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I have much pleasure in attaching the text of a letter [rom
the Australian Prime Minister, The Hon. R. J. Hawke outliming
points of interest to Australia at the forthcoming Toronto
Summit.,

The Australian Prime Minister has asked me to ensure early
delivery to you of his letter and Lo seek your sympathetic
consideratlion of, and support for, the matters he has set out.
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TORONTO SUMMIT: PM'S SPEAKING NOTE FOR THE OPENING SESSION

You asked Geoffrey Littler for comments on the attachment to your
letter of 7 June to Rodric Braithwaite. Geoffrey, who is in
Brussels today, has asked me to pass on to you consolidated

Treasury comments, including those from the Chancellor, and these
are attached.

I am copying this letter and attachments to Rodric Braithwaite and
Tom Richardson.

Wl

L

Wise

H P EVANS
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.J.H!EHTE ON DRAFT SPEAKING NOTES FOR PM

GENERAL

The draft provides more material than the PM is likely to want to
uge at this session. Cutting paragraphs 3 to 10 for this opening
informal talk would leave some of that material for the Turther
round of general comment at the Monday morning plenary.

Given the recent statements by both Baker and Mitterand, the
question of international debt needs to be raised in these opening
remarks, even if only as a trailer for a fuller statement the next
day.

Paragraph 2

"vaar" ghould be "years", to avold the charge of short-termism.
Paragraph 3
Add *European' before "Commission®.

I suggest for some glcocomy facts about the world economic situation
in 1981-82 the following:-

i" ie World recession in the period 19B0-82: output growth

averaged under 1 per cent over these three years, and output
actually fall in 1983.

il Inflation in the industrialised countries averaged
about 10 per cent in 1981 and 1982,

i 3 Interest rates were wvery high: short term dollar
rates averaged 16 per cent in 1981].

Paragraph 4

I suggest this paragraph is reshaped, on tha following lines:




|§ -ﬁfhe problems of the world economy are not all solved. Far
from it. But there has been an enormous improvement in the
world economic situation in the last six or seven years. In

particular:

growth has averaged a good 3 per cent a year
1982 ;

inflation has com= down to and stayed at around
cent

interast rates have deeclined to aronnd
cent:

in many countries; unemployment 1s falling.
H.

CFE'-I-'-?__._: _'__.___.

~— But™ there remain serious problems: the fiscal deficit in the
United States; and trade imbalances thers and in Japan and
Germany; the protectionist threat; the massive scale of

agricultural protection and éﬁbﬁﬂff{'ahd the serious position in
many developing countries;,; especially in Africa.

II -

Paragraph 5

Can we add the thought that international co-operation fell apart
in the 19703 and has been gradually re-built during the current
gerieg of summits. The US want to emphasise the "co-ordination®
theme: our suggestion would lead to more general (and better)
language for a communigue than the US ideas about indicators.
More specifically, in the third sentence, rephrase * & change
in the approach to economic policy of historic proportions®. And
in the final sentence: "... privatisation and the need £for £freer
world trade especially in agriculture; following our discussion at
the Toyko Summit in 19B&6."




.gra graph 7

Fourth tisret. I wonder whether we couldn't use a bettar
guotation, &g from the 1%87 Venice Summit as follows:-

and hera I use the words in the esconomic declaration
issued in Venice in 1987 - "Allow market signals to influence

«+4+ BAgricultural production.*"

Paragraph B

I suggest wa resarve what we have to say on the US budget and
trade deficits and the German and Japanese positions for the
Maonday session. 0On the present text, T think we are in danger of

cverdoing the fragility and unsustainability. 8o 1 propeose that
the last three sentences are run together in the following way:-

"Despite the progress, more has to be done in the years ahead
to reduce the imbalances."

Paragraph 3

Let us amplify in a general way:-
il
f1t is wital that the surplus countries too play a full part
in resclving the imbalances problem. But it is through
structural reforms to open their markets and invigorate their
economic performance - mnot through fiscal stimulus - that
they must make thelr contribution.?® {:

Paragraph 10

The Chancellor thought this paragraph could be a candidate for
deletion.

Paragraph 11

Fenultimate sentence: "But we must give an impetus ..." and then
delete the final sentence.




Qa. ragraph 12

The PM might like to work in a personal comment on the following
lineg:-

"We all Cay tribute to tha firm resistance against
protectionism which President Regan has shown. I hope he
will help uws to go as far as possible in our public
communigque to commit his successor to the same robust
attitude."

Paragraph 13

This could be drastically shortenad by eg omitting everything
after the first sentence, with the exception of a slightly
redratted: “We must not hold up action until an agreement is
reached on everything. In addition, the strengthening of the GATT
itself must be a high priority".

Agricultura: Paragraph 15

I would delete the words "too often” from the second sentence, and
finish the sentence with "... unfair burdens on the consumer and
taxpayer."”

Paragraphs 17 and 1B

I wonder whather we could make this a little more pointed by first
of all adding the words "far more needs to be done® to the end of
paragraph 16 then recasting paragraphs 17 and 18 into the
following form:-

I SR

*Oar aims are cleari-
J:fl:.}-.

. | - first, Bs our long term objectivae, to work for
tﬁ liberalisation of world agricultural markets, through
major reductions in owverall support and protection; -




- gegcond, to determine a framework for the GATT
negotiations; that focuses specifically on an overall

measure of support [such as the producer subsidy

equivalent];
= third, to make operational the standstill

commitments that were agresed at Punta Del Este;

- fourth, a multilateral commitment to specific early
action that not only prevents the situation getting

worse, but also makes real headway towards our long

term obhjectives.” [lﬂ ﬂ

Paragraph 159 ]?

On debt, I suggest: ﬁﬁ; have been greatly encouraged in recent
waaks by the willingness of the United §States and France, 1in
particular, to join in the search for concessional solutions. Let
me urge as many as possible to do what we have advocated: cut
interest rates on official debt, on the conditions we have laid
down. For those unable to do this, then some other wvislible and
additional move is vital: extending the rescheduling period to 25
or 30 years is one possibility. The important point is that all
countries must take action that will bring a significant reduction
in the interest burden over and above what has already been done.
It is wvital we now reach a conclusion an this issueg{ifj)

Paragraph 20

f Expand to include reference to co-operation eg: "Mr Chalrman this

summit gives us an opportunity to reinforce the
international co-operation of recent years and so to shape
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TORONTQO ECONOMIC SUMMIT: THE PRIME MINISTER'S SPEAKING
NOTE FOR THE OPENING SESSION

As you know, the Prime Minister has agreed to
Mr. Mulroney's regquest to open the discussion at tha first
zsession of the Economic Summit. The purpose of this i{nitial
discussion is for the Heads to describe their main priorities
for the Summit.

Mr. Mulroney's hope is that she will speak without notes
in order te encourage the informality of the occasian.
Nevertheless, I think that it would help the Prime Minister if

she had a speaking note on which she could base her
intervention.

I attach a draft of such a note, which reflects
Departmental comments. I should be glad to know whether tha
Poreign Secretary has any views on it. The speaking note is
long and I doubt whether the Prime Minister will wish to use
it all at the first session. But it could provide a quarry
far use elsewhere during the Summit.

I am sending a copy of this letter to Alex Allan in the
Treasury, and should be grateful to know whether the

Chancellor of the Exchegquer has any comments on the draft. A
copy also goes to Trevor Woolley in Sir Robin Butler's office.

A]Efﬂi? ﬁi/tn
(N.L. WICKS)

Lyn Parker, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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DRAFT SPEAKING NOTE POR THE PRIME MINISTER TO USE AT THE

OPENING SESSION OF THE ECONOMIC SUMMIT

Any initial courtesies which are necessary
8.9. welcoming Mr. De Mita and Mr. Takeshita
congratulating Presgsident Mitterrand
gaying farewell to President Reagan
thanking Mr. Mulroney for the Summit

darrangements, &tc.

The annual EBconomic Summits are a time for sharing, guite

informally, experience on the economic situation and a

time for resolution on the common economic action which
we should follow in the years ahead. The Summit forum
alone can see avery dimension of the global issues
before us. Summits have provided, in the past,
opportunities for leaders to take charge of issues from
the bureaucrats and give them a political push which can
only come from the very top. This Summit should be no

exceptlion.

[Paragraphs 3-10 can be omitted in the interests of brevity.]

This is the last of this series of Summits which
President Mitterrand initiated in Versailles in 1982.
President Mitterrand, President Reagan and the President
of the European Commission (who was present as the Prench

CONFIDENTIAL
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Minister of Finance) will remember the problems which

facaed ns at that Summit.

(i) World recession in the period 1980-82: ocutput growth
averaged under 1 per cent over these thres years, and

output actually fell in 1982.

(i1) Inflation in the indostrialised countries averaged

about 10 per cent in 1981 and 1%82.

{111) Interest rates ware very high: short term deollar

rates averaged 16 per cent in 198l.

The problems of the world aconomy are not all solved.
Far from it. But there has been an enormous improvement
in the world economic situation in the last six or seven

years. In particular;

(i) growth has averaged a good 3 per cent a year since

19823

(ii) 1inflation has come down to and stayed at around

3 per cank;

(iii) interest rates have declined to arocund 7 per cent;

(iv) in many countries, unemployment is falling.

But there remain serious problems: the fiscal deficit in

CONFIDENTIAL
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the United States, and trade imbalances there and in
Japan and Germany; the protectionist threat; high
unemployment, especially in Burope: the massive scale of
agricultural protection and support; and the serious
positien in many developing countries, especially in

Africa.

That improvement has not come about by accident. The
seventies were a decade of Einancial irresponsibility,
economic mis-managemeant and economic ocpportunity
foregone. But in the Eighties, the Summit countries have
lead the way in implementing a change in the approach to
aconomic policy of historic proportions. Successive

Summit declarations bear witness to that change. And

many other countries are now following our lead.

International cooperation fell apart in the Seventies and
has been gradually rebuilt during the current series of
summits. Priority has been given to inflation and to
prudent fiscal and monetary policies. But the real
innovation has been the emphasis on "structuoral reform®,
tax reform, abolishing controls, introducing competition,
privatisation and the need for frear world trade
egpecially in agriculture, following our discussion at

the Tokyo Summit 1986.

The recent record of economic history shows the rightness
of these policies, The world economy could not have
withstood so well the shock of last Autumn's fall in

stock prices unless our policies had built sound

CONFIDENTIAL
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foundations,

I suggest that our task at this Summit is to consider how
to carcry these policias through the rest of the Eighties
and into the Nineties, so that we can carry on the
progress already made. That will require,

first, continuing acticn to reduce trade and

budgatary imbalances;

second, progress with our national structural reform

].J!I:"_'Ilg Cammes §

third, a successful conclusion to the Uruguay Round;
and as part of that,
fourth, continuing action to - and here I use the
words in the Economic Declaration issued in Venice
in 1987 - "... allow market signals to influence

.. Agricultural production ...",
fifth, supporting the developing countries in their
afforts of economic reform; and I want to say
something on the various debt initiatives in a

moment ,

The Imbalances

8.

First on the imbalances. Despite the progress, more has
to be done in the years ahead to reduce the imbalances,
and I will want to say more about that in our session

tomorrow.

CONFIDENTIAL
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Structural Reform

9.

It is vital that the surplus countries too play a full
part in resolving the imbalances problem. But it is
through structural reforms to open their markets and
invigorate their economic performance - not through

fiscal stimulus - that they must make their contribotion.

Education and training is a particular element of
structural reform that I want to stress. We face a
decade of technoleogical change, fewer young people coming
into the workforce, and the need for training and
retraining, not just for the young people but right
through the working life, so that people can be
re—egquipped with new skills. I look forward to
discussing this important issue at our informal session

tomorrow. )

Trade and agriculture

11.

Agriculture and trade are, in my view, priority topics
this Summit. Certainly, Summits are not negotiating
bodies. We cannot get into the details whiech are under
discussion in Geneva. But we must give an impetus to
those discussions and map out some common directions so

42 to keep up the momentum.

Trade

14.

To take trade first: too often in the last few years

CONFIDENTIAL
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there have been threats of trade wars. Protectionism has
inched forward. And protectionism reduces growth in our
countries, puts up inflation in the short term, increases
unemployment in the long term and damages the developing
countries. The GATT Round provides an opportunity to
turn back protectionism to the benefit of both our own
economies and to the developing countries. We must seize
that opportunity and maintain and extend the open world
trading system by multilateral reduction of trade

barriers.

I believe that the Mid Term Meeting (MTM), to be held in
Montreal in December, offers a valuable opportunity to
demonstrate that real progress can be made in all areas
of the Uruguay Round. This progress should cover the
areas to which we gave special emphasis at our previous
meating at the Tokyo summit, namely trade in services,
intellectual property rights and foreign diract
investment. A significant step towards the Round's
succassfal conclusion would be the establishment akt an
early date of an agreed negotiating Eramework. I
believe, too, that we should use to the fullest extent
possible at the mid term meeating the provision in the
Punta Del Este Declaration which permits the
implementation of agreements reached at an early stage

the negotiations. We should not hold up action on any

1ssue until agreement iz reached on all issues. For

example, tropical products are a high pricrity for the

developing countries for whom there is unlikely to be

CONFIDENTIAL
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much else on the table at Montreal. If we can by then
agree on other issues too, so much the bettar, Above all
the strengthening of GATT itself is a high priocrity. We
should work for the earliest possible agreement on ways
of reinforcing the GATT process: through greater
involvement of political Ministers; through
intensification of the surveillance of trade policies:
and throagh greater effectiveness of dispute settlement
procedures so that disagreements can be resolved

speedily, conclusively and fairly.

I suggest that these are the cbjectives which Summit
countries should set themselves in making their
contributions to the preparation for the Montreal

mesting.

Agriculture

15.

The Venice and Tokyo Summits made reform of agriculture
policy a priority for our Governments. Present
agricultural policies distort national economies by

putting unfair burdens on the consumer,

In February the EBuropean Community took some important

first steps to reform agricultural policy. We now have:

a legally binding ceiling which will cut the growth

of agricultural spending to less than 2 per cent a

year in real terms, from around 10 per cent in

CONFIDENTIAL
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recant years,

and automatic stabilisers for each individual
commodity which will cut support levels if
production exceeds pre-set levels, and thus

discourage surplus production.

If production continues on current trends, the
stabilisers will save some 54 billion in the three years
1988/90. In cereals alona, if production continues to
risa, support levels will fall by 15 per cent over the
next four years. For oilseeds, where we already have a
stabiliser in place, the new measures should save a

further %1 billion by 1990.

That agreement was a real achievement for the Community

and for the world.

No-one should belittle what the Community hags achieved.
But far more needs to be done by all of us to achieve our

agreed [i.e. in the OECD Communigue] long term cbjective

of reducing agricultural support and protection, while

maintaining, at the same time, a dynamic and viable

agricultural sector.

This Summit should make clear that the Montreal Mid=-Term
Review should give a good shove to the negotiating
process. So far there has been a dialogue of the deaf

between our officialg. I believe it iz for us hara to

CONFIDENTIAL




CONFIDENTIAL

_g_

re-inject the sense of political urgency which we so
successfully invoked at our Summits in Tokyo and Venice.

Tha aims are clear:z=-

first, as our long term objective, to work for
liberalisation of world agricultural markets,
through major reductions in overall support and

protection;

gsecond, to determine a framework for the GATT
negotiations, that focuses specifically on an
overall measure of support [such as the producer

subsidy eguivalent];

third, to make operational the standstill

commitments that were agreed at Punta Del Estej

fourth, a multilateral commitment to specific early
action that not only prevents the situation getting
worse, but also makes real headway towards our long

term objectives.

We should not try to negotiate the details now. But we

should commit ourselves, here and now, to make concrete
progress towards agreement on these matters at the

Mid-Term Meeting in Montreal in December.

CONFIDENTIAL
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Finally, a word on debt. I have been greatly encouraged
in recent weeks by the willingness of the United Statas
and France, in particular, to join in the search for
concessional solutions. Let me urge as many as possible
to do what we have advocated: cut interest rates on
official debt, on the conditions we have laid down. For
those unable to do this, then some other visible and
additional move is wvital: extending the rescheduling
pericd to 25 or 30 years is one possibility. The
important point is that all countries must take action
that will bring a significant reduction in the interest
burden over and above what has already been done. It is

vital we now reach a conclusion on this issue.

There are many other issues we need to consider at the
Summit - the Newly Industrialising Bconomies is an
obvious example. But I will reserve my comments on this

gubject uantll later.

Mr. Chairman, this Summit gives us an opportunity to

reinforce the close international cooperation of recent

years and so to shape economic history for the rest of

tha century. Let us seize it.

CONPIDENTIAL
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10 DOWNING STREET '

ONDON SWIA 24
L " A 10 June 1988

From the Principal Private Secretary

TORONTO ECONOMIC SUMMIT: DRAFT COMMUNIQUE

We agread that it would be helpful iE I put together
the draft of the sort of economic declaration that we would
like to emerge from the Economic Summit, The first draft is
now attached and I should be grateful for your comments and
those of Geoffrey Littler thereon. Pleaszsa could I ask that
you and Geoffrey and Tom Richardson, te whom T am copying
this lecter and enclesugre, treat ik on a personal basgis and
not show this material to anyonse without talking to me
Elrst.

The draft is long - probably some 10 or 11 pages in
normal type - but I would be surprised if the final version
issued from the Summit was not of this length. On
particular points, there are some square brackets on which
My Ccomments ares:

1. Page 3: this material can be cmitted in the
intereste of brevity;

Page 4: Gecffrey might confirm that the words "the
growth of* need to be inserted in this sentence,
the substance of which is otherwise drawn from the
thematic paper:

Page 8: could you confirm that the sgquara
bracketed material at the end of the firat full
paragraph on this page represents our policy:

Page 12: could Geoffrey provide a passage, of six
or 80 lines, on what we would like the communigue
to say about the various debt "initiatives"™,

Please could I have comments by close of play on
Tuesday 14 June.

I am sending a copy of this letter and enclosure to

Geoffrey Littler (H.M. Treasury) and to Tom Richardson
(Poreign and Commonwealth 0ffice),

N. L. WICKS

Rodric® Q. Braithwaite, Esqg., C.M.G.,
Foreign and Commonwealth Office.

PERSONAL AND CONFIDENTIAL




We, the Heads of State or Government of the seven major
industrialised countries and the representatives of the
European Community, meeting in Toronto at the invitation
of the Canadian Prime Minister, have reviewad the
economic policies which we have undartaken since the
Versailles Summit in 1982, the first in this series aof

Summits.

We believe that the sustained application of these
policies, applied in a spirit of co-operation between our
countries, has helped to bring growth, greater prosperity
and lower inflation to our countries and to the benefit
of the world economy generally. We are reszolved to
extend and strangthen the application of these policies
and to deepen the co-operation so as to carry forward
this process of economic renawal, both in our countries
and in the warld economy generally, throughout the rest

of this decade and into tha next.

Eince the meeting in Versailles in 1982, the Heads of
State or Government have agreed, as successive Summit
Declaratiens have witnessed, that the foundations for

prosperity, more jobs and low inflation lie in the

application of the [ollowing principles:

= the development and implementation of economic
peolicies through a medium term strategy with the

priority given to the conquest of inflation:




the need for progress in correcting unsustainable

budgetary and trade imbalancesgj;

reform of the structures of our economies, including
greater reliance on competitive forces, so as to
improve bheir efficiency and adaptability while
acting to cushion the effects on change on those

least able to protect themselves)

recognition that stability of the world financial
and economic system reqguires deep international

economic co—operation;

strengthening the multilateral trading syvatem of the

GATT and adijusting agricultural palicies;

supporting the developing countries in their afforts
to implement effective programmes of structural

reform and macroeconomic adjustment.

The wide acceptance of principles represents a

fundamental and historic shift to a sounder basis fFor

economic policy.. Their application in our countries, and

more generally, has helped bring about a substantial

improvement in the world aconomy.




CAN BE OMITTED
[We noted in our discussions in particular the favourable
developments in the world economy since our last meeting

in Venice, notably:

the sixth year of economic expansion aof the
industrialised countries, the restraint of
inflation, and the progress made towards the

moderation of the major trade imbalances;

the strenthening of international economic
co-operation and economic policy co-ordination which
has helped to sustain the world financial system
through the shocks brought about by the fall in

secarity prices last aaotuamn;

the greatly welcomed improvement in the situation of
some developing countries, as shown through the
improvement in their terms of trade, the strong
growth 1ln world trade and the decline, on aggregate,
for the first time since 198[2Z] of their debt export

ratiol.

While we note these hard-won developments with

satisfaction, we are conscious of the challenges before
us which need to be met 1f oor countries, and the world
in general, are to progress into a further era of
prosparity. To that end, we are resolved to

continue to apply in each of cur economies the six

principles of economic poliecy which are described above.




MACRO-ECONOMIC POLICY

We have developed and strengthenad the co=-ocrdination of
our economic policies; and will continue to do so.
Developments in the wake of the Financial strains last
October demonstrated the effectiveness and resilience of
the arrangements that have smerged. We enpcourage the
Group of Seven to pursue their regular reviews of
countries policies and performance. We welcome the
progress made in the Group in refining the analytical
of indicators. We will continue ta parsue fiscal,
monetary and structural policiss which will forestall
resurgence af inflationary expectations, foster the
adjustment of the international imbalances and so
reinforce the conditions for greater exchange rate
stability. We will follow, and where feasible
strengthen, the agreed strategy of co-ordinated afforts
to reduce [the growth of)] spending in countries with
large external deficits and sustain the momentum of

domestic demand in countries with large external

surpluses in order to manage the transition toc more

sustainable economic and financial positions in a way
which sustains non-inflationary growth. As part of this
process we attach importance to the reduction of
unsustainable budgetary deficits; and look for early
action on this front. We believe that the Newly
Industralising Egonomies with large external surpluses

should play their part in reducing the international




imbalancaes. Thea Heads of State or Government reaffirm

tha Group of Seven's view that sither excessive

fluctation of exchange rates, a further decline of the

dollar, or a rise in the dollar to an extent that becomes
destabilising to the adjustment process could be
counter-productive by damaging growth prospects in the

world economy.

STROCTDRAL REFORMS

We will continue to reform the structure of our
economies, o as to make them more efficient, enhance the
cffectiveness of macro-sconomic policie=s and provide the
basis for more robust growth. The programmes of reform
will include measures to remove barriers, controls and
regulations which inhibit enterprise; increase exposure
to market competition, for example through privatisationg
remove disincentives to work, save or invest, through tax
and other reforms; and improve the potential of workers
through better education and training. The Heads of
State or Governmént welcomea the further development of
the QOECD's surveillance of structural reform,

Agriculture remains one of the most serious structural
problems in both developed and developing countries. We
will take further positive action to encourage
appropriate policy reform efforts while taking steps to
maintain satisfactory levels of farm incomes, preserve
rural communities and protect the environment, in ways

which do not distort production or market decigions. We




walcome OECD's increased emphasis on structural

ad justment and development in the rural economy.

THE MULTILATERAL TRADING SYSTEM, AGRICULTURE ANMD THE

URUGOAY EOLIND

Bn open international trading system is one of the
foundations necessary for the the era of growth, lower
inflation and higher employment which we all seek. Thus,
a successful Uruguay Round is of critical importance. We
call on all contracting parties to be ready to make the
fullest contribution to the negotiations and be preparad
to accept lewvels of obligation conslstent with their

daegree cof economic development.

We call for substantive progress at the Montreal Mid-Term
Meating in Decembar in establishing negotiating

trameworks, in particular in the areas we emphasised in

Tokyo, namely trade in services, intellectual property

rightes and foreign direct investment. Pull provision
should be made of the early implementaticon provision in
tha Punta d=l1 Este Declaration. In this context, we
attach a high priority to the strengthening of the GATT
itself, through greater involvement of Ministers,
intensification of surveillance of trade policies and
greater effectiveness of dispute settlement procedures s5o0
disputes can be resalved speedily, conclusively and
fairly. We believe that GATT discipline should be

tightened so that members accept their obligations and




recommendations on dispute settlement are implemented.

We will be guided by these objectives in preparing for

Montreal .

We welcome the Free Trade Agresment between Canada and
the 05A and the European Community's steady progress
towards -thelr target to complete the Single European
Market by 1992. Such arrangements should pe devisaed and
operated in a way which extends, and dees not detract
from, the open international trading system. Rocognising
the critical and expanding role of internaticnal
inveatment to the world economy, we express our resolve

ko maintain liberal international investment policies.

The Mid-Term Review should alsoc make progress on the

reform of agricultural policy, which the Tokyo and Venice

Summits made a priority for our Governments. We

recognise that important first steps have been taken to
bring agricultural supply intoc better balance and to
restrain the rising costs of agricultural support to
taxpavers and consumers. But far more needs to be done
to achieve our long-term objective of liberalising
agricultural markets through progressive and sustained
reductions in support of protection, while facilitating
the development of a viable and dyvnamic agricultural
sector in developed and developing countries. We
acknowledge, therefore, the urgent need for early action

on a4 concerted multilateral basis, consistent with our




lang—term goals, to prevent the deterisraticon of market
imbalances, the continuation of zelf-defeating axport
subsidy competition, and any increase in the isolation of

our markets.

Recognising that agriculture is a key element in the
success of the Urugnay Round, we endorse the view of

the OECD Ministerial Communigué that it 18 important for
the Mid-Term Beview to add impetus to the negotiating
process. We give oar full backing to the OECD commitment
to seek to agree at the Mid-Term RBewview a framework
approach for the long—term; with the objective of making
Ehe agricultural sector more responsive to market
gignals, and with short-term elements [which should

include the immediate down-payment towards the long-term

goal of liberalising agricultural markets, together with

a commitment to freeze support at present levels].

We commit oursalwves to seek results at the Mid-Term

Review on this basis.

NEWLY INDOSTRIALISING ECONOMIES

Recognising the importance to the world economy of
certain Newly Tndustrialising Economies in the
Agsia/Pacific region and our strong interest in enhanced
co-operation, wa call for an improved and constructive
dialogue between the industrialised countries and the

Newly Industrialising Economies, as well as other




outward-orientated countries in the region, with a view
to aarly co-operative efforts to achieve the
international adjustment necessary to sustained and

balanced growth to the world economy.

DEVELOPING COUNTRIES AND DEBT

We believe that the prospects of successful performance
of the developing countries depend crucially on strong
and sustainable global growth, an aopen international
trading system, adeguate Einancial flows and, most
importantly, a commitment by debtor countries to

appropriate economic reform.

Middle Income Countries

The only viable strategy for dealing with the debt

problems of the highly inedbted middle income countries

is the market-orientated, growth-led strategy based on

the case by case approach. Although progress towards a
lasting solution has been slower than hoped for, this
strategy has achisved significant progress in a number

Areas:

many indebted countries have begun the process
macroeconomic adjustment and structural reform
necessary for sustained progress, encouaraging the
raturn of flight capital and new investment

flows;




lending from official sources haz continued o

grow abt a significant rate;

the "menu approach™ has continued to expand and
has [aciliktated the channelling of commercial

bank lending into productive uses; and

tha risk to the international financial system
has b&en greatly lessened as commercial banks

have strengthened their financial positions.

DEficial financing and the international financial
institutions have played and will continue to play a

central role in the debt strategy:

through the Paris Club, over US573 billion of

principal and interest have been consolidated
since 19B3. Export credit agencies will continue
to play a flexible role in promptly resuming or
increasing cover for countries which are

implementing comprehensive adjustment programmes;

the U5574.8 billion General Capital Increase
{GCI) for the World Bank will substantially
increase avallable resources. Speedy approval
and subscription to the GCI by all governmants 1is

esgsential;




the modified Extended Fund Facility (EFF) of the
IMF will support emphasis on madiam-tarm
structural adjustment. Also, the incorpoaration
inte Pund programmes of external contingency
mechanisms would assist countries to adhere to
their adijustment programmes in the face of

unexpected adverse external events.

Commeccial banks hold nearly two-thirds of the external
debt of the middle-income countries, and their continoed
involvement 1in the debt strategy iz essential. In this
regard, the World Bank and IMF can play an important
catalytic role in mobilising additional financing from
private (and official) sources in support of debtor

counkries” adjustment programmes.

In recent years there has been increasing recourse to

innovative financing technigques. We beliave that the

Flexibility of the present stratgy would be enhanced by

the encouragement of such techniques to improve the
guality of new lending and by the further broadening of
the "menu approach". We also attach importance to the
role of international direct i1nvestment 10 SpUrring
economic growth and alleviating the debt problems in

davel GF”' ng countries.

Debt of the Poorest

The debt burden of the poorest developing countries,




agpecially in Sub—-Sahara and Africa, reguires the
developing countries to persist with strong adjustment
measures and developed countries to provide adequate
concaezsional assistance. We note the encouraging
progress in dealing with the debt burden over thea past

yEeari

the recent enhbancemsnt of the IMF'"s Structural

Adjustment Facility by SDR 6 billion will

substantially increase funds available on highly
concessional terms for lew-income coantries

undartaking structural reform;

the World Bank, in conjunction with ODA agencies,
has put in place an enhanced programme of
co—-financing ailmed at the poorest countries. The
donors have announced a total contribution
amounting to 0556.4 billion for the period

1988/90;

the fifth replenishment of the African
Development Fund has reached a total amount of

dpproximately US53 billicn;

Paris Club ecreditors are rescheduling debt at

extended grace and repayment periods.

[Geoffrey Littler to provide a passage on what we would

like the Economic Declaration to say about the wvarious




Binitiatives™.]

OTHER ISSUES

In addition to economic matters, we discussed other

LESUBS:

Frotection and enhancement of the eavironment is
egsential. The report of the World Commission on
Enovironment and Development has stressed that
environmantal considerations must be integrated into all
areas of economic policy making i1f the globa iz ko
continue to support humankind. We endorse this concept

of sustainable development.

Threats to the enviccnment recognise ng boundaries.
Their urgent nature reguires strengthened interpational
co—aperation, not merely among the industrialised
countries, but bhetween East and West, and Narth and
South. Sigmificant progress has been achievad in a
nimber of environmental areas. The Montreal Protocol on

Substances that Deplete the Ozone Layer is a milestone.

All countries should be encouraged to sign and ratify it.

Completion of negotiations on a protocol on emissions of

nitrogen oxides within the framework of the Genava




Conventlion on Long-range Transboundary Air Pollution is
impartant, The efforts of UNEP for an agreement on the
transfrontier shipment of hazardous wastes are welcome

and encouraged.

Further action is needed. Global climate change, air and
water pollution, hazardous substances, deforestation, and
andangarad species require priority attention. A
worldwide consciousness must be developed and maintained
to counter threats that diminish the heritage of
humankind. In this connection, we welcoms the
establishment of an intergoveromental pansal on global
climate change under the auspices of the UNEP and the
WMO. We welcome, too, the Conference on the Changing

Atmosphere to be held in Toronto.

Drugs

Illicit narcotics trafficking poses grave risks to the
peoples of Bummit countries as well as to the peoples of
source and transit countries. There is an urgent need
for improved international co-operation in all
appropriate fora on programmas to counter all Eacets of
the illicit drug problem, in particular, production,
trafficking, and financing of the drug trade. The
complaxity of the problem regquires not only reinforcement

of present efforts but also additional international

approaches. In this respect, we look forward to the

sucecessful negotiation in Vienna in November of a United




Nations Convention on illicit trafficking. We support

the initiatiwve.

We also support the initiative of the Govermment of the
United States to convene a spacial task force comprised
of seanior foreign affairs, enforcement, finance and other
appropriate officiale from Summit countries concernad
with the fight against narcotics. This task force should
propose methods of improving co-gperation in all areas

including naticnal, bilateral and maltilateral efforts.

Human Frontier Science Programme

We note the successful conclusicn of Japan's feasibility
study on the Human Frontier programme and are grateful
for the opportunities our scientists were given to
contribute to the study. We look forward to the Japanesa
Government's proposal for the implementation of the

programme in the near future.

Bioethics

We note that, as part of the continuing raview of the
athical implications of developments in the life
sciences, the Italian Government hosted the £ifth
confarence on hioethics in April 1988 and welcome the

intention of the European Community to host the sixth




conference in the spring of 1989.

Futurs Summits

We, the Heads of State or Govermmant, and the
representatives of the Buropean Community, believe that
the Ecaonomic Summits have strengthened the ties of
golidarity, both political and economic,; that saxist
batwean our countries and that thereby they have helped
to sustain the wvalues of democracy that underlie our
economic and political systems. Our annual meatings have
provided the principal opportunity each year for the
Governments of the major industrialised countries to
raflect, in an informal and flexible manner, upon their
common responsibility for the progress of the world
aconomy and to resolve how that responsibility should
have practical manifestation in the year ahead. We
believe that the mutual understanding engendered in our
meetings has benefited both our own countries and the

wider world commanity. We believe, too, that the

opportunities afforded by our meetings are becoming even

more valuable 1n today's world of Increasing
intar-dependence and increasing technological changa. Wa
have tharefore agreed to inetitute a further cycle of
Summits by accepting the invitation of the President of

the French Republic to meet in France 1in 1989.
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NOTE FOR THE RECURD ; R. Lavells, Esg., Cabinet

Offica
-y J.0. Kerr, Esg., FCO
@, M g8ir G. Littler, Treasury
i T. Lankester, Esq., Treasury
dL#fgﬁ#,r D. Roberts, BEsq., DTI

M. Wicks, Esg., 10 Downing Et,
Mr. Pakenham

Mr, Madelin

Mr. Bostick

Mr. Plowman

TORONTO; EUROPEAN COUNCIL

1. I finally managed to have a word with the President of
the Commiksion's Chef de Cabinet in the interstices of
yastarday's fourteen and a half hour Coreper.

Toronto Summit 3 ] i

-8 Lamy sald that he was worried, but not teeo worried, about

the handling of agriculture at the Torcnto Summit, Tha Commission
would stand up robustly for the Community's negotiating position
if it came under attack, but they wers not looking to pick a

fight and agreed that it was very possible that President Reagan
would not yield to his more bellicose advisers. It was essential
for the Commiszsion to go on fighting the Community corner when
necessary, otherwise the member states, and France in particular,
would go off in their own saparate directions and no-one but the
Americansg would benafit. The Commission was determined at some
staga or another to get tha Americans to acknowledge the vallidity
of what had been done at the February European Council.  But they
kiew Vary Well, End they had no intention of implying otherwise,
that the procesa of reform could not stop thers, Lamy agreed
that, in communigue terms, tha objective at Toronto must be to
move the Uruguay Round process forward a modest step, avolding the
extremes of over-ambiticn and a totally defensive approach. He
was extremely scathing about the Canadian performance so far.

3. I confirmed that all this fitted in very much with our own
approach. British Ministers had consistently taken the line with
their American oppnosite numbers that the February package was a
major step forward for which credit must be given, both in

public statements and. in terms of P5Esy at the negotiating table,
No doubt they would continue to do so at Toronto. But the
Uruguay Round negotiation could not be propelled forward by that
Lina, I had littla doubt that the Prima Minister would repsat

at Toronto the views she had expressed on a number of occasicns
before about the crucial importance of pursuing agricultural
reform policies on a worldwide basis so as to bring aboutc
substantial results in the Uruguay Round, Lamy said that was
wall undarstood. The Commission both expected it and welcomed 1it.

[ Lamy
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Lamy said that he would keep in cloge touch with us about
communigue languaga,

4. 1 expresssed some disquiet about sounds coming out of Paris

in favour of a "pause" ln CAP refomm. Lamy said this was
complate nonsense and he had told Kallet, who was the main
protagoniss of it, that the Community could not afford such a
pause, T+ was cne thing to have a pause in majoer raform
decislions. . Apart from heef, there might indeed be a case

for not trying to put major new proposals in place in the coming
months. But the process of reform incorporated in the stabiliser
regime and other measures such as milk guotas must be pursuad
vigorously if the whole affort was not to be wasted. Lamy said
+hat he and Delors were taking this line with their contacts in
rParis and believed that much of the talk about a pause was
electorally motivated and would . B abate once the new government
took office and got into its stride.

European Council

5. We then had a brief talk about the European Council. I sald
Fhat we Found the process of discovering which particular

monetary gimmick was the flavour of the week in Benn both irritating
and worrying. We were putfing forward positive ideas of our own
on the ecu, and certainly wanted to see fyrther work done in this
araa . and some others in the monetary field, in order to mova
monetary cooperation in the Community forward in the years to coma.
sut a number of the gimmicks being talked about in Bonn wWere likely
to be'both futile and time-conguming and to touch on matters that
were distinctly sensitive in domestic politics in the UK. It
would be absurd and rathar sad if tha Hanover summit, which had a
real chance to be a harmoniocus one pointing the way ahead for the
Community in the next year or two on the grucial issue of the
Single Market, should run into gerioug trouble over monetary issues.

6. Lamy said that Delors completely agreed with this analysis.
He was aware of, and welcomed, the UK ideas on the ecu. He was
doing his best to get away from gimmicks. I suggested that
amneacts at both ministerial and official lavel between Dalors
and Lamy on the ona hand, and our ministers and senior officials
on the other, in the margins of the Toronto meeting, could be
useful in paving the way to an outcome at Hanover that all could
accapt. Lamy tock that on board.

T I tock the opportunity to warn Lamy pretty £irmly about

+he "soclial dimension®. I hoped that Delors was under RO

11lusion about the acceptablility toO us of ideas on worker
participation and socia enginearing. Lamy said that Delors was
under no such illusion and was not going to press for any spacific
results in this area at Hanover. [FKohl was the main proponent of a

/discussion
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discussion of this at Hanover, but he too was not interasted

in specifics, He was having trouble at home on the trade union
front, and merely wanted to use scme vague references in the
communique to the "gorial dimension" to help him in handling
these. Lamy did not take wvery seriously the Greek and Spanish
egpousal of this sector. Nor d4id he think the French would be
pressing hard on specifics, As to the Commission, the main
thrust would be to develop their own dialogue with the social
partners (unieons and employera) as provided for in the Single

Eurcpean Act.

D.H.A. Hannay

8 Juna 1988
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Foreign and Commonwealth Office

London S5WI1A ZAH

B June 1988

e

\ 1

{Jﬁitﬂ tﬁ”ﬂgﬂhJ:

Thank you for your letter of 7 June about the
Itallan Prime Minister's proposal to discuss environmental
proebleme at the Toronto Economic Summit. We do not want
to encourage the ltalians to raise specific environmental
igsues at the Summit, still less fo incorporate their

lengthy text in the communigque. BSo we do not copsider 1t
reply. We shall, of course,

appropriate to send a formal
for her meeting

brief the Prime Minister on this propesal,
with Signor de Mita in Toronto.

i o : | ". F
Tf-:ﬁ & 7

[R N Peircea)

C D Powell E=g
10 Bowning Street
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ECONOMIC SUMMIT: ITALIAN VIEWS

SUMMARY :

1.  ITALIAN THINKING WAS NOT YET RECEIVED ANY PERSONAL INPUT FROM
DE MITA. ITALIANS SOMEWHAT UMNHAPPY ABOUT CANADIAN HANDLIMNG OF
PREPARATIONS AND CONCERNED THAT US AND CANADA MAY SEEK TO PUSH FOR
MORE THAN CAN BE OBTAINWED ON GATT SUBJECTS.

£ DN ENVIRONMENMNT, ITALIANS SEEM LIKELY TO BACK AWAY FEOM THE

EMPHASLS THEY SOUGHT TO GIVE AT THE SHERPAS MEETING ON DEGRADATION
OF CITIES.

DETAIL

3. I HAD A LONG TALK WITH SARCINELLI (DE MITA'S PERSONAL ADVISER)
TODAY IM THE COURSE OF WHICH HE MADE A NUMBER OF POINTS ABCOUT THE
PREPARATIONS FOR THE TORONTO SUMMIT, HE WOULD BE SEEING DE MITA FOR
THE FIRST TIME ON 11 JUNE TO DISCUSS THIS SUBJECT. UP TO THIS
POINT, SARCINELLI HAS LITTLE IDEA OF DE MITA'S OWN THINKING ON
SUMMIT ISSUES. EVERYTHING HE SAID, THEREFORE, SHOULD BE REGARDED AS
REFLECTING HIS OWN VIEWS IN THE LIGHT OF DISCUSSIONS WITH HIGS
MINISTER (AMATO = TREASURY) AND COMTACTS WITH DE MITA'S OFFICE.

