four areas of action agreed last year (paragraph 6 above).
Y __-—4

Whitehall machinery

12, The Chancellor suggests that there are no systematic means of
dealing with specific cases of import disruption when they arise,
whilst still taking account of wider considerations including the
danger of retaliation. The Secretary of State for Trade does not
believe that new co-ordinating machinery is necessary and fears that

it would merely slow things up.

13. EX Committee was created (paragraph 5 above) to deal with
export problems. Only two meetings of the Committee have so far

been necessary. There is no precise counterpart dealing with

import problems. But OD(E) and its official Committees can and do
—

tackle any trade issue arising in the Community context, which must

cover the great majority of all candidates for selective safeguard

measures; and E Committee takes broad issues of trade policy of

the kind discussed in June last year.

HANDLING

14, You might invite the Chancellor of the Exchequer to open the

discussion in the light of his minute.

6
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15. You might then focus discussion on each of the Chancellor's

points in turn:-

(i) How far should we push for Community agreement to greater

national freedom of action against imports from third

e

countries? (Paragraphs 8 and 9 above.)

(ii) What scope is there for action against imports from other
Community countries, through import controls, more effective
Commission action against illegal state aids, or through

administrative means? (Paragraphs 10 and 11 above.)

Is there a need for new or different co-ordinating machinery

in Whitehall? (Paragraphs 12 and 13 above.)

CONCLUSION

16. Subject to the discussion you may wish to conclude

(i) either that the discussion has been useful in clarifying a

number of issues but that there is no case for pursuing
the general subject of United Kingdom trade policy
further at this stage

or that the Chancellor of the Exchequer should put any
specific proposals for changes in the Community's

import regime to OD(E), and any new proposals for

7
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United Kingdom non-tariff barriers to E Committee,
reporting at the same time on progress made in the
four areas identified as potentially helpful by

L Committee last year;

(ii) that the existing co-ordinating machinery should stand.

Cabinet Office SW1

4 September 1931

8
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From the Private Secretary 17 August 1981

7

Vi

The Prime Minister has seen the Minister
of Agriculture's minute of 10 August about
United Kingdom trade policy. She looks
forward to discussing these issues at the
meeting which has now been re-arranged for
9 September.

I am sending copies of this letter to
Peter Jzﬁklns (HM Treasury), John Rhodes
(Departmcnt of Trade), Michael Arthur (Lord

Privy Seal's Office) and David Wright (Cabinet
Office). -

M. A. PATTISON

r/‘

Miss Kapfe Timms,
Mig;sf?y of Agriculture, Fisheries &% Food.
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister ’wg
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PRIME MINISTER
’//(7/i>t_J ol G R

UNITED KINGDOM TRADE POLICY

As it proved necessary to cancel the meeting you had arranged for-
Monday 3 August, I thought it might be helpful to let you have
some comments now on the minutes you have received from the ;
Chancellor of the Exchequer, the Secretary of State for Trade and
the Lord Privy Seal about the United Kingdom's trade policy.

I believe that the Chancellor is right to be concerned at the
constraints which &%um;;mmfw
ability to react effectively to damaging penetration of our

markets from third countrie other Member States.
Certainly, difficult problems arise inm the agricultural sector where,
given the perishable nature of much agricultural produce, a
particularly quick response is often essential. It is true that

the Community has at its disposal under the CAP a formidable armoury
for dealing with agricultural imports from third countries, but the
steps needed before the Community can take effective action can be
lengthy and in the majority of cases there is, of course, no scope
for national action.

I am even more concerned at the limitations on our ability to prevent
damage to our industries from other Member States' imports. The

Lord Privy Seal points out, in his minute of 31 July, that the
Community has a competition policy designed to prevent unfair
j>competitlon between Member States. But the Commission's attempts

to keep tabs on, let alone to control, the many illegal state aids
in the agricultural sector have been singularly ineffective. And
there is no attempt whatsoever to tackle the problems arising from

the use of aids which may technically be legal. For example, the
Commission now appear to regard the various aids which the French

Government have been pumglng into their turkey industry as legal.
But this does not alter the fact that, as explained in the paper
enclosed with my letter to the Forelgn Secretary of 31 July, these
aids are threat

aggig%iggzgl_lndnatry. This cannot be right; nor can it be in the
long term interests of the CAP. Indeed, in the case of a commodity,
such as poultry, which is not ¢ supported by intervention buying, the
use by a Member State of subgidies could all too easily lead %o the
collapse of the Community regime for the product.

—
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I am very conscious that it will be very difficult to find ways
of improving on the present position. But I agree with the
Chancellor that we should have a talk to see if there is anything
we can do. As for the Whitehall machinery for dealing with
specific cases, I agree with the views expressed by the

Secretary of State for Trade in his minute of 22 July.

I am sending a copy of this minute to the Chancellor of the Exchequer,
the Secretary of State for Trade and to the Lord Privy Seal.

A

I'ER WALKER
/0 Atigust 1981

CONFIDENTIAL
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Ref. A05367

MR. LANKESTER

Prime Minister's Ad Hoc Meeting on 3rd August
on United Kingdom Trade Policy

I understand that the Prime Minister has con-
vened a meeting of a small group of Ministers at
4. 00 pm on 3rd August to consider minutes from the
N
Chancellor of the Exchequer and the Secretary of State
for Trade on United Kingdom trade policy.
2. I attach a brief on which the Prime Minister

might find it helpful to draw in the discussion.

ROBERT ARMSTRONG

3lst July, 1981
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PRIME MINISTER'S AD HOC MEETING, 3 AUGUST 1981

UNITED KINGDOM TRADE POLICY

BRIEF FOR THE PRIME MINISTER

BACKGROUND
1. At the suggestion of the Chancellor of the Exchequer in his
recent undated minute on this subject, you have arranged an ad hoc
meeting on 3 August with the Chancellor, the Lord Privy Seal, the
Minister of Agriculture and the Secretary of State for Trade to
discuss the two main issues raised by the Chancellor, namely
o —
(i) the constraint which our membership of the European Community

(EC) places on our ability to react quickly and flexibly to

particular trade problems;

(ii) whether the right machinery exists in Whitehall for dealing

with particular import problems as they arise.

2% In his minute of 22 July the Secretary of State for Trade has

offered preliminary comments on the Chancellor's minute and suggested

that earlier papers on Britain's International Trade Policies
6 C

(E(80)43) and Non-Tariff Barriers to Trade (E(80)57), by Mr Nott

and Sir Geoffrey Howe respectively, will be relevant to the

discussion at your meeting.

3. The first of these earlier papers noted that

1
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exports of goods and services accounted for about one third
e S ——

of the United Kingdom's GDP, and that our dependence on

exports was higher than any other industrial nation of
[ TSR

comparable size and much greater than that of the USA or Japan;

responsibility for tariff/quota questions had passed to the

Community under the Treaty of Accession;
N S

a wide range of import restraints already existed on textiles
[R——————R Y

from low cost sources, on one third of our imports from Japan,

on steel imports from the developing world, on footwear from
B A b L A
: S
South Korea and Taiwan, and on imports of most disruptive

manufactures from Eastern Europe. Some took the form of

—

industry to industry voluntary agreements, not subject to

Community control; others were negotiated on our behalf by

the Community.

4, The paper's main conclusions, which were broadly endorsed by
E Committee on 25 June 1980, were that the Government's present policy
of open trading and resisting pressures for the general introduction

of import controls should be upheld; but that the Government should
I .

continue to fight dumping and other unfair trade practices, to

maintain those import controls which already applied in sensitive

areas, to use procurement policy to assist British industry

constructively, and to negotiate for better overseas access for

2
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exports, and for the removal of non-tariff barriers for trade where
practicable. (E(80)21st Meeting Minute 2). To deal with the
problem of reaching quick decisions on questions affecting exports,

EX Committee was set up under your Chairmanship.

—

5. The second of the two earlier papers contained recommendations,
which were endorsed by E Committee at the same meeting (E(80)21st
Meeting, Minute 3), for a number of measures designed to assist

T—

British manufacturers by seeking the removal of other countries'

e

non-tariff barriers or pursuing the possibility of introducing new

NTBs in four areas in the United Kingdom. These were: the

accelerated payment of VAT on imports, a Community ban on the import
st rs s

C?—— of leather containing sperm whale oil, the introduction of a national

CE?——'type approval scheme for commercial vehicles, and the development

C:E__ of new national safety standards.

Community constraints

6. The Chancellor's minute distinguishes between the constraints
which apply to unilateral action against disruptive imports from

third countries, on the one hand, and those from other EC member

states on the other.

7 As to the former, the Chancellor proposes that we should press

strongly in the Council for greater freedom for member states to

take national action against disruptive imports; while the

3
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Secretary of State for Trade's minute points out that we are in

this field bound by the common commercial policy and the Treaty of

Rome, and that proposals currently under discussion in Brussels
e ——

would if adopted result in some further reduction in the scope for

national action. (The present rules allow member states to

introduce quotas without prior Community approval in urgent cases,
S ——T. >

but all such quotas are subject to confirmation by the Council.)

8. The Secretary of State for Trade may argue that we cannot
realistically hope to reverse the process of completing the common
market, from which our industries anyway gain and for which we are
arguing strongly in other contexts eg insurance and air services and
fares. It is not clear in any case how freedom to take national

action could be exercised without inviting retaliation and in a way

that would be compatible with our GATT obligations. Moreover, if

we are seeking to use the weight of the Community to bring pressure
to bear eg on Japan, we must be ready to accept some degree of

Community co-ordination.

9. As to the 1atter, formal import controls against the exports

of our Community partners would be incompatible with Community law,

unless justified under the limited health, security etc. é;;;ptions

specified in the Treaty. But where, as in the case of French turkeys,

such imports are made possible by Government subsidies, it is the

Commission's duty to investigate the aids concerned to see whether

they are lawful under the Community's competition rules. Mr Walker

4
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reported to Cabinet on 23 July that he would shortly put a paper to
colleagues (presumably in OD(E)) on the question of French turkeys.

3 : [ P ——
(cc(81)29th Conclusions Minute 3.)

10. It might also be possible, as the Chancellor suggests, to use

administrative means ie non-tariff barriers to limit damaging import

penetration, provided - as E Committee agreed last year - we could

find a legally watertight justification in each case. If the

Chancellor presses this point, you might think it useful as a first

step for the Treasury to report on the progress made in the four

areas of action agreed last year (paragraph 5 above).

Whitehall machinery

11. The Chancellor suggests that there are no systematic means of

dealing with specific cases of import disruption when they arise,

-

whilst still taking account of wider considerations including the
danger of retaliation. Mr Biffen does not believe that new co-
ordinating machinery is necessary and fears that it would merely

slow things up.