MACRCECONORMIC I3SUES:

& . SARCINELLI HAD LITTLE TO 5AY ON THE SUBSTANMCE BUT A 600D DEAL
CF CRITICISM ABOUT THE STATE OF CANADIAN PREPARATIONS. WHAT IT
BOILED DCWN TO WAS THAT THERE WAS STILL NG AGREEMENT ON ELEMENTS
FOR INCLUSIDN IN COMMUNIQUE' LANGUAGE. THIS WOULD, IN HIS VIEW, MAKE
DISCUSSION AT THE SUMMIT MORE DIFFICULT THAN IT NEED BE. HE ALSO
THOUGHT THE CANADIANS HAD MADE AN ERROR IN TRYING TGO LIMLT
DISCUSSION OF POLITICAL ISSUES. NOW THAT THE TRADITION WAS FIRMLY
ESTABLISHED, THE PRESS AND PUBLIC WOULD BE CRITICAL OF THE WORLD'S
LEADERS IF THEY MET AT TORONTO AND DID NOT DISCUSS THE MAJOR
POLITICAL ISSUES OF THE DAY.

PAGE 1
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AGRICULTURE AND TRADE:

e SARCINELLI WAS WORRIED THAT THE AMERICANS AND CANADIANS WOULD
PRESS TO0O HARD FOR PROGRESS GOING BEYOND THE OECD COMPROMISE, IN HIS
OWN VIEW, IT WAS A MATTER OF LAMNGUAGE RATHER THEN SUBSTAMNCE ON THIS
DCCASION. HE HAD ALWAYS FELTY, IN ANY CASE, THAT THE TIMING OF THE MTHM
WAS MISJUDGER. SINCE IT WOULD FALL BETWEEN THE AMERICAN ELECTIONS
ANE THE INSTALLATION OF A NEW US PRESIDENT, KO US REPRESENTATIVES
WOULD BE ABLE TO SPEAK WITH ANY DEGREE OF AUTHORITY. DBISCUSSION

AT TORONTOD WOULD BE FURTHER COMPLICATED BY THE RELATIVE NEWMESS OF
THE FRENCH GOVERNMENT. HE DID NCT SEE THE BLIGHTEST HOPE OF GETTIMG
FRENCH AGREEMENT TO GOING BEYOND WHAT THEIR PREDECESSORS HAD
COMMITTED THEMSELVES TO IN THE OECD LANGUAGE.

EMMIRONMENT :

6. SARCINELLI EXPLALINED THAT HE HAD BEEN UNDER PRESSURE FROM

DE MITA'S OFFICE TO ARGUE THE CASE FOR INCLUDING ''DEGRADATION OF
THE CITIES'"' UNDER THE ENVIRONMENT HEADING AT TORONTO. ACCORDING TO
HIS ADVISERS, DE MITA HAD FELT UNDER PRESSURE FROM THE ITALLAN
FARLIAMENT TO SEEK A GENERAL RECOGNITION OF THIS PROBLEM AT TORONTO.
SARCINELLI HAD UNBDERSTOOD VERY CLEARLY THE OBJECTIONS OF OQURSELVES
AND OTHERS TO APPEARING TO ASSUME RESPONSIBILITY AT TORONTO FOR
WHAT WAS ESSENTIALLY A MATTER FOR IMDIVIDUAL GOVERNMENTS. HE HAD
THOUGHT THERE MIGHT BE SCOPE FOR MEETING DE MITA'S POINT BY TILTING
THE DISCUSSION IN THE CIRECTION OF '*HISTORIC CITIES'" (SUCH AS
VENICE OR ROME) WHICH WERE IN 50ME SEMNSE THE PATRIMONY OF ALL. HE
WOULD NOT KMOW UNTIL HE S5AW DE MITA ON 17 JUNE HOW MUCH IMPORTANCE
HE PERSOMALLY ATTACHED TO THIS ISSUE.

DRUGS &

Te SARCINELLI WAS NOT MUCH IN FAVOUR OF THE US PROPOSAL FOR AN
EXPERT GROUF OMN DRUGS COMSISTING DOF OFFICIALES FROM SPECIFIC
DPEPARTMENTS. RESPONSIBILITY FOR THIS PROBLEM WAS ALLCCATED
BIFFERENTLY IN EACH GOVERNMENT. IN ANY CASE, 50 MUCH ATTENTION HAD
ALREADY BEEN GIVEN TO THE SUPPLY AND TRANSPORT ASPECTS DF THE

BRUGS PROBLEM THAT HE WAS NCT SURE WHAT MORE WOULD BE ACHIEVED UNDER
THOSE HEADINGS. HE SAW MORE MERIT IMN A DISCUSSION OF HOW TO TACKLE
THE DEMAND SIDE AND WHETHER THE TIME HAP COME FOR ACCEPTING FURTHER
LIMITATIONS ON INDIVIDUAL FREEDOM IN ORDER TO IMPOSE MORE EFFECTIVE
CONTROL ON BRUG ABUSERS. I DID NOT SENSE ANY EMERGING ITALIAN
FROPOSAL ON DRUGS.

AFRICAN DEBT:
8. THERE WAS NO SIGN OF ANY PROBLEMS FROM THE ITALIANS ON THIS

PAGE 2
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FROMNT. SARCIMWELLI DID MNOT MEMTION MITTERRAND'S PROFOSAL. MEITHER
DID I.

COMMENT :

Ya I HAD HOPED TO SEE DE MITA MYSELF BEFORE HE LEAYES RUOME ON
14 JUNE. THIS NOW LOOKS INCREASIMNGLY UNLIKELY. SARCINELLI®S VIEWS
MAY THEREFORE BE THE MOST AUTHORITATIVE PICTURE WE CAN GET IM
ADVANCE OF THE PRIME MINISTER' MEETING WITH DE MITA ON 18 JUNE.
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CHANCELLOR SAYS AGREEMENT ON DEBT INITIATIVE CLOSE

"A major UK objective at the Toronto Summit will be to secure
agreement on the initiative I launched in Washington in the Spring

of last year, to relieve the debt burden on the poorest, most
heavily indebted countries, mainly in sub-Saharan Africa", the
Chancellor of the Excheguer, the Rt Hon Nigel Lawson MP, said

vesterday.

“The recent statements by US Secretary James Baker, and by
President Mitterrand, make it clear that a consensus is now
emerging. "

The full text of the Chancellor's statement is attached, together
with Notesg for Editors.

PRESS OFFICE

HM TREASURY
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CHANCELLOR SAYS AGREEMENT ON DEBT INITIATIVE CLOSE

"A major UK objective at the Toronto Summit will be to

secure agreement on Ehe initiative I lasnched 1In

washington in the Spring of last year, to relieve the

debt burden on the poorest, most heavily indebted

counktries, mainly in sub-5aharan Africa. The recent
statements by US Treasury Secrekbary James Baker, and by

President Mitterrand, make it clear that a consensus is

now emecgings

The stacting point of my initiative was to recognise that
the problems of the poorest countries are of a different
order from those of the middle income debtors of Latin

America and elsewhere.

The middle income debtors have the resources to
get themselves on the road to recovery. And
most of their debt is owed to the commercial
banks. 5o it i= primearily for Ethe dJdebtor
countries and the banks to work out how to

manage the debts.

on the other hand, the poorest countries are
not in a position to solwve their debt problems

themgelves., And since most of the debt is owad




to governments, it is for governments to help

these countries to work out a solution.

At last yvear's Economic Summit in Venice; we succeeded in
getting this wvital distinction accepted for the first
time, although we were unable to secure final agreement
an the nuts and bolts.

My initiative has three parts.

First, writing off aid loans: the UK has
written off nearly €1,000 million worth now,
with nearly E£300 million for sub-Saharan

Africa.

Second, longer rcepayment periocds Eor other
Government loans, such as loans made by export

credit agencies.

and third a reduction in interest rates on

thoae loansg.

These special concessions would apply only to those

countries which are not only poor and heavily indebted,
but = crucially - are pursuing pProper econNoOmlc C[EeCoVery

policies.




It is essential not merely to give the debtor countries
more time to pay, but also actually to ceduce the burden.
The plain fact is that the poorest counktrcies cannot even
meet their interezt payments at present. The unpaid
interest is therefore added to the total debt burden, so
that the payments due the following year are higher
grill. Until we can break this wicious ciecle, the

problem can only getk worse.

The other Summit countries have gradually come round to
accepting this logic. The Italians joined in at the
Venice Summit, and Ethe Canadians at last Adtumn's
Commonwealth Heads of Government Meeting in Vancouver.
Last week, the Americans indicated their willingness to
make a move in this direction. And yesterday, the French
accepted the proposals, with a partial write-off of debts

Az an alternative to the interest rate reducktion.

The task at the Summit is finally to agree on a Eirm plan
of action. Over the past 14 months, we have taken every
opportunity to argue the case for this scheme, ] -

eéncouraging that these afforts are now bearing fruit.

And it is wital that they should, to offer a clear way

forward to some of the poorest countries in the world."




HOTES FOR EDITORS

Background to the Chancellor's proposals

The Chancellor first pubt Ecrward his proposals for helping to
reduce the debt burdens of the poorest countries in his speech to
the Interim Committee at the IMF Spring Meeting in Washington in
April 13B7. It received a wide measure of - but not universal =
support. At UK insistence, the argument that special action was
needed to help these countries was subseguently agreed at che
Venice Summit in Jume 1987; the Communigue said "We recognize that
the problems of some of the poorest countries, primacily in
sub-5aharan Africa, are uniguely difficult and needs special
treatment". It went on that "agreement =should be reached,
especially in the Paris Club, on longer repaymants and grace
periogs”. But, reflecting the reluctance on the pact of some
countries, to agree to interest subsidies, the Communigue did not
go Eurther than saying that "consideration should be given to the

poseibility of applying lower interest rates",

The Chancellor's proposals were welcomed at the meeting of
commonwealth Finance Miniszters in Barbados in September 1587, and
fully endorsed at the Commonwealth Heads of Government Meeting in
Vancouver in October 1987, when the Canadians threw their suppork
behind Ethe proposals. The Chancellor maintained the pressure in
his speech to the Development Committee of the IMF and World Bank

in Washington in April of this year.

Considerable progress has already been made on the first two of the
chancellor's proposals: many countries have now written off ald
lcans; and the Paris Club has agreed to extended reschedulings for
10 countries. But agreement on an interest rate subsidy has proved
parder to secure. The Chancellor has continued to press hard Eor
agreement on this, most recently at the IMF Spring Meeting in
Washington in April, and at the OECD Ministerial Meeting in Paris
in May.




Action by IMF and World Bank

In Spring 1987, the Managing Director of the IMF, Michel Camdessus,
launched a parallel propesal [or an enlacrgement of the IMF's
Structural Adjustment Facillity, to provide additional
concessionary lending to the poorest countries, providing they
followed IMF-approved pPIOJCammES. The UK was among the ficst Lo
support this proposal, and has made the largest single contribution
to the interest rate subsidy, enough to subsidise SDR 1 billion of
ESAF lending, a sixth of the total.

The WMNorld Bank, too, has recognised the spacial problems of the
poorest countries, with its Special Programme of Assistance [or

Africa.

Recenk developments

Last week, DS Treasury Secretary James Baker moved towards

accepting the Chancellor's preoposals, saying that there were legal

and policy: difficulties for the U5 1n giving ainkereat rake
subsidies; but they could agree to a scheme so that countries which
were able to do so could provide concessicohal inkterest ratke
reschedulings for the poorest countries; other countries would
consider a broader range of maturities for rescheduled debi.

This week; the Germans announced that they would write off Further
ald loans: while they too had difficulties over glving an lnterest
rate =subsidy,; they would be prepared to consider the variant put
Forward by the US.

In a letter to his Summit colleagues this weak,
President Mitterrand proposed a further wvariankt, under which
creditor countries would have a choice of writing off a third of
their rescheduled export credit claime, with a 10 year repayment
period for the rest; or providing lower interest rates with a
repayment period of about 15 vears; or providing no interesk rate
subsidy, but accepting a repayment period of up to 25 years.




Eligibility

The counktries which would be eligible for relief under the
Chancellor's initiative would be those who are

very pogr, with income of leas than $425 a year;

very heavily indebted, with high debt service ratios;

implementing proper adjustment pelicies, in line with a
programme agreed with the International Monstary Fund.
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The Rt. Hon. Margaret Thatcher, MP.,
10 Downing Street,
LONDON SW1

My Dear Margarel,

On the eve of the Toronto Ecomomic Summit, I wanted to
emphasise to you the importance Australia atbtaches Lo Lhis
meeting, and in particular to its outcome on trade and
agricultural reform.

Last year's Venlce Summit, following on from the 1987
OECD Ministerial Meeting, achieved an historic breakthrough in
recognising the serious nature of the world's agricultural
problems and the key role that the Uruguay round of
maltilateral trade negotiations should play in maintaining
and strengthening an open multilateral trading environoment.
Your personal contribution to the achievement of those
positive results at the Venice Summit was much appreciated
by Australia, I am also aware of the role you have continued
to play by Injecting these perspectives into the policy
deliberations of the Buropean commmity.

Despite the positive signals from last year's meetings,
the recent OECD Ministerial Meeting in Parls brought to
light sharp differences between Summit particlpants on
Uruguay round issues, particularly agricultural reform and
the nature and role of the Minlsterial Mld-Term Review to be
held in Montreal in December. 1 am moreover concerned by
some reports that little progress can be expected on these
issues at Toromto.

I see it as essential that Summit leaders re-emphasize
the commitments they made last year to the urgent pursuit of
agricultural reform and agree on the need for the Montreal
Mid-Term Review to achieve substantive results where
possible, and particularly in agriculture, A strong and




unified message from Summit leaders incorporating these
elements would do a great deal to revitalise-the
negotiating environment in the lead up to Montreal and
provide further impetus for the round as a whole.

Unlegs concerted leadership is shown, there is a very
real danger that the momentum in Geneva will be lost and
that protectionist pressures will intemsify with resultant
risks for world economic growth.

I wish vou a successful and rewarding meeting in Toronto
and look forward to discussing the outcome wlth you during
your visit to Australia in August, a visit which my
Government regards as one of the most important in our
Bicentennial year.

Yours sincerely

R.J. Hawke







FRIME MINISTER IER MINIBETRE

OTTAWA ElA OA2

June 10, 1988

Dear Margaret,

I look forward with great pleasure to
welcoming you in Ottawa following the Summit. In
anticipation of your wvisit, I am ralsing agaln your
Government's proposed Fur Labelling Begulation.
Concern over its impact on Canada's native communities
and our fur industry is growing and spreading.

An extraordinary Emergency Debate on this
gubject was held in the Canadian Parliament on June 2;
over 40 MPs from all parties voiced their opposition to
the proposed British regulation and the Government was
azked to convey to the British Government the unanimous
views of the House of Commonz. I have also received a
rezolution from the Ministers of Natural Resources of
all 10 provinces conveying their negative reactions.
Indigenous Surwvival International, a body which
represents native people from Canada, the United
States, Greenland and the Nordlic ecountries, will
shortly be holding a conference on this issue. It is a
gubject which has attracted considerable media
attention and public debate and poses a real political
challenge for both our Governments.

I appreciated your openness towards this
matter when we met, May 23, and I was pleased to learn
that it will be considered by your Cabinet shortly.
Given the profile which it has assumed in Canada, you

will apprecliate that a decilzion to proceed with our

The Right Honourable Margaret Thatcher

Prime Minisker of the United Kingdom
10 Downing Street
London, England




alternate proposal (i.e. for a cooperative effort to
establish international humane trapping standards),
announced during your wilsit, would be enormously well
received by the Government and people of Canada. I
very much hope this will prove possible.

With best personal regarda.

Yours sincerely,

fronn Alttri
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Foreign and Commonwealth Office

London SWIA ZAH

9 June 1988

H Wicks E=g
No 10 Downing Straet
LONDON SW1
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Thank yvou for your letter of 7 June. I have only a few

comments on your Speaking NHote, mostly on agriculture. They

are attached below.

(ledinc

E O Braithwaite




Paragraph 3: We are checking whether any other Summiteer was
present in 1982 in one capacity or other.

Paragraph 4: I like the first line! You might consider adding
"especially in Europe" after the reference to unemployment.

Paragraph 9: Subject to Geoffrey Littler’s views, I think we
might bring out the point that structural reform policies are
not just matters of national concern: there is likely to be
DECD surveillance of them, and thise i= good because it means,
for example, that we and others shall have a chance to comment
on, and encourage, German structural reform policiez. I leave
you to judge what to add.

Paragraph 13: Line 6 on p 5 should read "trade in sarvices".
The French will of course oppcse early results, and we need to
marshall all the arguments we can in their favour. You
rightly mention the strengthening of GATT, but might consider
expanding the first complete sentence on page 6 to read:

~"We should not hold up action on any issue until agreement is
reached on all issues. For example, tropical products are a
high priority for the developing countries for whom there is
unlikely to be much else on the table at Montreal., If we can
by then agree on other issues too, .&o much the better. Above
all, the strengthening of GATT ..,

Paragraph 16: I think we could bang the EC drum a bit harder,
and_suggest the follewing expanded text:

—\
Lf ,,ﬂ?g Fabruary the Eurcpean Community tock some important first

I

steps to reform agricultural policy. We now have:

- a legally binding ceiling which will cut the growth of
agricultural spending to less than 2% a year in real terms,
from around 10% in recent years,

- and automatic stabilisers for each individual commodity
which will cut support levels if production exceeds pre-czet
levels, and thus discocurage surplus production.

If production continues on current trends, the stabilisers
will save some $4 billion in the three years 1988/90. 1In
cereals alone, if production continues to rise, support levels
will fall by 15% over the next four years. For cilseeds,
where we already have a stabiliser in place, the new measures
should save a further %1 billion by 1990,

That agreement was_a peal achievement for the Community and
for the world.® - : . Y 7
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Paragraph 17: I suggest that the sécond sentence might read:

"But I-eestainiy-agres—that far more needs to be done by all
of us to achieve our agreed [OECD Communique] long term
objective of reducing agricultural support and protectien,
while maintaining, at the same time, a dynamic and wviable
agricultural sector.”

Paragraph 18: I suggest the following revision to replace
evarything except the first sentence:

#"50 far there has been a dialogue of the deaf betwean our
officials. I believe it is for us here to re-inject the =ense
of political urgency which we so successfully invocked at our

~.Summits in Tokyo and Venice.{ We need - ag the OECD recently
agreed.- a device T0 méasure progrese in reducing levels—of
assistance,-and-an overall framework to govern our actions for
the future. We need a clear link between short term measures
arnd-the—achievenent %5 our long term goal of liberalising”

~Hgriewitursl marketes¥ We should not try to negotiate the

" details now. But we should commit ourselves, here and now, to

f make concrete progress towards agreement on these matters at
. the Mid-Term Meeting in Mentreal in Decambar.'&f

— .
e —

Paragraph 19: I would add "and African debt” after "developing
countries", to put down a firm marker.
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From: T I Richardson
Date: 9 June 1988

Private Secratary ec: Mr Braithwaite
Mr Dalton, MAED

TORONTO ECONOMIC SUMMIT: LETTER FROM ITALIAN PRIME MINISTER

ks M- Powell asked for a draft reply to Signor de Mita's
letter to the Prime Minister, if wyou considered it necassary
and appropriate.

2. T submit a draft reply to PsS/No 10, suggesting that it
should be sufficient to brief the Prime Minigtar for her
bilateral with Signor dea Mita on 19 Juna. MAED conour.
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T L Richardson
Econamic Relations Department
WH 212 270 2e7T0




DSA 11 (Revised Sept 85)

DEAFT: minute/letter/teleletter/despatch/note ITYPE: Draft/Final 1 +

FROM: Reference

BS NICACE

DEPARTMENT: TEL. MG
Your Reference

BUILDING: ROOM NO:

ECURITY CLASSIFICATION

Top Secrat
Becret
Confidential
Restrnicted
Unclassified

PRIVACY MARKING

permemsnnennnes 1 Confidence

CAVEAT oo i

Enclosures [Mugis)

TO: Copiss to:
PFS/No 10

SUBJECT:

Thank you for your letter of 7 June about the

Italian Prime Minister s proposal to discuss

envirponmental problems at the Toronto Economic
Summit .
to ralse specific environmental 1ssues at the

Summit, still less to incorporate thelr lengthy
text in the communigue., So we do not consider
appropriate: to send a formal reply. We shall,
course, brief the Prime Minister to respond fo
this proposal when she sees Signor de Mita in

Toronto.,

We do not want to encourage the Italians
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gnclose Py of a letter to the, r o
Prime Minister Italian Prime BLEE il
Minister abho ; ﬁlsuunsian af anvironmental rlb
problams ac orthecoming Toronto Economic
Summit. The _hallan Ambassador warned me

the obther day that his Prime Minister wauld

wish teo rajse this at the bilateral -1n Toranto.

[ should be grateful for a draft reply, if

you consider this necessary and appropriate,

in dua coursa.

I am copying this letter and enclosure
to Alex Allan (BHM Treasury) and Deborah Lamb
[Departmant of the Environment] .
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Dear Frime Minister amd Dear F

dm pleasad

Targnto Iorn Saturday the _&Th

and pleasant ooaasian B have

problems of mutogal interest in view
will be engaged in the following days, Summit of Sevan
arid at the European Council in Hanowver.

At the Sussiit of the Sewven, it is the intention of the [telian

Government to raise the environment problem and to urge a debate on

this matter of such great interest and topicality. Te this end, a few

days ago I handed cwer to the Prime Minister of Canada, Mr Mulroney,
the attached document

in his capacity as current President of the Seven,

which is iptended to he a hasis for discussidn.

L2

I sghould be grateful if you would kindly let me know your

thoughts and any suggestions you may have.
Lecking ferward te meeting you in Toronto, I senc you my

kipdest regarde.

izaco Da Mita
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ERIME MINISTER FREMIER MINISTRE

CTTAWA H1A QA2

o AGE June 9, 1388
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Dear Margarek;

As Summlt host, I met on May 31 with a
delegation of labour leaders representing international
trade union organizations to receive thelr vlews on
economi¢ issues facling our countries.

I am forwarding to you a copy of the document
prepared by the Trade Union Advisory Committee of the
QECD which served as the delegatlion's formal

presentation, T promised I would convey these views co
my Summit colleagues.

With warmest regacds,

Yours sincerely,

Prse. bltorin

The Right Honcurable Margaret Thatcher

Prime Minimter of the United Kingdom
10 Downing Street
Lenden, England
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rade union sdvieary commiles (o thna

argamsalion for gcondmic coaperslion ang develagmeni
commission gyndicala consullalive aupres de

"ergemgalion de coopération ¢l de dévelappument comomigues

TRADE UNICON STATEMENT TO THE
QECD MINISTERIAL COUNCIL AND TORONTO SUMMIT
May=June, l%B3

Adoptad by the 80th TUAC Plenary Session
Paris, 29 April, 1988

Introductien

i, In the past year CECD countries have moved further away
from attaining what should be the fundamental objectives of
eccnomic polley : the returm te full employment: the
eradication of peverty; and the improvement in the quality of
1ife both at the work place and in general. Registered
unemployment - in OECD countries has remained at 3] millicn and
is forecast to rise to above 32 millien in 1989. Those people
with Jobs are under more pressure and feel less secure. ThHe

gaps between affluent groups and reglons and the poorest have
begun to widen after many years of slow converggnce. The trend
towards a soclety where 2/3rds of the populaticn have
remunerative work but 1/3rd are unemployed or are trapped as
"working poor" in low income and low quality jobs has dire
economic as well as soclal and political consequencas. Thas
poverty and indebtedness of developing countries has increased.

r Thesa developmants are the direct result of government
policies, or else the result of the failure of governrents to
develop an adeguate policy response to the changes the world
aconcmy is undergeing. In those countries whare growth and
enpleyment has fared batter in the past year this has been the
result of changas in government eccnomic policles.

3. A delinking has taken place betwean financial and
productive sectors of CECD economies. The stock market crash
showed the frailty and veolatility of internaticonal financial
markets and the irresponsibility of government policies of
deregulation of thase markets. The fact that eguity markets
could copllapse on such a scale and yet apparently have limited
immediate impact on the real economy raises the guestion of
what @aconomic role the financlal markets reall play.
Deregulated financial markets do not reprasent a asirable
modal for the rest of the economy to follow.
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i. The internationalisation of economies has continued
apaca, but government policies have remained disturbingly
uncoordinated despite the series of communiqués issued ovar the
last three Yyears, European economias have most to gain from
coordinastion, but some of the majer governzents hava indicated
their 4intention to introduce even more restrictive fiscal
policies at the very time that they ghould be compensating for
a slow-doewn in grewth and further rises in unemployment. The
world trade imbalances have not been substantially reduced.

Workers fear that thelr position is bning undarmined b
international pressures. Against  this ackground QEC

prescriptions for structural adjustment have for many workers
become synonymous with further f4ob losses and adjustmaent to
detariorating economic and soclal conditicns,

5. The development of real ecconomic cooperation s A
procendition for moving OECD economies back onto a path which
would bring down unemployment. Coordinated measures would
substantially increase the benefits of actions taken by
individual countries; but the absence of coordinated measures
is no excuse for inaction, Coordination should not be a matter
of making concessions to other countries, but acting becausa it
is in the participating countries' own interest, Over the past
three years the repeated statamentd of intent by Ministerial
Councll, G 7 and Summit moetings have spokan much of
caordination but have not resulted in the nacessary changes in
the directien of economic policy.

6, Many OECD countries' governments and scme eoployers are
aither unwilling to engage in genuine dialogus and negotliatieon
with trade unions or else are using the process of social
dialegue to ashift from =hem the respongibility for taking
action. Managing the structural and technological changas
taking place in OECD countries in an economically desirable and
asclally acceptable way necessitates a genulne initiative to
inform, consult and hegotiate with trade unions.

Programme of Action

T Government inltiatives can be taken both at a national
level and internationally. The policies which are urgently
required to bring down unemployment include:

- the use of both 'qanural economic policy, interest rate
reductions and pgelective investment policies to rairce
productive, iﬂh ereating investmant and to stimulate

regional development in tha hardeat hit parts of the OECD
area. This should ba coupled with OECD-wida investment
and restructuring programmes for major industrlial sectors:

a major programme of infrastructura inveatment to respond
to neads which exiat in areas such as: energy; transport;
heusing; inner clties; the anvironmeant; and
telecomnunications. This would in additien improve the
structure of OBECD econcmies and raise the gquality of life;
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the zeform of the international meonetary system to
stablilise currency movemants, readuce perslstent trade and
iaynlnt- surpluses, hinder apeculatiecn, and regulate
nternational financial marketa;

the guarantes of an employment or craining place for all
young guapl. based on opportunity not compulsion;
targatad active employment policies for older workers and
the long term unemployed; further reductions in working
time and overtime;

action to remova growlng poverty and polarlsation in
industrlalised countzrles by: - raleing minimum incomes;
providing increased zights and protactions for
unprotected groups’ strengthening goclal security
systems; and tax policy. This would also ralse purchasling

powear;

the provisions for partial debt writa-offs by private
secter banks must be ktranslated into reduced repayments
for the debtor countries, Tha IMF and World Bank must
rgorientate their devaelopment policles towarda meeting
the needs of the poorest. Industrialised countries muat
increase thelr aid flows and concessionary export credit
and financing arrangeszents should ba expandad;

the trend to bllateralism and regilchalism of trade policy
needs to ba countered. The multilateral trading system
should be undarpinned by a Social Clausa in GATT and the
harmonisation of working standards between countries of
comparable levals of development and strength. Good
practice ocbligations on multinaticnal enterprises have to
be enforced.

Invastmant Folicles

B. Profits hava ricen spesctacularly since 1980, but the
share of fixed investment in GDP has fallen frem 19,18 to 16.1%
in the United GEtates, from 22.7% to 19.3% in Germany, from
21.9% to 18.8% 4in Prance, from 31.6% o 27,7V 4in Japan, and
from 23.%% to l19.6% in Canada. OBCD estimates have shown that
the growth in the total productiviey of preduction factors has
slowed. Governments have falled to assume thelr responsibility
for the process of investment and re-investment. Deregulatien
and generalised tax cuts, and cuts in corporate taxaticn, have
not induced profits to be invested productively. As a result,
almoat evary use of capital has become more profitable than
productive investment and increassd profits have fuelled
spaculative &ctivities. Much dersgulation only serves to
degrade working conditions in a downward competitive spiral,
not to ralse investment. Companies are using profits from
production for investment in purely financial asseta. Tha focus
of thelr attention has shifted to short-tarm returns. This
damaging trend is belng aggravated by the flurry of pradatory
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take-overs and threat of take-gver which diverts management
from its propar role in corporate development and urdermines
the structure of the eccnoay. Huch of the Ffixed investment that
has taken place has been devotad to reducing employment, rather
than to wldening the capital base and to using the steck-pile
of tachnological opportunities to expand production of goods
and services to increase amployment opportunities.

- In ‘order +t¢ Aincrease productive and Jeb creating

invastmant governments ehould use general economlc policy Lo
axpand sutput, reduce levels of unused capacity, lower interest

rates and stabilise exchanga rates, In addition, selactive
investmant policies including public investyant are neeced to
channel profits inte producctive uses. Specific wmeasures,
including taxation, should bs introduced & control and
discourage speculative activizy in order tc make it less
profitabla than real investment. Government legislation and
regulaticna on institutional investors should be ravised.
Syatema of Investment and depreclaticn allowances sghould be
applied with greatsar selectivity. Good=-practice environmental
norme and health and safety standards ghould be incorporated
ints Ilnvestment projects and policies should be targeted to
ensure ratiopal use of enargy (where 30% savipgs in energy use
¢ould be mada),

104 Bactoral trends of productien, investment and employment
should be oonitorad by the QBCD and pregrammes for
regtructuring and productivity improvemants in those Industries
which face severe crises should be doveloped so as to allow
subsidies to be reorientated towards leong-term employment
creation. A distinction must be drawn between sectors facing
long=-term problems of excess capacity and thosa whera capacitcy
naeds to ba modernleed and axpandad.

il. Job-craating investment in the hardest-hit regions and
areag of OECD ecountries nasds t¢ ba ralesed. Cooperation and
coordination betwean publie authorities and tha private sector
ig nheaded. In several OBCD ceountrias cooparation agreements
batwaan central, local and ragicnal governmant and the private
seactor have shown A practical way how publiec and private sector
cocperation can be improved, In Japan such arrangements are an
important element in regional restructuring.

Infrastruckture Investmant

12, Governments wmust fulfill their responsibilities in
matters of investment if they axpact companies to invest. Thay
have a particular responsibllity for infrastructure investmaent.
This a bacauas the timg=-scale involvaed over which
infrastructura investment muat ba judged ia often very long.
Rates of return are thearefore low in the short and medium term
and may be mieleading. Publie investment and infrastructure
investment have dropped by a third in some of tha majer QECD
countries over the last fifteen yesars. For exarmpla, in the
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early 1%70s the main European countries devoted 4.0V of GOP o
public investment, this fell to 3.54 in the late 1570's and
since 1981 the European average im 2,.8%, with 1.9% in the U.X.
and 2,61 in Cermany both below the average. In Canada, public
invastment as a share of GDP has fallen from 4% in the early
1970's to an average of only 2.6% since 1581 and by 1587 had
dropped evan further to 2.4 par cent., This cdecline rung countar
to all efforts to improve the structure of OZCD aconomies and
invelves considerable costs to the eccnomy and society. The

1987 public works programme 4in Japan has shown the Enuitiu
effects which can be achieved and ncw needs to be camp em-ntag

by actloen to ralse domestic consumer demand and purchasing
powver.,

13, Infrastructure investmant i{s an essential way of meating
economic, environmental and social objectives. Substantial
increases in Infrastructure investment are needed in the
following areas:

- transport, including major reglonal 1linkse in OFCD
countries, the Iintegration of road, rail and warer
tranaport npetworks, by-passes for towns and villages te
avold urban congeetion:

energy, including increased investment in new and
renewabla enmrgy scurces, and morce raticral usa of &necqgy
through other infrastructure programmes e.g. insulation
in buildings; .

the bagle telscommunications infrastructure, including
investment in the prevision of integrated systess
networks which would assist expansion of naw activities:

housing, which needs to be linked to land reform in some
areas, and which could ease mobility and must be linked
to inner city redevelopment programmes;

the anvironment, both to ancourage the private secter and
irdividuals to reduce pollutien and waste through
regulaticns and incentives, and to finvest in bettar
sewage, waste disposal and water supply systems,.

l4. Many of these areas involve dJoint publie and private
sector activity, but all require government initiatives in
order to stimulate sctivity. There exists a ranges of aoptions
concerning financing: wusing fiscal reem for manoeuvrs that
governmenta have and coordinating action 4internaticnally to
increase thig; in some areaas the adopticn of uger fees for
assets createdy the provision of guaranteed returns; the
craation of earmarked funds with low lntarest and guarantesd
subsidised loans for desirable projects. The socal should be to
produce the maximum activity using government finance and
policy. Tha tremendous costs and consegquences of delaying wvital
infrastruture investments must not be overlookad.
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i15. The domestic job-creation multiplier 43 substantially
higher for public ‘investment than fer comparable figscal
measures, producing dobs 4in the construction industry, the
supplying industries, the activities using the assets and more
general Lnduced enployrent gains in the aconomy &8 A4 whole.
When coordinated {internaticnally the job=-creation gains are
that much greatar and in turn bring in more tax revanues.

16. The OBECD ghould carry out a sktudy of the neods,

financing, supply and affects of a comprehensive programme of
infrastructure investment,

The interpational monetary system and financial mackats

17. It 1is beoth alarming and bizzare that 4in  their
recomzendations and on the reform of microeconomic policles the
OECD appears to be auggesting that the functioning of financial
markets should ba some sot of model to be follewed by the resl
econcmy. The derequlation and internationalisation aof financial
markets and the Ilntegration of currency markets has produced an
untenable situation. For some years progressive delinking has
been taking place between the financial and raal econcmias of
OECD countries. 95% of international financial transacticns are
unrelated to trade in goods and services of to productive
investoent flows. Multinational corporaticens and Lanks have
becoma major players in thig speculative systam, The stock
market crash, in which the capital worth of companies dropped
by 20% in one week in Octobar 1987, wunderlines the chaotic
functioning of capital markets, thelr volatility. and frailey.
It has also shown that the markets no longer believe that
governmente are facing up to the policy dimplicatiecns of
unbalanced growth which has been developing over tha last five
years. Yat it is governments who have given the markets A
pivetal role by considering their behaviour as the criteria by
which aconenmic strategles must be judged. Tha fact that egquity
markets could collapse on such a scale and yet apparently have
limited immediate impact on the real economy ralses the
question of what eccnomic role financial markets really play.

18. An internaticnal system for the regulation and control of
financial rmarkets must be devealopad. The dJderegulation of
financial markets is Airresponsible. It disregards the basic
fact that the whola ecencmy has to come to the rescue whan »
major set of financial institutions, let alocne the financial
System a8 a whole, is running tha risk of bankruptey.
Regulations pmust ensure a proper functioning of financial
markets; namely, to supply the productive economy with capieal,
The evaluaticn of the long-term capital wealth of companies
must reflact thelr real investment parformance and should not
be subject to large, economically unjustified upward or
Covmward movements. A ranga of meazuraes needs to ba examined
such as: disclosure requirements on financial heldings and
transacticna, the reform of rules applisd to institutional
inveators; taxation to restrain speculative gains; the
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elimination of tax havens:; cooperation between countries to
prevent caplital flight; and the internationalisation of rules
covering competition policy and restrictive business practices.

19, Action by government to raform the international menatary
system must go beyond lesuing communigues and sporadic
intervention in exchange markets. Two measures are particularly
urgent:

- the daevelopment of a mere stable internaticnal exchanye
rate regime, reinforced by the pursuit of compatible
aconomic policies by the major countries. This weuld in
turn facilitate ceoordination;

the establichment of an Interrational mpechanlsm whereby
countries with persistant surpluses would have the
obligation to increase resources to development
agsistance and adjust their eccnomic policies,

Active Employment Policles

20. The employment situation in the CECD area is alarming. In
many OECD countries net new employment creatien has mostly
reflected a growth of precarious, inadequately protected 3obs,
As was to be expected, low wages, reduced social provision, the
readuction of restrictions on firing, and the plethora of
temporary and insecure employment contracts have. not reduced
unemployment. The number of people who are unamployed is still
growing, long-term and youth unemployment remalns a critical
problen, and insufficlently paild or protected part-time work is
expanding, especially for women. This eltuation is having a
corroslve effect on the whole of the labourforce. Mora of the
same policies will not solve these probleme, let alone asgist
the development of employment relationships which encourage the
skills necessary for productivity growth and economic
afficiency. '

il. Workera aexpogad to constant pressures and threats are not
an efficient labour force. A clirate of confidence in expanded
job opportunities at a decent wage and with geod working
conditions has to ba createsd. The ablility t9o handle
technological and structural change in a desirakble way requires
a framework of programmes and oppertunities which provide
pecple with the necessary security and snable them to adiust to
new pltuations. Gevernment Deasures must: develop information,
consultation and negotiation cights for workers'
reprasentatives on changes; expand soclal protecticn for +he
hardest-hit sectors of the labourforce; fully integrate
part-time workers inte mainstream labour legislation and
working conditions; invest in education; provide training and
re-training opportunities to ally and facilitate the transition
cf young pecple from schoel to active working lifa.
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22. In the OECD area 16% of young pecple are unemployed, and
many of these have never worked in their lives, A comprehensive
appreach to youth unemployment must integrate education,
training and active amployment policiee. This musk cover youlg
adults, as well as teenagers, to form a continuum of policies.
Governments have to play a catalytic role with employers and
trade unions 85 that young pecple are guarantead an acceptable
alternative to unempleymant: further education, high guality
training, & jJeb, or some acceptable combination of these.
Governmants hava tha toal of public sector employment a® eheir
disposal. Bacause the young unemployed are not a homogenous
group thesa maasuras, altheugh integrated and forming =a
comprehensive quarantee, must be carefully targeted and applied
through a network of individual counselling servicam. A
elgnificant Investment is required so that vocational education
and tralning leads to good jobse, instmad of being a substizute
for employment. Business will have to make greater efforts to
provide comprehensive training and re-tralning if it expacts
properly qualified and competant employees in the future.

213. The problem of unemployment amongst older workers and
pecple who are unespleyed for long perlods of tire is growing.
Long-term unesployment now amounts to between one third and ene
half of all unamployed in many OECD countries ard canstitutes a
sltuation of belng terminally unemployed, espacially for peaple
with many years of work experience. The age~limit for hiring
workers has in practice become lowar, yet this i1is npot
noecessarily dua to inadeguate or inappropriate skills - gven
though skills do deétericrata during leng periods of
unemployment. There is discrimination by emplovers against the
long-term unemployed, compounded By the exhaustion of
unemployment benefit aentitlement and tha damaging psychological
effacts of joblessness. A much more sophisticated policy
response 18 required by governments to solve the problem of
long-term unemployment. The publis saeter should give a high
priority te hiring the long-term unemployed for positions which
become available., A combination of public and community
enploymeant programmes will have to be provided and firms should
be encouraged to employ them through subsidy and other echamaa.
Re-tralning is appropriate in a number of cases. Government
policies can ba declsive in removing the discrimination facing
the long-term unemployed.

24. Purther reductions in working time, including overtime,
are esssntial, Systematic overtime werking should be eliminated
at the same time that inadeguate basie wagas, which make
overtime working an important source of incema faor some, ara
ralsed., In Japan, reductions in working time to 1800 hours per
year and beyond must be accelerated sc as to spread the
benefits arising from eechnolegical change and to improve
employment. In Eurepe, some reducticns of working time have
been achleved, saving many jobs which otherwise would have been
lost during tha last few years, and creating new jobs. Changas
in working time arrangerents must be negotiated mo that they
are accompanied by suitable safeguards to protect and improva
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working conditions and by visible guccess in creating mora
employment. Governments chould encourage and not  hinder
negotiations to achieve reduced working time and maximise the
positive employmant effects,

Removing Poverty

25. Governments have presided over an unparalleled increase

in poverty and deprivation in many OECD countriea. Polisiass
hava dellberatsly favoured those on higher incomes. The growth

in hardship has been significantly, although not entirely
linked to the growth of unemployment, particularly long=term
and recurreant unemploymant. In many OECD countries unemploymant
benefit schezes are of inadegquate duration, only compensate
workers for a relatively small part of former earnings and
cover a limited number of those sceking wark.

26, Governmenta have to ramove the underlying causes of
poverty. Soclal pelicy cannet be based on the pretence that 31
million people registered am unemployed are responding to
inadequate “"incentiveas®™ and that pecple choose poverty. Action
is needed to provide a guaranteed minimum income and improve,
not undermine, soclal mecurity systems. Thim weuld ensure the
distribution of the benefits of economic growth throughout
scclety and be a majer stioulus to grewth by ralsing the
purchasing power of thosa with the greates: needs, In the first
place, this could be achieved by strengthening. the areas of
protection of pecple on low incomes: improved minimum wage
provisions; wsocial benefit systems; pensions; unemployment
banefits; improved and extendad health cars; axtended
protection for groups of workers not covered by social
security, e.g. part-tize workers and workers with precarious
ermployment status. Governments should exarine tha relaticon
between taxation and soclal gecurity entitlements 80 as to
remove hardship created by the system. The financing of such
improvements requires the davelopment of the tax base of OECD
cocuntries, and the railsing of the level of social security
benefite Iin order to elinlnate poverty and deprivation. This is
in contrast to some of the “tax reforms® underway in OECD
countries which have reduced taxes for well-off groups, leaving
the poor worse-off,

Debt devalopmant

a7. The loss of stock market values following the Cetober 19
crash was greater than tha total indebtedness of developing
countries, yet tha stock losses have been absorbed with little
complaint, while proposals for debt write-offs or intarast
relief are dismissed. It has become acceptod widsem to talk of
the need to inorsase the flew of resources, both public and
private, to developing countries, yet in 1985, total ressource
flows from the OECD to developing countries dropped by L1S%. A
lazge number of OECD countries fall way below the UN target for




developmant ald equivalent to 0.7y GNP. FReversing
situation is not an altrulstic geoal but would ba in tha OBCD
countrles' own interest in ordar to develop growth and markets,

Oifferent groups of developlng countries have different
priorities and must he handled with different approaches: the
Newly Industrialigaed Countrles, the major ofl exporters, the
middle income indebted countries and the poorest countries.
Cverall, however, & range of measures ATe necessary: faster

growth in area; the translation of partial debt
write-offs by the banks into lower debt servicing payments by

the indebted countries on = case by case basie; debts of the
poorest countries should be completely wrltten-cff; reduction
in interest rates; mador increases in officlal development
aEslstance by all OECD countries, but particularly those with
largs surplusea; the expansion of concessionary export credits
and guarantees; and tha establishment of remuncrative and
stable commedity prices.

29, Tha Internasional Menetary Fund (IMF) and World Bank are
operating as if debt repayment takes priority ovar development,
Real wages and werking conditicns have been in decline for many
years without any fundamental improvement in the debt crisis.
Dabt eervicing payments must be mer gt realletle levels no as
not to Jeocpardise economic and mecial progress, Thase
international organlsations have a role te play In using
partial debk write-cffs by banks in such a way as to reduce the
payments due from indebted countries. a Speclal Facllity needs
to be devaloped to this end. In many countrles, soundly based
development regquires international competivity but' this cannot
Be achieved through suppression of consumption and shifting
FesQurces towards purely export srientated industries, The IMF
and World Bank should evaluate the scclal impact of their
respective short and long-term Btrategles, as recemended by tha
ILO High-Level Meeting on Employment and Structural Adjumtment
in November 1987, and should re-deflne them in consultation and
discussion with trade unions 80 a& to ensurs that working
Pecple have a |lr in thelr formulation. This is necessary to
ansure both efficlency and falrness. .

The Hultilugtrll Trading and Investment System

30. Tha GATT Treaty stated that GATT was founded with a view
to "ralsing standards of living, ensuring full employment and a
large and steadily lrauinq volume of real income and effective
demand®. Yet the multilatersl trading and investment aysgtem ig
under increasing pressure as Lt was never intended to cope with
Unemployment and trade imbalances of current magnitudass,
Exchange rate changes and in particular a massive decline in
the dollar cannmot remcve imbalances on this scale. Coordinated
economic policy changes are necessary. In addition, ona factor
behind the pressure could be eased Lf i{r weras fully recognized
in practical terms that the goal of internatienal trade as
recognised by CATT must be to lncreass living standards, not to




raduca tham. Governmants should ensure that i{nternational
competitive pressures do not undermine soclal progress.

3l. Within tha OECD area +trade tensions arise amongst
countries of comparable economic development and strength when
tha benefits of increased productivity are not translated inte
improvezents in living standards, QBCD countries should mesk to
harmonise upwarde wagees, working time atandards, pensicns,
seocial security benefits, woerking conditicns, health ard
safety, and genaral soclal provision and living standards.

32. CECD countries must improve access to exports from
daveloping countries and remove discrepancies which exist among
themsalves in this respect. Howvavar, no govarnment should be
allowed to violate internationally agreed worker and traode
union rights and minlmum labour standards in crder to capture
export markets and te attract foreign investmant. The benefilts
of greatar participation in international trade must contribute
te the seccial and econcmic progress of developing countries'
populationse. OECD governments should ensure that international
support is bullt up for the inclusion of a Soccial Clause
embodying thise in the GATT.

33, The failure to recognlza the Importance of the social
aspects of Iinternational trade and to develop practical
multilateral responces contributes to the spread of unilateral

and bilataral actions and te the tendancy to form trading
blocs. These trends limit the poseibility for smaller or weaker
countrles to participate Fully in world trada. The OECD has a
role t6 play in creating tha conditlons fer a2 better
functioning multilateral system and avoiding the break-up of
tha world ecenomy intoc aggressive trade blocs.

34. Opportunities for increased direct foreign investment
must go  together with more  sericus  application of
internationally recognised obligations an multinational
enterprises to conduct thelr affairs 4in a manner which
contributes to the ecconcmic and social developzent of both home
and host countriea. This is not the case at presant. Decigions
on company ragtructuring are balng taken with little
opportunity for aemployeeas to affsct the ocutcore through
negotiation and with no right of access to decisicon-makars for
trads  uniens from different entities, The increasingly
intarnaticnal llglrdulilﬂhl of ilnvestment and  takecver
decisicns, and their competitive impact require & graater
cermitmant from governzents to enforce the OQBCD Guidelines on
Multinational Entarprises.




10 DOWNING STREET

PRIME MIMNISTER

I attach a copy of President
Mitterrand's letter to Heads
of Goversamest at the Summit

countries on debb. He will

no doubt raizse this with you

COmMOL row .

(C. D. POWELL)
4 June 1%HE
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THE NEWLY INDUSTRIALISING ECONOMIES (NIEs)

1. You asked me to let you have a short note on recent

international discussion of the NIEs, and especially the

four Asian “"dragons" [(KoFea, Taiwan, Singapore and Hong
TRONgY, as part of our preparations for the Toronto Summit,

2. Thera are four main issues:=

{a) The-Nl1Es" GNP and ahare of world trade are growing.
Two af them - Korea and Taiwan - not only run large current

adeount surpluses with the help of undervalusd currencies,
ngt ‘maintain trade and investment barriers against
igdusErinlissd sonntries. (The brief for Toronto will give
some figures.) The US has argued in the past that all four
NIES® should liberalise their economies and allow cheir
currenciaes to appreciate against the dollar, Ws agree that
Korsassnd Taiwan @houldydorsc. Their policies are inciting
protectionist pressures, But we BeE'HO rfeason to'penalise
fpeevtrading Hong Hong and Sifgapore (=ee also (d) below).

(b) SEFtrade objectives (integration) cEAWEE“pUrsTed“in
thesENTT Tegotiationes (though Taiwan is not formally party
to these). But precisely bacause tha NIEs are increasingly
important players (with cther ASEAN countries not far
behind) , ‘We Haad to §lvVerHem some SeHSevoT responsibility
AP the management of Lhe worTa sconomy) snd CHEE goes
bePond GATT. At the recent OBEDVOBUNST1, MisFSvers-agreed
tosapsTinformalediscnedioi with the four "dragons" around
the central theme of structural adjustment of their
aconomies. We support this because multilateral pressure is
more e2ffective than bilateral, because we want the OECD to
remain relevant, and because we want to aveidsehe-buitding
upnofss JTapanese=lLed “PEEFic OECD" (which despite
disclaimers may be the long term Japanese aim) In any such
discussions the NIEs will have their own requests to make
(for example, on VRAs8 and our barriers to their textile
exports), and we should be ready to'discuss thease while
pressing hard for our own shopping list of macroeconomic and
trade reforms.

CONFIDENTIAL
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(c} we shall need to be careful about OECD contacts with
glaiwan (because of both Chinese and Hong Kong
gensltivities), oOther OECD members are alert to this
problem; thesJapanese have-proposed an informal seminar,
with no formal government-to-government links; something on
those lines may prove acceptable,

{d) we must also defernd Hong Kong's interests,. . The
Jireasary Secretary, Mr Baker, wanta the Hong Kong dollar
revslusd againet " the U "d0Tar. But the fixed link is
important for maintaining confidence in the Hong Kong
economy; and in any case Hong Kong's overall trade (as
distinct from its trade with the Us) Is In rough balanca.
It is wrong to tar Hong Kong with the Korea/Taliwan brush.
The Chanceller has made the point to Mr Raker on several
ooccagions: but the Americans revert to it.

3. 1 attach the relevant extracts from the OECD communigue
and rhel sl ad—drarflai- the Canadian thematic paper for
Toronto. TheSEmSErdacamne: may want more aggressive language.
We-agrese with them about the need to bring pressurs to bear
ofi"Korea and Taiwan (not Hong Kong, for the reasons given
above). But, like other OECD members, we distinguish
petwaen publuc stataments and private pregsure. oOuc-first
t¥akie to-entice these suspicious NIBs into discuesion with
e OECD. Wesalse Want Teécognition (as at the OECD
Ministerial) thak-each of these four countries — and by
axbension other NIEs, in ASEAN or elsswhera - has different
Eggnuuiu policies and poses different threats or
<HRpercunities ,

4. In the long run, the-object of the exercisse is to detach
these toUntriey "from the Ifncreasingly divided"@77; to
parauade them to become open trading, liberal economies like
our own; and so to reinforce the attractiveness of western
solutions against the stagnant state economies of the Soviet
hluc.‘ Commercially, we want the chance to trade and invest
more in the most dynamic region of the world economy.

\{c:-wrs. Lare

odal

R O Braithwaite

cc. Sir G Littlar, HMT

COMFIDENTIAL
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appropriate answer to their differing oproblems. All parties
involved must thersfore continue efforts, on 3 case by case basis,
to deal efficiently with debt problems and new financing needs,
fncluding 2 broad "menu” of markef-oriented options for commercial
bank debt. Such appreaches should take due account of the adjusi-
ment efforts of the developing countries concerned, To support
these directions for the debt strategy, 1t 1s fimportant that the
IMF, the World Bank and other intermational finamcial institutions
be equipped with adequate facilities and resources. In this regard,
Ministers welcome the recent agreement on a General Capital Inmcrease
for the World Bank and the ongoing adaptation of the IMF's policies
and instruments aimsd at strengthening its central role in the debt
strategy. They also welcome the efforts made in thae Paris Club.

V. The important contribution  that {Aternational ditect
investment, too, can make to adjustment and growth is now gaining
wider recognition in develeping countries. However, significant
ohstacles to the flow of direct investment remain and should be
addressed by both host and home countries, and through cooperative
action. The welcome naw activities of the Multilateral Investment
Guarantes Agency and the Intermationpal Finance Corporation will help
stimulate international investment in developing countries.

18. For the poorer developing countries the IDA replenishment,
World Bank co-fimancing arrangements with bilateral donors and the
Enhanced Structural Adjustment Facility of the IWF will help
alleviate their situation. Improved terms for consolfdating the
debt of the poorest developing countries notably in Sub-Saharan
Africa are also making a contribution. Nevertheless, debt burdens
continue to mount. Proposals to ease these burdens for the poorest
countries undertaking structural adjestment efforts therefore merit
careful ctonsideration, Including, where possible, fnterest rate
reduction in official reschedulings or alternative measures having a
similar Impact. Improved official development assistance, fIn
guality and 1n guantity, is essential.

Relations with Newly Industrialising Economies

19. Important actors in the world economy are emerging from among
the newly industrialising economies. This s a welcome
development. It provides fthese geonomies with the opportunity fo
play an increased role ln the eooperative effort to manage the open
world economy and confers upon them 2 greater responsibility in the
international adjustment process commensurate with their capacity.
Discuscions involving these aftors — recognising mutual interests
and taking into account the diversity of the economiet concerned --
could contribute to better understanding and the convergence aof
views en policy cooperation for the continued growth and development

of the world economy.

| Fﬂﬂ!

20, The world trade picture shows a number of contrasts. Trade
it growing robustly. However, protectionist pressures and trade
tensions remain strong. While OECD Governments have generally
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NEWLY INDUSTRIALIZING BCOONOMIES

26. Certaln newly-industrializing s=on iee (W]

Aria-Pacific region have becore 1nCIEEIihg1;titp¢il|::’I:EH;?;ﬂ
trede. Although these economies differ in Earny important respects,
they are all characterized by dyrarzie, export-led growth which has
sllowed ther to treble their share of world trade since 1960. Other
autfnrd-nrientrd Asian eountries are alsc besinning toc exarge as
repidly=-growing exporters of merufactures, Intra=regioral investmest

and trace are creatin raat =
the region. 59 er interdependenca arcng the econories of

27. With incressed econoric Ieportance corme greater internaticnal
responsibilities and a strong sutusl interest in enhanced
cocperation. There is o need for improved constructive dislogue
betwaen the industrislized countries and the Asian WIEs, as well as
the other oulward-oriented countries in the region. The dizlogue
should centre on cooparative efforte in the pear tere to achisve the
international adjustment necessary for sustained, balanced growth of
the woerld econory. The developrent of inforesl processes which would
facilitate multilateral discussions of 1ssues of mutual concern such
as macroeconoric, trade and structural sdjustment policies should be
encouraged,
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Erom the Private Secretary B June 1988

FEENCH INITIATIVE ON DEBET

[ enclose a copy of a letter to the
Frime Minister from President Mitterrand
putting forward a French initiative on debt
which he hopes will be discussed at the Economic
Summit in Toronto. I should be grateful
if the Foreign Office, to whom I am also
copying this letter and the message, could
arrange for an urgent translation.

The subject will alsc come up at the
Prime Minister's meeting in Paris with President
Mitterrand on Friday and you will want to
cover it in the briefing.

It would be helpful to hawve advice in
due course on whether the Prime Minister

needs to reply in writing to the message
ahead of the Summit.

1l am copying this letter and enclosure
te Lyn Parker (Foreign and Commonwealth Office)
and Myles Wickstead (Overseas Development
Administration).

{C. D. POWELL)
Alex Allan, Esq.,
HM Treasury.
RESTRICTED




HAUT-COMMISSARIAT DU CANADA, CANADIAN HIGH COMMISSION,

DIVISION COMMERCIALE/ECONOMIOUE Wy (3Fug & COMMERCIALECONOMIC DIVISION,
MACDOMNALD HOUSE, AL s MACDONALD HOUSE,
1 GROSVENOR SOUARE, i 1| GROSVENDOR SOUARE,
LONDON, WX DAB : LONDON, W1 X AR,

Talephane; 01-628 S4B Ex,
Tolex Mo.: 261692 (COALDN C)

Mr Nigel Wicks, CBE
Principal Private Secretary
to the Prime Minister
Prime Minister'"s O0ffice
10 Downing Street
LONDOMN
5W1 B Jume 1988

Dear Nigel

.I am enclosing the revised thematic paper following your
meeting last weekend in Toronto. As agreed, this will be the
final version, as the draft communigue will be presented to
sherpas only after Lunch on June 20.

Also enclosed 15 the draft political declaration. The US
State Department (Charles Thomasz) has advised that the USA
delegation intended the words "inherent Limitations” in paragraph
£ to be footnoted to indicate their reserve an these words. They
would prefer to use "failings” instead.

I am meeting wWwith Sir Geoffrey Littler and Rodric
Braithwaite on Friday and will he in touch with vou sometime next
week to review any Last minute matters. Glen Bailey, you will be
aware, Mwill be in Toronto and will again be the Lisison Officer
for Prime Minister Thatcher.

Fegards

TAYLOR
ister (Commercial/Economic)

PS I have sent copies to Messrs Braithwaite, LittLer and
Fretwell.
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‘.‘Ut:ti‘-!:nl gl oy sstomn et fiant Commissnrint dn Exnada

Macdonald House
1 Grosvenor Sguare
London; WlX OAB

June B, 1988

Dear Prime Minister,

Prime Minister Mulroney has now returned
from his tour of Buropean capitals and has asked me
to transmit the attached letter of appreciation for
vour reception and counsel during your meeting on
May 23.

I will be returning to Canada for yvour
vizit and look forward to seeing vou in OQttawa.

Yours very truly,

F. Bovy rEry
High Commissicner

The Rt. Hon. Margaret Thatcher, M.F.
Prime Minister
10 Downing Street
Londotn, SWl1A 2A3
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MESSAGE FROM MONSIEOR FRANCOIS MITTERAND
PRESIDENT OF THE REPLBLIC

T R

THE RT. HON. MARGARET THATCHER, M.P,
PRIME MINISTER

T Juna 1988

PERSONAL MESSAGE

Dear Prime Minister, SERIAL No

It has nevar been So urgent and necessary to act to assist third

world countries, as the gap between rich and poor countries

continoes ko widen.

While their resources are diminishing, particulariy as a result of
the fall in prices of raw materials, while they have to cops with
famines, epidemics and natural calamities and while extrems povarty
ig on the increase in Afrieca, Latin America and many parts of ksia,
the poorest developing countries are not, and will not be, in a
position to repay their debt to the developed countries in full on

che conditions at present lmposed on Lhem,
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We can no longer accept a situation where financial transfers from
South to Worth excesad Cransfiers 1n the oppogsite direction by almost
30 thousand million dollars and the burden of repayment outweighs

new credits,

At the Venice Summit, we recognised the need for a special programme

tor the poorest countries which have made efforts to “adjust". We
decided to seek agreement on extending repayment periods and that
was done, 0On the other hand, we have made o pregress in applying

lower interest rates when rescheduling debts,

To escape from the present stalemate, I propose thereforse that the
repaymaint conditions for the poorest countries, deflned according to
criteria we drew up at the Vanice Summit, be relaxed, leaving it

pen to creditor countries to propose one of the following thrae

apolaong =

ana third of the debt to be written off 1mmedigtely within the
framework of agreements for reschedoling over a period of the

crder of li-vears j
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the debt be rescheduled at market rakes buk with a maximum
duraticn cf 25 vears (instesad of the present maximum of 20 vears);
ko be rescheduled at a preferential rate, reduced by AL

hali over a cepayment period of tThe order of 15 ¥Years.

I hope that this proposal may mest with your approval and that of
all the other Heads of State and Government participating in the

forthecoming Toronto Summit.

[ can tell you now that France, for its part, intends in any case Lo
gffar to write off one third of the debt of all debtor countries who
so0 wishj; that option, which has the advantage of snotailing an

immedliate reductiocon ‘in the outstanding debt, ssems Eo me the one

b=st adaptqd Eo Ehe situation of the peorest countrigs,

Of course, increasing action for the bensfit of ths most destitute
countries does not however mean that we should relax our effortes for
the so-called "medium-income™ countries which are often heavily

1n debt,
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We must show imagination and realism, for example by widening the
ascope for rescheduling official debts, extending it if nacessary to
include due dates for payment of interest. Mobilisation of new
Fregources and recourse to new financial instruments based on market
technigues must be encouraged in the case of bank debts. Finally,

1t 15 assential that recent multilateral decisions an afficial

development asslstance be implemented more guickly, I am thinking

for example of the increase in World Bank capital.

I look forward, Prime Minister, to discussing all these gquestions

with you in Toronto.

[complimentary close]

[ signed] Frangols Mitterand
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TORONTO ECONOMIC SUMMIT: THE PRIME MINISTER'S SPEAKING
NOTE FOR THE OFENING SESSION

As you know, the Prime Minister has agreed to
Mr. Mulroney's reguest to open the discusszion at the firgt
session of the Economic Summit. The purpose of this initial
discussion is for the Heads to describe their main priorities
for the Summit.

Mr. Mulroney's hope is that she will speak without notes
in order to encourage the informality of the occasion.
Nevertheless, I think that it would help the Prime Minister if
she had a speaking note on which she could base her
intervention.

I now attach the first draft of such a note and should be
glad for your comments and amendments. You will see that
there are some requests for comment and information. Could T
ask, in particular, that Geoffrey Littler should provide the
"facts" requested in paragraphs 3 and 4 of the notes. I
should welcome comments from both of Geoffrey and yourself as
well as drafting suggestions where appropriate, on the
references in the other sguare brackets.

Please could I have comments by Spm on Thursday 9 June.
If you would like to talk, please let me know.

Please could I ask Geoffrey to provide, in slower time, a
two page speaking note on our view on the prospects for the
world economy. This is a subject which is supposed to be
covered at the first session and it would be helpful to have
a note availabla. But I hope that we can avoid it clogging
the flow of the Prime Miniater's main intervention.

1 am sending a copy of this letter to Geoffrey Littler
{H M Treasury) and Tom Richardson (Foreign and Commonwealth

N. L. WICKS

Rodric Braithwaite, Esqg., C.M.G. CONFIDENTIAL
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DRAFT SPEAKING NOTE FOR THE PRIME MINISTER TO USE AT THE

OPENING SESSION OF THE ECONOMIC SUMMIT

Any initial courtesies which are necessary
€.9. welcoming Mr. De Mita and Mr. Takeshita
congratulating President Mitterrand
saying farewell to President Reagan
thanking Mr. Mulroney for the Summit

drrangamencs, eto.

The annual Economic Summits are a time for sharing, quite
informally, experience on the economic situation and a
time for resclution on the common economic action which

we should follow in the year ahead.

This is the last of this series of Summits which
President Mitterrand initiated in Versallles in 19BZ.
President Mitterrand, President Reagan and the President
of the Commission (who was present as the French Minister
of Finance) will remember the problems which faced ua at

that Summit.

[ 3 or 4 gloomy facts about the world esconomic situation

in 1981-82 ]




The problems of the world economy are all selved. Par
from it. There is still a grievous situation in soma of
the daveloping countries, especially in Africa. And
unemployment is still too high in many countries. But
thera has been an enormous improvement in the world

economic situation in the last six or seven years.

[ 3 or 4 facts to demonstrate that point.]

That improvement has not come about by accident. The
seventlies were a decade of financial irresponsibility,
economic mis-management and economic opportunity

foregone. But in the Eightiea, the Summit countries have

lead the way in implementing a change in economic policy

of historic proportions. BSuccessive Summit declarations
bear witness to that change. And many other countries

are now following our lead.

Priority has been given to inflation and to prudent
fiscal and monetary policies;

But the real innovation has been the emphasis on
"structural reform", tax reform, abolishing
controls, introducing competition, privatisation
and, latterly, the reform of the world trading :

system and of agriculture,; following our discussion

at the Tokyo Summit 1986.




The recent record of economic history shows the rightness

of these palicies.

The world economy could not have withstood so well the
shock of last Autumn's fall in stock prices unless our

policies had built sound foundations.

I suggest that our task at this Summit is to consider how
to carry these policies through the rest of the Eighties
and into the Nineties, so that we can carry on the

progress already made. That will require,

first, continuing action to reduace trade and

budgetary imbalances;
second, progress with our national structural reform
pProgrammes ;
third, a successful conclusion to the Uruguay Round;
and as part of that, fourth, continuing action to -
and here I use the words in the Economic Declaration
issued in Tokyo in 1986 - "to adjust structure of
agricultural production in the light of world

demand.™

The Imbalances

8. First on the imbalances. There has certainly bean some
progress, ([What can we say on the US budget and trade

deficits and on the German and Japanese positions? Can




we single out the growth of Japanese imports for

favourable comment?] Despite the progress, I do not

believe that the present scale of imbalances is
sustainable. The imbalances certainly add an unnscessary
element of fragility into the world financial system.

More has to be done in the year ahead to reduce them.

Structural Reform

9. Second, structural reform. The thematic paper describes
each country's plans for structural refarm. Each of us
have more actions to take. I would be particularly
interested to hear from Chancellor Eohl and from
Mr. Takeshita about their plans. [Should we amplify

what aspects?]

Education and training is a particular element of
structural reform that I want to stress. We face a
decade of technoleogical change, fewer young people coming
into the workforce, and the need for training and
ratraining, not just for the young people but right
through the working life, so that people can be
re-egquipped with new skills. I look forward to
discussing this important issue at our informal session

tomorcow.

Trade and agriculture

11. Agriculture and trade are, in my view, priority topics

this Summit. Certainly, Summits are not negotiating




bodies. We cannot get into the details which are under
discussion in Geneva. But we can glve an impetus to
thogse discussions and map out some common directions so

as to keep up the momentum. That should be our task.

Trade

12. To take trade first: too often in the last faw yvears
there have bean threats of trade wars. Protectioniam has
inched forward. And protectionism reduces growth in our
countries, puts up inflation in the shork term,; increases
unemployment in the long term and damages the developing
countries. The GATT Round provides an opportunity to
kEurn back protectionism to the bhenefit of both our own
economies and to the developing countries. We must seize

that opportunity and maintain and extend the open world

trading system by maltilateral reduction of trade

barriers.

I believe that the Mid Term Mesting [(MTM)},; to be held in
Montreal 1n December,; offers a wvaluable opportunity to
demonstrate that real progress can be made in all areas
of the Uruguay Round. This progress should cover the
areas to which we gave special emphasis at our previous
meating at the Tokyo summit, namely trade and services,
intellectual property rights and foreign direct
investment. A significant step towards the Round's
suaccessful conclusion would be the establishment at an
early date of an agreed negotiating framework. I

believe, too, that we should use to the fullest extent




possible at the mid term mesting the provision in the
Funta Del Este Declaration which permits the
implementation of agreements reached at an early stage in
the negotiations. We should not hold ap action until an
agraement is reached on everything., The strengthening of
GATT itself is a high priority. We should work for the
earliest pessible agreement on ways of reinforcing the
GATT process: through greater involvement of political
Ministers; Gthrough intensification of the surveillance
of trade policies; and through greater effectiveness of
dispute settlement procedures so that disagreements can

be resolwved speedily, conclusively and fairly.

I suggest that these are the objectives which Summit
countries should set themselves in making their
contributions to the preparation for the Montreal

maating,

Agriculture

L5. The Venice and Tokyo Summits made reform of agriculture

policy a priority for our Governments., Too often,

present agricultural policies distort national economies

by putting unfair burdens on the consumer, straining
Treasuries and wasting national rescurces. And
agricultural policies often create strains for the

L]

world's trading system and reduce the welfare of some of

the developing countries, including some of the poorast.

The European Community took some important steps to




reform agricultaral policy in February:

agreement for effective measures, including
stabiliser measures necessary to control
output and spendingy automatic price penalties
on individual commodities if an agreed

guantity of production is exceeded;

That agreement was a real achievement for the Community

and for the world.

Ho-one should belittle what the Community has achieved.
But I certainly agree that far more needs to be done to
achieve our long term objective of reducing agricultural
support, while maintaining, at the same time, a dynamic

and viable agricultural sector.

This Summit should make clear that the Montreal Mid-Term
Review should give a good shove to the negotiating
proceas. There is an urgent need for any action., We

need to agree a principle of reducing levels of

assistance without getting bogged down into any precise

Final target. We need too to find an overall framework,
as the OECD recently agreed, to measure progress in
implementing this principle. There should be an
immediate down-payment towards a long term goal of
liberalising agriculture markets, together with a

commltment to freeze support at present levels.




There are many other issues we need to consider at the
Summit - the Mewly Industrialising Economies and the
developing countries are obvious examples. Buat I will

reserve my commants on these subjects until later.

Mr. Chairman, this Summit gives us an opportunity te help

shape economic history for the rest of the century. Let

nus saiza i,




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 7 June 1988

I enclose a copy of a letter to the
Frime Minister from the Italian Prims
Minieter about the discussicn of enviromnmental
problems at the forthcoming Toronto Economic
Summit. The Italian Ambassador warned me
the other day that his Prime Minister would
wish Tt raisse this at the bilateral in Toronto.
I should be grateful for a draft reply, if
vou consgider this necessary and appropriate;
in dius oolurss.

I am copying this letter and enclosure

to Alex Allan (HM Treasury) and Deborah Lamb
(Department of the Envircoment).

Charles Powell

Lyn Parker Esg
Foreign and Commonwealth Office.
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J 1 d I 7th June, 1988

take plessure in enclosing an eanvelops containing tThe copy
of a message addressed to the Prime Minister, The Rt. Hon, Margaret
Thatcher, KP from the President of the Council of Ministers, Onorewols

Ciriaco De Mita.

Livio Muzl Falcorni

| Charpa d'Affaires a.i.)

Mr. Charlea Powell

Private Secretary to the Prima Minister
10 Downing Strest

London SWi




16w PRECOHT B

4355
?7; %JH-;/;;/
-“"f/ -',u_..-.}..-: 4,:::_.-'.5:-/

Roma, 30 maggio 1988

Signora Primo Ministre e Cara Amica, -
sonc stato lieteo di apprendere che & stato fissato
un incontro fra noi $abato 18 giugno alle ore 18.00 a
Toronto. Sard una utile e per me gradita cecasione per un
primc scambic di wvedute su molti problemi di comune
interesse in vista delle scsdehze che ei vedranne insiene
impegnati nei giorni successivi, il Vertice dei Sette ed i1
Consipglio Europeo di Hannover.
Al Vertice dei BSette € intenzione dal Governo
Eﬂlleva“e 11 tema dell'ambiente e sollecitare  un
argomento di grands dinteresse ed
ha censegnatc nei oiorni scorsi al
Mulroney, nelia sua gqualita di
turno dei Sette, l'unite documento che vuple
e iuna basa per tale discussione.
Nel trasmetterGlielec, lLa prege di farmi avere. lae
tue eventuali osservazioni ed 1 suoi nnger‘ﬂenti.
wall'attesa di incontrarle a Toronto, le ipvio i
mieil piu cordiali saluti, i

5.E. la Signora

Margaret THATCHER

Primo Ministro del

Regno Unito di Gran Bretagna
ed Irlanda del Nord




Upofficiel Translaticon

Dear Prime Mindster and Dear Friend,

I ‘am pleaged to learn that a meeting has been arranged in
Toronto for Gaturday the 168ih of Junme at 18h00. This will be-a useful
and pleasant cccasion to have an initial exchenge of views on seversl
problems  of mutusel interest 1n wiew af the coemltments in which we
will be engaged In the following days, both at thoe Summit of the Seven

and at the European Council in Henowver.

At the Summit of zhe Ssven, 1t s the intention of the Italian
LGovernment To ratze the environment probles and o urge a debats o
thls matter of such great interest and topicality. To this end, a few
days ago I handed over to the Prime Minigter of Camads, K- Hulroney,
in hig capacity a8 current Pregsident of the Saven, the attached document

which 15 intended to be a basis for discussion.

should be pgrateful IT yvou would kindly let me know your

thoughts and any suggestions you may hewve.

Leaking Farward bo meating you 1n Toronta, I sénd you oy

kindesat r:—.gnrrl.-: -

Ciriaco De Mita
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Unofficial Translation

LN R

TORONTC SUMMIT DECLARATION ON ENVIRONMENT
LALL DAAFT
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OTTAWA K1A OAZ

June 6, 1788
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Dear Margaret

Ubn my return to Ottaws, I am writing to
express my gratitude for your kindness in taking time
to receive me, on May 23, to discuse preparations for
the Teronto Economic Summit.

Your extensive interpational gxperience ,
particularly in relation tc Summitry, was of great value
to e at this stgge of our preparations az 1t will be
during our discussions in Toronto. I deeply appreciated
receiving your sound advice and wise counsel as the Summit
approaches.,

I am Looking forward te working closely with you
in Teronte and to your official visit to Ottawa on June 22.
Your speech te a Joint Session of Parliament will certainly
be one of the highlights of this Parliamentary session.

With warmest regards,

Yours sincerely.,

COPY QF
ORIGINAL SIGNED BY
BRIAN MULROMEY

The Right Honourable Margaret Thatcher, MP
Na 10 Downing Street

LONMDON

SWIA ZAA
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PRIME MINISTER-PREMIER MIMNI-®

OTTAWA Kla ORn2
June &6, 1988

Dear Margaret.,

On my return to Ottawa, I am writing to
express my gratitude for your kindness in taking time
to receive me, on May 23, to discuss preparations for
the Toronto Economic Summit.

Your extensive lnternaticnal experience;
partieularly in relation to Summitey, was of great
value ko me at this stage of our preparations as it
will be during our discussions in Toraonto., I deeply
appreciated receiving your sound advice and wise
counsel as the Summit approaches,

I am looking forward to working closely with
you in Toronto and to your official visit to Ottawa on
June 22, Your speech to a Joint Session of Parliament
will certainly be cne of the highlights of this
Parliamentary session.

With warmest regards,

Yours sincerely,

Frecses Mkt Fr

The Right Hongurable Margaret Thatcher

Prime Minister of the United Eingdom
10 Downing Street
London, England




Union des Confédérations de 'Induatrie et des Employeurs d’ Europe

Union of Industrial and Empioyars’ Confederations of Europa ; ,r_“‘-a-\
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The Bt. Hon. Margaret Thatchesr =
Prime Minlster

MFE 091 /20

LE PHESIDENT - Mg I'.ﬂ_‘,/dr
KOR/BV /om/14.C.1 - . 3 June 1988

Dear Prime Minilater,

Burcopean Industry attachea the highest importance to the
fortheoming meeting of Heads of States and of Governments of the
geven western countries which will take place In Toroate Erom 19
to 21 June 1588,

I have pleasure In sending vou herewith a declaration adopted
unanimously by UNICE which includes in its membership all the
Industrial and employers [ederations of the countries of western
Burope.

I thank you in sdvance for the consideratlon you may wish to give
to this paper.

Tours faicthfully,

fund 4 f«,zp;

K. G. Ratlen

MUE JOSEPH I &d-Bied - FO0S3BAUNELLES - TEL 2378511 - TELEX 26013 « TELEFA&X Z31 1445




2 Union des Contdédarations de 'industrie et des Employeurs d'Eurape
. Unian of iIndustrial and Employers’ Confederations of Eurapa

DECLARATION FOR THE WESTERN ECONOMIC SUMMIT TN TORGNTO

STHMARY 3.06,1988

In Toronto, western economic leaders should give & clear indication of
their commitment to adopt credible policies to redress the current large
and uvnsustainable imbalances im the world ecomomy, in order to restore

market confidence and reduce the uncertainty affecting decision—makers in
the real sconomy.

The gconomic outlook for the medium term does not warrant any complacency
about the fundamental financial and trade Imbalances at the toot of the
lass of confidence that precipitated the ecrisias of October 1987. Their
perslistence will continue to undermine confidence in the stability of in-
ternatlonal monetary relations, increase trade frictions and protectionist
tansiona, and liwmit prowth prospects worldwide.

Glven the conseguences for the world economy and the affect on warld trade
trade, the twlin U.5. deficits ghould be corrected by redrezaing the balance
of internal demand towards increazed savings and {nvestmant.

The implications for the other Iindugcrial economies are svemetric  adjusc-
mants of thelr consumption and savings patternmsz :

Japan, in particular, ghould contimue the process of opening up its in-
tarnal market to EForeign production and services as part of an interna—
tlonal effort to restore trade halance.

The European Community should achieve higher grewth throwgh LImproved
and reliable coordination of economie, fiscal and monetary policies
geared to stability, within tha Framewark of stable exchange rates pro-
vidad by tha European Monatary System, so as to strengthen the internal
convargance of the European economies. Higher growth should be reinfor—
ced by the implementacion af the Taternal Market, increased flexibility

and openness of European markets, and lower taxation on European
enterprisas.

The newly induatrialised countries should Eace up to their role and respon—

gibilicies 1in the international economlic scene to rveflect the relative
davelopment of their sconomies.

In view of the GATT mid-term review, Lhe greatest possible advance should
ba made im the moaths to come so that a new impetus can be given to the
subsequant phase of the negotiations In order to achieve the aims set out
at Punta del Este. The negotiations should also aim at getting the full
participation of the developing countries and, certainly, firm commitments
from the newly industrialised countrles.

The high level of i{ndebtedness of the developing countries remalns a source
of concern for the stabllity of the international financial system. The in-
dustrialised countries can contribute to create favourable growth prospects
for LDCs, by Eoatering higher internal growth and maintaining a steady flow
of international and bilateral Financial assistance:. Economic policies in
the LDCs should, however, be oriented towards Lmproving credit—worthiness
and create Eavourable conditfions for international investment.

ALE JOSEPH 1| 461 - ko 4« 1040 BRUNELLES - TA.A B3605HETE - TEL 2576511 ~ TELEFAK 2311445 - TELEX UNICE B 268013 - TELEGH UNINCLISELRCR




Union des Contédérations de I'Indusirie et des Employeurs d'Europe
. Linsom of Indizstrial and Employers” Canfederations of Eurapa
1.086.1988

DECLARATION FOR THE WESTERN ECONOMIC STMMIT IH TORDNTO

P

The Toronto summit will tske place amid conflicting signals in the world
econoay. While adeguate short—tera pallcy reactions may have contained the
pconomic repercasslons of the stockmarkets' crisis of October 1987, the
economle outlook For the medium term does nobt warrant any complacency about
the Ffundamental filnanscial and trade [(mhalances which were at the roob of
the loss of confidence chat precipitaced che crisis. Thelr pecsilstence will
continge to uyndermine confldence in the stabllity of international monetacy
relations, Iincrease crade fricclons and protectionist tensions, and Limlig

growth progspects worldwlde.

In Toronbta, western economlc leaders should glve a clear indicstlon of
their commitment to adopt credible policies to redress the corrent large
and unsuscalnable Imbalances 1o the world economy. The positive, yet
precarfons, achlevements of International cooperation in the management of
exchange rates relnforce the need for improved coordination of economic and
trade policles to restore market coafidence and reduce the wncertainty

affecting decision-makers In the real economy.

Glven the consequences for the world economy and che effect on world trade,
the Ewin U.5. deficits sheuld be corrected by redreszing the balance of
internal demand towards ineresased savings and more investment to support
industrial output. Their persistence will put imevitable upward pressure on
American Intereat rates, finersease the inflationary pressure on the WU.5.
cconomy and thereby threaten the prospects for higher, non=inflationary

econoale growth worldwide.

The implications for the other industrial economies are, in effect, symme—

Erie ad justments of thelr consumptlon and saving patterns. Japan; in parti-
cular, ghould continye the process of opening wp lts Internal market Eo

foreign production and services as part of an international effort to

regbore Erade balance.