12. EX Committee was created (paragraph 4 above) to deal with

.

export problems. Only two meetings of the Committee have so far

been necessary. It is true that there is no precise counterpart

dealing with import problems. But OD(E) and its official Committees

can and do tackle any trade issue arising in the Community context,
which must cover the great majority of all candidates for selected

5
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safeguard measures; while E Committee takes broad issues of trade
T

policy of the kind discussed in June last year.

L e S e ]

HANDLING

13. You might invite the Chancellor of the Exchequer to open the

discussion in the light of his minute.

14. You might then focus discussion on each of the Chancellor's

points in turn:-

(i) How far should we push for Community agreement to greater

national freedom of action against imports from third

“r,

countries? (Paragraphs 7 and 8 above.)

(ii) What scope is there for action against imports from other
D e

EC countries, through import controls, more effective
Commission action against illegal state aids, or through

administrative means? (Paragraphs 9 and 10 above.)

Is there a need for new or different co-ordinating machinery

in Whitehall? (Paragraphs 11 and 12 above.)

CONCLUSION

15. Subject to discussion you may wish to conclude

(i) that the Minister of Agriculture should proceed with his

promised paper on turkey subsidies;

6
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(ii) either that the discussion has been useful in clarifying a

number of issues but that there is no case for
pursuing the general subject of United Kingdom trade
policy further at this stage

that the Chancellor of the Exchequer should put any
specific proposals for changes in the Community's
import regime to OD(E), and any new proposals for
United Kingdom non-tariff barriers to E Committee,
reporting at the same time on progress made in the
four areas identified as potentially helpful by

E Committee last year;

(iii) that the existing co-ordinating machinery should stand.

Cabinet Office SW1

31 July 1981

7.
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Prime Minister

UNITED KINGDOM TRADING POLICY

I am grateful for the sight which we have now had of the
Chancellor's minute of 1 July and the Secretary of State for Trade's
minute of 22 July. These will be discussed at your meeting on
3 August.

24 I would like meanwhile to put on paper some comments on the
points raised by the Chancellor.

B His general proposition is that our membership of the Community
imposes a penalty on the United Kingdom in the effective management

of our external trade policy, particularly as regards action to curb
imports. This seems dubious. The fact is, as the Secretary of

State for Trade makes clear in the last paragraph of his minute, that
the real constraints on our ability to restraint imports arise from
our participation in the open world trading system and, in particular,
from our membership of the GATT, which is the international embodiment
in treaty form of that system. In cases of difficulties caused for us
by imports from outside the Community the first question we ask
ourselves is whether we have a case under the GATT for taking action
against those imports. I am not aware of any instance where we have
had a watertight GATT case and have not then been able to secure the
appropriate action by the Community. I accept that the need to
convince the Community, and in particular the Commission, that our
cases will stand up, can cause delays which are unwelcome to those who
think they need protection. But these delays are not different in

kind from the delays which are imposed by the need on the part of a

/national
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national government to ensure that, for example, Article XIX action
is indeed justified by the GATT criterion of 'such increased

quantities ... as to cause or threaten serious injury to domestic

producers ...'. And of course once action is taken on our behalf on
a Community basis we are better placed than we would be on our own Sso
far as compensation to the exporter, in accordance with his GATT
rights, is concerned. Thus, when the Community last year took action
at our instigation against imports of US synthetics the compensation
package then agreed with the Americans involved compensation by the
Community as a whole, and not just by the UK. The advantages of this
have to be set against any complaints about delays.

4., As to the delay in handling dumping cases, our manufacturers
were complaining about such delays long before we joined the Community;
the reason for the delays was the same then as it is now, that HMG
alone in those days, and HMG plus the Community now, took a lot of
satisfying that anti-dumping measures were justified under the GATT.

I agree, nevertheless, that unreasonable delays should of course be
avoided; that is why we have supported strengthening of that part of
the Commission concerned, which has now recently had its staff

increased.

5 As for intra-Community trade, the Community has a competition
policy which is designed to prevent unfair competition between member
states - for example, by its policing of state aids—and the Commission
is responsible for chasing up non-tariff barriers which infringe the
Treaty. These policies are in our interests and for the most part
function reasonably well. I accept that there are difficulties over
some imports from other Community countries. There are constant
allegations concerning Italian state aids and the unfair competition
in a wide range of goods which arises from them, but we should beware
of allowing the volume of complaints to exaggerate the real extent of
the difficulty. In another case (steel imports into Italy) the
/Commission
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Commission acted successfully against Italian attempts to interfere
with trade across their frontier. And on the wider question of the
European steel market, the Commission's actions have protected us to
an extent which would not have been possible if we were operating
outside Community rules. There are other areas in which we suspect
unfair competition, and have not yet managed to have a stop put to
it. But in the case the Chancellor raises of French turkeys, the
element of subsidy has not yet been shown to be illegal. I believe
that, whatever the weaknesses, Community competition policy and
action against non-tariff barriers nevertheless afford us a degree
of protection which would not be available through the GATT alone.
We should not lightly place this in jeopardy. I believe in fact
that our approach should remain that recommended by the Chancellor
himself last year (E(80)57, paragraphs 18 and 19), ie of vigorously

pursuing individual cases on their merits.

6. I am sending copies of this minute to the Chancellor of the
Exchequer, the Secretary of State for Trade, and to the Minister of
Agriculture, Fisheries and Food.

[H .

31 July 1981
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NOTE FOR THE FILE

I invited today the Minister of Agriculture
and the Foreign Secretary to attend the
meeting on Monday 3 August to discuss
United Kingdom Trade Policy. Mr. Walker
will definitely be present (as well as

the Chancellor and the Secretary of State
for Trade, both of whom have already been
invited) and the Foreign Secretary's office
will come back about Lord Carrington.

If he is unable to attend, Sir Ian Gilmour
will do so.

28 July 1981
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PRIME MINISTER

\

UNITED KINGDOM TRADING POLICY

You have arranged a meeting with the Chancellor, the Minister

of Agriculture and myself ogﬂﬂyAugust to discuss the Chancellor's
recent minute to you under the above heading. I will not
therefore comment in detail on the points in his minute at this
stage. I would however like to make a suggestion and just a few
preliminary comments.

My suggestion is that we should include in the dossier for the
meeting a paper (E(803§§) which the Chancellor circulated last
year on Non-Tariff Barriers to Trade; a more general paper on
Britain's International Trade Policies (E(8Q)K3) by John Nott;

and the minutes of the meeting of E Committee on 25V)ﬁhe 1980

at which they were discussed. These papers taken together go a
good deal beyond the particular points the Chancellor is now
raising, but much of their content - for example the discussion

in the Chancellor's paper of the extent to which the use by us

of non-tariff barriers is practical or useful - is highly relevant.

The comments I would myself like to make at this stage are these.
First, we cannot ignore the implications of Community "competence"
for safeguard action against imports. Community membership

deprives us of full control of our own national trade policy. I

have never sought to conceal my views on this matter, but I cannot
deny the current European realities. The European Community is

first and foremost a common market, which implies free trade within
the market and an agreed common external policy. Free trade within
the Community (at least for goods) and a common commercial policy
for trade with outsiders (together with a Common Agricultural Policy)
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are required by the Treaty of Rome. They have been comprehensgively
spelt out in implementing regulations which in many respects have
become part of United Kingdom law. Discussions are at present
going on in Brussels on changes in the regulations for import
controls. These would have the effect of whittling down still
further the little scope we now have to take national action. We
shall in due course have to take a view on these proposals. But
they do illustrate the point that any movement is likely to be

in the direction of further trade harmonisation unless we take a
conscious and determined policy to thwart this.

Ify second comment relates to the doubts the Chancellor expresses
about whether we have the right machinery in Whitehall for dealing
with specific cases of damage to industry from imports. I do not
think that any inadequacy in our own machinery is the real
problem. My experience so far is that it is the problems inherent
in each case (eg Japan, developing country and American textiles)
which have led to delays, difficulties or in certain cases a
decision to do nothing. A case can always be made for new
co-ordinating machinery. But my own instinct is that adding to
bureaucracy would merely add to the already excessive daily round
of papers and just slow things up.

I am copying this to Geoffrey Howe and Peter Walker.

W TR

Department of Trade
1 Victoria Street
Iondon, SW1H OET

c;;j;)guly 1981
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The recent visit of the Japanese inevitably brought up once

again the question of th;-;;T?Ey we should adopt towards
certain imports in the light of the trade policies of other
Countriest—— This is familiar territory and no-one doubts

the problems and complexities. But I have an uneasy feeling

that we have not yet got the balance entirely right. There

are two aspects which particularly concern me.

A The first is the considerable constraint which our
membership of the European Community places on our ability to

react quickly and flexibly to particular problems. This is

important both in relation to third countries and to particular
threats arising from damaging import penetration from other

EC countries (for example the recent case concerning French
turkeys). The second aspect concerns the Whitehall and

Governmental machinery.

a8 On the EC aspects. Selective controls on imports from

outside the EC can of course be imposed under the GATT (Article

X1X) when import;—%hreaten serious injury to domestic
producers. I know from the case of two quotas we imposed last
year on synthetic textiles from the US there are considerable
difficulties in operating under thi;_Krticle not least the

need except in emergency to seek Commission approval in advance
of taking action through the relevant management committee.

But I wonder whether we make as much use of the Article X1X
h—’—-ﬂ

/as we might
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as we might and whether the machinery for considering these cases
is as expeditious as it should be. I have in mind here cases
where a rapid response is needed to severe problems arising
suddenly EE;_EEF?Tcular industries on a sectoral basis. Here if

action is long delayed it can easily prove to be _tgo late. A

related problem is the very lengthy delay in the EC handling of

dumping cases. My feeling is that notwithstanding Commission
s;:;;;ivities about competence we ought to begin pressing very
strongly within the Council - using the growing strength of
feeling ther;_ng;rzzis question in other member states - to
press for some more general rule allowing member states greater
freedom to take effective and immediate national action against

disruptive imports.

4, I am also concerned about our apparent inability to take

effective action - either through the introduction of formal

import controls or (as others seem to be able to do) through

administrative means - against damaging import penetration Trom
R I RIS

other EC countries.

5y This brings me to my second point of major concern. I
wonder if we have the right machinery in Whitehall for dealing
with specific cases of this kind when they arise. Various
interests are always involved and there is usually a variety

of possible means of taking action, for example, public purchas-
ing, economic protection and the question of standards. In
particular cases we need to consider all possibilities, whilst
still taking account of wider considerations including the

danger of retaliation. We have no systematic means of doing this.

B+ We are of course committed to a general policy of free trade
within the framework of our international agreements, and I am
not in the least questioning this. But within the general
policy we have always recognised the place for selective
protectionist measures in special circumstances. What I am

/questioning is
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questioning is whether we have the means and machinery for
sufficiently swift and effective action in those particular
cases and whether we should not devote some considerable
effort and energy in the two areas I have suggested to

improving the position.

AN Perhaps we could discuss this general question and its

handling at our next regular meeting?

GEOFFREY HOWE




PRIME MINISTER

»

You have agreed to send a message to

launch the BOTB's "Export Europe' campaign
"which starts next week.

The Department of Trade have now asked
if you would be willing to record - rather
than sign - a short message so that it can
be played at the opening national conference

and subsequently regional conferences.

I attach a draft speaking note for the
purpose and Caroline has squeezed 10 minutes

into your diary on Friday (1545 hours 19 June).

Content to record?
N

£

w0 AN

—

NEVILLE GAFFIN © By <8
15 June 1981




EXPORT EUROPE

It speaking note

»

Everyone attending this conference today knows that overseas

trade is vital to our economic health.

And everyone here knows that Western Europe is our biggest

challenge.

We have made tremendous efforts to sell our goods in the
European Community, the EFTA countries and Spain in the last few

years.

But we still have a relatively small share - only 63% - of

this enormous market.

It is five times the population of the United Kingdom. It
has six times the buying power. And, as every export salesman
knows, it is a tough, sophisticated and quality-conscious market.

No-one pretends that exporting to Western Europe is easy.

It depends, first, on your producti. You must be able to beat
your competitors. Your price, your design, your reliability, your
delivery and your after-sales service - they all count.

It depends too on the sales efforts of hundreds of individuals -
and the way they are backed up by their companies.

Many of the people attending this conference today have already
proved that they can export successfully - and profitably - to
Western Europe even in difficult times.

I believe that their achievements can and should encourage

others.

/That




That is what the "Export Furope' campaign is all about.

I hope that you will find today's conference a valuable

and illuminating expericnce. And I hope that, as a result,
you will all help to make the "Export Europe" campaign a great

sSuccess.

Other Points

b

UK exports to Western Europe now 58% of total exports (compared

with 34% in 1960 and 46% in 1970’)

2.

But they are still growing very slowly at 61% of total market.

UK sales to West Germany = 6.5% total market (Netherlands 12%,
France 11%, Italy 8%)

UK sales to France = 5.5% total market (Germany 16%, Italy 10%

UK sales to Italy = 4.5% total market (Germany 17%, France 14%)

Western Europe imported an estimated £300 billion of goods last




10 DOWNING STREET

From the Private Secretary 14 May 1981

AT

Exports to Western Europe Symposium

The Prime Minister has seen your letter to
me of 6 May inviting her to open the above
Symposium. As I have already told you, it has
not proved possible to fit this engagement into
her diary. If you think it would be useful
for the Prime Minister to send a message to

| the Symposium, you will no doubt let me have
1 a draft,

I am sending a copy of this letter to
Francis Richards (Foreign and Commonwealth Office).

ML

Mrs. Catherine Capon,
Department of Trade.




SECRET, (

’iIME MINISTER

OPENING EXPORTS TO WESTERN EUROPE SYMPOSIUM:
25 JUNE

Can I please ask you to re-consider this
invitation? 25 June is a Thursday and you have
—

Cabinet in the morning; Questions; followed by about
a two-hour briefing meeting for your visit to
Luxembourg on Monday 29/Tuesday 30 June. These
commitments would mean opening the Symposium in the
evening, but you already have one speech that week
on Tuesday 23 June, as well as an out-of London
visit on the Monday (Polaris). If you accept

this invitation, we will simply end up with the

problems we have been having recently.

Agree to refuse? hZVW

11 May 1981

SECRET
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Do Moot

INVITATION TO THE PRIME MINISTER TO OPEN EXPORTS TO WESTERN EUROPE
SYMPOSIUM: 25 JUNE

In January, the British Overseas Trade Board approved proposals put
forward by the Department of Trade's Exports to Europe Branch for a
ma jor promotion of the West European market. The main aims of the
promotion are:-

i) to stress the economic importance of Western Europe
as an extension of the home market;

15) to encourage medium and smaller companies to examine
the potential of the market for their own products or
services; and

e to provide practical advice and information to help
point companies in the right direction.

The promotion will consist basically of Ezg‘elements, media publicity
and regional conferences. The publicity campaign is already under
way and will Intensily during the year. The start of the "hard sell”
will take place towards the end of June and will be accompanied by
the release of both a film and a book. The meat of the campaign will
begin after the Summer break and will consist of a series of major
regional conferences.

The programme will be launched on 25 June at a symposium to be held
in the Cl ers Livery Hall in Iondon. The purpose of this
event iS5 to highlight the importance of the West European market
and, in particular, to promote and stimulate interest in the
conferences and other associated activities. It is primarily

aimed at the media and at representative organisations (Chambers

of Commerce, Professional Institutions, Trade Associations etc) and
is intended to obtain the maximum publicity. In order to both
stimulate interest and to endorse the message, top management from
British industry will be well represented. There will also be
contributions from the Minister for Trade, the Chairman of the B
the Chairman of the European Trade Committee of the BOTB, and the
Secretary of State also hopes to participate. The event, which




From the Secretaryof State

will be supplemented by audio visual aids, will be professionally
scripted and produced by the COI. In addition to all the major
daily and weekly papers and journals there should also be good TV
coverage.

It is planned that the event should begin at 4 and last for about
12 hours. The set-piece presentation should Take about an hour with
® remaining time being devoted to an open forum discussion. It
will be followed by a reception which will provide an opportunity
for a more informal exchange of views as well as a chance to give

the press further detailed information and briefing.

In view of the importance we attach to encouraging more companies
to take advantage of the opportunities offered by the West European
markets, my Secretary of State was hoping that the Prime Minister
might ider supporting this event. He has asked me to enquire
whether she wou ® willing to open the proceedings. It would not
be necessary for her to stay throughout the whole event but if her
diary allowed her to do so, it would obviously be much appreciated,
particularly if she were to participate in the open forum. There
is no doubt that her presence would do a lot to enhance the impact
of this initial event and to ensure success for the subsequent
regional conferences. The timing in relation to our taking over
the EC Presidency is also good.

I am sending a copy of this letter to Roderic Iyne (FCO).

s i

Gl Gponn -

CATHERINE CAFON
Private Secretary
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Fromthe Secretary of State

Roderic Iyne Esq
Private Secretary to the Secretary of State
for Foreign and Commonwealth Affairs
Foreign and Commonwealth Office
Downing Street
Iondon, SWIA 2AL V5 April 1931

Deor Redeac,

MINISTERIAL VISITS OVERSEAS: CO-ORDINATION OF TRADE PROMOTION VISITS

Ve have been giving some thought to the gquestion of co-ordination
of Ministerial visits overseas which could include trade promotion
as an objective. Ministerial visits are an important part of our
general trade promotion activities and we should like to get the
best value we can out of them.

At the moment, we are not sure that our efforts are always directed
at the right target at the right time. There has been a tendency
for certain countries or regions to receive a considerable amount
of Ministerial attention in the field of trade promotion, at least
over a short period of time. That would be entirely appropriate

if a conscious decision had been taken to focus Ministerial
attention in such a way but we are not sure that has always been
the case. Conversely, other countries or regions may be neglected,
or comparatively neglected in relation to others which, again, might
be quite right and proper if it were the result of a conscious
decision but it is not always clear that that is so.

The principal device for keeping track of proposals for Ministerial
vigits is the schedule that your Department distributes monthly

based on information provided by other Departments. But by the time

a visit is included in the schedule, it is sometimes already beginning
to take shape; there may then be insufficient time for consideration
of its commercial aspects. Nor does the stage at which a Minister
seeks permission for a visit from his colleagues principally
concerned normally provide an early and adequate enough opportunity
for Departments to express views. ;

Some Departments whose Ministers undertake visits with a trade
promotion content (in whole or in part) as an extension of their
sponsorship responsibilities already turn to our country branches
for advice about where the best opportunities lie as between




Fromthe Secretaryof State

particular product sectors and between different markets.

We think it would be both logical and sensible to extend this
arrangement and to make our country branches the primary
co-ordinating point for the trade promotional aspects of any
Ministerial visits. In this way we would hope to avoid the
present drawbacks I have mentioned - possible over-concentration
on some markets and neglect of others - and thus help to bring
about a better co-ordinated programme of Ministerial visits as

a whole. If you and copy recipients agree, therefore, we should
be grateful if, where trade promotion may be an objective, Departments
would consult us at the'!earliest possible stage,both as to markets
to be visited and the timing of visits. Ideally, as already
happens in some instances, we should like our country branches

to be consulted before internal departmental submissions to

- Ministers are made on any visit with a trade promotional angle.

I am sending copies of this to the Private Secretaries to Cabinet
Ministers and to David Wright.

Yoxrs ever,

Nicholos MEunes

N Mc Innes
Private Secretary
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PRIME MINISTER

‘Objectives and Procedure, and Use of North Sea Qil
(EX(80) 2, 3, 4 and 5)

BACKGROUND
This is the first meeting of the Committee, which was set up on

11th July to ensure that major cases involving Government support of exports

are dealt with quickly and efficiently and to keep under review the arrangements

for promoting the United Kingdom's international trade objectives. As you
have pointed out before, the fact that the Committee has not so far met can be
taken as a mark of its success in stimulating Departments to find solutions,
At your meeting with the Secretary of State for Trade on 20th October, however,
you said that there was now a case for a meeting to discuss the general role of
the Committee » Mr. Alexander's letter of 20th Ogtober to Trade.

2, There are now three general papers: by the Secretary of State for
Trade (EX(80) 2), by the Chancellor of the Exchequer (EX(80) 3), and by the
-E-P-RS (EX(80) 4). The Secretary of State for Trade's other paper, EX(80) 5,

discusses the use of North Sea oil in support of major capital projects.

3.  The main point in the Secretary of State for Trade's paper (EX(80) 2)

is that EX might in due course be asked to endorse clear objectives and

priorities so as to encourage the most effective support for our industries.

He does not however give any indication what they might be, His main point
on procedure is that EX should be a court of last resort which might have to
meet on occasions at short notice and which should not overlap with the
responsibilities of other Cabinet Committees.

4.  The Chancellor of the Exchequer's memorandum (EX(80) 3) does not
make specific recommendations but summarises some general points on
financial support which should be kept in mind, He points out that capital goods
exports of the type which would be considered by EX represent only around

5 per cent of total exports. There is very substantial help for exports in

general through Trade's export promotion activities and through the ECGD.,

-1—
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This is already a heavy burden on the PSBR and public expenditure = the interest
rate ‘subsidy payable on fixed rate export credit leads to £500 million of public
expenditure in 1980-81, It is important to try to reduce these costs through
international consensus on support arrangements. In particular we do not want

to precipitate a subsidy war. Against this background, the Chancellor's main

conclusion is that any proposal for assistance in a particular case should be

supported by full costing and an analysis of the subsidy involved with an assess=

—

ment of the risks of repercussions (his paragraph 11).
5. The CPRS (EX(80) 4) bring these general arguments together. They

recommend in their paragraph 3 that it is important to define priorities and new

policy issues as soon as possible so that EX can then look at particular cases in

the context of clear guidelines, As a first step they propose, in their

paragraph 4, thatan analysis should be made of the markets which our maih

competitors are pursuing, what they offer financially and how they are organised,
6.  The Secretary of State for Trade refers in (EX(80) 5) to the possibility

of limited supplies of United Kingdom Continental Shelf oil being used as

leverage to secure major capital projects, The paper refers to some of the

difficulties of this approach and the need to use oil in this way very selectively.