AUE JOEEPH Il 40 - Bte 4 - 1040 BRUKELLFE - TV A BIS0SAE12 - TEL 237851 - TELEFAX 2311445 - TELEX UMICE B 28013 - TELEGH UNMIUSELROP




The European Communitw, which already accounts for the largest contribution
te world trade, should achieve higher ioternal growth ln orcder to cackle
the pcoblem of high lewsla of unemployment and to create, with Japan, the
pasitive growth differemtlial wis=a-vis the U.5. necessary to absorh the
present [oternational imbalances. Hligher growch ahoald be achieved through
taproved and reliable coordination of economic, Eiscal and monetary poli-
cles geared to stabllity, within the Eramework of stable exchange rates
provided by the Buropean Monetary Svstem, 50 a% to strengthen the Internal
convergence of the Buropean economles. In addition, the Buropean Conmumnity
must pursue the implementation of the Internal Market liberalisation pro=
grammz which will bolster investors' confidence and echance the growth
potential of the EC. Inereased openness and flexibility of Eurcpean markets
ghauld concribute to a significant improvement in the allscation of econo=
mlc and financial resources and in particular, to an increase in productive
investmant. The completlion of the Internal Market should be paralleled by
maasures to reduce the burden of tazation on Buropean enterprises which

Limitz thelr abilicy to inveat and improva compatitivaness.

Tha |rh_|4_:|7ti'.re of stabilikty af motetary telationg should be ;-ur.qu&d t'nraugh
a strengthening of effective ecordinatfon of economie, figeal and monetacy
policfes bhesides concerted management of exchange rateg. Poliey coordina=
tion based on axcluzive rellance on exchangs rate management cannot alone

reduce the present fundamental imbalances.

However, other factors aggravate the stability of the international Einan=
clal and trading system. Thus, the trade and currency policies oE ceartaln
newly I(ndustrialised couatrles are a serlous source of tension in trade
ralations. These countriess showld face up to thelr role and respomsibili=-
tiea In the international economie scens by entering more fully within the
scope of the GATT and by unpegging exchange rates Erom the U.5. dollar to

reflace the relative development of thelr ecomomias.

The Uruguay Round negotiatfions have opened up positive and significant
proapects Ffor Ffurther consolidation and widenlng of the acope of a fres

warld trading syvstem by including such Fondamental sectors as agriculture,

gervices, intallectual property and investment, on the agenda.
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A they enter their more conceete phase, £ is vital to ensurs the
momentum of these negotfiations. The greatest posslble advance should
ha made in the moaths to come sz that, dt the mid-term review, new
impetas can be given to the subseguent phase of the negotizticns im
view of achleving the alms set out &t Punta dal Esce. Bubstantial
prageess in the negotiations is also mecesgary to gignal a halt ko
pracectionist pressures. To this end, a speclal emphasis should ke

put om the Eollowing objectives :

Strengthening the GATT system through establishing an improved
trade dispure settlesent process, trade policy reviews under
GATT ausplces and scronger cies berween che GATT and iacernacio-—

nal Fimancial and monstary inscituclions.

A common commitment co strengthen GATT authority governing safe-

guards, subdldles and market access.

L:u'l_E; Cers, a6 well as short LErm, measutes Lo allow market si=
gnals to influence Lncreasingly the orlentation of agricultural
prodaction, by way of a progressive and concerted reductlon of

ggricultural support as well as by other appropriate means.

The elements of a comprehensive agreement on trade-related
intellectual property rights based upon the tecognition of fun-
damental priasciples on intellectual property protectien and

their snforcement.

A framework of principles Eor services as well as procedures for

defining and applying thess principles to warious servicea

industries.

A commitment by all contracting Parties to ablde by atandacill

undertakings as agreed at Punta del Este.

On no account should the objectives themgelves and the global

approach agreed onm at Punta del Eate be called into question. The
anegotiations should also alm at petting the Full partleipation of the

developing countries and, cercainly, fira commitments from the newly
Industrialisaed countries.




The high level of indebrednsss of cthe developing countries remalns a goorce
of concern for the stability of the international fimancial systems. The in-
duscrialised countries can contribute to create Favourable growth prospects
for LDCs by fostering higher internal growth, redoce subsidies and malacain
a staady flow of international and bllateral financial assiscance. Economlc
policies in the LDCs should, however, be orfenced towards Improving credic-
worthiness and create favourable condiclons for laternatlional Lovescment.
The [inancing of productive I[nvescment through private capical from che

developed countries should be encouraged.

These are the main concerns of the European business comminity in the Ln—

ternational comtexc. Credible policies are needed to promote higher growth,

contribute to exchange rate stabllity amd preserve a free and cpen trading
systems UKICE calls on the Heads of State and Governments meeting in
Toronto to reaffitm chelr engazement to purguae and consolidace these palicy

objectives and thus reduce the uncectalmcy which elouwds che economlic ouc=
look for the medium cerm.
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M 10 DOWNING STREET

LOMDON 5WIA JAA

From the Press Secretary 3 June 1088

oe Sir Geoffrey Littler, Treasury
Sir John Fretwell, FCO
Roderic Braithwaite, FCO
Chris Mevyer, FCO
John Gieve, Treasury

'i;ll:_.\_,.‘_j |n|w|;:l£'\l-{__ -_,-!‘fl

This is teo confirm that we have made arrangements for you to give
a background briefing (unattributable) to British and resident
foreign correspondents in the main Treasury conference room at
noon on Wednesday June 15. You will be supported by Sir GCeoffrey
Littler and Sir John Fretwell. Roderic Braithwaite cannot be
present but may wish to be rapresented.

I will preside and call the Quastions and I am inviting Messrs
Meyer and John Giave also to be present.

I will give you & brief on Monday, June 13.

Copies go to those named above.

BEERNARD INGHAM

Nigel Wicks Esq







CONFIDENTIAL AND PERSONAL

Foreign and Commonwealth Office

Londeom S5WiA 2AH

2 June 198B
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Economic Summit: 1989

Thank you for your letter of 1 June. I can confirm
that the Foreign Secrtary hag ne cbjection to the dates
proposed by the French.

I am seanding a copy of this letter to Alex Allan
{HM Treasury|.

Lol 0585

C%\ %m

(L Parker)
Private Secretary

C D Powell Esg
10 Downing Straet

CONFIDENTIAL AND PERSOMNAL




10 DOWNING STREET
LONDON SWIA 1AA

From the Private Secrefary 2 June, 1988.

I attach a copy of a letter and enclosure
ko the Prime Minister from Sir Graham Wilkins
of ICC United EKingdom.

I should be most grateful if you would
provide a draft reply [or the Prime Minister's
signature after the Toronto Summit please,
and if you would coordinate that reply
with Alex Allan (HM Treasury! and Jeremy
Godfrey (Department of Trade and Industry)
to whom 1 am copying this letter and enclosure.

(C.D. Powall)

Boch Peirce; Eaq.,
Foreign and Commonwealth Office.
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10 DOWNING STREET
LONDON SWIA 2AA

From the Privale Secrelary 2 June,

The Prime Minister has asked me to
thank you for your letter and enclosure
of 21 May.

Your letter is receiving attention,
and a reply will be sent to you in due
COULrse .

iC.D. Powell)

Sir Graham Wilking

R, O
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Foreign and Commonwealth Office

London SWIlA 2AH

N Wicks Esg CBE
Ho 10 Downing Strest £ June 1288

DRUGS: US PAPER

1. We have looked guickly within the FCO at the paper which
the U 5 Embassy Ccirculated yesterday. In wiew of the time
available, wa have not clearad our comments with the
Treasury and Home Office (to whom and other interested
departments you agreed we could copy the U § paper). We
shall do 8o before Toronto itself: what follows is a brief
checklist of points which 1 do not think are controversial
within wWhitehall.

2. Page 1, first half:

These are 0 5§ suggestions for communigue language. We have
no problem with (a), though the second half (after "illicit
drug problem”) is a rather lengthy shopping list and ocould
be omitted 1if necessary. In (B) we prefer "matiomal® to
"unilateral®: the latter word has extraterriktorial
connotations. We are content with (c), with the caveats
aescribed on the last page of your brief for the 4th
Eherpas’ meeting.

3. "our Objectives"
Mo problems.

4. "Follow-up Actions"

First tiret. Ag the brief says, wa have alraady axpandad
our support of both bilateral and multilateral programméas,
Wa cannot make commitmenta at this stage: aboit a further
ineraase in our suppart of the [N Fund, But a general
reference to "expanded support" presants no problems.

Becond tiret. Yes. It should be adgopted at a conferencs
planned for November/December.

Third tiret. Yas, We have enacted the Drug Trafficking
ODffences Act (1986).

Fourth tiret. Imprecise but acceptablae.

Fifth tiret. The brief explains why we are against using
aid funds as a sanctions weapon. We could go halfway
towards meeting the U § point 1If it talked about

TRZAED




conditioning funds specifically provided for drug
cnntrﬂlferaﬂi:atinn on narcobtics performance, It 1= ouly
reasonable that if we give money for this purpose the
country concerned should play 1ts part too (the "no poppy"
clavuse in drug-related assistance projects). But using IMF
or World Bank money, or general bilateral aid, as a weapon
is ouk.

Last tiret. Sounds acceptable, though I would like to know
mare about the referance to "defance®, and what 1= meant by
*collataral®,

Foreign Ministers

Firet Ctiret. same point as first tiret of preceding
gaction. We have already increassd our assistance, and will
do more 1if funds permit. We are also stepping up our
technical assistance in this field, wvia UN agencies.

Second tiret. The UK drafted and sponsored a resglution to
this effect in this year's Commission on MNarcotic Drugs,
itaelf & follow up to the 1987 Intarnational Conference on
Drug Abuse and Illicit Trafficking. 8§92 no problem.

Third tiret. Yes.

Fourth Etiret,., HNo: see above.

Finance Ministers

First tiret, Most of this is covered by the DTOA. The Act
permits the tracing, freezing and confiscation of assets
whersa grounds exist to suspect that the assats ara
drugs-related, In that sense, our commercial and financial
sacrecy laws have been overridden (rather than liberalised)
by the Act; Dut subject to Treasury views we would not want
to take any general "liberalising" powers in this area.

second tiret. The Amaricans may have in mind their own
procedures wheraby U 8§ citizens bringing more than 510,000
into the U & are reguired to notify the source of these
funds. I am not clear that we could follow the U 5 down
this path (even if wa wanted to) in the absence of U K
exchange controls. This seems to me a point that could ba
remitted to the expert group.

Third tiret. Already done, but note that in the UK the Home
Qffice, not the Treasury, have responsibility in thias
matber,

Fourth tiret. This is the DTOA again, On the use of asset
forfeiture funds to support anti-drug efforts,
corregspondence rests, I believe, with Bearpark's letter of




26 May to Lyn Parker recording the Prime Minister's support
for such an approach.

Last tiret. Meaning?

I will not comment on the final sectlon that the US proposeés
gshould be remitted te experts, much of which duplicates the
previous points, save to note (as our brief does) that we do
not balieve that central banks should have a peolicing role
in eonnection with money laundering and money flows,

3. As 1 told you yesterday, my view Temains that it is
geangaless and time-consuming ko remit different parts of the
drugs dossier to Foreign and Finance Ministers at thes
Summit, Far better Eo have the matter discussed in planary,

| agree on communigue language, and then remit the rast to the

| proposed expert group. 1 think many Finance Ministers would

| have great difficulty in discussing issues which are often the
rasponsibility of Ministries of Justice and the Interior:
and waxtraterritoriality, of course, 1is of concern to all
departments, not just Finance Ministries,

d. 1 enclose a copy of our Act in case you want to take it
to Toronto; and an explanatory memorandum.

= NN

e
T L Richardson
Economic Relations Department

cc Mr Braithwaite (with spare copy for Sir G Littler)
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Foreign and Commonwealth Office
270 26710 London SWI1A 2AH

2 June 1988

Nigel Wicks Esqg
HNa 10

é%d_nfn hﬂ’-éflﬁt

TORONTO SUMMIT: AID TARGETS

1. I am sending separately to you our brief No 2 on the revised
Canadian Thematic paper. It incorporates comments from other
Departments concerned. We have kept an eye out for awkward
wordling, as you requested; but one or two unacceptable sentences
may have .slipped through ocur net.

2. We have not briefed you on aid targetry because the presant
Canadian wording is uncontentious:

"Developed countries to provide adeguate copcessicnal assistance®
in paragraph 41, and in the following paragraph:

"An increase in concessional regource flows will be necessary
to help those (poor) countries resume sustained growth"

which is acceptable in the context of this paragraph on interest
rate relief. But I can already foresee a re-run of Venice. The
Japanese will make great play with their new 0.35% target (as a
percentage of GNF); the French will get irritable and say they
already reached the UN target of 0.7% in 1986; and there will be
a4 last minute scramble to find acceptable language on aid targetry.

3. In the time available, I have not bean able te comb through
all recent references Lo ald targetry in international econcmic
communiques. We got off lightly at Venice, which in paragraph 21
"recalled" the 0.7% target and at the end of that paragraph
mentioned i"the different contributions of our countrics

to official development assistance", without saying what should
be done about this. We were pushed further at UNCTAD VII last
SUmmer :

"Developed countries should renew and make more effective
their efforts to achieve, as quickly as possible, the
internationally agreed target ...", and

"Developed countries are reguested to attain the internationally
agreed targets ... as soon as possible”.

£




4. There is ro reason to acquiesce - except as a last resort =

in the "as early/soon as possible" formula at Toronto, where
unlike UNCTAD VII developing country pressures are absent. And

it is not easy to defend this wording, because UK aid as a
proportion of GNP declined in 1986 and again in 1987. By way of
background I attach draft ODA briefing for a PQ from Lord Hatch.
There may be some slight tinkering with the text. But the general
message is clear.

5. Billence is clearly the best policy. If the French press for
the inclusion of wording on aid targetry at this weekend's meeting,
I think we should reserve our position until the Summit itself -
unless the proposed language is so anodyne ("when circumstances
permit”] as not to cause us any sericus difficulty.

o TEO

" G

T L REichardsaon
Economic Helations Department

cC Mr Braithwaite
(with spare copy for Sir € Littler)
Mr Ireton ODA
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PO FROM THE LORD HATCH OF LUSBY: AID AS A PROPORTION DOF GNP

Background Note

id as a percentage of GNP is a standard yardstick for measuring the
size of an alid programme against a country’'s economic¢ Strength. The
1970 UM General Assembly adopted a Development Strategy for the Second
UN Development Decade (1971-807 which inter alia called for aid flows,

claseified as net official development ;‘ﬁlbtﬁﬂbu. to be at least 0.7%
aof the gross national product (GNP) at market prices of the donor
country. Britain accepted the UM target in principle but has never
gat a timetable for achiewving I1It.

bably intends to draw public attention to Britain’s
d/GNP figure tDr 1987 and to compare it unfavourahly with those of
ropean Community countries.  The Minister for Overseas Development
anounced the former in the House of Commons on 23 May in a written
sply te a Question from Ms Lestor. It was strikingly low, compar ing
£h 0.31% in 1986, 0.35%L 'in 19B0 and 0.52% in L979. However, as
Mr Patten explained, it reflected the strong growth in the UK economy
last year and the fact that expenditure in the calendar y=sar 1887 was
lower than expscted as a result of an unusually high proportion of
financial vear 1987-88 expenditure falling in the guarter anding
31 March 1984.

= T T I TR
gD e

3. Exact aid/GNP figures for all EC countries are not avalilable.
Those EC members which belong te the OEC ‘s DAC are responsible for

rthe annual submission of such figures for subseguent publication by
the DAC. We have just informed the DAC of our aid/GNP figure forT
1987. o©Other DAC members are doing the same, but DAC Hill not publish
a complete setr, including those for EC members, until the end of June.
The most recent year for which aid/GNP figures for all ELJPL EC
membars of DAC are available is therefore 1986.

g, Dr Thomas, MP tablaed a similar Question in the Commons on = May,
but alsa asked for the aid/GNP average for EC countries as a whole.
Since then; Britain’'s aid/GHP figure for 1986 has been rewvisad
downwards from 0.32% to 0.31% following an upward revision of that
vear s GNP (and the House of Commones hag been informed). This does
not howewver affect the answer that Mr Patten gave Dr Thomas on this
EOLnE.,

The run of aid/GHP

is in one sense mi ading. The aid hH” figure for 1979 took

t of much higher usual deposits of promissory notes. In

of FIPEﬂdi'UrE aid in 1979 represented only 0.42% of GNHP.

sh aid expenditure did, it is true, fall by some 1l7% in real
erms between lETE—TH and 1982-83, when the priority was to control
public expenditure, get inflation down and put the economy on the ro&ad
to recovery. But berwsen 1%82-83 and 1987-88 gur aid more than
maintained ite real wvalue and it is now planned to grow 1n real terms.
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I shall be sending vou later today a guick
commentary on thea US paper for the Summit which
arrived yesterday. Meanwhile I thought you
might like a pirate copy of & Private Secretary
letter to No 10 that the Secretary of State has

seen and approved; and which will issue today.
It responds to Charles Powell's gueries in his
note recording Mulroney's meeting with the
Prime Minister.
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From: T L Richardson
Date: 31 May 1988

cC: MCAD
Mr Braithwaits=

PRIME MINISTER/MULRONEY MEETING. DRUGS AND MONEY LAUNDERING

1. oOn page 3 of his letter of 23 May recording Ethis
meeting, Mr Powell said he would be grateful if the Treasury
could provide a note on UK powers to prevent the laundering

of drug money.

2. This is very much a FCO subject on which ERD leads. We
have agreed with the Treasury that we should provide the
note, which Sir Geoffray Littler has seen and approved in
draft. It has also been cleared with the Home Office, who
have a major interest in these subjects,

3. I submit a draft reply to No 10.
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FEOM: Reference

DEPARTMEN]L: TEL. NO:
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Private Secretary, FCO RS 1AM

Your Reference

FLEMNG: ROOM NO:

SECURITY CLASSIFICATION

Top Secret
Secrel
Conlidential
Restricted
Unclassified

PRIVACY MARKING

Enclosures  Magls)

o

Copies to:

SUBJECT:

PRIME MINISTER'S MEETING WITH THE CANADIAN PRIME

MINISTER: ECONOMIC SUMMIT

1. In your letter of 23 May you asked the

Treasury for a note on UK powers Eto prevent the

laundaring of drug monay. We are replying by

agreement with the Treasury and Home Office. You
may want to copy the relevant part of your lattar
and this reply to Philip Mawer as the Home Dffice
have a major interest in the subject,

-
2. The Drug Trafficking offences Act 1986 (DTOA)
provides stringent and comprehensive new powers Lo
trace, freeze and confiscate the proceeds of drug
trafficking, It also creates a new offence of

laundering the proceeds of drug trafficking.

3. The DTOA allows these powers to be made
available to other countries ence they have been
designated under the Act by Order in Council, Our
saliey is to designate countries with which we

have negotiated reciprocal agreements that enable
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SECURITY CLASSIFICATION

UK courk orders and requests for agzsistance to be

put into effect overseas. It is also our aim, by

Lop Secret having such agreements in place, te aveoid any

Secret potential extraterritorial problems: in

Confidental particular with the Americans.

Resmicted

1 1 M i 3 s
Unclassified 4, The firest reciproecal agreement was signed with

FRIVACY MAREING the US an 9 February. Texta have alao been agraed

in draft with Switzerland, Australia, Canada and

tEhe Bahamas. Talks have been started with some 20

In Confidence , ; ,
other countries, By building up an internatiomnal

network of agreements, countries can devalop the

means to combat the laundering of drug money which
takes place on a worldwide scale. wWe fully
support the work being done to produce
multilateral conventions on measures against drug
trafficking., But these will take time, and we do
not see them as a substitute for the immediata

benefite of detailed bilateral agreements.

5. Laundering of the proceeds of crime is not, of
course, confined to drugs offences, The Criminal
Justice Bill; when enackted; will extend powers of
freezing and confiscation to other areas of
gerious crime. You may also like to be aware that
he U5 have proposed that the Committee of Banking
Bupervisors at the Bank for International
Settlamants should recommend the adoption of a
code of conduct on the prevention of the criminal

use of the banking system for the purpose of money
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laundering. Consultations on a draft are

currantliy in progress with banks and official

Top Secret bodies,

Secrel

Confidential 6. I am copying this letter to Alex Allen (HH

Eestricted Treasury), and to Sir Robin Butler.

Unclagsified

PRIVACY MARKIMG

In Conmfidence
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Incroduction

I would like to thank you for taking the time to
come tTo Cttawa for these consultatiens. They follow on my
consultatlons last week with European leaders and a meeting
I had yestarday with labour leaders from all sever Summit
countries. NextT week, I will be meeting with
representatives of the Canadian agricultural sector.

Tha views of the business community are important
to me. It is you who are most immediately affected by the
econamic decisions of the Summit. The centinuing chjective
of eccnomic Summits is to strengthen market forces and
economic growth, not only in our owno countries, but oa a
global basis. we do not expect spectacular results from the
Toronto Summit, but rather a continuing commitment to
policies favouring sustained non-inflatiocnary growth, whila
international trade and current account imbalances unwind.

Eurap=an Consultations

During my meetings last week with five Summit
leaders, the changes I suggested in Summit format were
enthusiastically endorsed:

- A return to the origins of Summits, with mora
spontaneity,

Focus primarily on econcmic issues, specifically:

A first Summit session for leaders to set the eaconomic
priorities for the Summit.

A session among leaders alcne on the second Summit day
to discuss long-term issues.

Cur agenda for the meeting has also been
endorsad.




We have registered lmportant messages on: the Uruguay Round
and its mid-term review in Montreal later this year;
agriculture: the FTA: and debi, particularly ALricarn debht.

I cannot forecast what will emerge on the issues
summit. But I can now assure you that these ara
to. pa the malpn themes at Toronto.

Our obhjective will be to return to fundamentals,
conveying signals of confidence to the markets end to
restore credibility to the Summit process. During the new
session among leadars on long-term Llssues, I will railse
education, in ralation to productivity, product training
rasearch and development and science and technology.
Although the focus of the Summit will be squarely on
economic issues, political issues will be discussed;
clearly, the overarching theme will be East-West relations.

International Economic Situation

The Canadian economy continues to grow at a strong
rate, and prospect= are bright. Hy govarnment has
introduced a number of key reforms which will support our

dynamic private sector. The Free Trade Agresment with the
United States will provide mejor opportunities for Canadian
businesses and investors. And our other policies, such as
tax reform, privatization and deregulation, will also help
to make tha Canadian ecopomy more compatitiva.

Structural reform iz the principal economic policy
theme of the Summit. I told European leaders the FTA will
ba a major catalyst for structural adaptation in Canada.
tha secocnd cycle of these Summits comes to a close, the
world economy is in its sixth year of growth. The major
trade imbalances are starting to be corracted. Iaflation
remains low. The economic Summits have worked well. They
hava producad cooperative aconomic policies supportive of
nen-inflationary growth.

In Toronto, we will be discussing the
international economic situation. I am, on balance,
optimistic about the international economic outloak.
Certainly, prospects are much better than they appeared six
menths ago. However, while the short-term ocutlook looks




gquite encouraging, the madium term is more worrying. The
large trade and current account imbalances are starting to
unwind, but thls proces=s will ba slow.

In Europa, I stressed the need for the Summit
countries o contlinue Lo improve economic policy
cocoparation. Important progress has been made cn this
during the past year. We managed the fall-out cf the
Cctobar stock market upheaval through impressive
ceordination by our G-7 Flnance Ministers ard central banks.
with satisfactory results. Cur challenge in Toronto will ba
to build on that progress to restore market confidence,

At present, it may ba difficult Summit-wide to
achieve more progreszs on the fiscal front. The United
States government in particular iz uplikely to act further
in view of the forthcoming election. Thus, as I have
mantionad, structural reform will assume an increasingly
important rcle. Canada's record here is very strong, as
Mrs. Thatcher has said. But, as I told labour leaders
yesterday, we must continue to remove obstacles to market
forces and to stimulate the private sector.

Trade and Agriculturse

Despite the encouraging global economic situation,
protectionist pressures remain strong. Movement on trade
matters, espacially on agricultura, is eritically important,
and is a major Canadian priocrity fer the Toronto Summit.
Following the OECD Ministerial, we want the Summit to give
impetus to a mid-term review conferenca of the Uruguay
Round, to be held in Montreal next December. This will give
a signal to governments and to the business community of a
real commitment to trade liberalization by Summit leaders,

Agriculture will be a key issue. Urgent action is
needed on agricultural trade. We are working together with
the Cairns Group of agricultural exporting nations to
achieve an agricultural cease-fire and real disarmament in
this field. The Summit must provide further impetus to this
process. However, my discussicns last week with Eurcopean
leaders "have shown this will not ba esasy.




Canada is interested in solutions. In zome caseg,
the Eucopean attitudes are less committed to refarm. In the
MTN, we alsoc need to make progress on anhancing market
access, strengthening the GATT and cn trade in Services, a
rew and very important component of this round. T would be
interested 1in your views on this.

The Interrational Debt Situation

We hope to make progress on the international debt
situation. A lot has been done becavse of the Venice Summit
for the poorest, especially in Africa. More iz needed. We
thus support concessional interest rates in the Paris Club
for rescheduled official export credits. Unfortunately, for
the mcment, there is a deadlock on this question. Howavear,
wa have proposed a compromise solution and I am hoepaful of
progress soon.

The debt issue iz one on which I placed emphasis
in Burope. It is also a priority for several other Summit
leaders, such as Mrs. Thatcher and Mr. Mitterrand. Mr. De
Mita is highly sympathetic too. We are also BnCouraging our
Summit partners to improve their aid performance in these
countries. For the middle-income debtors, wa'll be looking
to strengthen the implementation of our current casae-by-case
strategy. Support for the U.S. aéministration's effort to
get the World Bank general capital increase through Congress
will be important. wWe will also encourage indebted
countries to persevere in their econcmic reform programs.
And we will pledge our support to the growing list of
financial options available to banks in the "menu" we
endorsad at Venice.

Considerable effort is going into seeking new
approaches to the debt problem. While we understand +the
phenomenon of *debt fatigue® on the part of debtor countries
and creditor banks, we do not see any viahle alternative for
the major debtor countries and commercizl banks to an
incremental approach which builds on the existing
case-by-case strategy through the addition of market-based
solutions.
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I was delightad to accept vour gracious inwvitation
to participate in the 117th annual mesting of the Canadian
Manufacturers Assocliation. The CMA is nearly as old as
Confederation itself, and it has grown with the country.
Your 3,000 members represent some 75% of the manufacturing
gutput 1n Canada, and provide jobs for nearly two million
Canadians.

Manufacturing is now, and has always been, the
motor of our economic growth. Canada‘'s manufacturing sector
accounts for fully one-fifth of our national cutput, scme
$100 billion a year, Manufacturing is far and away the
largest sector in the country, and lts importance has
increasad, rather than diminished, over the years.

Ard so I am honcured to be with you teday, though
I am not the first Prime Minister who has met with the CMA.
More than a century age, as Michael Bliss tells it in
northern anterprise, hils epic history of Canadian business:
"Sir John A. used to meet with members of the Canadian
Manufacturers Assoclabtien in the billiard room of the
Queen's hotal in Teronte to exchange mutual promises of
support.”™ I have not been in a pool room since my youth in
Baia Comeau, and then only for educational purpcses. But I
did receive a warm fnvitation from your Chairman, reminding
me that “the CHMA has consistently supported your position,
becausa we Delieve that your basic policy agenda iz right."
So while the surroundings and the issues may have changed,
the Prime Minister stlll enjoys the suppert of the CMA, and
I must say that Sir Jchn A. would have approved.

I wanted to talk to you today about the
performance of the Canadian economy, the record of the
present government, the prospects for future prasperity
under tha Fraa Trade Agreement, and the agenda for this
month's Economic Summit in Toronto.

Tt is not before this audience that I need to
dwell on the difficult fipencial situation we inherited from
our pradecesscrs. r challenge was to get the nation's
finances undar contrel, and get the country moving in the




right economic direction. By any objective measure, we are
doing that. We have reduced the deficit from more than 38
billion when we took offica, to less than 529 billien
today. As a consequence, interests rates have fallen

Cower lnterest rates are one of the reasons Canada's
consumer spending is up sharply -- up 316% since the
election. With lower Interest rates and a hospltable
investment regime, we'wve attracted $21 billion in new
investment to Canada. Unemployment was 11.7% when wa farmed
a government and today it stands at 7.7%, its lowest lavel
in seven years.

Since we came to aoffice, Canadians such as
yourselves have created nearly a million and a guarter new
jobs, the strongest employment growth rate in the western
world. In the manufacturing sector the performance has been
equally remarkable:

output in manufacturing i1s up 13 per cent in past 3%
Years.,

employment in manufacturing is up by owver 150,000
{nearly B per cent) over the same peried.

capacity utilizatlion in manufacturing stood at an
estimated 81.7 per cent in the 4th quarter of 1587 --
the highest level of capacity utilizetion since 1973.

the rate of return on equity in the fourth quarter of
1987 was 12.7 per cent, the highest rate of return
gince 1531.

1988 intended capital expenditures 1ln manufacturing is
egtimated at 518.4 billion - up 23 per cent from 1987,
more than double 1384 capital spending in manufaturing.

Canadian manufacturing has come back from the
1981-82 downturn and it has learned something from the
experience, that iz not enough to have protected marksets at
home, we need to be competitive in world markets. One third
of Canadian manufactured geods are exported, and fully 80%
of cur manufactured exports go to tha United States. So the
timing of the Canada U.S.-Free Trade Agreement could not
have been mora propltisus for Canadian meanufacturing. And




clearly the manufacturing sector had been thinking about
possibilities and implications from the time we lauached
initiative in September of 19E5.

I am gratified by the support of the CMA for Lhe
Free Trade Agreement. It is an expression of ccnfidence not
just in the manner the government concluded the
negotiations, but in the future of the manufacturing sactor,
and in tha Ffuture of the country itself. As Mr. Thibault
wrote to me on November 11: "We believe the improved and
sacura access to the U.S. market 15 a critical, necessary
building block to achieve our long term objective of
becoming internationally coempetitive.® There will bae the
challenges of adjustmeat in some sectors, to be sure, but
there will also be the copportunities of new markets. The
canadian economy, and the manufacturing secter stand to be
major winners in free trade.

The Economic Council of Canada, the nation's
leading independent body of eccnomlc experts, recently
published an impact study on the Agreement. The Council
foracast=s that 250,000 additional jobs will be created
during the first 19 years of the Agresment. It alzo

forecasts additional economic growth of 2.5%, over and above
the growth expected in the economy, or §11 billion of
additional eccnomic growth. That msans new jobs feor
Canadians, and new prosperity for Canadian industry. And it
means that Canadian manufacturing is going to be a winner.

In the manufacturing sector, Judith Maxwell and
har colleagues forecast 1% additional output growth, or
about 51 billion of growth in the manufacturing sector over
and above growth in the current eccnomic framework. And the
Council forecasts additicnal employment growth of about 1%,
or about 20,000 additional jobs in the manufacturing
sector. The Council believes there are significant new
opportunities for printing and publishing, for primary
metals such as steel and aluminium, for the wood industries,
and for the food and beverage industry.

I note that in your endorsement of the Agreement,
you stated that your members were "overwhelmingly in favor
of the Agreement®, and that this was particularly true of
manufacturers in Ontario. I am delighted to hear 1t, but
not surprised.




It 15 appropriate that Canada should be hosting the
Economic Summit in Toreoante this menth. Toronto is a
showcase of our economy. It is a full employment city —
unemployment in Toronto stands at 3.2%, the lowest in nearly
14 years. I believe a good and appropriate signal this year
from Summit leaders will be that they are committed —-
coemmitted to the task of managing the international
economy. Canada will =speak with a strong veoice and with
conviction in Toronto. Our volce will be heard on the
igsues that affect us & trading nation, but also the anes
that teouch our conscienca. Allow me to expand for a few
moments on each.

Compared to the situation we faced only three
years age, Summlt countries have made good progress in
coming to grips with the larga axternal imbalance=s that
daveloped. The U.3., Japan and West Garmany have, with
success, taken important policy steps to address those
imbalances. Our govermnment gailned admiszsion for Canada to
the G-7, and the group of Seven Ministers have been doing
important work. FPiscal and monetary policies of the leading
{ndustrial nations are more compatible than they have been
for some time,

One of the important areas for particular
attention this year is the pursuit of structural reform.
In this regard Canada's record iz strong. Tax reform,
privatizetion, deregulation, and free trade are examples
initiatives that provide Canadian business with a better
framework to compete, at home but in tough werld markets
wall.

Summits play a vital rele in leading the
international fight against protectiecalsm. The Uruguay
Bound, launched following the Tokyo Summit of 1986, is the
mast ambitious since the GATT was formed. The task for the
Summit this year is to move the Uruguay Round ahead, and
specifically to give momentum to the mid-term review
conference which we will host in Montreal next December.

one of the meost important items on the MTN agenda
is agricultural trade. In recent years, we have made
agricultural reform a top priority in summits, in the OECD




and elsewherea. I first introduced the subject in the Summit
forum at Tokyo in 1986, and I raised 1t last week Lno
pra-Summit consultations with my Burcopean colleagues.

The debt burden of many developing countrles, now
totalling more than %1 trillien, greatly precccuples
Canada. Most debtors and creditors, including Canada,
continue to work within the framework of & cooperative,
multilateral strategy which has avolved since the onset of
these problems in 1982. Utilizing a ¢ase by case approach
to sach country's situation, the strategy cambines economic
reforms by indebted countries with financial suppeort from
external creditors and donors. If the strategy is to work,
however, attention must be focussed on further improving its
implemantation. Codmmercial banks need mere encouragement -
and confidence - to continue providing financing fo debtor
countries which implement appropriate agjustment programs.

The Venice Summit last yvear called for the
expansion of the structurel adjustment facility of the IMF
to provice concessicnal. financing. Since last year's
summit, the World Bank has been able to marshall commitments
of U.8. §6.7 billion for co-financing of adjustment programs
in the poorest countries of Sub-Saharan Africa. Adding to
this momentum, Canada announced at the Franscphone and
Commonwealth Summits lagt fall that it would forgive cebts
assocliated with development assistance loans for 13
countries in Sub-Saharan Africa., If the othar Summit
countries tock similar measures, the ODA debt of the poorest
of the posor African nations would be reduced by 15%. We
will strive for more in Toronto and I am encouraged by the
response I received last week from my European collesagues on
thls Lopilic.

I want, finally, to say a word about envircoment
and education, two interpnaticnal issues of great moment
which will tell us a lot about the xind of world we're going
to have, and Canada's place in it in a new decade and a new
century. We can no more examine these issues in isolation




than we can our economic concerns: indeed our approach to
both issues is crucial to our eccnomic development. Acid
rain 15 a transboundary problem in Eurcpe, just as it is in
Morth America. The detericoratiocn of the oczone layer is an
iggue for the entire world, Envircnmental protection and
aconomic development are mutually reinforcing, not mutually

axclu=siva.

In this regard, I count on the manufacturin
sectar to be increasingly conscientious users of our
environment. The eavironment, and envircamental research,
are also growth sectors of our ecoromy, in consulting,
design and manufacturing. It's a well kept secret, but
thers are over 100,000 jobz and at least 57 billion of
aconomic activity, in the environmental sector of our
ecomemy. That's not a bad thought for Environment Week --
the anvironment is not only good for you, it is a growth
arsa of our eccnomy.

As for the imperatives of education, they are
compelling and clear, and will raise the issue of education
with my colleagues at the Toronto Summit. A nation's
preductivity may end on the assembly line, but 1t begins in
tha classroom. If we are to remaln competitive, if wa ara
te meat the Pacific challenge and that of the Buropean
Community, we will need higher math =scores, greater language
proficiency, and higher reading and reaseoning skills. And
we must urgently address the issue of literacy, if we are to
meat the international competitive challenge. Adult
illiteracy is one of the silent tragedies of our age. OQnae
in four Canadian adults is functionally illiterate. It
means millions of Canadians have difficulty in reading to
their children, and difficulty in reading training manuals.

Consider the sadness of that in human terms, and
the loss of productivity. The sadness is immeasurable, the
productivity loss is measured in the billions of dollars. A
study by the Business Task Force on literacy published in
February of this year concluded that illiteracy has direct
and indirect business costs estimated at §4.5 billien. It
further concluded that illiteracy leads to increased
accidents, lost productivity, iacreased unemployment and
more extensive training costing Canada §10 billicn a year.




fou know the problems, you see them in your
workplaces every day. 1In the federal government, we have
funded a literacy secretariat, and we will be doing more.
That 13 part of our goal of building a Canada that is
prepared To maat the competitive challenges of a new decads
and a new century. That's the essence aof the fras trade
cetate. I urge you all to get invelved. Help us win a more
prosperous future for our youth, Help us create employment
appertunities for our people. Help us achieve eguality and
dignity for working women. Help us chtain justice for
Canadian consumers. Help us win markets for Canadian
producers. Help us build a Canada celebrated for it
competitive excellence,
lelp us build a Canada that is oper %o the world. Help us,
in every corner of the land, te take this cause toc the
Canadian pecple.

I ask for your help, I need your help, and tha
help of Canadians evarywhere, as we turn another page in our
history, and move on to a new decade and a new century.
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bear Charles

Further te aur telephone conversation, I am enclesing
some material on the Canadian economy for use in preparing
Mrs Thatcher's spesch to Parliament on June 22, We WilLl

also chase up Derek Burney in case he haz any other material
that may be helpful.

Yours very truly

[

by McMurtry
Commissione

Mr Charles FPowell
Private Secretary to the
Prime Minister

Prime Minister"s O0ffice
10 Downing Street
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The Economy in Brief

A Cuarderly Publication of the Department of Finance

March 1988

Highlights of the Fourth Quarier

Real pross domestic product (GOP) rose ot an annuel acie of 63% in the fourth guecten, Final
ohrmestic demand eignrnded By over T8, ouipacing reel GOP for the sivil consecniive guarier, For
ISET ana whole, real oulpat grew by 3.9% - subslontiolly faster than was gndicipaled by moxi
Jorecasiers last pearn

Business nokresidenticl investriont spending Inm real terms was. e mrost Buspans component of
JSimal domestic domand during e guarter, increedig B 0%, Foe fhe sear business mvesimend
rowe 2% and 5 eopected fo grow even maode ropidly in (988, secosding fo thd Privane and Pebiic
frivesimeni Fnfenttons TPPE Survey Just redeased.

Cowrstamer prive infletlon dowed throwghout the second ol of 1987 faffation ur the fauntl guerier
wirs doiier in Conrdle thaw in the United Sraves, Labour cost increases remained moderaie I JO57,

Emploviren! surgad 4.2%, or by 486N jobs, in 1587 and (ke premployment raie declined
L6 perceniage pounts during the vear ro 80%. Arnorher $5000 jobs wene created in Jorary and
February and the unemployment rave felf fo 7.8%.

Tite Canadian doller hay gained steadily apatnst the LS dollar over the last year reaching above
LIS B0 in Februgry, On o fradeoweighted bagls, the dofler oy also epprecipled, wlibounh lees 5ol
By girly Murch, the dollar had moved phove U8 500705,

Eummar} Chart 1

The Canadian economy perlformed very well in Keal Gross Domestic Product
1987, Growth in real outpul (GDPY was 6.3% al and Final Domestic Demand
annuil rates m the fourth guarter, bringing real

GDP 1o a lovel 5.7 higher than a yvear éarher, (n per vent change — annual rate
average For the year, real GDP expanded by 398
Fhe strength i 1987 was clearly reflected in labou 3 Keal Giap
markeis a8 employment posted another sharp . B Final domeso
mergite. The unemployimient rate dropped from demand
.1 % ar the beginning of 1487 10 8.1% by
vear-cnd.

Phe strengih of the Canadian economy in 15987
was domesfically based, and this trend continued
in the fourth quarter (Chart 1]. Medther
conswmpiion nor investment showed any evidence
ol @ negaiive effect from the Chiober stock market
decling. Consumeér spending was up sharply in the
fourth gquarter, and real bosiness non-residential
Imvesimenl sodred 30,

Chver the last four quariers, real busines
tvestment has risen 19%, According o the March
1988 PPI survey by Siatisiies Canadn, business
investment spending in real erms 18 expecied 1o
regaster o double-digit increase on avergee in 198,

Canadi
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Chart 2
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Rewidentinl tnvesimeni decrsmased |J||r:t'|,g the CUEATIET
ag housing starts wers down from the very sirong
pace af the previoos two quarters. A significant
pari of the previous pest-up demand that has
driven housing starts io record levels has now been
safishied m some parts of the country.