The Department of Trade already have some work in hand on identifying priorities
in terms of markets and new projects; and the Secretary of State proposes that
officials should now look at the issues further and make recommendations.

7.  The Secretary of State for Industry suggested in paragraph 8 of his
memorandum (OD(80) 73) on defence sales that further consideration should be
given to the possibility of using oil sales to secure defence sales, It was agreed
that this should be pursued further in the context of the EX discussions.

8. The Foreign Secretary, in his minute of 26th November to the Secretary
of State for Energy on refinery and disposal strategy, has proposed that to
ensure full interdepartmental co-ordination a new Cabinet Office Official

A ———
Committee should be set up to look at individual cases and to advise EX. I
————— J'
understand that the Foreign Office have in mind that the cases which will come to

EX will, by definition, be complicated and the considerations finely balanced,
They feel, therefore, that if Ministers are to reach decisions quickly on the
basis of comprehensive advice, with the facts interdepartmentally agreed, an

official committee would help.
S sm—— -2~
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9. I am not persuaded that there is yeta case for setting up such a

committee, A number of the issues are already dealt with under the Treasury's
T —————
interdepartmental Export Guarantees Committee. This looks at particular

prom ECGD under:vriting in the national interest and also at wider

issues on export credit. There will be other proposals for particular cases
and package deals which the Treasury Committee would not deal with, but I see

no reason why the Department of Trade should not take the lead in these,

Provided that they are sensible in calling in all the other Departments Z’anolved,
Ministers should get comprehensive advice with the facts agreed, You will
however wish to sound out the views of the other Ministers on this question,
HANDLING

10. The Secretary of State for Trade, the Chancellor of the Exchequer and

Mr. Ibbs will each wish to speak to their papers. Lord Trenchard and

Mr. Ridley are representing their Secretaries of State (the Secretary of State
for Industry is involved in a Debate in the House, the Foreign Secretary is
seeing his Austrian opposite number and the Lord Privy Seal is abroad). The

Secretaries of State for Energy and for Defence have been invited for the

discussion of the use of oil

11. I suggest that you should first have a general discussion and agree on
the areas where further work is necessary. You might then, in the light of
decisions on further work, consider whether there is any case for an official
supporting committee.

12. The main proposal for further work is that objectives and priorities
should be identified, This ties in with the CPRS's proposals for an analysis of
practice by our main competitors: the Committee will need to consider in
particular whether this is worthwhile or whether sufficient is known already.
The other main strand is the further work, proposed in EX(80) 5, on priorities
for the use of oil in terms of markets and new projects. This can take account
of the relevance to Defence sales in particular,

137 You will then wish to consider whether this general work, and the
handling of particular cases which would not bedealt with by the Treasury's
Export Guarantee Committee, should be undertaken with the Department of

-3-
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Trade in the lead or whether an official committee under the Cabinet Office
should be set up. I am not convinced that this is necessary: the task could
be given to the Department of Trade. If however the Committee feels that
there is a case for setting up an official committee, I will put recommendations
to you for membership and terms of reference.

14, Finally, you might take the opportunity to discuss briefly the
correspondence following the Secretary of State for Energy's minute of

24th October about his visit to Mexico and Venezuela. You will recall that

you suggested that there might be advantage in your hosting a small half-day

seminar of industrialists and administrators to foster Government/Industry
E———————. C—— [e—

co-ordination in approaching these two markets - Mr. Alexander's letter of

S

————————
28th October to the Department of Energy, The Secretary of State for Trade -

his Private Secretary's letter of 1st December to Mr, Alexander = has now
advised against this, The particular question of the Mexican market is being
pursued by the Departments of Trade and Energy. The Secretary of State for
Trade's main point, however, is that there might well be other candidates,
deserving more priority, for high level seminars of the kind suggsted. If this
view is shared generally in EX you might invite the Secretary of State for Trade
to consider the possibilities further, perhaps in the course of the further genera
work which the Committee commissions, and make proposals.
CONCLUSIONS
14. In the light of the discussion the Committee will probably wish to call
for further work on:~
(i) the identification of objectives and priorities;
(i) the analysis of our competitors' ~activities, as proposed
by the CPRS;
(iii) guidelines, and markets, for use of oil to secure major
capital projects (including defence sales).
15, They will also wish to:
() Decide whether this work, and the handling of particular cases,
should be dealt with by the Department of Trade with full consultation
with all the other Departments concerned or whether a formal official
Cabinet committee should be set up to support EX.

P S
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(b) Invite the Secretary of State for Trade to consider further the
possibilities for a hightlevel Government/Industry seminar

on a particular market or markets,

(Robert Armstrong)

3rd December 1980

-5-
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Secretary of State for Energy
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London SWIP 4QJ ,Lé? Hovember 1960

OIL AND EXPORT PROJECTS

We spoke briefly sthe other day about the possibility of using
some BNOC participation oil in support of major British
projects overseas. At the time we agreed that it was
necessary for us to discuss the general principles at stake
as soon as possible. To this end I hope very much that it
might be possible for you to attend the first meeting of EX
Committee on 27 November.

You may be aware that NEI have been attempting to obtain a
major contract for turbines in Romania with an initial value
of approximately £200m. This would be of considerable
industrial importance, not least for employment in the North
of England. It is difficult to say how close we are to
winning the contract, but there is a feeling in Bucharest that
if we were to offer a certain quantity of oil at what is
admittedly a very late stage in the negotiations it could tip
the scales cur way.

My own feeling is that we must be very careful how we use the
offer of access to North Sea oil in winning overseas contracts.
Cecil Parkinson recently ruled out such a link to the
Romanians. However, I think it would be worthwhile for our
Ambassador to be authorised to tell the Romanians that,
whilst the situation remains as tight as described by Cecil

. Parkinson recently, we have been examining our availabilities
very carefully, and can now see our way to allocating a quantity
of North Sea oil (the terms and timing would of course be
dictated by BNOC, save that we should not depart unduly from
those offered to Greece); this offer can, however, only be
made if the turbine order goes to NEI. Only if the Romanians
show genuine interest would it be necessary to ask BNOC to
undertake more detailed negotiations.

In view of what you said the other day I am by no means
pressing this suggestion with you, and I vwould not wish to
lean on BNOC before we have at lezet discussed how we can




From the Secretaryof State

handle this whole concept. I would be very grateful,

however, if you could ask your officials to let us know
straight away whether BNOC can help in ghis case,
ensuring that if they do so it will be WMLthout prejudice
t0o our consideration of the longer term strateg;

JOHIN NOTT
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EX Committee

As suggested in your Secretary of State's minute of
31 July, the Prime Minister held a short discussion about
the future work of EX Committee with Mr. Nott and two of
his senior officials this morning.

It was agreed that EX had already proved its value even
though it had never met! It had had a useful role as a
catalyst. However there was now a case for a meeting at
which a general discussion of the role of the Committee could
be held. More particularly thought should be given to ways
in which the Government could bring more leverage to bear
in support of our exporters.

Clearly the members of EX should have a paper before them
when they meet. and this would most naturally be circulated
by the Secretary of State for Trade. Among the subjects
touched on at this morning's discussion which might be covered
in a paper were the role of aid; the possibility of making
greater use of participation o0il; and defence sales.

Greece

There was also some discussion this morning of the present
state of play in the negotiations with the Greek Government for
a power station contract. The Prime Minister commented that
this was the sort of issue where a meeting of EX at an earlier
stage might well have been useful. It was agreed that there
was no question of altering the terms of the offer at this
stage. (The Prime Minister stressed that if our offer were not
accepted, we should in no circumstances submit a more favourable
tender in any subsequent competition.) The Prime Minister
indicated however that she remained unhappy about the way the
coal element in our tender had been handled. She was not convinced
that it would not have been possible to find an open-cast mine
in this country, e.g. one in private hands, which could have been
dedicated to the power station in Athens. It was agreed that
the Secretary of State might have a further word with Sir Derek
Ezra about the general question of linking dedicated mines with
power stations.

Your Secretary of State also told the Prime Minister that
we had, in his view, come close to reaching agreement with the
Greek Government on a contract for the supply of tanks. However we

CONF,DENTIAL / had been‘




had been frustrated at the last moment by a German offer of

aid linked with the supply of German tanks. It was not clear
that the Greeks would necessarily accept the German offer but
for the moment our own bid was stalled. The Prime Minister said
that it was not acceptable that the German Government should
behave like this while they were benefiting from excessively
advantageous offset and infrastructure agreements with HMG.

I am sending copies of this letter to George Walden (Foreign
and Commonwealth Office), John Wiggins (H.M. Treasury), Ian Ellison
(Department of Industry), Brian Norbury (Ministry of Defence) and
David Wright (Cabinet Office). :

e

(o,

Stuart Hampson, Esq.,
Department of Trade.
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PRIME MINISTER

Work of EX Committee

In his minute of 31st July the Secretary of State for Trade asked you
for a short briefing meeting to clarify how his Department could best prepare

material for this new Committee. He has now sent you a note as a basis for

discussion (under cover of his Private Secretary's letter of 13th October to
M
Mr. Lankester), He will bring with him Mr, Caines and Mr. Benjamin, his

Deputy and Under Secretary dealing with this work.

2, You decided to set up this Committee on 25th June when E Committee
discussed a paper (E(80) 43) by Mr., Nott on Britain's international trade
policies (E(80) 21st Meeting, Item 2). Although Mr, Nott did not ask for a
new Committee he questioned whether the present divisions of departmental
responsibility - mainly between Trade, Industry, the Treasury and the

Foreign Office = allowed for a sufficiently quick and effective response in
e R

competing for international trade. He further questioned whether the

Government might be denying British industry access to some major markets
by giving undue weight to foreign policy rather than trading objectives.

3% The terms of reference are:-

'""To ensure that major cases involving Government support of
exports are dealt with quickly and efficiently and to keep under
review the arrangements for promoting the United Kingdom's
international trade objectives,'

4, The Members, un&er your Chairmanship, are the Foreign and
Commonwealth Secretary, the Chancellor of the Exchequer and the Secretaries
of State for Industry and for Trade. Other Ministers will be brought in as
necessary.

B3 Mr. Nott has not so far found any cases, or general policy issues, which

he wishes to bring to the Committee. Indeed it may be that the very existence

of the Committee has concentrated departmental minds in dealing with major
projects. The Chancellor of the Exchequer is planning to put forward a

general paper on export credits and promotion, probably next month.

e
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6. In his note of 13th October Mr. Nott proposes that the Committee
should have three main purposes:-
(i) To remove any interdepartmental log jams in dealing with
major projects (his paragraph 4).