The continust strengith of final domestic demand,
particularly business investimeni spending, was
eflected ina significant decrease in the
merchandise trade surplus as growth in imports
outsiripped strongly increasing exports. While a
stromg teems of rade improvement dampened the
impslr.:l on Lhe current sccount, the currenl accound
deficit, nevertheless, increased to o record léevel
the foarth duearier.

Busincis non-farm inwentory invesimenl increased
£4.5 hillzon inothe feal quarces of last vear, but
the inventory-to-sales ratioe remamed at s rend
level. Farm invenfory investmment, on the ofher
hand, Tell $0.7 ballion o 505 hillion

Im 1987, consumesr prices increased 4.4%, a rale of
growth anly slightly higher than in the previous
three years. After rising sharply to 4.8% in Juné,
consumer price increased moderaled throughout the
second half of last vear o £.0% in January of
1988, Moderate laboar cost incresses, slower
energy and food price increases and the strength of
the Canacdian dollar a2l served to contain and
lessen inflationary pressures

Robust Business Investment

Business non-resideniial invesimeni spending i
real terms continued (o rise al doahle-digt rates in
the fourch quarter, with both pon-residential
construction and machinery and eguipment
iovesiment chimbing ¥0%, The current rapid
erowih in investment is being fueled by a sharp
turnargund In-cofporaie profits. Indeed, the shars
of profits m total GOP rode (o s highes level
sinoe before the recession. [nvestment growlh is
expecied (0 [ncrease in 1988, according oo the
hMarch PFI Survey by Sdatistics Canada (Charl 2)
Mominal vestment expenditures are expected o
grow 17.3% in 1988, afier a 6.7% increase in 1967,
with a strong pick-up in growth in both {he
resciimee and non-resource sectors.” The broadening
of investment growth among seciors and regrons 15
eupected 10 continge 1n 1985, Indeed, for the first
time since 181, all major sectors and reguons ane
Brpecial O increake moarinnal investment 5|1u:r:|:li|:|;z.
in 1988,

Consumpftion Remains Strong

Eeal consurmer expenditure groavth corndimeed 10
contribwte very strongly fo growth in final
domestic demand during the fourth quarter,
dispelling fears that the siock marked decline
wonld lead (o2 severe retrenchment of spending
{Chart 3), Durable goods spending growth slowed
somewhat From an over 0% increase in the
provious guarter, bui there was a strong pick-up in
non-durable goods spending. Mevertheless, growth
of persomal disposable meome exceeded CosEme
expenditurs growth for the firsl times in four
guarters, leading o a rise in the personal savings
rate ta £.9% in the fourth guarier foom 8.5% n
thie prewioes guarier.

Deterioration of the Current Account

Thie substantial increase in final domestic demand
in 1987, paricularly the boom in business
investment spending, resulied in a furibes
deterloration of the curreni acconnt balance. The
merchandise trnde surplus o real eems decreased
31.5 billion to 517.2 Gillion as a resuli of very
strong growth of impoets of finished products,
especinlly motor vehicles, and machinery and
cguipment. However, Canada's terms of trade
ienproved by 20 during the year, the first yearly
increase since 1982, BEven though the fise in ke
terms of trade dampened cthe effect of the lower
trade wolume, the currenl account delicil sl
averaped 5906 billion, stightly larger than in [986,
While the trade balance with the United States
warsened in 1987, the deficits with the European
Econormic Community and Japgan Improved
marked|y,

Dollar Strengthens

The Canadian dollar appreciated against the LS,
disliar throughout 1987, closing the year at LLS,
£0.77, m gain of 4 172 cents LIS, The dollar rose a
further 2 cemis in January and Februnry, bringing
the Canadian dollar to over LLS. 30079 and, by
carly March, the dollar was consistently abawve

LLE. 80,705, This strong increase in the dollar
reflects increased confidence in Canade’s economic
propects ax well as artractive vields on investment,
Since the beginming of 19T, the Canadian dollar
has appreciated B 8% against the LS dollar and
528 apainsl a trade-weighied (G-10 curmency
rasker (Charm 4).
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Chirt 4 in the 1980z In spite of a marked Increase (i

. kabour torce growth during the vear - the
Canadian Dollar Exclunge participation Eﬁna-: reached record levels  the
Rate Against the LS, and unemployment rate dropped L6 percentage poinis
Overseas Currencics ol the vear o &.0%s in December. Emplovment
g Aeny e !IiLi’J- in I'i'H'-'_'-t'-:“Il.T spread more evenly 2rmony
i g 2 d industrees and regions compared o 1986, with the
largest inereases in British Columbia and 1he
Atlantic region (Chart 5 In the first two mod s
of 1988, an additienal 95,000 jobs were created
L5, anly and the unemployment rate Tzl o 7.5%
i Febraars

stock Prices Firming

In the four months following the stock man kel
downturn, stock prices hive Birmed in both
Canada -and the Unied Svates. The fieming of
stock frices rellecls lower interest rates, renewed
imatitutional purchases and dwindling conecerns in
the market nboui a possible recession

Chart 5

: T T Emplovment Growth in 1957
1T F M & M 1 i . '
1987 per cenf - December over Decesn ber

Inflation Conlinues to Decline

The consumer price mdex [CFP1) advanced 4.1% on
A year-oversyen basis in January, down slightly
from 4.2% in December and well below the 1987
peak of 4.8% posted in June For the sear s a
whaole, CPl inflation averaped 4.4%. Unit labhour
coat increases remained moderate thiooghour 1987,
im part as a result of healiby (1.1%) productivity
gitins, Yeur-over-year increases inounit laboor costs
have fallen sharply In the pass chiee guaners 10 a
three-vear low ol 1.7%., Increased costs of raw
minerialy, especially nen-ferrons metals and wood,
put somc upward pressures on producer prices
durmg the war Al the same time, the appreciation
of the Canadian daollar against the LS, dollar has
contained inflationary pressursi

A

A\

Further Decline in the
Unemplovment Rate
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=
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Employment increased by a subsiantial
486,000 jobs in 1987, the best wear of job crevion

Columbia
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Highlights of Financial Results for April - December 1987

o o ihe firse pime manths of fiscal vear f987-88, the federal deficic, ot 57,7 bilfion, was
£2.9 hitfion lower Huar in the corresponding preriod in 19856-87

" ..-‘1.|'.'|'.‘|'.I'.I'|"|'pﬂ'.l'|',1'r'ﬂl;." fhe SErong Peamomic _pe.l_'furmqr:f_‘f i P98 poriicelanly (e robisl aodviitoss
in employment and profiis, revenaes increased by 105 per cenl an o year-ivervear Badis.

Tatal spending was ap 4.4 per cent on @ vear-ower-vear tasis, with peogram spending
fncreasing 4.3 per cend and pubdic debt charges Incregsing 4.8 per cent.

The increase in programm spending continged to be infuenced by lamge increases 0 spending
wnder viriows agriciliial assistance programs, perticileely the Special Canadian Grains
Program and the Western Grain Stalnfization Program.

Summary

In the first nine months of fiscal yvear 1S87-88
(April to December), the budgetary deficit was
£17.7 billion, down 32.9 billion from the Level
regigtered in-the first three gqoacters of 1Y86-57
This yerr-over-year improvement in the deficit
reflects the strength in the Canadian coonomy 0
1987, which has resulted in increased budgerary
revenues and has continued 0 moderate the
growth in budgetary expenditures. As well, (he
deficit, on a year-over-vear basis, coniinued to
be influenced by the timing of various receipts
anl iy Imenes, |:~||L‘h.'i::||:.- in the areas of |1'-I|".;-L'
debt charges and major transfer payments, and
the ongoing Imipacts of actions taksn to control
£ p-\;rldil MGs,

Mon-budgetary transactions, in the first three
quarters of 198788, provided the governmenl
with 2 net source of funds amaunting 1o

51.3 billicn, compared (o 52.9 billion in the
same period of 1986-1987, Financial
recuirements, excluding forcign exchange
transactions, were B16.2 billion, down

1.3 biathion o 8 vear-over-vear basis. Foreign
exchange fransactions gave rise [0 4 mel sole
of funds amounting o $0.5 kilion in the first
ning months: of 1987-BE, whereas in the
comparable perind in 1986-87 there wias @& nel

requirement of 306 billion. Thus, total financial
requirements, including forsmgn exchangc
requircments, stood at 5159 billion, down

£2.3 balbion froan the level reconded o the same
|_:q_:;'i|,|-.t of 9EG-857.

Federal Do
1986-87 and 1987-88
¥ ear to Date

billems of dodlars
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Budgetary Revenues

Strong advances in personal and corporane
i|u.:|'|||:|.-_' & |q.*i.'|."i|'|!:~, :L[l‘rl:g with the incliesion of
the procesds [rom the sale of Teleglobe Canada,
underhie the growth in budgetary revenues
dueing the first pine months of 198788, The
rabast wear-over-year incresses 1n personal and
corpaorate inoome tax callections reflect, in large
mieasurg, the strength 0 economic activity in
1987, partivulurly the sipnilicantly higher levels
of cmployment and corporate profits, The vear-
over-vear growth in personal incomie tax
collections was also affected by the First
prepayment of a portion of the refundable chald
Lax wredit in Movember 1986, which had
dampenied collections in FBE-87. Significantly
highes employment Fesels, coupled with an
Imeresss o meximam insusable exrnings
underlie the sirengih in unemployment insurance
contrilbutions,

Sales and excise wax receipis were up 6.4 per cent
ower The same period in 1986 87, The impact of
strong growth o consumer and Business
axpenditures on sales and excise tax collections
wis dampened, to a certain extenl, by -a number
of discretionary actions. These actions incloded
the final round of 1ariff rale reductions as
specificd wnder the 1979 Mulilateral Trade
Megotiations Agreement, the reductions in the
quirteriy. indexation factor on the sales tax rate
for gasoline and diesel Tuel as well as the
alimmmation of the Petraleum gond Gas BEevenye
Tax, effeciive October 1986, The sale of
Teleglobe Canada accounts for all of the
YEAr-Ower-vear increase in the other revenue
component, as the ather clements within this
component recorded a decling

Budgetary revenues collecied aver the April in
December period are consistent witle the
February I9E8 budget projection for the fiscal
vear as a whaole, Dilferances in growih rates
betwsen the current vear-to-date results and
those for the vear as a whole fargely relate 1o
tmng considerations, For examipde, the Apnl (o
December imcrease in personal income tax
collections s somewhat less than that projected
in the Febrouary 1988 budget for the liscal year
as a whole, This diffenence s due 1o the i|'.|||ax,:l
of accelerating the receipl of personal income
tax deductions at source from Lirge employers in
the Faal guarter of 1987-88, which is expecied
to result in 4 one-time iNCrease in resenbes of
312 hillion. This acceleration of source

i
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Budgeinry Hevenues:
[986-H7 and 1 957-88

Apeil 1o Recember Year-Over-Y car Growth

per eent cliange

dedvctions impacis on large emplovers only and
has no effect on an individieal s [h,:r'\;l:l.i'll ill.-.,'l.:-llu;
fax liakdliy,

Budgetary Expenditures

{Un o year-over-year hasis, budgetary
axpendifures increased by 4.4 per cenl over the
First nime months of fiscal vear 1987-88. Public
debt charges increased by 4.8 per cent while
program spending was up by 4.3 per cenl, v
$2.7 billion. Of the increase in program
avpenditures, neaily 516 Bllion was due 1o
higher expenditures under the various
agriculiural assistance programs,

Statuiory programs are largely demand-driven,
or Farmula-fundad, with chamges relecting
developments in economsc activity and the
|5|1|:||_"I'|!|-'ilkg |'||.‘:|[:-1:||ﬁ_ri|:‘\|| bases, This COITiPO Nl af
government spending, which eccounts for abouat
two-thitds of tofal program spending, mncreased
by 5.2 per cent in Lhe first nine months of
1987-88 compared o the same period in
198a-E7, The merease in old age security
payments was due o increases in both the
eligible population base and in the level of
benelits, which are indexed o guarterly chanpges
in the consumer price index. The fmpiect on the
cqualization formula of sirong increases in
overall provineial revenues accounted for mos
of the increase in fscal transfer payments. Final
payments o farmers under the Western Grain
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Budgetary Expendifures:
| 986-87 and 1987-88

April to December Year-Over-Year Growth
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Stahilization Act with respect Lo the 1986 crop
wear and increased payments (o ralbways under
the Western Grain Transpartation At acoount
far the large advance in the “olher™ samuory
program spending category. Unemploymeni
insuranee benelin payments were below those
recarded in the previous fiscal year, reflecting
the lower levels of unemployment. Although the
total foderal contribution 1o provinces under
Established Programs Financing arrangements 18
up by about 5 per cent, direct cash payments io
provinees declined on g year-over-year basis, os
the impact of sirong growth in income tax
revenues resulled in higher tranafers through the
tax svsbem.

The payment oo farmers in the first quarter of
198788 under the Special Canadian irains
Program accounted for virtwally all of the
increase in pon-staiutory program spending in
the first nine menths of 1987-88. Spending on
the remaining components of this category
remained restrained largely due (o the phasing
ot of the Perroleum Incentive Program and the
actions that the government has undertaken to
conlrol direct Qperating cosis.

Fiming considerations aocount for the difference
in growil mates between the year-to-date increase
in budpetary expenditures and that projecied for
the [scal vear as a whole, as sct out in the
February 1988 budest. Pavments of §1.0 billion
under the second Special Canadian Grains
Program were announced in Decernber 1987, of
which 3800 million is (o be paid in ihe final
quarter of 1987-88. In addition, as announced in
rhe Fehruary 1988 hodgzet, approximately

S250 million of cxpenditures origineily tangeied
for 1986-89 will ke brought forward into
1RET7-88. Higher interest rates in the Fast half of
19ET will continue B0 exert apaard pressure on
public debt charges. Pavments under various
native programs and foreign aid are also
expecied fo pick up in the last quarter of the
[iscal vear.

Financial Requirements

Mon-budgetary transactions in the first nine
maonths of 1987-88 resulicd in a net source of
funds amounting to $1.3 hillion, compared io
%2.9 billion in the comparable period of
1986-RB7, This lower source of funds was due to
a number of Gctars, including lower loan
repayments by the Farm Credit Corporation and
the impact of lower inferest rales on the inlerest
and unmatured debt accounts,

Omn a year-over-year basis, financial
requirements, excluding forcign exchangs
transactions, declined by 513 hillion to

16,4 hillion during the first nine months of
(o8 7-BR, as the improvemnent in the budoerary
deficit of 52.% billion more than eflset the
reduction m net funds from non-budgelary
transactions.- Forelgn exchange transactions
provided a net source of funds of S50.5 billion,
compared o a net reguirement of 306 billion 0
ibe first nine months of 1986-87. As a resali.
il financial requirements in the first nine
monihs of 1987-88 steod a1 315.9 Billion, down
$2.3 billion from that reported during the
comparable period in fiscal vear 1986-87, This
was financed by net borrowing, primanidy in thes
form of Canada Savings Bonds and other
marketable Bonds, of 3143 hillion and a

51,5 billion drawdown in cash bafances.

Ihe information in this Monitar is besed an preliminary Maancial siomems Tor the moeth ending Decerber 11, 1957,
Far fumher informalien canaoct LA Longlois 996737 or I, De¥eies 995710, Cft fnspelmé 2e0 dgalement offen

o Framiais,

I*I Depanment of Finance  Ministére das Finances
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ECONOMIC S5UMMIT : JAPAMESE VIEWS

SUMMARY

1. TAKESHITA LIKELY TO EMPHASISE EFFECTIVEMESS OF EXISTING JAPANESE
POLICIES IN REDUCING TRADE SURPLUS, AND OFFICIAL PROJECTIONS OF
PROGRESSIVE REDUCTION TO BELOW 2 PERCENT OF GNP IN NEW 5-YEAR PLAN.
MAY MAKE MWEW COMMITMENT TO EXPAND AND IMPROVE QUALITY OF JAPANESE
AlD. BUT JAPAN DOES NOT WIEH TO S3EE AGRICULTURE DOMIMATE THE

MEETING,

PETAIL

. 1 SPOKE TO KITAMURA, TAKESHITA'S PERSONAL REPRESENTATIVE, ON

30 MAY ABOUT JAFPAMESE PRIORITIES FOR THE 3UMMIT. WE HAVE ALSO S5POKEN
TQ HI3 DEPUTIES IN THE MFA AND T1 MITI, MOF AND EPA. FOLLOWING I3
SUMMARY. MORE DETAIL FOLLOWS ON 30OME ASPECTS.

MACRO-ECONOMIC I55UES

3. JAPAN BELIEVES THE SUMMIT SHOULD GIVE A MESSAGE OF CONFIDENCE

TO THE MARKETS THAT ECONOMIC POLICY COORDINATION I3 WORKING WELL

AND THAT PROGRESS 15 BEING MADE TOWARDS THE GOALS OF SUSTAINED
NOW=INFLATIONARY GROWTH AND REDUCTION OF IMBALAWNCES. THOUGH THILS
YEAR'S ECONOMIC PICTURE I3 BRIGHTER THAN IT WAS AT VENICE,
CREDIBILITY WITH THE MARKETS SHOULD BE MAINTAINED BY DUE REFERENCE
TS THE LESS0MNS OF BLACE MONDAY. THE JAPANESE BELIEWE THEIR OWHN
PERFORMANCE OUGHT TO EARN CREDIT AGAIM CMFA COMMENTED THAT IT WAS
IMPORTANT THAT TAKESHITA BE REASSURED THAT CURRENT POLICIES WERE
APPRECIATEDRY AND THAT THERE S5HOULD BE A SPOTLIGHT UPON THE U'S TWIN
DEFICITS. DESPITE THE LIMITATIONS WHICH AW ELECTIOM YEAR IMPLIED

THE DEFICITS SHOULD NOT BE ALLOWED TO BE THE pDG6 WHICH DID NOT BARK.
THE DIVERGING TRADE BALANCES OF THE EC COUNTRIES, ESPECIALLY THE
FRG'S GROWING SURPLUS, SHOULD ALS0O BE HIGHLIGHTED. MEASURES WERE NOM
MEEDED T2 INCREASE SAYWIMGE IN THE US AMD PROMOTE STRUCTURAL
ADJUSTMENT IN EUROPE. THE LINK BETWEEW MACROECOMNOMIC COORDINATION
AND MICROQECOMWOMIC DOMESTIC STRUCTURAL POLICY SHOULD BE MADE EXPLICIT.

PAGE 1
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4. WE 5AID THAT JAPANESE POLICIES WERE INDEED AFPPRECIATED, BUT THERE
WAS S5TILL A RISKE THAT THE MARKETS WOULD FIMD IN & FEW MONTHS TIME
THAT PROGRESS HAD BEEN TOO S5LOW. BOTH MFA AND MITI DPISPUTED THIS,
MAINTAINING THAT THE SURPLUS WOULD CONTIMUE TO FALL. ECONOMIC

FOLICY WOULD BE APPLIED FLEXIBLY TO SUSTAIN DPOMESTIC GRONTH AND KEEP
TG THE MINUS 0.5 PERCENT PER ANNUM TARGET FOR GROWTH IN THE EXTERNAL
SECTOR IN THE FIVE-YEAR PLAN FORMALLY ADOPTED ON 27 MAY: BUT NO
FURTHER MEASURES WERE CONTEMPLATED AT THE MOMENT. KITAMURA ACCEPTED
HOWEVER THAT IN THE BROADEST SENSE JAPAN WOULD HAVE TO CONTINUE

ITS EFFORTS TO BRING ABOUT PERMAMENT STRUCTURAL CHANGE, AND THAT MUCH
OF THE BOOST IN IMPORTS WOULD COME NOT 50 MUCH FROM THE US OR EURDPE,
BUT FROM THE ASIAM NICS.

DEBT AND AID

5. MFA THOUGHT IT SHOULD BE POSSIBLE TO S5AY THAT 50L1ID PROGRESS HAD
BEEN MADE ON THE DEBT PROBLEMS OF MIDDLE INCOME COUNTRIES. THERE

WAS NOT MUECH NEW FOR GOVERKNMENTS TO DO, SINCE MOST OF THE DEBT WAS
PRIVATE, OTHER THAN ENCOURAGE CASE-BY-CASE PROPOSALS. IT WA3 NOW
IMPORTANT TO ESTABLI3H 600D INVESTMENT CLIMATES IN IMDEBTED COUNTRIES
TO ENCOURAGE THE EXPANSICN OF CAPITAL FLOWS. IN THIS, ODA WAS VITAL,
AND TAKESHITA I5 LIKELY TO MAKE A NEW COMMITMENT TO INCREASE THE
GRANTITY AND/OR QUALITY OF JAPANESE ODA. MFA HAVE BEEN

MEETING RESISTANCE FROM THE MOF FOR THEIR PROPOSAL THAT JAPAN SHOULD
PLEDGE TO ACHIEVE THE DAC AVERAGE OF 0.35 PERCENT OR SOMETHING

ABOYE 1T WITHIN A DEFINITE TIMETABLE. TAKESHITA IS LIKELY TO BROKE

A COMPROMISE BETWEEN MINISTRIES ON HIS RETURMN FROM EURODPE NEXT WEEK,
BUT EXACT DETAILS MAY BE LEFT UNTIL AFTER THE SUMMIT, AND MFA MAY
WISH TO BE ABLE TO POINT TO INTERNATIOMAL EXPECTATIONS OF JAPAN
EXFRESEED AT THE TORONTO MEETING. WE STRESSED THE IMPORTANCE OF
MAKING PROGRESS AT THIS SUMMIT ON THE 3UB-3AHARAN DEBT INITIATIVE,
SAYING THAT, IF NECESSARY, WE WERE PREPARED TO BE SOMEWHAT FLEXIBLE
IN ORDER TO ACHIEWE THIS. WHILE NOTING THAT THE U3 STILL SEEMED
OGPPOSED, MFA 5AID THAT, ALTHOUGH IT MIGHT LEGALLY BE DIFFICULT FOR
JAPAN TO REDUCE INTEREST RATES ON RESCHEDULED DEBT, WORPING WHICH
ALLOWED COQUNTRIES TO CONTRIBUTE BY ALTERNATIVE EGUIVALENT MEASURES
WOULD HAVE JAPANESE 3ZUPPORT: JAPAN WOULD THEN BE ABLE TO POINT TO
IT5 20LLARS 400 MILLION UNTIED GRANT AID TO SUB-S5AHARAN AFRICA
ANNOUNCED AT VENICE LAST YEAR, AND POSSIBLY TO AN EXPANDED GRANT
ELEMENT IMW ANY NEW AID PACKAGE.

TRADE
&. JAPAN WILI STRESS PROGRESS IN THE URUGUAY ROUND A3 THE BEST MEANS
OF WARDING OFF PROTECTIONISM, OFFICIALS BELIEVE IT WAS AGREED AMONG
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THE SHERPAS THAT PROTECTIONIST MEASURES AGAINST INVESTMENT WERE
EQUALLY TO BE RESISTED. JAPAN TLOOKED FOR COMMITMENTS THAT THE
US/CANADA FREE TRADE AGREEMENT AND THE UNIFCATION OF THE EC MARKET |
WOULD BE CARRIED OUT WITH RESPECT FOR THE PRINCIPLES OF THE OPEN |
WORLD ECONOMY AND NOT BE A STEP TOMARDS REGIOMALISM. BECAUSE OF

THE SENSITIVITIES OF NON G7 COUNTRIES, JAPAN THOUGHT THE SUMMIT WAS
NOT THE PLACE IN WHICH TO PRESCRIBE SPECIFIC IDEAS FOR AGREEMENT

IN THE GATT MID-TERM REVIEW, THOUGH INFORMAL DISCUSSIONS MIGHT

WELL TAKE PLACE.

NICS

7. ON THE NICS, JAPAN AGREED WITH THE UK THAT ONE NEEDED TO TAKE
ACCOUNT OF DIFFERENCES BETWEEN THE AZIAN NICS, ESPECIALLY HONG
KONG. THE APPROACH OF QUOTE SOME AMERICANS UNGUOTE WAS PREMATURE:
THE IMMEDIATE OBJECTIVE SHOULD BE TO MAKE THE NICS SEE S5SOME
ATTRACTION IN A DIALOGUE.

AGRICULTURE

8. WE EMPHASIZED THE NEED TO GIVE MOMENTUM TO AGRICULTURAL
NEGOTIATIONS IN THE URUGUAY ROUND, NOT ONLY FOR SUBSTANTIVE REASONS,
BUT ALSO BECAUSE OF THEIR INFLUENCE OM PROTECTIONISM AND OTHER AREAS
OF NEGOTIATION IMPORTANT TO JAPAN. THE JAPANESE ARE PUTTING IT ABOUT
THAT THIS IS A DIFFICULT ISS5UE BECAUSE OF THE LIKELIHOOD OF AN EL/US
CLASH AND 1T SHOULD NOT BE ALLOWED TO DOMINATE THE SUMMILT MEETING.
THEY ARE SCEPTICAL OF THE VALUE OF THE COMPROMISE LANGUAGE AGREED AT
THE OECD MINISTERIAL, ALTHOUGH MFA SAID THAT IT WAS A BASIS ON WHICH
DISCUSSION COULD BEGIN. AT TORONTO JAPAN WOULD NOT TRY TO POUR coLp
WATER OM THE IDEA OF PROGRESS IN THE URUGUAY ROUND: BUT THERE SHOULD
BE A BALANCE IN THE ROUND BETWEEN THIS AND OTHER IS3UES. THE MFA
ACCEPTED THAT JAPAN 3HOULD, IN DUE COURSE, MAKE ITS OWN CONTRIBUTION
TO IMPROVING THE CLIMATE OF NEGOTIATIONS BEYOND ABSTAINING FRORM
EXPORT SUBSIDIES (WHICH JAPAMESE FARMERS REGARDED AS A SUFFICIENT
CONTIBUTION) , BUT AGRICULTURE SHOULD NOT BE SINGLED OUT FOR PRIORITY
TREATMENT .

POLITICAL AND OTHER ISSUES

9. KITAMURA WAS CONSCIOUS OF CRITICISM THAT LAST YEAR'S SUMMIT WAS
OVERSHADOWED BY POLITICAL STATEMENTS AND EXPECTS TORONTD TO PRODUCE
PERMAPS ONLY ONE, ALBEIT FAIRLY COMPREHENSIVE, FOCOSS5ING ON

EAST/WEST RELATIONS. A5 PART OF DISCUSSIONS ON THIS, JAPAN NOULD

SEE VALUE IN AN EXCHANGE ON SINO/SOVIET RELATIONS AND A COMPARISON

AF SOVIET GLASNOST AND CHINESE OPEN DOOR POLICIES. LEADERS MIGHT

NOT HAVE TIME TO DISCUSS POLITICAL ISSUES MUCH BEYOND THIS, BUT JAPAN
ACCEPTING OUR INTEREST IN TERRORISM, WOULD LIKE THE SUMMET TO GIVE
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S0ME MORAL SUFFORT TO THE KOREANS BY MAKING A COMMITMENT, EVEN IF NOT
AN EXPLICIT PUBLIC ONE, TO PREVENTING ACTS OF TERRORISM AT THE
OLYMPIC GAMES. KITAMURA SUSPECTED THAT THE US PLAN FOR A JOINT
AG3ISTANCE PROGRAMME TO THE PHILIPPINES WOULD BE RAISED, THOUGH THE
MFA SEEMED CONCERNED THAT THE AMERICANS MIGHT PLACE TOD MUCH EMPHASIS
OM THE STRATEGIC IMPORTANCE OF THE PACIFIC IN AN ATTEMPT TO PUT
PRESSURE ON ALLIES. SUCH PRESSURE MIGHT BE COUNTER=-PRODUCTIVE IN
JAFAN TO THEIR EFFORTS TO INCREASE AID TO THE PHILIPPINES. UNO WOULD
PROBABLY WELCOME A DISCUSS5ION OF THE MIDDLE EAST, WHICH HE WOULD BE
VISITING IMMEDIATELY AFTER TORONTO, AND CAMBODIA ALTHOUGHT KITAMURA
ACCEPTED THAT THE AGENDA WAS ALREADY FAIRLY FULL. FIMNALLY, MFA SAID
THEY WERE NOT KEEN TO DEVOTE TOO MUCH TIME TO DISCUSSION OF BRUGS OR
ENVIRONMENTAL ISSUES. THEY 3SAW SOME VALUE IN THE PRIME MINISTER'S
FROPOSAL FOR AN INFORMAL DISCUSSION OF THE PROBLEMS FOR GOVERNMENTS
OF MEETING THE REQUIREMENTS OF AN AGEING SOCIETY. KITAMURA DID NOT
MENTION THE HUMAN SCIENCE FRONTIER PROJECT (BUT SEEM MY TELNO EJECT
05 COFPI1ED TO FCO.)

COMMENT

10. THE JAPANESE BELIEVE, AND HOPE, THAT THIS IS NOT SHAPING UP TO
BE A PARTICULARLY DRAMATIC SUMMIT. THEY WILL PUT THEIR BEST FEET
FORWARD BY PUBLICISING THE PERFORMANCE OF THEIR OWN ECONOMY AND
THEIR NEW CDA PROPOSALS. BUT THEY WILL RESIST ATTEMPTS TO FOCLUS
ATTENTION ON AGRICULTURE, PREFERRING TO SUBSUME THE ISSUE IMN GENERAL
DISCUSSION OF THE URUGUAY ROUND. THEIR GEMERAL ASSESSMENT IS THAT
THERE WILL BE LE3S PRESSURE ON JAPAN TO DO ANYTHING FURTHER TO
REDUCE THEIR OWN TRADE IMBALANCE.
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Closer eccnomic cooperation among the world's industrialised countries
has borne some fruilc in the past six months, and the prospects for world
growth in 12EE apd 1989 are now bhrlghter than was [oreseen after the slump
in world stock markets in late—-1987.

Howewer, the condition of the world economy is still precarious,
financial markets remain very nerysig, and ehe restoration of businass
confidance still has a leng way tea go. Az at Venlce last vear, the
principﬂ] prnh]!mﬁ af the world sconomy are inadequate growth, lnrge
corrent account imbalances, and the rumbling crisis of Third World
indebredness.

It must be the urgent priority of the Heads of Skate and Government
meeting in Torcnto to provide strong political leadership &0 as to bolster
business confidence = which is the key to Lnwvestment, trade and growth -
that their countries can cooperate effectively to lift the world onko a
sounder economic path for the 1590s,

The ICC believes thsat the leadership aof the countries represented at
the Toronto Summit i especially vital in thres main areas ;

1} Ta lmprove interpational coordination of natipnal economic policies in
the intercst of mere balanced and sustainable world growth. The principal
policy challenge facing the industrialised countries today 15 to reduce
world current account imbalances without precipitating recession or
sacrificing hard=won gaing on the inflation front. It is their shared
responsibility to pursue coordinated economic policies which,; in their
aggregate, convince the markets that the prevalling imbalances are belikg
steered firsly 4f gradually towards a much lower and sustainable level.

2} 7o achieve a =uccessful outcome to the Uraguay Round of multilateral
trade negotations, The fortheoming mid-term review of the Round at
Ministerial level must record S0 SubLtantive agreemehcs £o boost the
confidence of bBusiness and the financial markets at the half-way stage.
The 100 believes concrete progress is feasible as well as desirable in
Ehe following areas : rollback, dispute settlemant, trade policy review,
rrada-finance linkages, tropical produces, agricultors, subsidiss,
tariffs, trade-related aspacts of intellectual property righte, and a
framework for libkeralising trade in services. Action to amelicrate the
grigis conditions in world agriculture is esspecially wital.

3} To gradually resclve the problem of Third World indebtadness. A
successful strategy mist have four key elements : Faster growth in the
industrialised world, a more open trading environment £o improve access
far devaloping country eMports, growth-oriented strustural adjustment

in the indebted countries, and additicnal external Ffinancing in support of
effective adjustmont programmes. This broad strategy should underlie

Ehe case-by-case approach to debt problems which the ICC continues to
believe is correct since it enables adjustment programmes and £inancing
flows to be tailored to the circumstances of individual countries.




The MNeed for Strong Political Leadership

The Toronto Summic will ke opening exactly eight monchs to BEhe day
since "RBlack Monday", when world stock markets began a dramatic collapse
and the dollar dropped sharply in thely wake. Thase events in lake—=1987
were a painful vindication of the warning the IT0C had issued in 1Es
gtatement to the Venice Summit that there was a serions loss of business
confidence in the joint resclution of governments to confronkt effectively
the =any dangers facing the world economy. Regrettably, the Venice
meating itsell was widely regarded as a non—event which further eroded Ehe
credibility of thes participating governments. "Black Monday™ was in part
the verdict of the financial markekts on the fajilure of governments to live
up to their responsibilities, and indeed commitments, in an interdepandant
warld.

As 1987 drew Ea 3 plose, the outlook far economic growkh in the
industrialised countries, which was alresady modest enough, looked to be
further endangered by the orospect that consumers and investors would cut
back on their exoenditures. World recession appeared a serious
rossibility. In the event, such fears have fortunately failed to
paterialise, Indemsd, the first helf of 1980 has seen a number of
surprisingly favourable developmonts. The slump in equity prices appears
to have had a negligible impact on consumer demand,; particularly in the 035
where the negative effacks had been expected to be strongest, With
resiliont consumer demand, rapidly rising exports and growing investment,
15 egcononic orowth has remained robust, More welcome astill has been the
pronsunc=ad rise in the rate of growth of the Japanese economy and, very
cignificantly, its crientation towards domestic demand. Even in sluggish
Furope, growth in 1955 now looks likely to be somewhat higher than was
foreseen at the beginning of the year, In addition, in volume terms
igpaortant progress has been made to redece the current account imbalances
hetween the major trading countries; and, thanks to mpare Commltted
cooparation betwaen all the countries concerned, currency exchange rates
hava ramained relatively stable so far this year.

Theze achievemoants, however, are in relation to & situation for 1988
which once threatansd o be much worse. They should not distract
ateantion from the facra that the condition of the world economy 18 still
presarious, financial markets remain very mervous, and the restoration of
busincss canfidence still has a long way to go. Moreover, although
curront farecasts ara for the industrialised countries to grow on AVerago
at around 3 per ecent during 1988, that Ffigure will be too modest to make a
positive impact on Buropsan unemployment, or to raise significantly the
export earnings of (ndsbted developing countrias. Fhile the terms of
trade of developing countries have been recovering with the rise in
commodity prices, their aggregate debt now amounts te § 1.2 trillion,
having risen by $ 95 billion in 1987. This huge burden continues to be a
ing jor drag on their investment, develcopment and creditworthiness - and on
the growth prospects for the world econcmy as a whale, And deapite
encouraging evidence that current account imbalances have begun to fall in
yolume terms, they will continue to remain wvery large In the next few

YEALE .




Fimally, the ICC wishes to record its concern at recenktly-emerging
§lOgns,; wWLEALn Ehe deueiupﬂd Hﬂrld, of econamic nationalism and P[gtectic-
nism towards inkerpational investeent, We strongly believe that an open
investmant climate 15 crucial to the faster growth of international trade
and the world economy. We therefore welcome the undertaking of Ministers
at the DECO Council meeting in May this year to resist pressures
against foreign investment and to fulfil and strengthen their
internaticnal commitments in thix area,

As at Venice last year, the principal problems of the world economy
today are inadeguate growth, large current account imbalances, and the
rumbling crisis of Third World indebtedness. It must be the argent
priority of the Heads of Btate and Government meetlng in Toronto Eo
bolster business confidence = which 1% the key to investment, trade and
growth = that their countries can cooperate effectively to lift the world
onto @ sounder and healthier economic path for the 1990s. & start has
been made which has borne some fruit in the past six momths. Bubk i is
only a start and there is still & wvery long way Lo go. Business is
looking to Toronto for the strong political leadership and unambiguous
apirit of cooperaticn which it had hoped, but failed, to see emerge from
the Venice Summit a year ageo.

The [0, representing business throughout the world, believes that
the leadership of the countries represented at the Torontd Summit is
pepoctally wital in thres main areas ¢ to improve international
cocgrdinatisn of national ecconomic poalicies in the interest of more
balanced and mare sustsinable world growth: to achisve a susessaful
aorcome to Ehe Urguguay Round of muitilateral trade negotiakiong; and EO
aradually resoclve the proklem of Third World indebtedness.

Policy Coordination and Structural Adjustment

With national economies as interdependent as they are taday, active
poliey coocrdination by the main industrialised countries 1§ crucial Ed
imnrowving the performance of the world economy. Those countries should
build on the us=ful stepgs they have already taken to establish cffectiwve
arrangaments for the systematic, collective monitoring of ecdnomic
fundamentals and the promotion of necessary adjustsents to national macro-
and micro-econonic policies.

The principal palicy challenge facing the industrialised countries
today 1s to reduce current account imbalanges 1h order to ensure more
svenly-balanced and sustainable sconomic sxXpansion. Exchange rate
adjustments can be only part of that process. They have to be
complamented by an appropriate mix of fiscal, monetary and structural
adjustment policies. Specifically:

= Taa OSA must persevere with the reduction of its Federal budget deficit,
stimulate private sector savings, and maintain its monetary policy
obiactive of keaping inflation in check;

- Japan must seek to sustain its recent rapid growth and the orientation
towards domestic demand while, at the same time, maintaining price
stability. In addition, various micro-egonemic reforms in taxation,
agricultore &nd its distribution system would help accelerate the process
of reducing Japan's external surplus;




= ag for Europe and Canada, the main task is still to break down
structural rigidities which impede faster non-inflationary growth., Here
the priorities must be to reduce government regulation and taxation of
sooRomElc activity, curb industrial and agricultueral subsidies, and further
liberalise labour and financial markets;

= Fipnally, to go beyond the countries represented at Toronto,; certain
newly=industrialized countries in Asia with high growth rates and large
aurreant account sarpluses have Ehe ability and the responziblliley to
cantribute towards the redustian of global ishalances By sxpanding
domestic demand, apraluing their esxchange rates, and liberalising their
imports.

tn the basis of present policies, and at current exchange rates and/Sor
interest rate differentials, the pawinding of the large current acsount
imbalances in the industrialized world geams likely to be & slow and
laboricus process. In other words, the world will have to live for the
faraseeabkle foture with a Uf carrent acocount deficit which, in dollar
terms, will remain very high = unless the U8 plunges into recession, which
would be in the interest of no-one, In such cireusstances, the Ffinancial
markets will remain nervous. A sluggish reduction of the UE current
account deficit and/or a sharp rise in US bond yields could trigger a
fright in the world'as foreign exchange and/or eguity markets. If a repeat
of the events of late-1987 ia eo be avoided - and they can hawve left
little doubt about the strong lnterackion today of bond, stock and foreign
exchangs markets = there must be close coprdination among all geovernments
in the industrialised, and mewly=-industrialised, world to pursue policies
which in their aggregate convince the markets that the prevailing current
account imbalances are being steered fiemly if gradually towards a much
lower and sustéainable level, Redocing world current account imbalances
without precipitating recession of saccificing hasd-won gains on the
inflacion front is, im particulsar, the shared responsibility of all the
countries represented at the Toronto Sammit.

The Craguay Round

Protectionism is a major threat to world growth and the ICC has
throughout its existence fought againat it. We therefore strongly
gupposrted the launching of the Uruguay Round of multilateral trade
negotiations amd welcomad the re-affirmation by Ministars at Punta dal
Este of their compitment to liheralising international trade.