(ii) To identify priority projects or export markets which might

become special targets for the United Kingdom (paragraph 5).

(iii) To consider any novel policy approaches to improve the
prospects for winning projects, including the introduction of
new financing facilities (paragraph 6).
7. He will probably take the opportunity to outline some of the current
problems facing exporting industries and the Government in trying to help
them - for example, the costs of credit packages competitive with those

offered by other Governments; the difficulties in exporting to traditional

markets, such as black Africa, which are becoming increasingly uncreditworthy;
e

the vulnerability of ECGD to risks (e.g. Turkey, Iran).

8. There is no objection to the proposal that the Committee should be
ready to break interdepartmental log jams in the handling of major projects.
Your main reason in setting it up was to do precisely this, and the Committee
stands ready to meet if Mr, Nott has proposals to put to it, He is however

right in implying that the Committee is a court of last resort. Most problems

should be dealt with in existing committees, such as E(EA) or between the
-Ministers concerned,

9, His more general proposals, (ii) and (iii), are within the Committee's

terms of reference. You will not however wish to prejudge any particular
proposals which Mr. Nott might put forward at this meeting. It may well be
that changes need to be made, but these must be on the basis of considered and
specific proposals on which the other Ministers responsible can have an
opportunity to put their case. In particular itis essential that any proposals

for further expenditure, or different methods of financing, should deal fully

with the fnancial implications - for example, how any additional public
expenditure should be offset; and the implications for monetary policy. If
Mr. Nott intends to put forward proposals with financial implications his

Department should, in the normal way, first discuss them with the Treasury;
LD
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and with the Department of Industry and the Foreign and Commonwealth Office
if what he has in mind has implications for the Industry and Aid Programmes.

10. To sum up you might conclude by telling Mr. Nott that the Committee
will meet when he - or any of the other members - is ready to put papers to
it. He should bring out financial implications to his proposals clearly and

consult colleagues on them first. The ball is now in his court.

(Robert Armstrong)

17th October 1980
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The Rt Hon Sir Keith Joseph, Bt, MP

Secretary of State for Industry
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You will have seen my recent exchange of correspondence with
Geoffrey Howe about possible Government assistance to UK exporters.

ZINBABWE AND BRITISH STEEL

I am glad to hear that he thinks we are doing as much as we can
to help exporters. You might be interested to hear however of a
case involving British Steel and Zimbabwe, which seems to me to

highlight the lack of competitiveness of parts of our industry,
when trying to secure business abroad.

It seems that earlier this year the Zimbabwe Government put out

to tender a large contract for the supply of steel rails for the
modernisation of their rail system. I am told by an impeccable
source that Zimbabwe very much hoped to be able to give the order
to the UK. The main contenders were firms from the Federal Republic
of Germany, Austria, USA, South Africa, and British Steel. The
first three all quoted a price of about Rhodesian g90 (£60) a tonne
(excluding freight charges). The South African quote was g5 higher,
but they eventually won the order because of lower freight charges.
The price quoted by British Steel was around g150 (£100) a tonne
(also excluding freight) ie over 50% higher than the nearest
competitor. I understand that at one point this contract was
considered as a possible candidate for an aid and trade package.

The idea was eventually dropped - not surprisingly in view of the
price difference. The depressing conclusion is that no matter

what we do to encourage exporters, those like British Steel are
unlikely to win many orders.

To be fair I should record that the same source told me that other
sections of British industry were having some success in exporting
goods to Zimbabwe. In particular those in the market for heavy plant




and machinery were keen to place their orders with
British firms for reasons of quality, reliability, and
useful support from the Export Credit Guarantee
Department.

I am sending copies of this letter to the Prime Minister,
Peter Carrington, John Nott, Robert Armstrong, and
Robin Ibbs.
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MEETING TO DISCUSS EX COMMITTEE: 20 OCTOBER

—
As background to the meeting between the Prime Minister and my
Secretary of State on 20 October to discuss EX Committee I
enclose a note to serve as the basis for discussion setting
out his thoughts as to how the Committee might operate.

T am copying this letter to David Wright.

Q/ﬂua{lﬁwb&@“

N McInnes
Private Secretary
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BACKGROUND NOTE FOR MEETING ON 20 OCTOBER BETWEEN THE PRIME MINISTER
AND THE SECRETARY OF STATE FOR TRADE TO DISCUSS EX COMMITTEE

The Committee's terms of reference are:
"To ensure that major cases involving Government support
of exports are dealt with quickly and efficiently and
to keep under review the arrangements for promoting the

United Kingdom international trade objectives."

2 The objectives for this briefing meeting are to agree

more precisely

(:39 the purpose of the Committee;

(ii) the nature and scope of the material to place

before it;

(AAA") the timing of meetings.

PURPOSE
L) The Secretary of'State for Trade considers that the
Committee should have the following main purposes:

61 to remove any inter-Departmental log-jams which

arise in orchestrating full HMG support to UK firms

pursuing major trade opportunities overseas. Most
of these are expected to occur in the projects

field where problems between Department associated
with eg finance, credit and aid are most likely to

arise.




to identify particular projects or export markets
which would become special targets for the UK to
pursue, using all resources open.

to consider any novel policy approaches to

improve the prospects for winning projects.

NATURE AND SCOPE OF THE WORK

Ilog Jams

2} A large number of major projects are being pursued by UK
companies at any one time on which the Departments concerned are
in continuous touch about the best form and timing of support.
The Committee would only be used where the normal machinery seems
unlikely to produce a solution in time. An example of the sort
of problem which could go to EX in the near future is the ECGD

cover on the £1,000m Castle Peak 'B' contract which would raise

ECGD exposure in Hong Kong to a controversial level.

Priorities

5 A feature of the approach of our competitors is to focus

their national effort on particular opportunities. To make the
EssssEsmsas $ 2090909090202 0 USSSSSSSS———
best of our limited resources, we should do the same, and in
order to secure the necessary degree of Government commitment,
it could be useful for the Committee to endorse suggestions
that on trade and industrial grounds special HMG support should

be applied to gain selected particularly important projects.




The Department of Trade is planning to establish a continuing
dialogue with the main project companies on the market priorities
as they see them. EX Committee might subsequently be asked to
endorse clear objectives and priorities, and thus help the
Government machine to proceed rapidly and flexibly to ensure
success, using any necessary devices and measures, eg Royal

and senior Ministerial visits, to maximise the UK's leverage.

New Policy Issues

6 There may well be a need to introduce new facilities to
match the flexibility of the competition. There may also be
particular lines of action where the fullest Government
commitment may be needed if UK industry is to have a chance
of success:

(a) Persuasion may be needed to achieve the best British

entry so that maximum HMG support can be given.
(b) Key projects may arise in politically sensitive

markets, where some measure of support may imply

uncomfortable involvement.

et

New facilities, such ags more flexible foreign currency

financing, measures to encourage investment relevant
to a project, or to establish a position in the market
may be called for.

MEETINGS
2 Iog jams arise unpredictably and require urgent solutions. The

Committee may have to meet at short notice if need be. Priorities
and policy issues can be raised on a more measured basis. Care

would be taken not to cross wires with other Cabinet Committees.

10 October 1980
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Lord President of the Council
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Thank you for your letter of 5 September. I am sorry that
you have not had an earlier reply.

I share your concern that, in current difficult world trading
conditions and with the loss of price competitiveness of

UK goods, we should do everything possible to assist the
exporting efforts of UK industry. The scale of our heln to
exporters is in fact very substantial. We are up with Lhe
leaders internationally in our provision of export credit
facilities; and the British Overseas Trade Board provides

a very extensive range of export intelligence and promotion
services. The scale of our effort seems to be competitive
and in present circumstances there can be no question of
increasing it. ' '

However, I think your letter reflects a fairly widely held
view that in the case of some key export orders we do not
always deploy the available government aids as rapidly and

flexibly as some of our competitors do. This doubt has arisen

most commonly in relation to large capital projects, where
several companies can be involved in a bid, lead times are
long and, partly as a result, financial and sometimes

political risks are high. Mainly as a result of anxieties
of this sort, the Prime Minister has recently set up a new

Cabinet of exports, EX, which she will chair, with the
ollowing terms of reference:-

"To ensure that major cases involving government
support for exports are dealt with quickly and
efficiently, and to keep under review the
arrangements for promoting the UK's international
trade objectives."

/John Nott
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John Nott has also set up within the Department of Trade,
providing a common service to the Department of Industry,
a new division to co-ordinate government support to
industry in pursuing export orders overseas and to advise
on export policy questions generally.

The hope must be that these organisational changes will
help to remedy any previous shortcomings in our aid to

key export bids. EX, as its work progresses, will be able
to judge the effectiveness of the new arrangements and of
the existing array of services to exporters.

In view of these developments I hope you will agree that it
is not necessary to invite an interdepartmental group of
officials to review this field. (If this were to be done
the Official Group on the Impact of Government on Industry
would not be the appropriate body for the job because it is
primarily concerned with the impact on industry of policies
outside the trade and industry field, eg training, planning
and health and safety.)

I am sending a copy of this letter to John Nott, Robert
Armstrong and Robin Ibbs and (with a copy of yours)

to the Prime Minister, Kelth Joseph and Peter Carrington
as members of EX.

GEOFFREY HOWE




SHlERCREanER | €

X”&E&." T8 SEPIB0 |

ACTION | Ma; H(QA’TW 2 Civil Service Department
Whiteha!l London SW1A 2AZ

— A S/ 01-273 4400

B .w~a~————*f:€32:35€ﬁﬁ 5th September 1980
W Jo o

Mo AST H
M. BoacnRL

A Eoiex S Eon (0. Holigy

MDY it ¢

Your letter of the 12th August addressed to Willie Whitelaw
and copied to Cabinet colleagues about the Ministerial Steering
Group on Government Strategy prompts me to write to you about
something which has been worrying me for some time.

I see that one of the areas for future work (referred to
in Annex A) is "Reducing burdens placed on industry by Government!".
These I see are essentially of a negative character likely to
impede industry. But I have for long wondered whether we shouldn't
be doing more to encouirage industry in export markets. I wonder
whether this might not be a suitable subject for consideration by
the Official Group on Impact of Government on Industry. The -
knowledge that I accrued during my times in Paris and Brussels
about the extent to which other Community Governments helped their
industries in various ways to secure export orders, leads me to
believe that we lag far behind in this respect. Perhaps one
example would serve to show you what I have in mind. When I left
Zimbabwe, French, German and Italian industries were hard at work
seeking orders. I can assure you that if Zimbabwe had been an
ex-French Colonial territory, French industry would have been given
such a start and such advantages by the French Government as to
thwart any competition.

Though I do not believe that we should be emulating our
predecessors in seeking to prop up dying industrial concerns even
in these hard times, I do wonder whether we could not and should not
be thinking in terms of more help, albeit it of a‘'sub rosa'’character
to help our industries in some export markets.

I am sending a copy of this letter to John Nott, Robert Armstrong

and Robin Ibbs.
\’Zxaay~, LA
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The Rt.Hon. Sir Geoffrey Howe,QC,MP,
Chancellor of the Exchequer.
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I have read the papers which have been produced by distinguished
people such as Forsythe and Kaye on the economic implications of

North Sea 0il revenues and the theories expressed by Professor Brittan.
These economic doctrines would lead one to believe that the exports

of manufacturing industry must go down by an amount not dissimilar

to the external benefits of North Sea Oil. Nevertheless as a
Chairman of an exporting manufacturing Company it is not my intention

heh e WY

Hiy

to go down without fighting.

Indication of the Problem.

Reckitt & Colman has built its world wide business based on exports
from the U.K. = It regards the U.K. as a tax haven, and it's policy
is to export from the U.K. wherever po§§IEI€T——-The Company won the
Export Award 18 months ago and therefore can be regarded as a high

profile exporter.

The figures which I shall be publishing next week on the half year
results will only show a part of the risk which is currently facing
us on exports because we'Igziude in our export profits the profits on
our shipments to subsidiaries overseés, over which we have some
control over prices. Neverthelesg'even these prices are under

very considerable pressure and our companies overseas are Jlooking
for other sources for their supplies rather than the U.K.

The real measure of the problem lies in our exports to third parties
and the figures for the first six months have only been rescued as

a result of a resumption of shipments in 1980 to Nigeria, of which
some 90% are pharmaceutical products with a relatively high profit
margin. The following figures for other parts of the world

demonstrate the problem.
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For the first six months:

Third party sales to Europe £ 3m Loss £ 180,000
to North America £ 1lim Profit £ 36,000
to Asia £ 4%m Profit £ 5,000

The sales referred to are a mixture of household and pharmaceutical
products plus, in the case of North America, mainly food products.
Nevertheless, the ones most at risk are 'household' and therefore,

I have had a report prepared on the effect on the Household Division in
Hull of losing its export business. The areas concerned in the
factory and office employ 1060 people and the export element of
individual products vary from 20% to 85%. The loss of the export
element would result in 323 redundancies, therefore in effect 1/3rd

of the employment.

Facts.

'In this same area wage and salary increases last year were at 16%%

and current negotiations, with effect from August of this year, are
at 10% - 11% and our 'trades' employees have already accepted at
this level.

Efficiencies have been improved aﬁéngbbroximately € 3m will be spent
this year in factory capital in these fields and £ 2m was spent last

year.

Input costs during the last 12 months have been reasonably well
contained with the exception of energy and local authority costs.

Despite, by U.K. standards, reasonable wage settlements and the
improved efficiencies, the margin of contribution is insufficient with
household type products to overcome the currency gap which has
developed and we are typical of many U.K. industries in this respect.

Ctd L I B
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It will therefore be seen that we are left with two major problems
putting us at a significant disadvantage versus our overseas

competitors:

1. the cost of money, and
2. the level of sterling

both of which are indissolubly linked.

Industry's Part.

Industry is bringing inflation down by exercising wage restraint,
increasing efficiencies and accepting very low margins. The

July CBI situation report showed that 83% of exporters were hampered
by pricing and that price increases for exports would be minimal over
the next 4 months. The August survey showed a very similar

situation for domestic products.

To obtain improved efficiencies companies need money, just as they
need money to finance their stocks etc. It is my view that the
high cost of money is no longer deflationary on industry.

L2
high cost and this becomes a cost.

Because of low margins industry has to choose between capital
investment at high interest cost to improve efficiency = or

drastic deferment with the inevitable consequences.

Salaried staff regard high interest rates as a cost just as
much as industry does and therefore it does not achieve wage

restraint.

Together with the effect of oil, high interest rates maintain our

.industrially unacceptable exchange rates.

If one takes Reckitt & Colman as a typical energetic exporter of low
and medium technology products, then once these exports are lost they




will never be regained nor will the jobs be replaced in another part
of Reckitt & Colman. We can only, to a limited extent, and over a
period of time switch to higher technology and therefore higher 'value
added' products.

In order to stick it out in the meantime at 'no profit' we must see
the light at the end of the tunnel. The next six months are vital

in decision making by industry.

Action Required.

I can appreciate that if the Chancellor moves with all due caution
these moves will have nil or very little effect on exchange rates
and a considerable amount of British exporting industry will be
destroyed. To avoid this happening I would suggest:

1. The Government must not only believe but be seen and heard to
believe that the exchange rate is too high.

They should move on MLR earlier than expected and by more than
expected - in other words take the risk of moving too soon rather

than too late.

My personal estimate is that we wéaid need a swing of at least
10% on exchange rates to be effective and interest rates will need
to be at levels not dissimilar from those of our main overseas

competitors for us to be export efficient.

Clearly Government cannot and dare not bring interest rates down so
long as they have an excessive PSBR. In my view PSBR is a very

—

much more important factor than any somewhat unreliable money supply
figure. Money is not going out to individuals to provide inflationary
buying, the money that is going to the private sector appears to be going
to industry to keep it alive. :

Even more dramatic is the fact that the bulk of the extra money in
the system is going, not to improve British industry (because it
cannot afford it) but to ever-increasingly finance Government and

public authority spending.
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When we considered the Secretary of State for Trade's paper
on trade policy (E(80)43) at E on 25 June, it was suggested

OPEC SURPLUSES

that the lg§§ developed countries could buy more of our
exports if their balance of payments problems were eased
by encouraging greater flows from oil surplus countries.
I promised to produce a note about the various ideas now

current for recycling the OPEC surpluses.

2 Before considering them it is useful to distinguish
between improving the recycling of oil surplus producers'
money on ron-concessional terms, and inducing them to put

up more aid. The latter is important to the poorer
developing countries (many of them in the Commonwealth)

which do not have the same capacity for adjustment as those
further along the road, but we cannot hope that this will

be large enough to reduce substantially the recycling problem.
The magin problem is to devise new methods of channelling

the surpluses which would be acceptable to the oil producers.

Zi The ideas for recycling the OPEC surpluses are aimed

at mitigating the immediate balance-of-payments problems of
the LDC's, and at creating the conditions for recovery and
renewed long term growth. They may not even maintain,

still less increase in the long run, these countries'imports
from us or from anyone else. But they are a first necessary
step towards more trade in the future.
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by, The attached note has been prepared by officials of
the Treasury, in consultation with the FCO, the Bank of
England and the Departments of Industry, Trade and Energy.
It explains the background, and sets out the various ideas
now circulating, in international organisations and here
in London. Little of this is new, but colleagues may find

it helpful to have this summary. No new decisions are needed

at present. I do not think we need meet to discuss the
paper. I shall assume, unless colleagues indicate otherwise,
that this analysis is generally acceptable. Officials will
proceed on the lines set out in this note, and will react

to the various current proposals on the basis set out there.
In addition, they will float the new UK proposals described
at the end of the paper, whenever opportunity arises. I
should however emphasise that none of these are particularly
new or fundamental. They will supplement and not replace

the other schemes being considered. Because they are designed
to minimise the burden on the UK and other 'developed'
economies, they will not be particularly welcome either to
OPEC or to the LDCs. They are mainly intended to show that

we are doing our bit in the general study of the problem.

e I am sending copies of this minute to the other members
of E Committee, and to Sir Robert Armstrong.

((CHsHS)
Il August 1980
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.ZCYCLING THE OPEC SURPLUSES

Background

The 1979-80 round of price increases has hit the LDCs badly. Some
have suffered much more than others. But nearly all have balance

of payments problems. The steady progress of the 60s and early 70s
has slowed down and threatens to decelerate further. The LDCs as

a group recovered fairly well from the 1973-74 o0il shock. But the
overall picture masks wide disparities of economic growth between
countries within the group; some of them have borrowed extensively.
This adds to the problems of facing another sharp increase in their
oil import bill, (the working assumption by the World Bank, which may
even turn out to be on the low side, is that oil prices will increase
by 3% per annum in real terms in the 1980s), yet oil is essential to
keep their economies going. Those: who depend on imported food cannot
cut their import bills too far. If they reduce their imports of
manufactures, they hurt the industrialised countries and their own
industrial development. Many of them lack the resources to increase
their exports quickly and may face increasing protectionist pressures.
The industrialised countries, to whom they look to for markets, are
mostly in recession and are determined not to spend their way out
again, for fear of inflation. The conditions which create the need
for more help - large payments deficits, high inflation and weak
activity following the rise in oil prices also make it difficult for
Governments to maintain aid budgets. The LDCs which buy most from
the industrialised countries are the fastest growing, relatively well-
off ones like Brazil and Korea which rely heavily on private capital
markets, whereas official aid goes mainly to the poorest LDCs. So the
amount of direct additional help industrialised governments can give,
either by way of trade or aid is likely to be limited.

2 In any case, aid, although important for the poorer countries is
historically a small part of the total flow of funds to the LDCs as

the chart at Annex A shows. The greatest part comes from their export
earnings ($244.,4 bn in 1979). Private direct and portfolio investment,
bank loans and export credits provide the next slice ($43.17 bn). In
1979, only $22.27 bn came in the form of bilateral and multilateral
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id from DAC members. O0il surplus countries provided another $4.7b.
Private flows will continue at a high level, But investment is limited
to some extent by lack of profitable outlets in the LDCs. The banks

are not short of funds, since they take in surplus oil money on a
large and increasing scale. But they are becoming reluctant to

increase their exposure in some of the riskier LDC markets. The

international Task Force on Non-Concessional Flows (reporting to the
joint Development Committee of the IMF and IBRD) believes that the
banking system will be able to carry the main burden of recycling
through the rest of 1980, but the process could become increasingly
difficult thereafter.