Unfortunately, the spirit of goodwill and compromize which
characterised the Punta del Este meeting has been followed bBY an incréade
in tensions and disputes im internaticnal trade relations. Tt is & matter
of particular concern that the disputes have been predominantly among the
countries represented at Toronto = who cught £o be prowviding leadership by
satking a good example to the rest of the warld,

The I0C beliewes that a successful outcome to the Uruguay Round will
be an indispensable element in any credible strategy te shift the world
goonomy onta a8 higher growth path in the 1990a. Though a successful
outcome is in the clear self-interest of developing countries, which sust
therefore make an active and positive contribubion to the negotiations,
the primary responsibility rests on the industrialised nations, and
particularly on the Us, EC and Japan, The opportunity of the Uruguay
Raurd must be seized to reverse protectionism, liberalise trade further,




and strengthen GATT disciplines. A major objective must be to restore
faith in the fairness and dependability of the multilateral trading
system. That means fair rules, ¢lear rules, and enforceable rules. All
this is essential for business confidence. Producers, investors, traders
and job-creators must have a known, stable and reliable framework in which
to make decisions for the longer term.

[}

The ICC has welcomed the decision to hold a mid=term review of the
Uruguay Round at Ministerial level this coming December in the country
whare the Toronto Sommit participants are meeting. We believe it is wvital
that Ministers use that occasion to send out a positive signal; especially
ta the warld business community and the financial markets. And a positiwve
signal will be that the Round has somé concrete agreements to its credit
by the time of the Montreal review. Demonstrable, gubstantive prograss in
a number of arsas of the pegotiations would give a major boost to business
confidence. To that end, we call uwpon the participants in the Toronto
Summit Eo give their negotiatars a clear directive from the highest
political level. In this context, we recall that the Declaration issued by
the participants in last year's Venice Summit reiterated the principle
agreed at Punta del Este, namely : '..... agreements reached &t an sarly
stage might be implemented on & provisional or definitive basis by
agresment mrior to the formal conclugion of the negotiations®.

The ICC baliswves that concrete progrezs ia the following areazs of the
Uruguay Found negotiations ought to be feasible as well as desirahle
by che time of the HMontreal reviewv ;

{i} FRollback : At Punta decl Este, Ministeras bound themselves ko the
“progressive isplementation” of the rollback commitment during the
Eimeframe of the negotiations. It therefore seems reasonable to amxpack
that & mid-term review will include evidence of scme progress im this
Ared.

{ii] Erocedursl areas : The ICC takes the view that a number of areas

of the negotiations concern primarily procedural matters which can and
should Be dealt with separately since, unlike substantive issues, they are
not the real steff of trade-offs inm a normal bargaining process. 5Such
areas are dispute settlement, trade policy review, greater Ministerial
invalvement in the work of the GATT, and the strengthening of policy=
Formatian linkages in trade and financial matters. We understand that the
negotiating groups on the Functioning of the GATT System and on Dispute
Satklemant have both made considerable progress already. We have high
hopes of them in the mid-term view.

{iii) Tropical products : The TICC is also pleased that significant progress
has apparently been made to date in the nagotiating group on Tropical
Products. The Punta dal Este Declaration provided for special attention
and early implementation in this area; and we trust that the Monktreal
meeting will produce a concrete agreament for the benafit of a large
number of poor countries.

{iv) Agriculture : The ICC takes the very strong view that the Montreal
meeting must demonstrate some measure of concrete progress in the compleX
but core area of agriculture, Business continues to be extremely
concerned about the state of world agricultural production and trade.

we: deeply deplore the distortions and diversion of resources which
existing asgricultural support systems have brought about, at encrmous cost
to taxpayers and consumers in the industrialised world, and to the




agricultural sector in many developing and smaller developed countries.
Wa also fear that international disputes in this area are souring trading
relations generally, with adverse consequences for other secters. WHe
balieve world agriculeture iz in such a seate of erisis thar refora is
urﬂent now to reverse averproduccion and competitive ﬂubﬁidising. Sonc
initial steps in that direction must form part of the mid-term review.
The Mimisterial meeting of the DECD Council in May 1987 raised hopes of
real reform in agriculture by an agresment which wag Eorthright amnd
pracige in its analysie af bath the prablems and the necessary solukions.
A month later, the Veniece Summit ondorsed the cosslitments in ehat
agresment and highlighted the "urgency™ of the agricultural problem. Since
then there Ras bean precious little Eign of urgency; the fins wards af
spring last vear have essentially remained just that. It is high time
that the governments represented in Toronto gave a bold lead to translate
them ints action on the scale required,

{w¥} Other areas : Finally, the ICC belisves that the mid-term review
could and should &lse produce some concrete progress in the arsas of
subsidies, tariffs, trade-related aspects of intellectual property rights,
and a framewocrk for liberalising trade in services. Since the ICC attaches
pajor importance to the new fssues in the Round, we would also urge
Ministers at Montreal to give clearer direction £ the pioneering work

on trade=-related investment measures.

Third World Indebtedness

Third world indebtedness continues o wWweigh heawvily on the prospects
for the world econamy as a whole, 1n addition to itks abwvioos drag on the
development efforts af many poor countries who are suffering low growth,
falling living standards, rising anesploynent, and enviconmental
degradation. Despite the attention devoted to this major problem over the
past half-decade, it is still wvery muchk to the fore. Although 1987 saw
the first sigrnificant fall in the debit=-export ratio of Thicd World
connsries since the onset of theqdebt crisis; the IMF s forsecasting that
their aggregate ratio is likely to be 130 per cent Lo 19839, whicn is
significantcly higher than the 120 per cent recorded ln 1982,

The ICC has continually stressed that thers are four Rey slements in
a successful strategy for resolving the debt problem : faster growth
in the industrialised world, a more open trading enviranment to improve
geepas for developing country exports, growbth-oriented structoral
gaqustment in the indebted countries, and additional axternal financing in
support of effective adjustment programmes. This broad strategy should
anderlies the case-by-case approach to debt problems which the ICC
continues to believe is ecorrect since it enables adjustment programmes and
fimancing flows to bBe tailered to the circumstances of individoal
counkrisa, In particular, different approaches are neceszary towards the
small low-income countries and the hsavily-indebred middle-income
eounkEries.

The ICC wery much welcomes the trand towards growing sconomic
liberalisation amd the encouragement of private enterprise throughout the
developing world. Such an evolution will inject more Flexibility into
Third wWorld economies and consequently a greater capacity For ongoing
structural adjustment. Within current structoral &djustment programmes,
the emphasis should be on promoting privatisation, strengthening the local
agriculrural sector, and liberalising external trade regimes, as well as
the pursult of sound fiscal, monétary and exchange rate policies. The
Uruguay RBound negotiations provide an excellent opportunity for many
hicherto inward=locking developing countries to lock themselves more




firmly 1neo the world economy a5 well as to seek a reduction in
induserliallised COUntry barriers ©o their BEXpEOrTH.

The ICC welcomeas a number of steps governments have taken owver the
past year which are conducive to easing the debt problem. We consider
the creation of the Multilateral Investment Guarantes Agency to be an
impartant achisvement which will &55ist the highly desirable process of
ipereasing the flow of direct foreign investment to developing countries.
e alasn welpome the recently=agreed increase inm the gensral capital of
thée World Bank, the creation of the IMFP's External Contingency Mechanism
and its Eshanced Structural Adjustment Fasility, the strefigthening of the
IMF'"s Extended Fund Fadility, d4nd the specidl assistance arrangements for
gub-Saharan Bfrica. It is essential, however, that thase snlarged
afficial resporces are used efficiently to support affeckive programmes of
structural adijustment and macro-econonic reform,

Thae ICC has constantly called upon the commercial banks to maintain
their landing to countries which have embarked on necessary internal
reforma, and we hawve urged them to display flexibility and innovatiwveness
towards bthe debt problem. We welgome the emergence of the "menu-approach"
of new financing options - such as debt-equity swaps, debt-bond
conversions and other forms of debt exchange = as an impartant development
which permits debtors and creditors to share the discounts on existing
debt asd the potential benefits from successful structural adjustmant.
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TORONTO ECONOMIC SUMMIT: FRENCH VIEWS.

SUMMAR Y
T. NO SURPRISES IN QUAI D'OR3AY VIEW. DEBT AND AGRICULTURE AT TOP OF
FRENCH PRIORITIES.

DETALL
2. QUVRIEU (ECONOMIC DIRECTOR, QUAI D'ORSAY) GAVE THE MINISTER A
BRIEF ACCOUNT OF FRENCH APPROACH TO TORONTO. HE MADE CLEAR THAT
FRENCH THINKING WA3 FAR FROM FULLY DEVELOPED: IT WOULD BE USEFUL TO
SPEAK. FURTHER BETWEEN THE NEXT SHERPAS' MEETING AND THE SUMMIT.

3. AGRICULTURE AND DEBT WERE FRANCE'S MAIN PREOCCUPATIONS. QUVRIEU
EXPECTED A US OFFENSIVE TO QUOTE SINGULARISE UNGUOTE AGRICULTURE. HE
WAS UNRESPONZIVE TO ARGUMENTS THAT TORONTO SHOULD GIVE AN IMPETUS TO

. PROGRESS AT THE GATT MID-TERM MEETING. THE AGREEMENT REACHED AT THE

QECD MINISTERIAL MEETING WAS DELICATE AMD HAD BEEN REACHEDR WITH
DIFFICULTY. THE SUMMIT SEVEN SHOULD BASE THEMSELVES ON THAT AT
TORONTO, AND NOT TRY TO PREJUDEE THE RESULTS OF THE GATT MTHM.

4., DUVRIEU CONFIRMED THAT FRENCH IDEAS ON DEBT (PARIS TELNODO 534)
WERE >TILL AT THE STAGE OF REFLECTION. HE TOOK NOTE OF QUR POINT
THAT THEY SHOULD BE COMPATIBLE WITH THE CHANCELLOR'3 IDEAS.

. OUVRIEU EXPECTED A PRETTY EASY DISCUSSION ON MACRO-ECONOMIC
POLICY AMD INTERNATIONAL COOPERATIOM. THE JAPANESE HAD DONE WELL.
THE ONLY POINT LIKELY TO CAUSE TENSION, MAINLY WITH THE AMERICANS,
WAS THE GERMAN'S RECORD ON GROWTH AND THEIR PERSISTENT SURPLUS ON

CURRENT ACCOUNT.

6. OUVRIEU FAVOURED A& MORE ACTIVE DIALOGUE WITH THE ASIAN NIES. HE
SAW THE OECD A% THE RIGHT FRAMEWORK FOR THIS, UNDER THE TUTELAGE OF
THE SECRETARY-GENERAL RATHER THAN AT, 5SAY, A MEETING HOSTEDR BY JAFAN
WHILH WOULD TEND TO EMPHASISE JAPAN'S LEADERSHIP ROLE. THERE SHOULD
BE VARIABLE GEOMETRY IN THE PACESMEANS OF INTEGRATION. OUWRIEU SAMW
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MY REBSON WHY THIS SHOULD BE A DIFFICULT SUBJECT AT TOROWNTO.

T« WE CAET A FLY AS TO ANY OTHER FRENCH INITIATIVES (BESIDES DEBT).
OUVRIEU pID NOT EXPECT ANY. RESEARCH/EDUCATION {ON WHICH THE
CANADIAMNS HAD TOLDP US THE FRENCH MIGHT BE COOKINGE SOMETHING UP)
PROVIDEDR G000 THEMES FOR INFORMA[L DISCUSSICOM BETWEEM HEADS DF STATE
AND GOVERNMENTS (ADAPTATION OF WOIRK FORCE TO MEW TECHNOLOGIES:
ADAPTATION OF EDUCATION TO MODERN MEEDS5Y . BUT IT WAS UNLIKELY THAT
MITTERRAND WOULD LAUNCH DISCUSSION ON THI3 OCCASION. FRANCE HAD NO
PARTICULAR INTEREST IMN DISCUSSION OF THE ENMVIROMNMENT, BUT WOULD NOT
OBJECT TO IT.

8. FCO PLEASE ADVANCE PRAITHWAITE, AND LITTLER (TREAZURY).

LLEWELLYN SMITH

BISTRIBUTION
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IKFO ROUTIMNE TOKYD, WASHINGTON, OTTAWA, ROME, PARIS, UKIMIS GEMNEVA
INFO ROUTINE UKREP BRUSSELS

GERMAN VIEWS ON TORONTO ECONOMIC SUNMMIT

SUMMARY
1. ECONOMICS MINISTRY AND FEDERAL CHANCELLERY HOPE FOR RECOGNITION
AT TORONTO OF WHAT THE EC ACHIEVED OM AGRICULTURE AT _THE BRUSSELS
EGUHETIJ_HND FOR PATIEHIE‘WFTEE’THEEE MEASURES TAKE EFFECT.
ECOMOMICS MINISTRY PESSIMISTIC OM AGRICULTURE FOLLOWING THE OECD
MINISTERIAL OMN 18=-19 MAY, BUT BELIEVE THERE ARE A FEW PODSITIVE
POINTS ON OTHER GATT MATTERS WITH WHICH TD BOLSTER THE MTM. OM THE
MACRO-ECONOMIC SIDE THEY BELIEVE THE SUMMIT MILL HAVE A 600D IF
UNDRAMATIC STORY TO REPORT. AFFIRMATION BY THE FEDERAL CHAMNCELLERY
THAT MO GERMAN INITIATIVE ON THE ENVIRONMENT IS5 PLANMNED.

.

DETAIL.

2. DURING A CALL ON VON WUERZEN (STATE SECRETARY, ECONOMICS
MINISTRY)Y ON 30 MAY, I SOUGHMT VIEWS ON PROSPECTS FOR TORONTO, I
SUGGESTED THAT WE NEEDED TC FIND A SOLUTIDN IN THE AGRICULTURAL AREA
WHICH AVOIDED PUBLIC DISAGREEMENT. VOMN WUERZEN REFERRED TO THE QECD
MINISTERIAL MEETLING ON 1§EE§ MAY AND SAID HE WAS UNIMPRESSED BY THE
COMPROMISE FORMULA OF A ""FRAMEWORK APPROACH''. HE WAS NOT
OPTIMISTIC ABQUT AGREEMENT ON AERIEULTUHE AT TORONTO, THOUGH HE

THE OECD MEETING. KUEHN, WHO WAS ALSO PRESENT, SAID THAT HAVING
AGREED TD A RATHER EMPTY ''FRAMEWORK APPROACH'' FORMULA IN QECD,
LT WOULD BE DIFFICULT TO FIND A FURTHER AND MORE MEANINGFUL
FORMULATION 50 SOON THEREAFTER.

3. ON OTHER GATT MATTERS VON WUERZEN WAS MORE OPTIMISTIC, THINKING
THERE WERE SOME POSITIVE POINTS WITH WHICH TO BOLSTER THE MTM. HE
REFERRED PARTICULARLY TO INSTITUTIONAL QUESTIONS AND ADDED THAT THE
’EG WOULD WELCOME MORE FREGUENT MINISTERIAL MEETINGS. THERE WAS A
FOSSIBILITY OF HDUEHEHT ON INTELLECTUAL PROPERTY, ALTHOUGH THE US
DEMAND S HEEE TGD HIEH. SERVICES WERE AT TOO EAHL? A STAGE. ON
ROLL-BACK VON WUERZEN SPECIFICALLY SAID THE GERMANS HOPED TO FIND
THE EC PUT UNDER PRESSURE.

FPAGE 1
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4. I ASKED WHAT THE PROSPECTS WERE THEN FOR A SUCCESSFUL SUMMIT. HE
THOUGHT WE WOULD HAVE SOME G00D THINGS TO 5AY ON THE MACRO=-ECONOMIC
SIDE. THE US COULD REFER TO THE REDUCTIONS IMN ITS DEFICITS AND THE
RISE OF ITS SAVINGS RATIO, BOTH JAPAN AND GERMANY COULD REFER TO
STRUCTURAL IMPROVEMENTS, EVEN IF FASTER PROGRESS WOULD MAVE BEEN
DESIRABLE. THE GERMANS WOULD BE TOLD THAT THEY COULD BOOST DOMESTIC
EEMAND BUT THERE WOULD BE NO REVIVAL OF THE LOCOMOTIVE THEORY. IN
GENERAL, HE SAW A MEETING WITHOUT DRAMA AGAINST A GEMERALLY
SATISFACTORY ECONOMIC BACK GROUND.

5. IN AN EARLIER COMVERSATION WITH GRIMM (CHANCELLERY) HE EXPLAINED
THAT AGRICULTURE AND THE TORONTO SUMMIT HAD BEEN DISCUSSED BETWEEN
KOHL AND MULROMEY DURING THE LATTER'S VISIT TO BONN. KOHL HAD SAILD
THERE SHOULD BE AN HONEST STOCK-TAKING OF THE PROSPECTS FOR
AGRICULTURE, OF THE WORLD SITUATION AND OF THE IDEAS BEING ADVANCED
TO SOLVE CURRENT PROBLEMS. THE EC WAS ENTITLED TO RECOGNITION THAT
WE HAD PUT DUR OWN _HOUSE IN ORDER, AND TO PATIEWCE WHILE THE RESULTS
BEGAN TO SHOW. IT HAD TO BE UNDERSTOOD THAT WHILE IT WAS NOT IN
EUROPEAN IMTERESTS TO OVERPRODUCE AND DUMP PRODUCTS ON THE WORLD
MARKET, NOR COULD WE BE EXPECTED TO ACCEPT HIGHER IMPORTS FROM THE

US, KOHL WOULD PREFER A MODEST POLITICAL AGREEMENT TO MAJOR
COMMITMENTS ON THE LINES OF THOSE SOUGHT BY THE US,., GRIMM ADDED THAT
THE JAPANESE COULD BE EXPECTED TO BE COOPERATIVE SINCE THEY WERE IN
NO POSLITION TO CRITICISE OTHERS" AGRICULTURAL POLICIES.

i

5. ON THE ENVIRONMENT, GRIMM STRESSED THAT THE CHANCELLOR HAD A
CLOSE INTEREST IN THE SUBJECT BUT AFFIRMED EXPRESSLY THAT THE
GERMANS WERE NOT PREPARING ANY INITIATIVES IN THAT FIELD.

FOR TORONTD.

7. BETWEEN NOW AND THE SUMMIT, I EXPECT TO HAVE OPPORTUNITIES TO
PLlaCUSS THE GERMAN APPROACH WITH TIETMEYER, KITTEL (AGRICULTURE
MINISTRY}) AND JELONEK AWD SUDHOFF C(AUSWAERTIGES AMT). I SHALL REPORT
| FURTHER AS APPROPRIATE.

MALLABY

PAGE '
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From the Private Secretary 31 May 1988

ECONOMIC SUMMIT: MESSAGE FROM THE UNITED MATIONS
SECEETARY GENERAL

I enclose a copy of a message to the Prime Minister from
the United Nations Secretary General about the forthcoming
Economic SBummit. As you will see, it deals principally with
matters of debt and agriculture. I should be grateful for a
draft reply, prepared in conjunction with the Departments

principally concernad.

I am copying this letter and enclosure to Alex Allan (HM
Treasury), Stephen Ratcliffe (Department of Trade and
Industry)] and Shirley Stagg (Ministry of Agriculture,
Fisheries and Food).

charles Powell

Lyn Parker, Eaq.,
Foreign and Commonwealth Cffice.
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INFO RODUTINE UKDEL IMF/IBRD WASHINGTON o
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TORONTO ECONCMIC 5UMMIT: FRENCH DEBT INITIATIVE.

SUMMARY
1. TRESOR CONFIRM THAT A FRENCH DEBT INITIATIVE WILL BE ANNOUNCEDR AT
OR_BEFDRE TOROMIO. DETAILS NOT YET DECIDED, BUT LIKELY TO BE
COMPATIELE WITH CHANTELLOR'S SUB-SAHARAN AFRICA INITIATIVE, PARTNERS

TO"BE CONSULTED IN ADVANCE.

DETAIL
2. SAMUEL-LAJEUNESSE (TRES0R)} CONFIRMED TODAY THAT THE TRESOR ARE
WORKING ON A FRENCH INITIATIVE TO RELIEVE THE DEBT OF GUOTE THE
POOREST AND MOST INDEBTED COUNTRIES, ESPECIALLY IN AFRICA UNQUOTE.
THE GETAILS HAD NOT YET BEEW SETTLED BUT THE INITIATIVE WAS LIKELY
TO COVER THE CANCELLATIDN OF SOME AID DEBTS AND REDUCTION OF
INTEREST RATES ON OTHER DEBTS. IT WOULD THUS BE CONSISTENT WITH THE
CHANCELLOR'S SUB-SAHARAN AFRICAN INITIATIVE, COVERING ITS FIRST
(CONVERSION OF AID LOANS TO GRANTS) AND THLIRD (INTEREST RELIEF ON
RESCHEDULED PARI3 CLUB DEBT) VOLETS. THE FRENCH WOULD WANT TO SOUND
OUT CERTAIN PARTNERS, INCLUDING U5, BEFORE THE INITIATIVE WAS
ANNOUNCED, BUT IT WAS NOT YET CLEAR WHETHER THEY WOULD BE IN A
POSITION TO DO 50 AT THIS WEEK'S FINAL SHERPAS MEETING.

INITIATIVE AND STRESZSED THE IMPORTANCE OF COMPATIBILITY WITH THE
CHANCELLOR'S IDEAS.

. SAMUEL-LAJEUNESSE S5AID HE WOULD BE ATTENDING THE AFRICAN
PEVELOPOMENT BANK MEETING IN ABIDJAN THIS WEEK, AT WHICH THE CURRENT

FRENCH IDEAD MIGHT BE DISCUSSED FURTHER.

5. FCO PLEASE ADVANCE TO BRAITHWAITE, RICHARDSON (ERD}, LITTLER,
MOUNTFIELD (TREASURY).

FERGUSS50ON

PAGE 1
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FCR PRIVATE .SECRETARY

SUMMIT SEVEN TORONTO ECONOMIC SUMMIT: TERRORISM

1. THE SUMMIT SEVEN COUNTER TERRORISW EXPERT GROUP IS5 MEETING
IN DTTAWA ON 2 JUNE IN ADVANCE OF THE MEETING OF FOLITICAL
DIRECTORS AND SHERPAS IN TORONTO. THE GROUP NILL PREPARE A
PASSAGE ON TERRORISM FOR INCLUSION IN THE POLITICAL STATEMENT
SHOULD SHERPAS DECIDE THWAT ONE IS REGUIRED. MR WICKS WOULD LIKE
A TEXT, CLEARED WITH MINISTERS, IN_TIME FOR HIS DISCUSSION WITH
THE PRIME WINISTER ON 1 JUME, WE SHOULD THEREFORE BE GRATEFUL
FOR A TELEGRAPHIC REPLY DESKBY D109D01.

2. THE CANADIANS ARE WORKING OM A DRAFT TEXT BUT THEY HAVE
NOT S0 FAR BEEN ABLE TO LET US HAVE A SIGHT OF IT. THE
FOLLOWING IS THEREFORE OUR OWN DRAFT WHICH COMPRISES THE ELEMENTS
WHICH WE WISH TO SEE INCLUDED. BUT BILATERAL CONTACTS WHICH WE
HAVE HAD INDICATE THAT IT IS ALS0 CLOSE TO CANADIAN AND US
THINKIMNG.  THE 'WORK CURRENTLY UMDER WAY IN ICAD' (FOURTH
PARAGRAPH) 15 OF COURSE A REFERENCE TO THE SECRETARY OF STATE'S
FIVE POINT PLAN. THE CANADIANS FEEL THAT IT [S NOT NECESSARY

IN A TEXT OF THIS NATURE TO SPELL OUT THE POINTS IN DETAIL.

3. TEXT BEGINS.

-  HEADS OF STATE AND GOVERNMENT STRONGLY REAFFIRMED THEIR
CONDEMNATION OF INTERNATIONAL TERRORISM IN ALL ITS FORMS AND
THEIR COMMLIMENT TO STATEMENTS ON TERRORISM MADE AT
PREVIOUS SUMMITS.

= ' THEY DEPLORED RECENT THREATS TO AIR SECURITY, IN
PARTICULAR THE HIJACKING OF THE KUWAITI AIRCRAFT AND THE LOSS
OF LIFE INVOLVED, THEY EXPRESSED REGRET AND SERICGUS CONLERN
THAT THE HIJACKERS AND THE MURDERERS HAD BEEN ALLOWED TO GO
FREE.

-  THEY REITERATED THEIR DETERMINATION TO DETER AND COMBAT
THREATS TO THE SAFETY OF ALL TRAVELLERS BY EVERY MEANS POSSIBLE.
IN THIS CONTEXT, THEY REVIEWED AND ENDORSED THE
POSITIVE CONTRIBUTIONS WHICH HAD
BEEN MADE TO TRAVELLERS' SAFETY IN THE LAST YEAR, IN PARTICULAR
THE MONTREAL PROTOCOL FOR THE SUPPRESSION OF UNLAWFUL ACTS OF
VIDLENCE AT AIRPORTS SERVING INTERNATIONAL CIVIL AVIATION SIGNED

PAGE 1
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AT MOMTREAL OM 24 FESRUARY T9RBB,. AND THE IMD CONVENTION AND ON
THE SUPPRESSLION OF UNLARFUL ACTS AGAINST THE SAFETY OF MARITIME
NAYVIGATION SIGHED AT ROME ON 10 MARCH 19AB .

- THEY ALSO ENDORSED WORK CURRENTLY UNDERWAY IN THE
INTERNATIONAL CIVIL AVIATION ORGANISATION, IN DIRECT RESPONSE
TO THE RECENT KUWAITI AIRLIMNE MIJACKING, AIMED AT STRENGTHENING
INTERNATIONAL PROTECTION AGAINST SUCH HIJACKINGS. THEY UNDER-
TOOK TO'CO=-O0PERATE AT ICAD AND TO GIVE THEIR FULL
SUPPORT TO THE ADOPTION OF SUCH MEASURES.

- THEY REAFFIRMED THEIR COMMITMENT TOD CO-OPERATE TO
APPREHEND AND PROSECUTE TERRORISTS. THEY URGED OTHER GOVERNMENTS
TO JOIN THEW IN THIS anMITAEMT AND CONDEMNED GOVERNMENTS WHO
IN ANY WAY ASSISTED oR TOLERATED: TERRORISM, IN THIS CONTEXT,
THEY APPEALED TO ALL COUNTRIES WHAO WERE NOT PARTY TO THE
INTERNATIONAL CONVENTIONS ON TERRORISM TO ACEEDE AS A MATTER OF
PRIORITY, TEXT EMNDBS.,

i, "THE AMERICANS HAVE TWO FURTHER SUGGESTIONS IN MIND WHICH
THEY MAY PUT FORWARD: THAT WE SHOULD NOTE AGREEMENT TO
CO-OQRDINATE OUR AVIATION SECURITY TRAINING (WAS WE, THE US AND
THE CANADIANS ALREADY DO), AND THAT THE SUMMIT SHOULD MANDATE

EXPERTS TO EXAMINE THE EVIDENCE OF
WE WOULD HAVE
NO DIFFICULTY WITH ELTHER OF THESE TWO COMPONENTS IN A TEXT,

BUT WOWLR EXPECT OTHER PARTHERS TO OPPOSE THE SECOND RUITE
ETROMGLY .

doue THIS IS A COPY. THE ORIGINAL IS
RETAINED UNDER SECTION 3 (4)
OF FHEPUBRIC REOORDS ACT |

TEVauy BTMD . f"}’ 4 /¢/ws'

MAIN 131

L TERRORISM - HIJACKIMNG COMSULAR

LIRITED cop €T

SCD P5

SECURITY PS/MRS CHALKER
PUSD PS/LORD GLENARTHUOR
MNEWS P5/NR MELLOR

INFQ PS/PUS

LEGAL ADVISERS SIR J FRETWELL
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TO IMREDIATE FCO
TELND 1352

OF 2621421 MAY BE
INFO PRIOGRITY OTTAWA

YOUR TELEGRAM MUMEER 298 TORONTO ECONOMIC SUMMIT: TOFICS FOR
THE INFORMAL DISCUSSION. '

) 19 MINISTER (COMMERCIAL) PUT THIS QUESTION TO BOTH DANTANSKY
(WHITE HOUSE) AND WALLIS (STATE).

A DANZANSEY FORESAW NODO PARTICULAR US SENZITIVITIES, SINCE 1T
WOULD NOT BE THE PRESIDENT WHO WCULD BE RAISING THE COSTS OF
HEALTH AND SOCIAL SECURITY PROVISIONS AND CARE BUT RATHER MRS
THATCHER IN THE CONTEXT OF AGING POPULATIONS IN EURQFE AMNE JAPAN.
US OFFICIALS WOULD BE HAPPY TO PREPARE THE PRESIDENT FOR &
DISCUSSION IF WE DECIDED TO RAISE IT.

3. WALLIS® LINE WAS SIMILAR. THE DISCUSSION WOULD BE INFORMAL
AND OFF THE RECORDL, AND NOT FOR THE COMMUNIGQUE. THERE WERE COTHER
SUBJECTS RELATED TO DEMOGRAPHIC CHANGE (EG EDUCATION). OFFICIALS
WOULD BE TALKING TO THE PRESIDENT AFTER HIS RETURN FROM MOZCOW AND
WOULD THEN HAVE A BETTER IDEA OF HISZ OWN INTEREST IN THIS SUBJECT.
BUT WALLI3 54W NO PARTICULAR PROBLEMS OR SENSITIVITIES FROM A U35
VIEWFOIRNT.

ACLAND

DISTRIBUTION

MATH

LIMITED F35/MES CHALKER

ERD PSSPUS

PLAKNERS PS/3IR JOHN FRETWELL
HAD ME BRAITHWALTE

P35
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INFO PRIORITY TORONTO, PARIS, ROME, TOKYOD, BONN

FLO TELNO 830: TAORCONTO ECONOMIC SUMMIT: US5S IWNITIATIVE oN
1 THE BUREAU FOR INTERNATIONAL NARCOTICS MATTERS C(INM)
STATE DEPARTMENT COMFIRM THAT THEY ARE CURREMTLY WOREKING
DRUGS BRIEFING FOR THE PRESICENT WHICH WILL FOCUS ON THE
FOLLOWING THREE POINTS:-
LAY INCREASING ANTI=-NARCOTICS ASSISTANMCE TO SOURCE COUNTRIES
AS WELL A5 MAKING LEVELS OF DEVELOPNENT ASSISTAMCE
DEPENDENT UPON THEIR PERFORMAMCE IN CROP ERADICATION AND
REDUCING THE QUTFLOW OF DRUGS®
ASKING CEMTRAL EANKERS TD RE-THIMK PRESENT CONTROLS
NOT ONLY OMN MOMNEY LAUNDERING BUT ALS0D ON INTERNATIOMAL
MOMNEY FLOWS:
REQUESTING THAT THE EXFERT WORKING GROUP ON DBRUGS BE
RE=CONVENED . THE U5 WOLULD LIKE TO S5EE THE GROUP
INVESTIGATE THE POSSIBILILITY DOF COMCERTED ACTIOMN IN
THE FOLLOWING BREAS:-
CI) UNIFORM EXPORT CONTROL MEASURES ON PRECURSOR
CHEMICALS:
¢IIY CO-OQRDINATION OF ANTI-NARCOTICS ASSISTANCE AND
TRAINING PROGRAMMES .,
(IITy AMTI=MARCOTICS RESEARCH AMD DEVELOPMENT.
2. INM UNDERSTAND THAT THE WHITE HOUSE HOFES THAT S0OME oOF
THE ABOVE POINTS WILL BE INCLUDED IN THE FINAL COMMUNIQUE.
N INM HAYE NO INTENTION OF RAISING THE QUESTION OF
APPLYING CONMOMIC SANCTICNS IMN THE BRIEFING.
& BRIEFS WILL BE FIMNALIZED IN THE MEXT 24 HOURS AND
AMERICAN EMBASSIES IN SUMMIT CAPITALS WILL THEM BE ASKED TO PASS
DETAILS TO HOST GOVERNMEWTS.

ACLAND
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PRIME MINISTER

TORONTO ECONOMIC SUMMIT

Before you see Mr, Mulroney tomorrow, yvou may wish to have a

summary of the main points which arose at the Third Sherpa

meeting in Paris on Thursday and Friday.

There is general agreement that there should be only two

Declarations, one Bconomic and one Political, succintly and

crisply drafted.

ECONOMIC: There is unlikely to be disagreement about the main
message to come from the Summit:

The need for continued reduction in bodgetary and trade

imbalances and the strengthening of struectural

adjustment policies, while maintaining the fight against

inflation

The challenge for the Summit will bhe to prasent this now
hackneyad, but nonethealess right, message in a way which
conveys, particularly to the financial markets, the
commitment, credibility and confidence of economic policies.

The Sherpas think that this message might be conveyed by
capitalising on the fact that this Toronto Summit is the last

in this round of seven summits. The Summit might note that

since the first - at Versailles in 1982 - as the successive
Summit Declarations bear witness, economic policy has besn

transformed:

The replacement of the seventiesa' reliance on fiseal

stimulation as the route to growth by tha recognition m

that growth comes through controlling inflation,

structural reform, enterprigse and the freesing of markets.

This transformation of economic poliey has brounght about a

substantial and sustainable improvement in the world economy.

CONFIDENTIAL
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The next round of Summits have to continue this work.

Such an approach would permit the Summit leaders, most of whom
will have bean at all or most of the last Sevan Summits, to
take credit for real achiavements, put current policies into

context and give a coherent direction to future work. This

e a s - -
approach might be particularly welcome to President Reagan =
as a summing up of the achievements of his Presidency, while

allowing the other leaders to make the point that there is
gtill work to do, eg; reducing the 05 imbalances.

—_—_— . —— L e e el
_—

Just as important, this approach would provide a framework for
addressing what clearly will ba the two divisive issues at the
Summit = trade and agriculture; global axamples of the nead

for structural raform.

On trade, we emphasised in our Paris discussions your interest

in improving the affectivensss of GATT, notably the dispute
——— ]

settlement procedure; and we will do more work on this 8o

that your pogition is well prepared before Toronto.

e

On agriculture, there is a yawning gap between the United

States' position of zero tolerance for agricultural subsidies

and the Commission"s grudging acceptance that the Brussels

—

agraement is not the last word. This is another topic on

= 1= = — ——— =

which you may wish to take an active role at Toronto.

POLITICAL: Mr. Mulroney wants the political discussions to
coencentrate on East-West. I said that in addition you would
wish to discuss terrnrfgh ton which a group of Summit experts
meet, at the UK's reguest; on 2 June to consider tﬂ;‘Fanign
Secretary's five point plan} and tEhe Middle East; and that the

East-West item could extend widely te cover ag the politics

and economics of Eastern Europe, Angola, Afghanistan etc. My

Canadian colleague seemed to suggest that the Canadians would
raise South Afriea.

OTHER ISSUES LIKELY TO COME UP AT THE SUMMIT: The US are

likely te raise drugs, which is emerging as a major issue in

——
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the Presidential Campaign. Quite what aspect is still
unclear: maybe soggestions fer international action against

S S

-—

laundering drug money. We will try to Eind out more., Both

R
the Gaermans and the Ttalians will raise aspects of the

anvironment (tha Brundtland Report, the ozone layer, global

warming, reducing sulphur dioxide and freezing of NOX
emisgions, dangerous wastes, Bast-West cooperation, estec).
Mr. Takeshita will raise the Human Frontier Science Programme

mainly as courtesy to the memory of Mr. Nakasone whose brain
child this was. The Italians may want to report the outcome
of the Fifth Conference on Biocethics held recently in Rome.

DISCUSS5ION OF LONGER TERM ISSUES: The Sherpas discussed
possible topics for the new item on the Summit agenda -

the informal discussion, before dinner on the second day, of
"long term issues®. I said that yvou would be interested in a
discussion of health and social security provision and cost,

the retirement age, atec, bearing in mind the ageing of tha
population. The US, German, Japanase and Commission Sherpas
thought that some topic like this flowing from prospective
demographic changeas wEuld provide a worthwhile discussion. My

French colleague, while not dissenting, said that Prasident

Mitterrand would welcome a discusegion of the impact of fast

changing technologies on the labour market and on the

education system; education for a technolegically changing

world 1s a centrEEEEce of President Mitterrand's secﬂnﬂ'term

programme. I said that while I had not discussed

this particular topic with you, vou could well share President
Mitterrand's interest, especially since we had a major
education reform now passing through Parliament, The Canadian

Sherpa pressed, with no support, for discussion of long term

envirommental issues. The other Sherpas, who were interested

in environmental issues wanted, sensibhly, to see the issue
raised on the main agenda, and not as a topic for the informal
long term discussion. The Sherpas will try to agree two
topics for the informal discussion at our next meating in
Toronto in a Ffortnight's time. If there is no agreement, it
may be necessary to fall back on the unsatisfactory position

of each leader spaaking on his chosen topic for 10 minutes or

CONFIDENTIAL
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SUMMIT FORMAT: The Canadian's latest suggestion for the

Sammit format is attached. It is little changed from the
verslion you last saw. One particular point to note is the
Canadian suggestion that the first session should not begin

with each leader summarising developments in his own

country's economy. Instead, the leaders should talk about the

topic which is at the forefront of their minds. This could be
———
the state of their economy or, for example, the world trade
R — e
and agricultural sitmation.

—_— ——e—

I would much welcome any guidance that you, the Foreign
Secretary or the Chancellor of the Excheguer might wish to

give an this report.
I am sending a copy of this minuote to the Private Secrataries

ko the Foreign and Commonwesalth Secretary and the Chancellor
of the Excheguer and to Sir Robin Butler.

L. WICKS)
22 May 1988
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PRIME MIMISTER'S READING
OF ECCMCMIC DECTARATION




THE SECRETART-SENERAL

20 May 1988

Pear Prime Minister,

In anticipation of the summit meeting in Toronto,
permit me to share with yvou my deep apprehension about
some aspects of the present state of the world economy.

I do not wish to underestimate the improvement in
the overall situation. Indeed, it is highly gratifying
that economic co-operation has resulted in the greater
measure of stabhility which seems to prevall in exchange
markets, that economic growth is continuing, and that
inflation remains by and large contained.

However, as vou know, the economic situation in many
of the poorer countries of the world is still very
disturbing. In sub-Saharan Africa and Latin America and
many parts of Asia, standards of living have been going

down for several vears, and the social and politiecal
implicationa of this state of affairs are deeply
Eroubling.

it is impossible to escape the conclusion that one
of the principal reasons for these widely shared
Aifficulties is the international debt situwation. At
your meeting in Venice a year ago, the seriousness of
the debt situation in the low-income and debt-distressed
countries in sub-Saharan Africa was recognized. Within
six months, important proaress towards increasing the
resources for Africa was made in the World Bank and
iMF. In the Paris Club more generous rescheduling of
the debts of some sub-Saharan African countries was
agreed Upon.

Her Excellency

The Right Honourable

Margaret Thatcher, M.P.

Prime Minister of the United Kingdom of
Creat Britain and Northern Ireland

London




However, the propozal of the Chancellor of the
Fxchegquer of the United Kingdom that African debts
ghould be rescheduled at lower interest rates has so far
found little support., I share the view that realism
dictates a need for debt relief in those countries which
will patently not be able to pay their debts in full,
and whose arrears even to the World Bank and IMF are
rising.

In the case of the large debts of some middle-income
countries, notably in Latin America, the debt crisis has
now lasted six years, The financial community in
creditor countries seemz increasingly to have come to
the view that a measure of debt relief is a precondition
for the resumption of investment and growth.
Market-oriented proposals for such solutions have hean
put forward, which in my view deserve serious study. In
view of the seriousness of the politiecal sitoation in
many of those countries, I appeal to you to do what You
can to put this matter on the international agenda.
Orderly and negotiated solutions are in these cases
surely preferable to unilateral abrogations of
obligations.

In the Uruguay round, the preparatory work seems to
have advanced satisfactorily. I note the recent
reaffirmation in OECD of the will to make progress in

the important sector of agriculture. If the momentum is
not to be lost, concrete actlon is now urgently needed
in the ohservation of standstill and rollback
commitments. Commodity trade remains a particular
prececupation of developing countries, and the existing
mechaniems to deal with those problems certainly need to
be greatly strengthened. 1n doing so appropriate
lessons from the past need to be taken into account.

When I plead for great attention to the acute
difficulties of many developing countries, I do s0 out
of my profound conviction that these also represent a
heavy burden to the world economy as a whole, and that
the restaration of more buovant growth worldwide will
require their resolution.

With the aszsurances of myv highest consideration and

warm personal regards,
‘\MJZ\\ﬁfbt- ﬂzm,HJQ :
AL S

Javier Pérez de Cuellar




CONFIDENTIAL
026705
(MEHIAN 9892

(.

5 il

CONEIDENTIAL TJ
FM OTTAKWA

TO IMMEDIATE FCO

TELKO 345

QF 1721251 MAY BB
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TORONTO ECONCMIC SUMMIT: CANADIAN VIEWS ON THE PROSPERITY

SUMMARY
1. THE TOP PRIORITY FOR THE CANADIANS FOR THE SUMMIT WILL BE

T EEEP UP SOME NOMENTUM FOR AGRICULTURAL RFREFORM AND TO AVOID &
USFEC STAMDOEF. THEY WOULD LIKE AN AGREEMEWNT OM AID FOR THE POOREST
AFRICAN COUNTRIES. THERE IS5 LITTLE EXPECTATION OF ANYTHING NEW

T EMERGE FROM DISCUSSIONS ON THE WORLD ECOMNDMY . IF THERE 15
AGREEMENT ON THE INCLUSION OF REGIOMAL ISSUES OTHER THAW EASTSWEST,
THE CANADIANS ARE LIKELY TO IWSIST OM SOUTH AFRICA. A GERERAL
DISCUSSION ON ENVIRONMENTAL PROBLEMS, BUT WITHOUT FOCUSSING

ON SPECIFIC ISBUES, I5 LIKELY TO BE PROPOSED FOR THE MEETING OF
LEADERS WITH ONE ADVISER.

DETAIL

£a YOU MAY FIND IT HELPFUL TO HAVE AN ASSESSMENT OF CANADIAN
THINKING ON THE SUMMIT AHEAD OF MR MULRONEY'S VISIT TO LOMNDOMN

AMD OTHER EUROPEAN CAPITALS. WE HAVE S5POKEN TO OFFICIALS IN
EXTERNAL AFFAIRS, THE TRADE NEGOTIATIONS OFFICE AND FINAMNCE CANADA
WHO ARE INVOLVED IM PREPARATIONS FOR SUBSTANCE OF THE OECD MINISTER-
1AL AND THE TORONTO SUMMIT., THE FOLLCWING IS OUR A3ISESSMENT OF THE
WAY IN WHICH THE CANADIANS WILL TREAT THE ISSUES IWNYOLVED.

3 PUBLICLY AND PRIVATELY MR MULRONEY HAS MADE IT CLEAR THAT
AGRICULTURAL REFORM 15 TOF OF HIS AGENDPA. THE CANADIANS ARE KEENLY
AWARE THAT ON THE ONE HAND THE CURRENT U5 LINE, SHOWING LITTLE
FREDISPOSITION TD MOVE FROM THE FUNDAMENTAL ZEROSZ2000 OPTION,

15 EXCESSIVELY HARD SEMI-COLCN AND THAT ON THE OTHER THE COMMUNITY
FOSITION, OR AT LEAST THAT OF SOME MEMBER STATES, WHO SEEM TO BE
PULLTING BACK FROM MAKING ANY FURTHER REFORME, IS5 UNREALISTIC.

THEY BELIEWE THAT THE ONLY WAY FORWARE FOR THE MTM IS5 TO HAVE A
COMPROMISE LINE, INCLUDING SHORT AND LONG TERM MEASURES, ALONG THE
FORMULA THEY HAVE PUT FORWARE IN THE OQECD (UKDEL CECD TELND 17).
ALTHOUGH THE CANADIANS RECOGNISE THAT THE FEBRUARY EUROPEAN

COUNCIL SHOWED CONSIDERAEBLE COURAGE IN ADOPTIMNG THE AGREED AGRICUL=
TURAL MEASURES,; THEY REMAIN SCEPTICAL ABOUT REAL IMPALT OF THESE

ON PRODUCTION AKD THEY DO NOT THINK THAT THE EC CAN EXPECT OTHER

PAGE 1
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COUNTRIES TO TAKE MEASURES AS A& GQUID PRO QUO. THE EC WILL IN THEIR
VIEWN HAYE TO EXPRESS READINESS TO CONSIDER FURTHER MOVES. AS FOR
THE US, THE CANAGDIANS FEAR THAT, UNLESS S50OME AGREEMENT OGN A
CCMPROMIZE FORMULA CAN BE FOUNWD FOR TORONTOD, THEY WILL INCREASE
THEIR AGRICULTURAL SUBSIDIES CAUSING ENORMOUS DAMAGE TO INTER

ALIA CAMADIAN AGRICULTURE.

& . THE CANADIANS SEEM TO HAVE TAKEMN ON BOARD THAT THERE WILL
HAVE TO BE MORE THAN AGRICULTURE ON THE TRADE SIDE TO PREPARE
THE WAY FOR A& BJUCCESSFUL MTM IR MONTREAL. THEY WILL BE HAPFY TQ
SEE PROGRESS OMN GATT INSTITUTICNAL ISSUES, INCLUDING DISPUTE
SETTLEMENT , AND ON SERVICES.

e THE CAMNADIAMS WILL SUPPORT THE IDEAR OF A SEMINARE WITH
REPRESENTATIVES OF THE NEWLY INKDUSTRIALISED ECONOMIES. THEY SEE
ADVANTAGE IMN STRENGTHENING CO-CPERATION WITHIN THE FPACIFIC BASIN,
BUT HAVE WO WISH TO UNDERMINE GATT BY SETTING UF A REGIONAL
PACIFIC BLOC CCROSBIE, THE HEW MINISTER FOR INTERNATIONAL TRADE,
COMES FROM HWEWFOUNDLAND AND IS LESS QBSESSED BY THE PACIFIC THAN
HI5 SHANGHAI-BORN, VANCOQUVER-BASED PREDICESSOR).

6 THE CANADIANS SHARE OUR DESIRE FOR AN AGREEMENT TO HELF THE
POOREST AKD MOST INDEBTED AFRICAN STATES. THEY ARE WORKING HARD
WITH US TO FIND A PROPOSAL WHICH WILL BE GEMNERALLY ACCEPTABLE.

IT NOW SEEMS UNLIKELY THAT THEY WILL GIVE A HIGH PROFILE TQ THE BEBT
FROBLEMS OF THE MIDDLE INCOME LATIN AMERICAN COUNTRIES. THEY

WILL PROBABLY BE CONTEMT WITH A REPETITION ©F THE LINE THAT

THESE WILL HAVE TO BE DEALT WITH ON A CASE-BY-CAZE BAZI1S.

Ta THE CAHADIAWNE SHARE CUR VvIEW THAT MOST OF THE PIECES OF
COORDINATION ON MACRO-ECONOMIC POLICIES ARE IN PLACE BUT WILL NEED
REAFFIMATION. ALTHOUGH THEY BELIEVE THAT MAJOR GLOBAL TMBALANCES
SHOULD BE RIGHTED, THEY WILL TAKE A CAUTIOUS LINE ON THIS AT THE
SUMMIT: GRADUAL BUT CREDIBLE REDUCTIONS. THE CANADIANS ATTACH
IMPORTANCE TO MICRO-ECONOMIC REFORMS INVOLVING STRUCTURAL ADJUSTRENT.
Ik THEIR WIEW THE PROGRESS BY SUMMIT COUNTRIES HAS BEEN UNEVEN.

THEY GATHER THAT THE GER®MANS MIGHT BE GLAD OF PRESSURE ON THEM

AT THE SUMMIT TO DO MORE.

B . MR MULRONEY WILL ALMOST CERTAINLY RAISE ENVIRONMENTAL ISSUES
IN THE UNSTRUCTURED SESSION ON THE SECOND DAY OF THE SUMMIT, NOT

IN TEREMS QF A SFECIFIC INITIATIVE BUT IN DRDER TO HAVE A THOUGHTFUOL
BISCUSSION OF THE PROCBLEWS WHICH COULD ARISE BEYOND THE YEARR 2D00.
AT PRESENT THE CAMNADIANS DO NOT PLAN TO INCLUDE A REFERENCE TO THIS
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IN THE COMMUNIGUE. HOWEVER, WE WOULD NOT BE SURPEISELR TO SEE A
CHANGE OF MIND ON THIS, GIVEN THE PARALLEL MEETING ORGANISED BY
POLLUTION PROBE (MY TELNO 347).

9 - ON THE POLITICAL SIDE, THE CANADIANS EXPECT EAST/WEST TO
PREDOMINATE. HOWEVER, WE HAYE AGAIN BEENW TOLD, THIS TIME 8¥ THE
DEA COORDINATION OF BRIEFING FOR THE SUMMIT, THAT IF OTHER REGIOMNAL
ISSUES EG MIDDLE EAST ARE DISCUSSED BY HEADS OF GOVERNMENT MR
MULRONEY WILL FEEL THAT HE MUST INTRODUCE THE SUBJELT OF SOUTH

AFRICA (LAST PARA OF MY TELNO 3350, NOT TO ALL, REFER5). THE
GUESTION OF TERRORISM IS THE SUBJECT OF SEPARATE EXCHANGES {(OTTAWA
TELNO 334) .

JRWILKE

DISTRIBUTION

MALN 201

FRAME AGRICULTURE NAD
ECh ¢IY MR GILLMORE

ADDITIONAL

FRAME
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From the Private Secretar) b May 19HE

MEETING WITH THE ITALIAN PRIME MINISTER

I have seen a copy of Rome Telnc
261 propesing that the Prime Minister
should have a meeting with De Mita in
the margins of the Toronto Economic Summit.
1 am sure the Prime Minister will be willing
to do this, and 18 June is likely to be
the best day. But we can finalise details
when we know exactly when we arrive in
Toronte. I should be grateful if youn
could so inform the Italians.

. D. Powall

Lyn Parker; EBsg.;
Foreign and Commonwealth Office.

CONFIDENTIAL
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AND TO IMMEDIATE EC FOSTS, WASHINGTON, OTTAWA, TOKYO
AND TO IMMEDIATE UKDEL NATO ) DR

FLO PLEASE PASS TO MR POWELL NO 10 DOWNING STREET. (11&*‘ LW

ANGLO=-ITALIAN SUMMIT MEETIHNG

{

. ke

SUMMARY W 0"@
a

y [ DE MITA PROPDSES BRIEF FIRST MEETING WITH PRIME MINISTER IM
TQHDHTU; =

BETAIL

2. UMBERTO VATTANI, DIPLOMATIC ADVISER TO THE NEW PRESIDENT OF THE
COUNCIL, TELEFHUNED ME YESTERDAY EVENING ON INSTRUCTIONS TO SAY

A TOUR OF ﬂﬂHFUHITT C#FITELE BUT HE WOULD VERY MUCH LIKE TO BE
ABLE TO MEET THE PRIME NINISTER BEFORE THE TORONTOD SUMMIT STARTS.
HE PLANS TO ARRIVE THERE ON SATURDAY 18 JUNE AND WOULD LIEKE TO
SEE WHETHER THE PRIME MINISTER COULD FIT IN A MEETING WITH HIM

IN TORONTO BEFORE THE ECONOMIC SUMMIT OPENS. I UNDERTOOK TO

EXPLORE .

3. VATTANI ADDED TWO POINTS. FIRS5T, DE MITA HAD ASKED HIM TO SAY
THAT HE HAD COME UNDER A LOT OF PARLIAMENTARY PRESSURE TO RAISE

THE PROBLEM OF PROTECTION OF THE ENVIRONMENT AT THE ECONOMIC
SUMMIT, HE HAD MENTIONED THIS TO THE CANADIANS AND WOULD DO $0
ALS0O TO KOHL WHOM HE WOULD SEE HERE ON 12 MAY FOR A BILATERAL
SUMMIT. HE WOULD BE GLAD TO KNOW THE PRIME MINISTER'S THINKING

ON THIS. SECOND, ©DE MITA HOPED TO RESPOND WITHIN THE NEXT

COUPLE OF WEEKS TO MY LONG OUTSTANDING REQUEST FOR A CALL ON HIM,
THIS WOULD BE AN OPPORTUNITY TO LEARN WHAT WAS IN THE PRIME
MINISTER'S MIND ON OTHER MAIN QUESTIONS ON THE SUMMIT AGENDA .

4« 1 HOPE IT WILL BE POSSIBLE TO GIVE A QUICK RESPONSE

TO DE MITA'S PROPOSAL FOR A BILATERAL MEETING AT TORONTO. IF IT
CANNDT BE FITTED IN BEFORE THE SUMMIT BEGINS, THERE WOULD BE
OBVIOUS MERIT IN ARRANGING A BILATERAL IN THE COURSE OF THE THD
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DAYS THERE. ©DE MITA WILL HAVE RECENTLY MET KOHL { ON 12 MAY B
MORONY € ON 27 MAY ) AND TAKESHMITA (WHO HAS JUST BEEN HERE),

REAGAN HE 5AW IN WASHINGTON IN 19856 BUT WILL NO DOUBT AIM TO MEET
HIM AGAIN BILATERALLY IN THE CONTEXT OF THE ECONOMIC SUMMIT.

A BILATERAL WITH THE FRENCH MUST REMAIN IN BAULK UNTIL B MAY BUT
WILL BE A PRIORITY THEREAFTER, WE DO NOT NEED TO LEAN OVER
BACKWARDS, BUT THE SOONER WE ARE ABLE TO ARRANGE A MEETING AT

THIS LEVEL THE BETTER CHANCE THERE 15 OF MAKING A BRITISH IMPRINT OF
DE MITA'S THINKING IN THE EARLY STAGES OF HIS GOVERNMENT.

THOMAS

DISTRIBUTION

ADYANCE

HB/WED MR POWELL NO 10 DOWNING ST
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From the Private Secréfary 4 May 1988

\BW—

ECONOMIC SUMMIT

The Prime Minister and the Foreign Secretary had a brief
word this evening about subjects for informal discussion at
the Economic Summit. This confirmed the Prime Minister's
views as set ont in Nigel Wicks' letter of 3 May, and as
amplified by Paul Gray's letter of 4 May. The Foreign
Secretary stressed the importance of carrying forward work on
terrorism and hijacking. It was clear that the Bonn
Daclaration was not working. The Prime Minister added that
Heads of Government should alsc discuss the situation in
Bastern Burope which could develop in perilous ways.

I am copying this letter to Alex Allan (H.M. Treasury).

Charles Powell

A. C. Galsworthy, Esq., C.M.G.,
Foreign and Commonwealth Office.
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INFO PRIORITY OTTAWA, PARIS, ROME, TOKYD, WASHINGTON, UKMIS GEWEWA

INFO PRIORITY UKREP BRUSSELS, CAPE TOMWN ﬁjpfff

MY TELND 518 (MOT TO ALL) : TORONTO SUMMIT

SUMMARY
1. GERMANS DO NOT EXPECT IMPORTANT STEPS FORWARD ON POLITICAL
MATTERS AT TORONTO. FEDERAL CHANCELLOR WANTS TO PLAY SOUTH AFRICA

B

D OWN . i~ _
DETAIL

£. WON RICTHOFEN, POLITICAL DIRECTOR AT THE AUSWAERTIGES AMT, TOLD
ME TODAY THAT THE GERMAMNS THOUGHT THAT THE BISCUSSION CF POLITICAL
MATTERS AT THE TORONTO SUMMIT WOULD INVOLVE NO IMPORTANMT NOYELTIES.
HIS MALN CONCERN WAS THAT A CANADIAN IDEA THAT THE HEADS OF
GOVERNMEKRT THEMSELVES SHOULD PREPARE A DRAFT POLITICAL PECLARATION
SHOULDP HOT PREYAIL, AND THAT OFFICIALS SHOULD PREPARE ANY DPRAFT. THE
MAIN SUBJECTS FOR DISCUSSION WOULE BE EAST-WEST RELATIONS FOLLOWING
THE MOSCOW SUMMIT, TERRORISM AND TROUBLE SPOTS IN THE THIRD WORLD.
THE CAMADIAMNS WANTED SOUTH AFRICA TO BE BISCUSSEDR. BUT THERE WERE
DIFFERENCES ON THIS BETWEEN THE FEDERAL CHANCELLOR AND GEMNSCHER, AND
KOHL wWOoULD WAMT SOUTH AFRICA TO RECEIVE LITTLE ATTENTION, IF ANY, AT
TORONTG.

MALLABY

DISTRIBUTION

MALN 240

,ECONOMIC SUMMNIT EED

STANDARD UND

ERD (=) LEGAL ADVISERS
ECONOMIC ADVISERS MAED

FED SCD

KAD NCAD
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/?\5‘ Foreign and Commonwealth Cffice

London SWlA 2AH

18 April 1988

Christeopher Roberts Esg CB ; j
Deputy Secretary Rl
bepartment of Trade & Induaktry Fifszrf
1 ¥ictoria Strest rf#ﬂ’”#
LONDON SW1

Dt CLm-. Mo e

1. Mp Sezaki, the Minister at the Japaneae Embassy, ocalled on
me this morning to ask where we now shkood on tha 'TH8' meeting

of Trade Ministers. He was clearly trying to get a cross-
reference on MITI'a activities.

2. [ went through the history up te and including the
informal meeting of Trade Ministers ln Konstanz. I said that
I knew of no significant new developmenks since then. Qur
position had been regularly explained (though I went through

the explanations again) and had not changed.

£ Mr Sexaki =said that Trade Miniaters had seemed somewhab

more receptive to Mr Tamura's ideas, Some people in Tokyc found
the British positien slightly ambiguous. What would we do iF
there were a proposal for a dinner of khe tTR' in the margins
af the OECD Ministarial meeting next month?

4. I said that we all had a great reapect. for Mr Tamura and,
eapeaially in the DTI, we wished Eo treat his ideas with
pourtesy. But even an informal meeting of the 'T8' in Parils
next month risked beilng regarded as part of the preparation for
the Summit four weeks later. It would be bound to give rise ko

difficulties within the Community. We were against it. 1
rafuzed to be drawn on whether a British Hinister might attend
an informal dinner at which both *T8' and 'non T8' Miniaters
wera present. o

. Sezaki asked me about the positlon of the Americana. 1
=aid that I had heard that Mr Yeutter had said that he would
not go to any 'T8' meal. But T nould not of course speak with

any authority.

6. Mr Sezaki said that he hoped to keep in Gtouch. I =zaid
that I would weleome that. I assumed, and he agreed, that he

would also remain in touch with you.

S
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T took the opportunity to underline once again that

We dii not Accept Ehe eritiecism of the Community's rollback
offer in the GATT whish was made last week by Murata, Ethe

Japanese Vice-Minister for Foreign Affairs, when he called

on Pabkrick Wright.

E{Eyiﬁt ﬁﬁrﬁﬁf

=
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B O Braithwaite

(A4 5.5

N Wicks Esq CBE, 10 Downing St
Bir Geoffrey Littler, HM Treasury
Mz Rosemary Spencer, EID(E)
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SIR GEOFFRTY LITTLER
Treasury Chambars
Parliament Sireat
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Tal: Direct Line 01-270
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From: Sir G.Littler
Date: 18 April 1988
MR ALEX ELLA:H
c.c. 5ir P Middleton
Mr Lankester
Mr Huw Evans
MEETING OF G7 DEPOTIES
On Priday morning in Washington we held a meeting of G7 Deputies
to organise our work to follow up the GT Ministerial mesting. Ho

problems on that to trouble the Chancellor but I should mention

two octher points which did come up.

7 Report to Summit

P
L3

2. Our Canadian colleague suggested we should meet soon to
prepare a draft G7 report to the Toronto Summit. Mulford and I
took the lead, guickly followed by Tietmeyer and Gyohten, and
with Trichet and Sarcinelli acquiescing, to reject this idea. We
argued that no such report should be made, bescause:
- none had been reguested (unlike last vear when arguably
thera was a remit from the previous vear's meeting):
we should not fall into an institutional procedure of
reqular reporta - contrary to spirit of Summit;
there would be a risk of proveking yet ancther row with
the Commission over their locus in relation to
"Summit-related G7 work'.
3. Our Canadian colleague accepted - indeed apologised for
not having thought this through, and said he thought Wilson would

be happy to be relieved of the burden of reporting, provided we

were all of the same mind. So we shall not prepare a report.

q. I am copying this page to Nigel Wicks as UK sherpa.
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TELNO 306

OF 1612302 MAR 88

AMD TO IMMEDIATE UKMIE GENEWA.

AND TO PRIORITY UKREP BRUSSELS

AND TO ROUTINE ROME, PARIS, BONN, WASHINGTON

MIPT: JAPANESE PROPOSAL FOR A MEETING CF TRADE MIMISTERS.
1. FOLLOWING IS TEXT:

TRADE ISSUES INCLUDING THE REDRESS OF IMBALANCES ARE OF INCREASING
IMPORTANCE ON THE CURRENT INTERMNATIONAL ECONOMIC MANAGEMENT. WE
THINK THE TIME HAS NOW COME FOR THE TRADE MINISTERS OF THE MAJOR
NATIONS, BEARING THE RESPONSIBILITY FOR INTERNATIONMAL ECONOMIC
MANAGEMENT, TO MEET AND CANDIDLY EXCHANGE THEILR

OWN POINT OF VIEW ABOUT WORLD TRADE-RELATED ISSUES.

IT IS5 IN THIS VEIN THAT WE HAVE PROPOSED THE TRADE MINISTERS
MEETING OF THE MAJOR COUNTRIES. WE HAVE CONSULTED ALL THE TRADE
MINISTERS CONCERNEDR AND SOME GOVERNMENT OFFICIALS ABOUT THE
PROPOSED MEETING.

WE FEEL THAT THE FOLLOWING SUMMARY EXPRESSES THE OVERALL FEELING
OF THE MEMBERS:

1. EACH MEMBER HAS STATED HIS UNDERSTANDING THAT THERE IS5 A
NECESSITY TO HOLD SUCH A MEETING.

2. HOWEVER WE HAVE 70 RECOGNISE THAT THE PROPOSED MEETING

SHOULD NOT HAVE A LINK WITH THE ECONOMIC SUMMIT AND THAT THE MEETLING
SHOULD NOT GIVE ANY WRONG IMPRESSION OF A POSSIBLE COMNECTION
WITH THE SUMMIT.

TAKING INTO CONSIDERATION THESE POINTS, WE HOPE THAT, WITHOUT
WORKING OUT DETAILS BSUCH AS THE TIME AND THE SHAPE OF THE MEETING
WE CAN AT CONSTANCE COME TO THE FOLLOWING COMMON UNDERSTANDING
AMONG THE TRADE MINISTERS ABOUT HOLDING THE TRADE MINISTERS
MEETING., ON THIS OCASSION, WE WANT TO FOSTER AN ATMOSPHERE

WHERE IMPROMPTU DISCUSSIONS WILL TAKE PLACE:

1. THE MEETING WILL BE CONVENED WHEN APPROPRIATE AND WILL NOT BE
DONE IN A FORMAL FASHION.

2. THE MEETING WILL NOT HAVE AN INSTITUTIONAL LINE WITH THE
ECONOMIC SUMMIT.

5. AT THE MEETING, THE MINISTERS SHOULD BE ABLE TO CANDIDLY
EXCHANGE THEIR VIEWS ON TRADE-RELATED INTERNATIONAL ECONOMIC

PAGE |
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ISSUES. THE MEETING SHOULD PARTICULARLY INCLUBE DISLUSSIONS
O POSSIBLE SOLUTIONS OF THE TRADE IMBALANCES, THE MOUNTING
PROTECTIDNISM 1IN EACH COUNTRY, ETE.

END S

ADVAMECE AS MIPT.

WHITEHEAD

DISTRIBUTION

MALN 234

FRAME EXTERNAL MR MCLAREN
ECD (E)

ABDITIONAL

FRAME
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70 IMMEDIATE FCO

TELNOQ 305

OF 1612251 MAR BE

AND TG IMMEDIATE UKMIS GENEVA

AND TO PRIORITY UKREF BRUSSELS

AND 7O ROUTIME ROME, PARIS, BONN, WASHINGTON

MY TELWNOD 297: JAPANESE PROPOSAL FOR A MEETIMNG OF TRADE MINISTERS

1. AT DINMNER ON 15 MARCH KURODA (MITI) GAVE LORD YOUNG IN CONFIDENCE
THE TEXT OF A CIRCULAR COMMUMICATION (TEXT IN MIFT) TO BE
DISTRIBUTED TDLTRHDE MINISTERS AT KONSTANL.

¥
£+ LORD YOUMNG MADE NO RESPONSE BEYOND REPEATING THE POINTS INM
PARAGRAPH 2 OF MY TUR.

3. SEE WNIFT.

ADVANCE :

FCQ: MIES SPEMCER, FITTON

BTI: ROBERTS, HUTTON, LOVE, JOHNSOMN, HALL OTE

WHITEHEAD

PISTRIBUTION

MAIN 234

FRAME EXTERHAL MR MCLAREM
ECD (E)

ADDITIONAL

FRAME
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INFO IMMEDIATE UKREP BRUSSELSZ, WASHINGTON,

(5 S

o AT 2 el
YOUR TELNO 204 AND WASHINGTON TELND 579: REVISED JAPARNE B ﬂFﬂSAhE
M 1\.&4.&—'&—_"}#“&

c0R A MEETING OF TRADE MINISTERS %5 oI

€% coseendid well, St j;

1. WE NOTE THE LINE TAKEN BY ROBERTS WITH KITAWURA, ¥YOU SHOULD
BE AWARE HOWENER THAT MITI'S BRIEFING DF THE JAPANESE PRESS
COMTINUES TO GIVE THE IMPRESSION THAT MOMENTUMN IS BUILDING

TOWARDS ACCEPTANCE OF TEMURA'S IDEAS FOR REGULARIGED MEETINGS OF
TRADE MINISTERS OF THE EIGHT. AN ARTICLE IN THE SANKEL OF 26
FEBRUARY, FOR EXAMPLE, 3AID THAT THE MEETIMG WHICH NOW LODOKER

| TXELY TO MATERIALISE AT KONSTANL CouLt BE AN IMPORTANT
PREPARATORY MEETING FOR THE TORONTO SUMMIT. MOTLING THAT THE NUMBERS
OF PARTICIPANTS EITHER IN THE QUADRILATERAL OR DECD MINISTERIAL
FORLUMS WAS MOT IDEAL FOR AN IN=DEPTH DISCUSSION OF TRADE AND RELATED
ISSUES, IT QUOTES MITI OFFILETIALS AS SAYING THAT THE ESTABLISHMENT
OF A REGULAR MEETIMNG OF TRADE MINISTERS OF THE MAJOR DEVELOQPED
NATIONS WAS IMPORTANT.

2. THERE SEEMS TO BELITTLE DCUBT THAT, IF A MEETING TAKES. PLACE,
ALBEIT IN THE MARGINS OF ANOTHER MEETING, JAPAMESE WILL TRY T0
PORTRAY THIS AS CONMTRIBUTING IN SOME WAY TO DISCUSSION AT THE
SUMMIT. AS SEEN FROM HERE, A RATHER FIRMER MESSAGE IS MEEDED TO
MAKE THE PENNY DROP, IF WE WISH TQ STOP TAMURA'S CAMPAIGN. WE
SUGGEST THAT YoU May WISH TO CONSIDER INSTRUCTING US TQ SPEAK

TO MITI IN ADVANCE OF LORD YOUNG'S VISIT, RECALLING THE LINE TAKEN
WITH KITAMURA , AND SAYING THAT 1IN YIEW OF THIS, IT MIGHT BE BETTER
FOR TAMURA MHOT TO PURSUE HIS IDEAS WITH LUKD YOUNG. ALTERMNATIVELY,
LORD YOQUNG SHOULD BE BRIEFED TO SPEAK FAIRLY STRAIGHT=FORWARDLY TO
TAMURA, IN THE XMOWLEDGE THAT TAMURA IS5 LIKELY TO PUT THE MOST
POSITIVE POSSIBLE GLOSS ON HIS REMARKS.

WHITEHEAD
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[FRAME EXTERMNAL)

YOUR TELNO 204 TO TOKYO: REVISED JAPAMESE PROPOSALS FOR
MEETING OF TRADE MIMISTERS

SUMMARY

1« USTR AGAINST A MEETING AT CONSTANI BUT PREPARED TO ACCEPT
SHORT MEETING IN MARGINS OF DECD MINISTERIAL.

BETAIL

2« NE MENTIOMED THE EXCHAMNGE THE JAPAMNESE EMBASSY DESCRIBED

IN YOUR TUR TO USTR IN THE COURSE OF CONVERSATION ABOUT

ANOTHER MATTER.

3. THEY SAID THEY HAD HAD A SIMILAR APPROACH FROM THE JAPAMESE
HERE. ON YEUTTER'S INSTRUCTIONS, THE JAPAMESE HAD BEEN TOLD
THAT THE USWERE OPPOSED TO AN IMFORMAL GATHERIMG IN THE MARGIMS
O0F THE COMNSTAMNZI MEETING, BUT WOULD BE WILLING TO TAKE PART IN A
SHORT IMFORMAL MEETING, LASTING NO MORE THAN TWD HOURS, IN THE
MARGIMNS OF THE OQEChH MINISTERIAL IMN MAY,., YEUTTER WAS AGAIMET AN
INFORMAL GATHERING AT CONSTANZ PARTLY BECAUSE HIS SCHEDULE WAS
YERY TIGHT BUT MAIMLY BECAUSE THE JAFPAMESE HAD PRESENTED THAT
MEETING AS A PREPARATORY SESSION FOR THE MEETING IMN PARLIE IN MAY.
YEUTTER WAS PREPARED TO COMCEDE OME MEETING BUT NO MORE AND
THOUGHT THAT IF HE AGREED TO A MEETING IN MARCH IT WOULR BE MORE
DIFFICULT TO RESIST ONE IN MAY. YEUTTER WAS OPPOSED TO ANY
CONTIMNUING SERIES OF MEETINGS AND REMAINED OPFOSED TO A MEETIHG
IN THE MARGIMNE OF THE SUMMIT ITSELF.

ACLAND
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FMEELO e ad : : :

TO PRIORITY TOKYO

TELHNDO 204

OF 0318007 MARCH-EB

INFO PRIORLTY UKREP BRUSSELS, PARIS, ROME, BOMM, WASHINGTON
INFO PRIORITY OTTAMWA, UKDEL OECD, UKMIS GENEVA

REVISED JAPANESE PROPOSALS FOR A MEETING OF TRADE MINISTERS

SUMMARY

1. ©OUR RESPONSE TO THE LATEST JAPANESE PROPCSALS, ON WHICH YOU
AND DTHER POSTS SHOULD DRAW IF ASKED BUT NEED NOT TAKE THE
INITIATIVE.

DETAIL

2. LAST WEEX THE JAPAMESE EMBASSY HERE PUT TO ROUBERTS (DTI)
REVISED PROPOSALS FROM THE MITI MIMISTER (TAMURA) AS FOLLOWS:-

L THERE S5HOULD BE AN INFORMAL GATHERING OF TRADE MINISTERS
FROM THE G7 COUMTRIES AND THE COMMISSION IN THE MARGINS OF THE
WIDER MEETING OF TRADE MINISTERS T0 BE HELD AT KONSTANZI FROM
18=20 MARCH.

CII) THERE SHOULD BE A SIMILAR GATHERING IN PARIS AT THE TIME
OF THE QOECD MIWISTERIAL IN MID-MAY.

T, OUR RESPONSE TO THESE MNEW PROPOSALS REFLECTS BOTH A DESIRE
TO LET TAMURA DOWM LIGHTLY ON A MATTER TO WHICH HE APPEARS TO
ATTACH IMPORTANCE AMD OUR FIRM POLICY NOT TO EXTEND THE
MACHINERY OF THE ECONOMIC SUMMIT. AFTER CONSULTATICN WITH NO
{0 END WITH DTI MINISTERS, ROBERTS TOLD THE JAPANESE EMBASSY
(KLITAMURAY ON 2 MARCH THAT HMG WOULD BE HAPPY TO PARTICIPATE LN
ANY INFORMAL GATHERING OF TRADE MINISTERS FROM G7 COUNTRIES AND
THE COMMISSION WHICH MIGHT BE ARRANGED IN THE MARGINS COF THE
KONSTANZ CONFEREMNCE. MR CLARK WOULD BE IN KONSTANZI. BUT HMG
oAW SOME DIFFICULTY ABOUT THE PROPOSAL FOR A SIMILAR GATHERING
| IN THE MARGIWS OF THE OECD MINISTERIAL, SIMCE THIS WOULD RIZK
| BEING SEEM AS AN EXTENSIONW OF THE MACHINERY OF THE ECONOMIC
IEUHHIT. WHEH KITAMURA ARGUED THAT THE JAPANESE HAD ND WISH TO
CREATE AN INSTITUTIONAL LINK WITH THE SUMMIT, ROBERTS REPLIED
THAT THE CHOICE OF THESE EIGHT PARTICIPANTS WOULD BE SEEN
IMMEDIATELY AS REFLECTING THE SUMMIT ORGANIGATION.
4., KITAMURA UMDERTOOK TO REPDRT. HE GAVE ROBERTS A PAPER
SETTING OUT A FRAMEWORK FOR THE TRADE MINISTERS' MEETING, WHICH
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INCLUBES TRADE IMBALANCES, PRES3URES FOR PROTECTION AND THELR
CAUSES. AND THE SCOPE FOR STRUCTURAL ADJUSTMEMTS. IT ENVISAGES
AN INFORMAL EXCHANGE AT KONSTANL, FOLLOWED BY AT. LEAST ONE
FURTHER MEETING LASTING A DAY, ARND PROBABLY A SERIES OF SUCH
MEETINGS. ROBERTS REMINDED KITAMURA THAT WE HAD AGREED TO
NOTHING MORE THAN AN INFCRHAL EXCHANGE AT KONSTANI. ME
REMAINED RELUCTANT (A VIEW NO DOUBT SHARED BY SONE OTHER SUMMIT
COUNTRIES) TO INSTITUTIONALISE THESE GATHERINGS .

£. THE JAPANESE PROPOSAL WAS NISCUSSED BRIEFLY AT THE SHERPAS®
MEETING IN CAMADA LAST WEEKEND. WITH THE COMMISSION SHERPA
CLAMY) DISSENTING, THERE WAS GENERAL AGREEMENT THAT THE
KONSTANZ ARRAMNGEMENTS WERE A MATTER FOR THE GERMAN HOST (DR
BANGEMANN, THE FEDERAL ECONOMICS MINISTERY AMD NOTHING TO DO
WITH THE SUMMIT ITSELF. THERE MWAS, HOWEVER, SOME RELUCTAHCE TO
HOLD MORE THAN ONE SUCH MEETING.

&. THE BTI WILL BRIEF LORD YOUNG ACCORDINGLY FOR HIS
DISCUSSIONS WITH TAMURA IN TOKYO IN MIO=MARCH.

HOWE

DISTRIBUTION

AIN 233

FRAME EXTERMAL ECD TEY [=]

ADDITIONAL

FRAME

PAGE 2
CONFIDENTIAL




Forcign and Commonwealith Office

London SWILA 2AH

24 February 1988

¥ Wicks Esg
Ko 10

Vog g Mgl |
SIE FE ARMSTEONG: UNIVEESITY OF TCRONTD LECTURE PROGEAMME

b The Gniuerﬂlty of Toronto i1g hogting a lecture programme in
connection with the 19%BE Economic Summit. Sir Eobert Armstrong has
agreed to represent the UK, and give a talk on 2 March on “"The
Britizsh perspective on the Seven-Power Summit®. The other Summit
countries will alesc be fielding speakers during the course of
lectures.

2. 1 attach a copy of Sir Reobert's draft text (he iz currently

in Tokyo) for your information. It was passed to us for onward
transmission to Toronto, in advance of Sir Robert's arrival.

L
(;::m.:,.x EOEy
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E QO Braithwaite




UNIVERSITY OF TORONTC

Economic Summits: A British perspective

1. The Economic Summit meeting to be hosted in this city by the
Primea Minister of Canada will be the fourtsenth in the serias since
they began in 1975, BEBince seven countries make up the Economic
Summit grouping, and sach country hosts a meeting in turn, this
year's Toronto Summit will complete a second full cycle of such
meatings. That makes this an appropriate time, before it has to be
decided whether to embark upon a third eyele, to take stock of what
they have achieved, whether they have fulfilled and continue teo

fulfil a purpose, and what are their prospects for the future.

2. The genesis of these meetings of the heads of state or
governmant of seven major industrialised countries lies in the
informal meetings of the so-called "Library Group" of Finance
Ministers held before 1975. Valéry Giscard d'Estaing and Helmut
Schmidt had valued these meetings when they were Finance Ministers,
and after each of them became the executive head of the government
in his own country, they believed that it would be useful that they
should continue to meet for similar informal and unstructured
discussions with their counterparts from the United States, Japan
and the United Kingdom. The first meating was convened by President
Giscarad d Estaing at Rambouillet in 1975, The Prime Ministers of
[taly and Canada were guickly added to the group, o make up the
Summit of Seven; and it was not long bafore the other member
countries of the European Community not themselves included in the
Summit Seven came to be represented at Economlec Summit meetings by
tha Presidents of the European Council and of the Commission of the
Eurgpean Communities,

3. FProm the outset the Economic Summit meetings were seen by their
founders and by those who attended them, oot as an international
decision-making body nor as the apex of an international decision-

making process in the fimld of financial and sconomic Danagement,

but as an opportunity for the heads of state or government concerned

to exchange impressions, views and ideas, and to come to an




understanding among themselves, about the needs, problems and
opportunitiaes of world economic developments, and the means by which
the economic welfare of thelr own and other countries could be
anhanced by greater mutual understanding and harmonisation of

economia and financial policies.,

4. It was from the outsat, and has by and large remained, a
cardinal point that within this framework the Economic Sammit was
not to be institutionalised. It was not to become a formal alliance
or organisation, with its own treaty and machinery, or an executive
international institution like those created by the Bretton Weods
Agreeamant., It was to be different and separata from the day-to-day
oTr week-bDy-week procasses of diplomatic activity and from the
detalled processes of consultation and management by Ministers of
Finance and central bankers. It was to be informal and
deliberative, and above all an opportunity for personal and
political contacts and meetings of mind at the highest political

levael .

5. It was in order to emphasise and preserve this guality of
Economic Summits that the process of preparing for the mestings was
reduced to the unavoidable minimum and was entrusted not to Foreign
or Finance Ministries or to the usual diplomatic channels but to a
group of Personal Representatives, each chosen and appointed by and
directly answerable to his (and in Canada I must happily add her)
Own head of state of government. Here I must speak with less than
total objectivity, having served for eight years as the British
Prime Minister's Perscral Representativa; but I can speak from
first-hand experience of the high degree of direct and opan exchange
of news, of the personal understanding, respect and friendship, and
of the sense of what I can best call collegiality which has
daveloped among the Personal Representatives. This together with
their direct responsibility to, and in many cases perscnal
asgociation with, their heads of state or government, has given
their gatherings and their work an extra dimension which has
contributed not a little depth to the clearly much more important
dimension of perscnal contact and collegiality among the heads of

fcate or government themselves,




&. This collegiality among heads of state or government is a real
phencmenon, and an important ingredient in the valu= and success of
Economia Summits. There is no doubt that the view is different from
the top. Each of the heads of state or government is in charge of
the government in his or her own country, and has nis or her own
personal overview of domestic and international issues and of how
they interact. Each can talk to other heads of state or government
at a lavel and in ways which are different in important respects
from the levels at which and the ways in which they do business with
their ministerial colleagues at home. t is not a matter of better
or worse: just different, arising out of the particular positions
they hold and the special relationship which the sensea of community

of intarests and responsibilities creatas.

7. There ara two other elements which are special to Economic
Summits and give them, as I believe, a particular value in
intarnational affairs.

3. Pirst, although the countries represented are diverse in size,
and in national structures and traditions, all are advanced
industrial countries. Though these countries are in many raspects
in competition with each other, their leaders all confront the same
sorts of economic problems at home and in international affairs, and
ta that extent bring to their meetings a community of interests
which gives coherence to their discussions and strangth to their
conclusions,

5. The Summit runs the danger, of coursa, of being regarded as a
club of the "haves®: but I believe that it has over the Yyears proved
its capacity to contribute to the improvement and strangthening of
the responses of the industrialised countries to the neads of the

developing countries.