B This is where the surplus oil producers come in. Their money
is needegd for balance of payments, for direct investment and aid to
the poorer LDCs.. So far a great deal of their surpluses has been
placed short term, notably in bank deposits. The problem is how to

persuade them to lend for longer periods either directly or through

the international financial institutions and to accept more of the
sovereign risk on commercial lending. The industrialised countries

will take every opportunity of pressing this case, particuarly in the
forthcoming Global Negotiations. However, this will not be easy since
the surplus oil producers argue - and believe = that they are already

accepting their fair share of risk by converting a scarce resource =
0il - into financial assets which tend to decline in value,

b, The rest of this paper is about various current schemes for
facilitating these flows. Some are already on the agenda of the IMF
and the IBRD. Some are new proposals, deriving from the Brandt and
other recent reports. Many of them involve a risk to the industrialised
countries which would be required to underwrite LDC borrowing and

relieve surplus oil producer lenders of costs or risks which, in
principle, we believe they should bear themselves. But some bargain
may be needed to persuade surplus oil producers to lend or to soften
théir terms of lending. The present UK attitude to each of these
schemes 1s described. The note ends with three possible new proposals
(none especially exciting) which the UK might put forward as a
contribution to the debate; all are designed to tap OPEC funds in

various ways without increasing the burden on the industrialised

countries.
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‘. Work in hand

(i) IMF

5 At the meeting of the Interim Committee in April, it was agreed
that the IMF should "play a growing role in the adjustment and
financing of these (balance of payments) imbalances". A two-pronged
proposal has been under discussion:-

(a) that the Fund should be prepared to lend larger amounts,
over a longer period;

that the Fund should augment its resources, in addition
to the Seventh Quota Review, by borrowing from surplus
countries,

6. The UK has argued that while more time for adjustment to external
-

deficits should be allowed, Fund resources will have to remain subject

to some appropriate conditionality and be provided in conjunction with

programmes aimed at restoring a viable balance of payments position.
The fact that the deficit may be external in origin, eg the higher
0il prices, does not diminish the need for corrective measures, if

the external factor is expected to persist. The Fund reviewed its
conditionality in 1979 and issued some more flexible guidelines. These
would still hold good though there will be relaxation in the sense of
offering a longer time horizon for adjustment in some cases. The
unconditional resources available from the Fund should not at present
be changed save that they will expand pari passu with the 50% increase

in all quotas now in process of enactment. However, Uhere may be some

scope in the future for re-examining the balance between Fund resources
with high conditionality and those with relatively less (eg first
credit tranche, CFF etc).

Tt gs On& ey above, the Fund has proposed allowing countries to borrow

up to 600% of quota (the maximum hitherto has been about 450%) and
allowing countries to draw this in three annual tranches. In
exceptional circumstances even this limit might be exceeded. Though

65; detalls remain to be settled, the UK and a number of other countries

have generally welcomed the proposal.
NN A e
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“} On (b), the Fund Staff think the existing resources available to
he Fund, which consist of the currency supplied when countries pay
in their quotas, and the Supplementary Financing Facility (SFF), which
is a line of credit provided by surplus countries (industrial and OPEC
members) will suffice until early 1981 by which time the SFF will be
fully committed. However, a further $7-8 billion might be required
in 1981-83 given the enlarged access to quotas, and discussions with
potential lenders within OPEC have begun. Until recently, surplus
oil producers have been interested in lending to the Fund, but not on
concessional terms. (There is now a political difficulty - see
paragraph 14 below.)

9. Other difficulties have arisen in these discussions. In the past,
schemes whereby countries provided the Fund with additional resources,
egthe General Arrangements to Borrow (GAB) within.and for the Group

of 10 industrial countries and the SFF, have taken the form of lines
of credit. The Fund has drawn on these resources as required and when
repayments have been made the money has passed straight back to the
lenders. This is convenient to the borrowers but leaves the lenders

with a commitment to provide or take money at short notice.

10, In discussions with the Fund Staff, the Saudi Monetary Authority
(SAMA) have argued that they should provide the Fund with money and
receive repayments on a fixed schedul@. II the borrower continues to
ézgoy flexibility, the Fund will expé;ience periods when it has either
a surplus or deficit of currency. If for example the Saudis had
deposited dolia;g—gg;;;é they were on-lent, the countries with a net
creditor position (the UK is likely to become a net creditor fairly
soon) might be asked to hold more dollars in their reserves which would
reduce their SDR~denominated claims on the Fund. Iﬁ_gﬁig‘way they
would incur the exchaggg*risks and the inconvenience of managing short

term funds which the OPEC countries are seeking to avoid.

11, We are urging the Fund Staff to look for ways round this problem
which avoid giving in to this demand. One group of Fund creditors

should not be asked to help out another group. This would be a major
departure from the Fund's practice of even-handedness among all members.,
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The exchange risk and the problem of short term fund management should

.emain the responsibility of the oil surplus countries lending to the
m———

Fund. In the case of the UK there would almost certainly be legislative
and accounting obstacles to manipulating the exchange equalisation
account in this way, even if the resultant change in the composition

of our reserves were not necessarily very costly.

12, There are possible ways round the problem. The Fund could invest
in SDRs to match its SDR liability.to OPEC countries; it could bear
the risk itself but minimising it by investing in a spread of currencies

(though any risk to the Fund's financial position could have
implications for all members, perhaps even an increase in its charges
at some stage); 1t could try to negotiate a shorter period of notice
for drawing on the oil surplus countries or restrict borrowers
flexibility in drawing or repaying funds. The ideal, howevef, would
be to get the oil surplus countries to accept the line of credit

arrangements,
v—_—

13. At a technical level, while the prospects for borrowing large sums
directly from oil surplus countries remain good, the latter will try

to drive a hard bargain. There is little prospect of the money being
concessional, The oil producers will try to shift as much of the
exchange risk and portfolio management onto the Fund or the other
creditors as it can. There are signs that some oil surplus countries
will be prepared to contribute to subsidies of the Fund's more expensive
facilities but they may insist on a contribution from the industrial-
ised countries.,

14, However, at the political level a threatening cloud has appeared
over this issue. As a result of opposition by the developed countries
to the admission of the PLO as observers to the Bank/Fund Annual
Meeting, the Saudis and others have said that they are not "at present"
ﬁETTTBg to consider lending to the Fund and have taken similar action
in The Pank. This will be a troublesome issue, as the the US are
equally adamant that admission of the PLO would put at risk :
Congressional approval of the IDA replenishment. Meanwhile the Fund

Staff are looking into the prospects for borrowing from the inter-
national capital markets, which would tap OPEC surpluses, at least in
part, by a more indirect route.
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. Although not originally conceived as a recycling measure, the
proposal, espoused by Brandt, to alter the allocation of SDRs in favour
of LDCs by skewing the allocation of SDRs in favour of LDCs is being
re-examined by the IMF. Though it has a number of attractions, in
particular it could provide LDCs with non-borrowed reserves and reduce
their resources to credit markets, and in one form would have no publiec
expenditure cost, it also raises a number of difficulties. Would the
link detract from the quality of the SDR as a reserve asset? Would
such allocations be inflationary? Officials are still considering
the issues.

(ii) World Bank

16. ' The World Bank group of institutions provides three main kinds
of development finance. The IBRD itself lends on long but non-
concessicnary terms ($8.6 bn this FY); the InternaEEShal Development
Association (IDR) on very soft terms ($3.6 bn this FY if its last
replenishment comes into effect); and the International Finance

Corporation (IFC) invests in equities in partnership with private
capital ($571m this FY). The IBRD and IDA lend chiefly for projects,

‘but have also done a relatively small amount of more general "“programme"
lending. This is now to be boosted by a system of "structural

adjustment loans", designed to encourage LDCs in programmes of
investment which would adjust their economies in the medium term to
high oil prices. We support this scheme so long as it does not
encroach on IMF operations, and several loans have already been made.
But the money has to come out of existing lending programmes = it is
not additional., So the question is whether it could be matched with
extra OPEC money under some form of co-financing. The main current

proposals for augmenting World Bank frlows are:-

(a) ' The General Capital Increase (GCI)

All members are committed in principle to a doubling (an
increase of $40 billion) of the Bank's capital. The paid-in
portion of subscriptions will be called up by instalments
over five years starting in Septembér 1981. OPEC members
can subscribe up to about $3.4 bn of which about $260m will
be paid=-in. Some increaseﬁ?;-;f}ew OPEC countries™ share-
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holdings through selective capital measures is hoped for
eventually, but the scope for this in the absence of IMF

- quota increases is limited. The necessary legislation to
enable the US to participate in the GCI has yet to be
introduced in Congress, where the sixth replenishment of IDA
(see sub-paragraph f below) is running into more opposition
than usual from the anti-aid lobby. The UK has consistently
supported the GCI, but no decision has yet been made on the
size and timing of the UK subscription.

Increasing the gearing ratio

The Bank's total lending is limited to the total of its
subscribed capital and its reserves. This cautious 1l:1 ratio
is laid down in its Articles. The Bank has long been firmly
established and it may now be possible to increase this ratio
The Brandt report strongly recommends this and such a change
would allow the Bank to increase its direct borrowing from
all sources ig&}uding the oil surplus producers. In addition

to certain political difficulties inherent in amending the
Articles, such a change would require careful handling if it.
were not to imperil the Bank's triple A rating in New York
markets, and drive up the cost of its borrowing. The GCI wil
greatly increase the annual value of IBRD borrowing and it
is possible that a dilution of the ratio which constitutes

a 100% guarantee to lenders could prejudice its ability to
fund itself in the future. The UK might wish to support this

proposal but would want a reasonable assurance the change
would not damage the Bank's standing. We are not anxious to
press forward immediately in case the US Congress sees it as
a soft option to the GCI, which in our view should come first
The IBRD management appear to share this view. It will
consequently be some time (perhaps 2 years or more) before a
change in the gearing ratio could be seriously considered.

Increase in callable capital

Member governments' subscriptions which form the Bank's
capital base, are in two parts, a paid-in portion and the
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remainder "on call", At the Bank's inauguration the paid=-in
portion was 20%. In 1960 the Bank's subscribed capital was
doubled, but the portion due to be paid-in has never been

called. Thus an alternative to a further GCI with a paid-in
eléﬁgnt or to a change in the gearing ratio would be a
general increase in callable capital. This would continue
100% backing for the Bank's obligations, while adding to

governments' contingent liabilities.. Provided tnhe Bank

continued to follow prudent policies, the likelihood of the
callable capital being called would remain remote. If the
present GCI collapsed because of Congressional or other
difficulties, this might be a focus for discussion.

* (d) * New Energy Affiliate

The IBRD were asked to examine this possibility by the Venice
communique, and will produce proposals in the autumn. The
idea of a separate institution has been promoted both by

the US and by France (the latter, however, wants one outside
the World Bank): but while we have supported this study,

new body from the Aid Programme. Much depends on whether

bwe should be hard put to it to find any subscription to a

any new affiliate were to be limited by the Bank's existing
lending/capital ratio., If it were, any possible additionalit
would be limited to any co~financing it was able to attract.
The Bank believes there is no shoftage of sound energy
projects, even outside the politically-safe markets where the
international oil companies could fund the more attractive
projects without ifs‘participation.

(e) Co-financing

This is a device by which the IBRD shares part of the cost
of a project, either with official aid agencies or with

Iprivate banking sources. The volume of such co-financing
has diminished in the last couple of years, but the IBRD
staff is now anxious to increase it again. The UK supports
such moves, but we have a modification and extension of our
own to propose (see paragraph Ci below).
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The sixth replenishment of the International Development
Association was due to be ratified by 30 June last but as

in past replenishments it has run into difficulties in the
US Congress which has not yet authorised US participation.
Without the US the replenishment cannot take place. IBRD
management is therefore seeking a "bridging operation" by
which the major subscribers, including it is hoped, some
OPEC countries, would provide, in advance, the first tranche

of their contributions to IDA6, until the US is in a position
to pay up. The amount of OPEC money involved is small

(although some OPEC members will contribute in percentage
terms more than their current share in the Bank's capital).

If IDA6 fell through and individual members did not increase
other aid flows by the amount of their agreed subscriptions
to IDA, there would be a further shortfall over the next

ten years of $12 billion in the flow of funds to LDCs. The
UK is presently committed to supporting IDA6, but possible
UK participation in a bridging operation remains to be
decided.

At the behest of the Task Force on Non-Concessional Flows,
the World Bank Staff are studying a proposal for a new bank
affiliate, capitalised out of earnings, which could tap the

euro-markets rather like a commercial bank. This idea is at

a very preliminary stage, but by avoiding some of the
difficulties of the traditional gearing ratio might be able
to mobilise additional capital at virtually no cost to IBRD
members., If the staff study shows the idea to be technically
feasible, it could be promising.

B. Recent new proposals

17. A great deal of ingenuity is being applied to devising schemes
which would increase the flow of non=concessional funds from OPEC to
the LDCs and ease the strain on the internatianal banks and capital

markets. Subsequent paragraphs review some of these proposals, setting
out the pros and cons of each and suggesting the attitude UK
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‘I’epresentatives should take in the various fora in which they are

raised.

(a) Arndt
18 The Report by a Commonwealth Group of Experts under the Chairman-
ship of Professor Arndt covers much the same ground as the Brandt
Commission. It has proposed adapting existing mechanisms for reserve
diversification by surplus countries to achieve recycling. Briefly

the scheme would work as follows. SAMA would deposit dollars with

the Bundesbank, Bank of Japan (or even the Bank of England) and receive
DM, yen, sterling securities, these transactions being conducted off
market., The Bundesbank etc would deposit the dollars with the US
Treasury in exchange for Treasury notes; the US Treasury would lend
the dollars to the IMF in exchange for SDR denominated IMF liabilities
and the IMF would lend the dollars to LDCs., The advantage claimed for
the scheme is that it would build on existing mechanisms - the Saudis
have already acquired DM and yen securities and the German and Japanese
central banks already hold most of their dollars with the US Treasury.
The innovation is the movement of dollars from the US to the IMF. hes

chart at Annex B summarises the flows.

19. The scheme has several drawbacks, apart from its evident
complexity., First it requires Germany, for example, to issue DM
liabilities to the Saudis not just to finance a current account deficit,
as they are doing at present, but to acquire more dollars in its
reserves, It is doubtful whether Germany would be so keen to allow

the DM to develop as a reserve currency if it did not have a deficit

to finance. Secondly the proposal whereby the Bundesbank would, to
compensate it for. the exchange risk, pay the Saudis slightly less than
market rate of interest and receive from the US a rate slightly higher
than the market rate, would be difficult to negotiate. Thirdly, the
fact that the dollars taken initially from SAMA are ultimately reissued
to LDCs could put downward pressure on the dollar.

20, Thus the scheme looks complex, difficult to negotiate and possibly
technically unsound. Unless it could attract larger quantities of
funds, it would seem to offer little advantage over putting oil surplus
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'oney directly into the IMF. However some form of indirect recycling

mechanism may need to be considered if oil surplus countries continue
to not cooperate with the IFIs because of policy towards the PLO

(see paragraph 14 above).

(b) Guarantees

21, The French representative on the Task Force on non-concessional
flows has advocated more extensive use of guarantees, He has listed

a number of variants. In one there could be’gﬁ-international loan
insurance fund which would guarantee loans to developing countries.,
Banks could pay an insurance'premium, as to ECGD, but governments
would bear any residual loss. In another variant, put forward by
Mexico, fund could be established, which would raise money under its
own name on international capital markets or from governments and lend
to developing countries to buy capital goods. Governments who felt
unable to subscribe to bonds issued by the fund might offer to guarantee
loans.

22, The French have suggested their own variant involving partial
guarantees (35-40 per cent) for credits to countries on the threshold
of credit-worthiness and of access to private capital markets. The
scheme would not apply to the poorest countries and those already
enjoying access. The guarantees would apply to market borrowing bond
issues and even direct OPEC loans but would exclude export credits.
The burden would be shared by the industrialised countries, oil
producers and perhaps even the borrowing governments. The first two
groups would be guarantors pledging callable capital and the latter
would pay a fee equal to the difference between the actual cost of
the guaranteed loan and the notional cost of an unguaranteed loan.

23. The Arndt Report has suggested that its recycling scheme could be
put on to a longer term footing by the establishment of a system of
go&ernment guarantees. Using such guarantees, an institution would be
able to raise funds for on-lending to LDCs. These funds could include
the proceeds of the off market diversification arrangements described
above (though if there are guarantees OPEC would probably be prepared
to lend directly to the institution).
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‘4. The World Bank and the Regional Banks have the power to issue
guarantees but as they count against their capital in full, guarantees
simply displace direct lending and therefore virtually none have been
issued. The IMF has no power to offer guarantees under its Articles.

25. Part or full guarantees have the possible attraction of

facilitating loans to LDCs now on the margin of, and relatively unknown
to, the markets with no cost to public expenditure but there are several
objections. Such a system might reduce the pressure on commercial
lenders to exercise their judgement and relieve them of risks they
should properly carry. It could undermine the independent credit-
worthiness of LDCs still able to borrow commercially. It would not of
itself lead to any certainty that the money borrowed would be usefully
employed|, (a necessary precondition for any charge on the UK aid
programme ), should the premia charged for what is basically a secondary
banking service not be enough. Such lending might best be organised
through a separate institution possibly linked to the World Bank,
charging premia and scrutinising the uses to which funds were applied.
If no new institution were set up, the Bank's Articles could be re-
examined to make guarantees more attractive by altering present
constraints, either separately from or in conjunction with a'general
change in the gearing ratio.

C. Possible UK Initiatives

26, (i) An OPEC/IBRD Joint Lending Programme. This proposal builds
on the existing arrangements for co-financing (paragraph 1l6e
above). The idea is to develop a formal 'umbrella' scheme,
under which OPEC lenders, either individually or through some

new collective institution, would provide perhaps half the
capital.for an IBRD loan directly at normal IBRD interest
rates, leaving IBRD from its ordinary resources to put up
the other half. No guarantees would be given to the OPEC
lenders. The two matching loans would be linked by cross-
default clauses, thus giving OPEC lenders the protection of
ODC reluctance to default on IBRD loans. The lenders would
also get the assurance of TBRD project appraisal, which many
‘.of them are not yet equipped to carry out. (The lenders
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might however want, and could reasonably be given, a share
in the process of selecting projects.) There are two main
problems, The scheme would be more complex for IBRD to
administer. More seriously, oil surplus countries normally
prefer medium to short maturities, while IBRD lends for
fifteen to twenty years. A formal scheme of this kind, with
widely-known terms and standard conditions, well-publicised
and with a degree of pclitical commitment on both sides,
might attract more funds than the present series of ad-hoc
arrangements.

i) Factoring of IBRD loans. O0Oil surplus countries' preference

for shorter maturities could be met, without disturbing
et s <1 A7 o

IBRD's wish to lend long, by arranging to sell to them IBRD's

rights under existing loans a few years before they fall due
for repayment. This wonld release considerable funds for
immeﬁiﬁfg“new loans. Something of this kind has already
been done’ in the past on a small scale and is being further

studied by the Task Force on Non-Concessional Fiows. It
might be necessary for the Bank to underwrite the borrower's
liabilities in some way, or to offer a discount, to make
these rights sufficiently attractive. The main problem is
however the effect on IBRD's loan position. An increase in
immediate liquidity would be at the expense of greatly
lengthening the average maturity of its loans since new
lending involves grace periods. The likely effect of this

proposal on the Bank's standing in the capital markets would

have to be carefully assessed.

Use of Regional‘Development Banks (RDB's). There are four

such autonomous banks and the UK is a non-regional member of

three of them. The fourth (the African Development Bank) is

currently restricted to regional members but arrangements

are in hand to allow non-regionals who already contribute to

the African Development Fund (which includes the UK) to join.

Membership provides the eligibility for UK exporters to
tender for projects funded by the banks. Except for OPEC
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members within the particular region served by each bank,

OPEC countries broadly do not support the RDB's. UK action

to urge OPEC membership of the Banks or to encourage increased
subscriptions is somewhat circumscribed, but we can discuss
with other major aid donors, and with the managements of

the Banks what might be done to bring about increased OPEC
participation, which would generate additional funds from
markets in excess of the sums actually paid-in by OPEC
countries.

H M Treasury
7 August| 1980
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PRIME MINISTER

EX COMMITTEE

I welcome very much your initiative in setting up this Committee,
which reflects the priority that we must give to promoting trade
and avoiding Departmental log-jams.

There are, of course, a considerable number of major projects being
pursued by our companies, on which Departments are in continuous
touch about the best form and timing of support. Since the Committee
has been established no particular cases have arisen which need to

be brought to it before the Summer Recess. It is, however, in the

S~

nature of these cases that issues can arise unpredictably and at short
notice, so that I cannot entirely exclude cases coming forward over
the next few weeks.

Unless, however, one of these transpires, I would suggest that a
formal meeting of the Committee could be left until September.

On the other hand it would be particularly useful if you could spare
the time for a short briefing meeting to which I could bring my new
Deputy Secretary and Under Secretary responsible for this area of
activity, to clarify how we could best prepare material for this

Committee. F*Qﬁ’”l

I am copying this minute to Peter Carrington, Geoffrey Howe,
Keith Joseph and Sir Robert Armstrong.

Sw

Department of Trade J N
1 Victoria Street
London, SW1H OET

3] July 1980
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important commercial projects as to do so would simply mean
that the Zimbabweans would turn to those offering more
competitive commercial terms "leaving aid to be used for more
demonstrably social purposes'. Our recent Aid Mission to
Zimbabwe agreed, on an ad referendum basis, that £54.4 million

of our £76 million should be set aside for bilateral capital

+ )

. o ¢ —— v . . . . - . - . oy oy
aid. ‘Under the proposed distribution of this sum, £22.9 million
would be for items to be procured from the UK. There would in
particular be allocations for the supply of a wide wvariety of

vehicles which would be extremely promising for future non-aid

financed orders.

D Probably the greatest contribution we can make with ouxr
aid is in terms of encouraging stability and a climate in

Zimbabwe in which British trade can flourish.

B, I am sending copies of this minute to the recipients of

yours.
J

"

(CARRINGTON)

-

Foreign and Commonwealth Office

10 July 1980
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10 DOWNING STREET

From the Principal Private Secretary

SIR ROBERT ARMSTRONG

.

v

Prime Minister's Committee on Exports

I have shown your minute A02549 of 7 July to the Prime Minister.

She agrees with your’proposéls for the composition and térms
of reference ¢ f the new Ministerial Committee on Exports. She would
also be grateful if, when the Group is set up, you would arrange for
the Secretary of State for Trade to submit a paper for the first

meeting to consider.

C. A. WHITMORE

8 July 1980
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