10. And secondly, the gatherings at Economic Summits are
sufficiently small in number for the procesdings to be true
discussions, rather than a series of prepared statements of
negotiating positions. Thalir meetings can be conducted guite

informally: and their conclusions are achieved by discussion leading




to consensus and not by debates leading to eounting of vetes or

VOLCERS.

l11. Thus the Economic Summits provide opportunities for personal,
face-to-face and informal contacts and exchanges of view among the
participating heads of state or government, and for identifying and
articulating the politico-sconomic themes which sst the framework
for international economic and financial management. It is thege
gualities of Economic Summits which appeal with especial [orce Eo
the Britisgh Prime Minister., 1Indeed, I believe that the same would
pbe true for any of her colleagues at the Bconomic Summit. They

aspire to recapture the informality and flexibility of the “Library

Group".

I12. 1Io two respects it is impossible for them fully to realise that

aspiration.

id. The first respect derives from the high level and the size of
the gatherings, and the concentration of public and media attention
and expectations upon them, There are seven heads of stata or
govarnment: two of them Presidents of their countries, and five of
them Prime Ministers. Each is accompanied by a Foreign and a
Finance Minister. The European Community is represented by the
Presidents of the Eurcpean Council and of the Commission of the
European Communities, They come together from the four corners aof
the world, and are inevitably encompassed about by sizeable
delegations of senior officials as well as by those whose duty is to
agsume security and communications with the home base. The total
number O0f people involved in a Summit meeting thus runs into several

hundreds .,

l4. And these gatherings have come to attract huge attention from
the media. At recent Summits the numbers of journalists in
attendance has been in the order of 3,000, of whom some 1,000 or

more are American and not too far short of that number Japanese,

15. Thus the organisation of an Economic Summit meeting entails a
considerable feat of preparation, planning and expense for the host

government; and the necesgary degree of orderliness and formalicy




which the arrangements reguire makes it more difficult to Dresarve
the degree of informality and flexibility of discussion which it
remains the aspiration of the main participants to achieve., And thae
jourmalists are all, naturally enocugh, looking for stories ta send
Back to their viewers, listeners and readers; it 1s hardly
gurprising that they are not content to wait for the final
declaration and press conference, but look to be supplied - on or
off the record - during the meetings with material about the
subjects being discussed, the progress of the discussion, and -
inevitably - any emerging differences of view ar conflicts of

interest.

16. It was considerations of this kind which led some seasoned
Summit observers to look back with special nostalgia to the first
Summit under Canadian auspices, which was held at Montebello., Tha
nature apd size of the "largest log cabin in the world™ enabled all
the principals and their delegations to be accommodated under one
root, and eliminated much time and hassle of travelling between one
location and another. At the same time it ensured that the numbers
in each national delegation had to be strietly limited; and the
representatives of the media remained in Ottawa, so that spokesmen
had to use the telephone or make a forty-mile journey to brief thae
press. As one cynical press officer was heard to remark at the

time: “"Peace, perfect peace, with loved ones far away",

17. MAnother main respect in which the Economic Summit differs from
the Library Group is the intrusion of high political issues into the
agenda for discussion. I use the word "intrusion" only because the
time taken up in discussion of political issues reduces the amount
of time available for discussicn of the economic issues which it is
the primary purpose of these Summits to consider, But of course the
political issues are of the highest importance in their own right:
and of course it is both inevitable and right that heads of stats or
government who are much precccupied with these issues in their day-
to-day businessg at home should use opportunities of this kind to
exchange views with each other about them. Indeed, they would be

failing in thelr responsibilities if they did not,




18, Despite all these pressures, there has been a considerable,
perhaps surprisingly considerable, degree of success in preserving
both the primarily economic purpcse and the informal character of
discussions by heads of state or government at the Economic Summit.
Discussions of more detalled and technical financial and economic
matters are delegated to Finance Ministers who keep in regular
contact during the year through their G7 and other processes,
Discussions of regional foreign policy issues at the Summit can be
delegated to Foreign Ministers, enabling heads of astate or
government to concentrate their political discussions on the major
intarraticnal issues, and particularly those of East-West relations.
Their political discussions tend to be conducted cutside the regular
gesglons, at mealtimes for instance, enabling the regular seszions
to focus on economic issues, The fact that the draft of the
economlc declaration or communigue iz not available for
consideration until relatively late in the meeting serves both to
iimit the amount of time that heads of state or government need to
spend on detalled drafting points and to enable the preparation of
the draft to reflect the points of view that emerge from the earlier

part of the discussion.

139, And heads of state or government have on the whole resisted the
temptation to institutionalise the process of preparation beyond the
Personal Representatives. Specialist working groups have bean set
up from time to time to deal with particular issues or remits,

There was, for example, a Working Group on Technology, Growth and
Employment, which was set up at the Versailles Summit in 1982 and
did some usaful work, particularly in establishing joint venture
projecte among Summit countries, before it was finally disbanded two
or three years ago., But such groups have been few, and all have
reported to the Summit through the Perscnal Representatives, The
preparatory process has been deliberately kept lean in order that
heads of state or government themselves should be able to
concentrate on identifying issues and exchanging views rather than

on reaching decisions,

20, It would be beside the point to expect a catalogue of specific

achievements from a process which has had other objectives. Parhaps

the nearest the Economic Summit has coma to attempting anything




which could be describec as specific achievements was the agreemants
in Tekyo in 1979, and Venice in 1980 on targets for enargy
consarvation and for development of alternative energy sources in
the wake of the second major wave of oil price increases, I doubt
whether the targets then agreed would bear very close inspection

today, thoush I must confess that I have not done the eaxercise,

2l. But those two Summits illustrated one important benefit of the
Economic Summit process: that it enables heads of state or
government to reach and to express a consensus of political will at
the highest level on the need to pursue particular economic
objectives. The Tokyo and Venice Summits of 1979 and 19280
articulated a clear political commitment by the seven governments of
the Summit countries to the vigorous pursuit of policies of enargy

conservation and the development of alternative enargy sources: and

the political significance of that, bBoth domestically and

internationally, was parhaps more important than the specific
targets by means of which it was expressed.

22. The problems of the developing countries have exercised the
minds of heads ot state or government at every Economic Summit
meeting in which I have been involved. The articulation of detailed
policies on the support of developing countries and the debt
problems of the ma‘jor debtor nations has been dealt with in other
lnternational fora, not least because many other countriss are
involved. But the Summit meetings have helped to focus the minds of
heads of state or government on these oroblems, and to reatfirm
political will at the highest level for a positive and constructive
apprecacn to them; and they have probably on occasion helped heads of
state or government to carry political and public opinion at home
for more outgoing national policies than they might otharwisze hava
been able to accept.

23. Again, the detailed application of policies on multilaceral
coordination and surveillance in internaticonal financial management
has been a matter primarily for Ministers of Finance: but the Summit
has taken useful initiatives of process in this area, and its

endorsement Of the policies agreed and pursued by Ministers of




Finance has given heightened political weight to the policies and

has helped Lo i1mprove their sffeactiveneas.

24, Perhaps the most valuable servics that successive Eccnomic
Summits have been able to render has been the regular and unvarying
commitment of the seven leads of state or government to the
preservation and strengthening of the gpen multilateral trading
system, AL a time when protectionist tendencies have sesmed to be
on the increase, that commitment, collectively undertaken and
reiterated at the highest level, has been a demonstration and an
axample to other trading partners, as well as a reinforcement for
resistance to domestic protectionist pressures in the Summit

countries themselves,

25. At the last two Summits, at Tokyo in 19686 and Venice in 1987,
heads of state or government have discussed at some length the
problems of world agricultural surpluses and the part created in
genarating those surpluses by domestic (including Eurcpean

Community) agricultural support policies. They have reached general

agreement on the need to eliminate surpluses over a period of time

and to reduce governmental support policies as neceasary for that
purpose. The detailed work on t£his 15 being done in the
Organlsation for Economic Cooperation and Development and as part of
the Uruguay Round in the General Agreement on Tariffs and Trade; the
exprassion of political will to tackle the problem ¢ontained in the
Summit declarations has helped to highlight political and public
consciousness of the problem io the Summit countries and elsewhere,
and to give additional impetus to the discussions of the problem in
raglonal groupings and in other international bodies.

26. But I would argue that the most significant achievement of the
Economic Summit process is still that it provides a regular
opportunity for those seven heads of state or government to meet and
talk to each other face to face; to exchanga views in a relatively
free-ranging and informal way about international political,
economic and financial issues, and to enable each other to
understand the particular domestic political and economic needs and
problems which impel or constrain them., It must be better that this

should happen than that it should net. Also, despite all the




ballyhoo that surrounds Summit meetings and the unfulfilled and
often unfulfillable expectations to which they can give rise, the
fact that the Economic Summit has become and is acceptad as an
annual event — one event (albeit a particularly consplcoucus one) in
an annual calendar of events and meetings, helps to place it in
pergpective and to ensure that not too much is seem as riding on the

ouLCcome .

27. A cynic might argue that the only reason why the Summit process
should and probably will continue is because it would be too
devastating an admission oi failure or of lack of cohesicn to
discontinue it. I do not want to take that position. I beliewve
that the helding of the annual Economic Summits helps to make the
development of the world macro-sconomy betiter managed and more
positive than it would be if Summits did not ececur, That judgement
ia in the nature of thinas not capable of demonstration or proet,
since it i3 impossible to show how things would have turned out if
there had been no Economic Summits. But is it a judgemant of faith,
baged on experience. But, if it is right, it is surely sufficient
to justify the countries concerned in continuing the process, and in
deciding in this city later this year to embark upon a further cycle
of Econcmic Summits.

FEBRULARY 1988 RCBERT ARMSTRONG




10 DOWNING STREET

LONDON SWIA 2AA
18 Pebruary 1988

From the Principal Private Secretary

TORONTD SUMMIT, BACEGROUND FPAPERS

1 should have replied before now to thank you for yvour
letter of 5 February and the collection of papers which you
gent me. They arae a useful socurce of reference.

I would indeed like a personal copy of the papers of
the Lancaster Group on debt and should be grateful 1f you
could arrange for copies to be sent to me here at No.l0. As
for telegram distribution, there seems to be a hiccup
gomewhere. Telegrams started to arrive but have
subsegquently stopped. Perhaps one of your people could have
a word with the Duty Clerk about this.

Finally, thank you for the offer of the services of
your Conference Section. I am sure that we will be in touch
with Bill Eilby in due course.

H.L. Wicks

T.L. Richardson, Esqg.,
Foreign and Commonwealth Office.




H M Treasury I'
Parliament Street London SWIP 3AG

Switchboad 01-203 3000
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Sar Geaffrey Lisler KCH
Sermnd Parmarant Secratary

10 February 1988

TURONTO ECONOMIC SOMMIT PREPARATION

f P

=k F
[ agree with the suggestion in vour letter of 9 gébruury to Red
Braithwaite (to whom I am copying this), that our briefing should
cover some stock exchange issues. As well as "eireuit-breakers',
ete, it should alsoc touch on the present lack / future possibility
of cooperation between major stock exchange supervisors,

I have asked Rachel Lomax to grganise a brief for us. I have told
har to work to 24/25 Pebruary for this - a fair amount of activity
i3 going on and we want as up to date a note as can reascnably be
prepaced.

I am content with the other briefing suggestions made by Rod, and
have commissioned my people as appropriate.

Nigel Wicks Esg CBE
10 Downing Street
LONDON SWl.







10 DOWNING STREET
LONDON SWI1A 2AA

From the Principal Privale Secrefary
9 February 1988

TORONTO ECONOMIC SUMMIT: SECOND MEETING OF FERSONAL
REPRESENTATIVES, 27-29% FEERUARY

Thank you for your letter of 5 February with which you
enclosed a suggested list of briefs for the second Bherpa
meating which takes place near Montreal on 27-29 February.

I am content with the briefs suggested with one
addition. 8ylvia Ostry mentioned at dinner the other
evening that there was a good deal of interest in Korth
America in various devices - circuit breakers and all that =
which might mitigate fluctuations in the stock market.

Geoffrey Littler pointed out to her that there was less
interegt in such matterse this side pof the Atlantic.
Mevertheless, I suppose that it is just possaible that either
Alan Wallis or herself might raise this matter in Montreal
bearing in mind the interest stimulated by the Phelan and
Ruder reports. 1 therefore suggest that there should be a
brief on these issues.

I am sending a copy of this letter to Geoffrey Littler.

N.L. Wicks

R.Q. Braithwaite,; Esg.;
Foreign and Commonwealth Office.
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TORONTO SUMMIT: BACKGROUND FPAFPERS

1. As promised in my letter of 2% Januvary, I now attach a
further folder of Summit papersg. You will see from the
covering list that it includes a range of recent declarations
as well as current papers on key issues such as debt, the
Uruguay Round and agriculture. You may also be interested in
a few back papers on the Japanese proposals for a meeting of
trade Ministers, although the idea of any link wlth the
Summit seems to have been sguashed for the moment. I have
added a copy of the briefing letter we provided for the
Sherpas meeting in November, and a short minute on potential
tengion between the key Canadian officiale involved in Summit
preparations.

2. We discussed telegram distribution at our meeting on
Wednesdayy I can confirm that we have added your name to the
Monetary, Frame Economic and Prame External distribution lists.

If you would like & personal copy of the Lankester (ex-Lavealles)
Group papers on debt, I will arrange for an extra set to be
gont o Number 10.

3. Y¥You menticned organisaticn of the Sherpas meeting at Leeds
Castle in May. We have been in touch with our Conference
Section, who will be happy to pass on whatever advice they

can. If your staff would like to draw on their experience,
perhaps they could contact Bill Kilby in this department in the
first inetance.

T L Richardeon
Economic Relations Déepartmernt

COVERING CONFIDENTIAL
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‘E SUMMIT PREPARATION: SIGNIFICANT PAPERS, 1986/87

A DECD Ministerial Communigues 1987
1986

B IMF/World Bank Development Committee Communigues: September 1987
April 19a7

IMF Interim Committee Communigue: September 19387
April 1987

Louvre Statement: February 1987

A7 Statement: April 1987

37 Statement: September 1987

G7 Statement and Annex: December 1987

Ministerial Declaration on the Uruguay Round: September 1986
Cairns Group Ministerial Meeting - September: May 1987

Summary of recent EC, US, Cairns Group-and Japanese proposals on
Agriculture

E European Council - Draft Conclusions. December 1987.
L Guidance telegram: Debt: Mexico and the banks: January 1988
M Guidance telegram: Debt: Sub-Saharan Africa: December 1987

N Japanese proposals for a Trade Minister's meeting at the Summit:
(1) Telelettear E£rom Tokyo, 24,12.87
(ii) Minute Richardson, Ps 30.12.87
{(1ii) Minute Spencer (ECD(E)), PS 18.1.88B
(iv) Telno 157 from Washington 23.1.88
(v) Telng 256 from UKRep 26.1.88

0 Doucet - Ostry: Confusion of Roles: Minute
Richardson-Brewer, para 5: December 1987

P Briefing letter, FPirst Meeting of Personal Representatives for
1988 Summit: Qctober 1987

ECONOMIC RELATIONS DEPARTMENT
5 Pebruary 1988
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ANNEX

US Proposal on Agricylture ipn GATT

US proposal aims at Complete reduction by year 2000 of all
agricultural support affecting trade. Proposals exclude income aids
decoupled from mroduction and marketing, and food aid: and envisage
two-stage approach:

(1} Agreement on a measuring device such as CECD Producer Subsidy
Equivalent (PSE), an idea UK strongly supports; and commitment to
reductions in aggregate levels te zero (unrealistic);

(11} Each country to select specific policy changes to meet this
commitment (UK supports this approach) .

- EC response recognised importance of US proposal while expressing
doubt about realism of seeking to remove all forms of support by
2000,

EC _Propogal on Agricultyre in GATT

= Draft proposal contains a number of positlive elements:

o Commitment to reductions in support in short and long term.

0 Credit for reforms already implemented.

o0 Endorses use of an aggregate measuring device f{eg PSE).

@ Recognises the need for short term actien (which the US praposal
did not).

- Some aspects of the proposal are ynwelcone:

o Linkage between "rebalancing” (ie increasing protection in some

sectors) and reduction= in overall support.

@ Linkage between long and short term action.

o Linkage between internal EC reforms and reforms by trading
partners.

9 Concentration on action on specific commadities in surplus.
Cairng Gr : 85a] in GA

- Cairns Group have put forward comprehensive proposal including

long and short term measures.

M31AAE CONFIDENTIAL
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1. Overall objective: long term framework supported by new GATT
rules covering market access, subsidies, health regulation,
consultation and surveillance.

2. Pregramme cf reform: including reductions in aggregate
support; priority treatment for export and other subsidias
related to exports and import access; only limited exceptions
leg for structural adjustment); agreement on rules for health
measures, consultation surveillance and dispute settlemant.

1. BSpecific sarly relief measures:
o Freeze on access barriers, producticen and export
subsidies, unjustified health regulations.
@ Political commitment to stock disposal,
@ Concerted multilateral steps to tackle existing

distortions (eg commitment to reduce subsidies by X%,

commitment to increase access).

= The proposal also underlines need for differential and more
favourable treatment for developing countries.

JAPANESE PROPOEBAL IN GATT

= FPropesal recognises need to tackle import barriers as well as
axport subsidles but the emphasis is firmly on the lattar. Thers
are clear statements of the need to respect the principles of food

security and the specific problems of agriculture.

— The proposal covers all agricultural fishery and forestry
products,

- Emergency measures: major exporting countries should freeze
export subsidies at current levael.

= Other propsed measures:
0 tariff reductions by request and cffer procedure.
o removal of QRs and other import restrictions: discipline

exceptions to be improved.

MS1AAK CONFIDENTIAL
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review of general exceptions to restrictions on exports at
time of critical shortage.

subsidies: export subsidies to be frozen. other government
subsidies affecting trade should be brought under GATT control

(with exceptions for infrastructurs improvement, social

walfara etz).
- Rejection of aggregate measures such as PSE which is not designed
b0 compare levels of agricultural protection, nor does it take
account of eg food security.
= Proposal recognises need te reduce sanitary and phytosanitary
restrictions while recognising particular conditions of each

country.

= ©Special and differential treatment for developing countries.

M531AAK CONFIDENTIAL




TT7FUG S
) L, MOLLAN 4427

s g b A 559
L RPCEINED N AT 24 | Lf\_é?,(“.,__,
CONFLODENTIAL i -fﬁfﬂr?Hﬂ]
L‘L\.l_l L"«""'f_

FM WASHINGTON [t vy | - t;qu b
TO PRIUVRITY FCO —e s e — -
TELNO 157 ale atimg Nio-r

| ' |
OF Z3UUUbLLZ JANUARY Bb =i Hraie i (ﬂ-—f I:a_-. dp—_r Pt
§ . ;'I-L'l E—I-L.-t I ||.r1 e
{ ) efL4J-'q-f€/ Fa
rrdur??

_ Kb

FCO TELHND 5T TO TOKYOD: JEPANESE PROUPOSAL FUR MEETING OF TRAD

MLISTERS
!IJHHHHT i
1. US OPPUSE JAPANESE IDEA FOR A MEETIMG OF TRADE MINISTERS L
FROM THE 67 COUNTRIES PLUS THE COMMISSIONM. 2
DETAIL
2. YEUTTER TOLD LORD YOUNG TODAY (22 JANUARY) THAT THE
JAPANESE PROPOSAL FOR A MEETING OF TRADE MINISTERS FROM THE G7
COUNTRIES PLUS THE COMMLSSION WAS A LOUSY IDEA. HE (AND DE
CLERC@) HAD TOLD TAMURA SO IN TERMS IN BALL. THERE WAS NO NEED
FOR ANOTHER GROUPING OF TRADE MINISTEHS IN ADDPITION TO NAR-
ROWER GUADRILATERAL MEETINGS (US, CANADA, JAPAN, COMMISSION) AND
THE WIDER INFORMAL MEETING OF THE KIND DUE TO TAKE PLACE 1IN
EONSTANZ IN MARCH., HE HAD SAID THAT THE OMNLY CONTEXTS IN WHICH IT
MIGHT MAKF ANY SENSE WOULD HE IF TRADE MINISTERS WERE TO MEET AS
PART OF THE SUMMIT, OR IF TRADE AND FINANCE MINISTERS WERE TD MEET
TOGETHER TO DISCUSS TRADE/FINANCE LINKS. BUT A MEETING IN THE
MARGINS OF THE SUMMIT WAS A MATTER FOR HEADS OF GOVERNMENT, AND HE
.d.w TOLD TAMURA THAT 1F, THE JAPANESE WISHED TO PURSUE LT, TAKESHITA
SHOULD TAKE UP THE LIDEA WITH MULRONEY.
5. YEUTTE®R SAID THAT TAMURA HAD PUT HIMSELF OUT OmM A LIMB.
NOTHING WAS LIKELY TO COME OF THIS. LURD YUUNG AGREED. A TRADE
MINISTERS MEETING IN THE MARGINS OF THE SUMMIT WAS A PARTICULARLY
BAD IDEA.
b . SMITH (DEPUTY USTR) SPUKE TO ROBERTS (DTI) LAST
NIGHT UN SIMILAR LINES. HE WAS DAMNING BOTH OWN THE IDEA OF A
SEPAHATE 67 PLUS COMMISSION THADE MINISTEMS MEETING, AMD THAT UF A
MEETING IN THE SUMMIT MARGLINS.
e COMMENT = YEUTTEH LEFT US WITH THE IMPRESS1ION THAT HE
MIGHT HAVE BEEM LESS THAN CLEAH WITH TAMURA THAT HE REGARDEDR HIS
CONDITIONS FOR A Th MEETING AS IN PRACTICE IMPUSSIBLE TO MEET.
WHETHER THIS ACCOUNTS FOH TAMUHS'S OFTLIMISM ABOUT THE US VIEW
WE CANNOT JUBGE.
6. FCO PLEASE REPEAT TO DTI FOR HUTTON C(EEP DIVISION).

PAGE 1
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JKMIS GENEVA, TOKYO, OTTAWA
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MITI PROPOSAL FOR A TRADE MINISTER'S MEETING

THAT HE AND YEUTTER HAD SAT FIRMLY ONM
IT WOULD OMLY CAUSE TROUBLE FOR
HE WAS CPPOSED TO A

PROLIFERATION OF THESE MEETINGS WHETHER OR NOT LINKED TO THE SUMMIT.

2. I SAID THAT BRITISH MINISTERS HAD REACTED COOLLY TO TAMURA'S

PROFOSAL .

HANNAY

MALN 244

FRAME EXTERMAL

ECD [E)
HAD

ADDITIONAL

FRAME

WE WODULD CERTAINLY NOT AGREE TO ANY LINK WITH THE SUMMIT.

PISTRIBUTION

FED
ME FEARN

MR MCLAREN
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TORONTO ECONOMIC SUMMIT h%*h«.q B

1. You will have seen Ottawa telno 742, giving Doucet's vid
on how Mr Mulroney may be approaching the Toronto Summit. We
have been asked te let Ottawa know if there are any special
markers Chat we would want the High Commissiorer to put down
if and when Doucet gives a lunch for Summit Ambassadors before

Christmas.

2. To take the mechanics Eirst, I am clear that we shall need

Lo consult No 10, through a Private Secretary letter, on Doucet's
two main proposals: a retreat for Heads of Government during

the Summit, and less pre-cooking of the commnique. The first
step, however, is to obtaln Sir Robert Armstrong's wviews. I

have asked Mr Woolley to elicit them, and I hope to have an
answer Erom him today.® As the Prime Minister and Foreign
secretary will both be in Copenhagen from tomorrew afternoon

of2until Saturday evening, I think we should aim to submit to

Frivate 0ffice next Monday 7 December, by which time 1 shall
be back from Paris.

3. The Prime Minister strongly dislikes the idea of the retreat,
and 5ir R Armstrong made her position clear at the first meeting
of Personal Representatives. I am sure she will stand firm
against 1L,

4. Doucert's other idea is somewhat trickier. The Prime
Minister will probably be attracted by "informal exchanges"

at the Conference proper (not at a retreat). But summits last
for little more than 48 hours, and if too much of the communi que
is left openm until the evening of the first day, it may prove
exceadingly difficult to get a rtext appfoved before the summit
breaks up. Subject to Mr Braithwaite's views, I think we should

oadvise No 10 that there is no need for us to take a firm view

at this stage (not least because of doubts about Doucet's own
responsibilities, on which see below). Bur it might be
possible to identify in advance two or three important poliey
areas which require discussion at Head of Government level, and
on which the draft communique would not be set in concrete.

5. Glen Balley of the Canadian High Commission told me in
strict confidence - which should be respected - that we could
expect some frictlon, and confusion of roles, between Doucet
and Mrs Ostry. Doucet is Ambassador for Internatienal Summits,
and was responsible for the organisation of the francophone
meeting and CHOGM, as he will be for Toronte. Mrs Ostry 1is
Personal Representative. Doucet is an old university friend

of Mr Mulroney, and was his Principal Folicy Adviser for the
Elrst 2% years of the Conservative Government. He was criticised
[or falling to manage issues in a way that avoided political
embarrassment Lo the government, and resigned. But he still
breakfasts with Mr Mulroney once a week.

/ 6.
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6, Mrs Ustry is working on her own proposals for the
organlisation of the Summit, in the light of the first
mesting of Personal Representatives. She is "moving
very cautiously™, so as not to be out of step with
Doucet and the Prime Minister. 1 gather that she and
other Canadian officials have doubts about the retreat
idea (because of lack of time), but are keener on not
pre-cooking the communique.

7. All of rhis suggests that we and the High Commission
should handle Doucet respectfully but cautiously. Bailey
has offered to give us private advice as and when we

get discordant nolses out of Ottawa. No doubt the

High Commission are aware of this problem; but it should
be possible to refer to it in guarded terms in any
telegram of instructions that we send them once the

Prime Minister has been consulted.

f. Finally, you will note that the Secretary of State

has minuted on the telegram that "some thought is needed
about this as part of Hnglﬂg‘rﬂanadian relations'',

Mr Lalshaw confirms that he has in mind relations between
Mr Mulroney and the Prime Minister. 5o far as the economic
agenda for the Summit is concerned, I agree with Doucet
that there is "a close coincidence between Canadian

and UK positions"; and I made a point of saying so to

Mr Bailey.

.-—'—-""i-

R S T

¢ December 1987 T L Rlehardson
Economic Helations Dept
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TORONTO ECONOMIC SUMMIT:
FIRST MEETING OF PERSONAL REPRESENTATIVES

1. In his letter of 20 October to Gecoffrey Adams, Paul
Ccuthbert-Brown asked for briefing in the form of a letter
for tha first meeting of Perscnal Representatives, which
takes place on Vancouver Island on 6/8 November, to reach
you by 29 October.

2. The agenda for the Vancouver meeting covers Follow up to
Vanice and preparation for Teronto. Both will be
avershadowed by the state of the financial markets and the
conseguences for the world sconomy and exchange rate

managemenk.

3. I gather that you were only abla to see Delvoie today.
He may have told you more about Sylvia Ostry's intentions
chan does the Canadian paper which Nicola Brewer sent to
Cuthbert-Brown on 26 October, Under the agenda item
covering the review of developments gince Venice, the first
issue she flags, ecomomic policy coordinatien, is bound to
have pride of place. Sylvia Ostry has proposed (her letter
af 27 October) inviting financial sub-Sherpas to Vancouver.
Wwe and the Treasury do not think this is a good idea, and
the Treasury are drafting a reply. Neverthelesa there 18
mound to be some discussion of the effect on exchange rates
and interest rates of the recent fall in share prices. Ta
set this fall in historical perspective, since the early
aighties aquity prices had at their peak more than doubled
in real terms in the US and Germany, trebled in France and
the UK and guadrupled in Japan - a far greater rise than the
improvement in current and expected profitability. So it
was neither unexpected nor unprecedented that there would be
a2 correction at some stage. What was not foressen wWas the
scale and speed of that correction cnce it began. The fall
in equity prices is bound to have a deflationary effect upon
investment and consumption, but how much we do not Know.

CONFIDENTIAL
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4. At the Annual Meetings, bafore the recent turmoil,
Ministers were 2ble to reiterate that the major seven
sconomies were in their £ifth yvear of expansion, and that
growth appearad to be strengthening a little despite some
weakening in average real GNP growth in the second half of
19686, from around 3% a year to just below 233%. At the
recant meeting of the OECD's Executive Committee in Special
Session, Henderson for the Secretariat was inevitably more

pesgimistic.

5. Summit countries noWw need to reassure the markets that
aconomic fundamentals are still sound and that the necessary
actions to restore confidence are being taken. When we meat
an 4 November, Geoffrey Littler will no doubt have more to
say about the three key elements in any package: exchange
rates, interest rate differentials (especially between the
Us and Germany) and action to reduce the US fiscal deficit
and hence the imbalances. We can welcome the substantial
cut in the US Federal deficit in fiscal year 1987 [Just
anded) and the willingness of the Administration to
implement, if necessary by tax increases, the full

§23 billion cut in FYL9B8E from the estimated baseline
specified by Gramm-Rudman, mark II. But next year's deficit
is still likely to be above the FY 1987 level; and we should
urge larger cuts in the deficit and above all a sustained
programme to reduce 1t year on year, if market confidence is
ta be restored., The FRG too could do more, and the
Chancellor has twice said so in terms in the last week.
immediate target is a reduction in German interest rates,
but this will be opposed by influential voices in the
Bundesbank and aslsewhere.

The

6&. We gather that Mrs Ostry would be particularly
interested to hear how the Chancellor's proposal at the
Annual Meetings for a more permanent regime of managed
floating will be carried forward. Geoffrey Littler will be

able to advise on this.

7. Debt Sylvia Ostry’'s second issue. If the stock macrket

collapsas doas herald lower growth in developed countries 1t

will curtail debtors' export earning opportunities, and

reduce their capacity and willingness to raepay. They will,
however, benefit from lower interest rates. There has been
good progress since Venice on a ceneral Capital Increase for
the World Bank. The IBRD Board will begin serious
negotiations next month, and for US, German and Japanese
budgetary reasons these negotiations have to conclude by
mid—Decembar if the GCI is not to be delayed for a yeart.
camdessus's initiative to enlarge the IMF's Structural
adjustment Facility contipues to gather supporkt. We have
said we will contribute an interest rate subsidy, and we are
ready in principle to contribute capital too if the

CONFTIDENTIAL
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arrangements [or repayment etc are satisfactory. Whether
discussions can be concluded by the end of 1987, as proposed
in the Venice Communigué, is open to doubt (though it may be
unwise to say so in public). That is certainly true of the
Chancellor's debt initiative, but we should continue to urge
the casa for interest rate cuts and cite CHOGM's endorsement
of the initiative,

B8, Turning to trade, the Vancouver Declaration at CHOGM
usefully reaffirmed the need for liberalisation of trade and
agriculture in the Uruguay Round. The Geneva negotiations
are now on schedule. The Community has put forward two
major outline proposals: on Tropical Products whaere the
Community's negotiating directive has been particularly
welcomed by developing countries; and on Agriculture, on
which a position paper has been submitted, Although the
latter contains a number of unwelcome elements from the UK
point of view, tactically it is far better for the Community
to have a paper on the table in Geneva which demonstrates
its commitment to negotiate constructively. The US, Canada
and the Cairns Group have accepted that the Community's move
is a umeful step forward, though they too find parts of the
paper unattractive. They have also tabled position papers
for a first round of talks. Progress in the GATT should
provide a useful external stimulus for tne CAF reforms we
are working for {though the latter must not be dependant on

the formerc).

9. If it were not for recent stock market developments,
Sylvia Ostry would probably be tempted to concentrata
discussion at Vancouver on trade and agriculture. The
Canadians have been pressing for a mid-term Ministerial
review which could decide on measures for early agreement in
the GATT negotiations (the so-called ‘early harvest'). Thay
may be considering proposing such a review in Vancouver 1in
late 1988. We do not object in principle, but have
consistently argued that it is premature at present to
decide areas for agreement: far better to wait until it 18
clear what subjects can be included in any mid-term review
or 'early harvest'. At CHOGM the Canadians (and
Australians) appeared to recognise that these arguments had

some force.

10. It is also too early to consider preparations for the
political subjects at the Summit, although Sylvia Ostry Wwill
presumably confirm that she intends Political DlrEEtUEE_ffﬂH
foraign ministries to attend the final preparatory meeting

of Personal Representatives before the summi;, as they have
done in recent years. There are just two points on Ehe
political side of which you might like to be reminded:
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- IF;rgrism, The counker-Lerrorism experts continue Eo meek
to tollow up work after Venice. Progress has been slow
under shaky Italian Chairmanship, and the French (aided by
the Germans and Japanese) have selzed the opportunity to be
obstructive, thereby irritating the Americans. We are now
waiting for an Itallan initiative to take work forward

again.

- Impact of technological change. Shultz 18 keen that Heads
of Government at Toronto should discuss the impact of
technological change on world trends and on international
ralations. At this year's dinner for Summit Foreign
Ministers in the margins of the UN General Assembly in New
York in September it was agreed that Shultz would circulate
a paper on this subject by the end of the year, and that
Genscher would host an informal ‘brain-storming’ meeting of
Foreign Ministers in the Spring to consider how to take

things further.

4 B Finally, a briaf word on the Brundtland Report since
the Canadians have suggested that energy/environment issues

might be briefly addressed in Toronto if the debate on this

Report is carried further. The World Commission on
Environment and Development, which Mrs Brupndtland chaired,
published in April a Report entitled 'Our Common Future'.
It has attracted considerable public attention, and will no
doubt be the subject of further internaticnal discussion.
Although we have problems with parts of it, we have on the
whole welcomed it as comprehensive, realistic and balancad.
Sir Crispin Tickell made a statement in the UN Ganeral

Assembly on 19 October endorsing the report's central theme
of sustainable development based on economic growth. CHOGM

likewise welcomad the Report.
T datd

E O Braithwaite

{

3'{: S5ir G Littler 'E;‘ILHJ]'-;’E

CONFIDENTIAL







COMFIDENTIAL

/,z/r*,f‘ E"-_mb:—u SRS N PE Ehﬁﬁ. MTE

Ec gﬂ;ﬁ::_ﬁéléﬂftébfuTE) F-? et

CONFIDENTIAL

FM TOKYQD

TO TELELETTER FCO
TELELETTER HFR

OF 2406562 DEC 87

COPIES 11AVE CEEN PASSED

AND TD TELELETTEE UKREP BRUSSELS, HAEHTHEJGH, BTI OT2

FROM 3 J GONMERSALL, TOKYOD

Ff_ ,jl
TO MR T L RICHARDSON, ECONOMIC RELATIONS [PERT—F{0 o ' lF#

RECEIVED IN HESISTHY 5
COPIED TO MR W STOW, UREP BRUSSESL __ : Rt TR
MR O PUMBLY, WASHINGTON ﬂﬂLﬂUET
MR J HALL, OT2 BTI i

MR TAMURA'S PROPOSAL FOR TRADE HINISTEESL_HEEFING.AI_JHE_EH!

1. SEVERAL ARTICLES HMAVE APPEARED HERE RECENTLY ABOUT A PROPOSAL

BY MR TAMURA, MINISTER OF INTERNATIONAL TRADE AND INDUSTRY, THAT
TRABDE MINISTERS SHOULDR MEET AT THE SUMIT, IN VIEW OF THE SECRETARY
OF STATE'S VISIT HERE (IT IS NOW POSSIBLE THAT HE MAY SEE MR TAMURA)
AND MR TAMURA'S INTENDED VISIT TO LONDON OM 18 JANUARY , WE MADE

SOME DISCRETT ENGQUIRIES AND YOU MIGHT LIKE SOME BACKGROUND EVEMN
THOUGH THERE IS AT THIS STAGE VERY LITTLE FIRM TO REFORT.

2. HOSOKAWA, DIRECTOR OF THE INTERNATIONAL ECOMOMIC AFFAIRS BIVISION
OF MITI, TOLD US INFOMALLY THAT TAMURA WAS RUNMNING HIS IDEA VERY
STRONGLY AS "' A PERSONAL PROPOSAL AT THE POLITICAL LEVWEL'' (1E

IT DID NOT HAVE THE SUPPORT OF OTHER MINISTRIES, OR EVEN OFFICIALS
WITHIN HIS OWN MINISTRY AT THIS STAGE). HIS REASONING WAS THAT TRADE
MATTERS HAD BECOME INCREASINGLY IMPORTANT ITEMS ON THE AGEMBA OF
SUMMITS, AND IT WAS WRONG FOR MIMISTERS RESPONSIBLE FOR TRADE MNOT

TO BE PRESENT AT DISCUSSION. SEVERAL VERSIONS OF TAMURA'S PROPOSAL
HAVE SURFACED, SUGGESTING EVEN THE POSSIBILITY OF A SEPARATE MEETING
IN ADVANCE OF THE SUMMIT, BUT HOSOKAWA SAID THAT TAMURA'S

PROPOSAL AMOUMNTED TO EXPAMDING THE OFFICIAL PARTY OF EACH COUNTRY

AT SUMMITS TO PRIME MINISTERS PLUS THREE,

3. TAMURA HAS OF CODURSE BEEN DOING MIS BEST TI IMPLY THAT HE HAS
VARIOUS PEOPLE'S AGREEMENT TO THE IDEA. HOSOKAWA SAIR THAT
TAMURA THOUGHT HE HAD OBTAINED STRONG AGREEMENT FROM BANGEMANN
AT THE VENICE SUMMIT THAT TRADE MINISTERS SHOULD NOT BE

EXCLUDED FROM SUMMIT TEAMS., THE IDEA WAS ALSO BROACHED DURING

PAGE 1
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BE CLERCG"'S VISIT HERE ON & DECEMBER, AND THAT OF W NOIR ON

15 DECEMBER, ALTHOUGH AOTH OUR COMMISSION AND FREMCH COLLEAGUES
SAY THAT THEIR MINISTERS MERELY LISTEND POLITLELY. HOSO0OKAKWA

ALSD IMPLIED THAT TAMURA IMTENDED TO LOBRY HARD FOR HIS IDREA
AMONG THOSE INCLUDING YEUTTER, CAIRNS AND DE CLERCG, WHO WOULD
BE PRESENT AT THE RALI MEETING OF TRADE MINISTERS IN EARLY
JANUARY , WITH A VIEW NO DOUBT TO USING THEIR REACTIONE TO

ENLIST THE SUPPORT OF TAKESHITA WHICH WHOULD BE NECESSARY IF THE
STRONG OPPOSITION OF THE JAPANESE MFA TO THIA PROPDSAL WAS TO BE
OVERCOME.

sIMILAR PROPDSALS AY MITI MIMISTERS INM THE FAST HAVE

.FDUNEEHED oM THE OPPOSITION OF OTHER MINISTRIES BUT TAMURA

15 IN A STRONGER POSITION THIS TIME BECAUSE ME IS CLOSE TO

TAKESHITA AND HAS A FAIR AMOUNT OF AUTHORITY WITHIN THE

JAPANESE CABINET. ON BALAMCE THE IDEA STILL SEEMS UHMLIKELY TO

TAKE OFF, BUT THE REACTIONS OF OTHER COUNTRIES CoOULD

COLOUR THINGS,. HOSOKAWA UNBERTOOK TO BRIEF U5 MORE FULLY ON THE

PROPOSAL AFTER TAMURA'S RETURN FROM BALI AND BEFORE TAMURA MEETS

LORD YOUNG ON 18 JAMUARY. WE WILL REPORT ACCORDINGLY,

S. WE MADE IT QUITE CLEAR THAT WE WERE NOT ENGQUIRING ON
INSTRUCTIONS, BUT SIMPLY BECAUSE OF THE NEWSPAPER REPORTS. IN

REPLY TO HOSOKAWA'S GQUESTION, WE SAID WE WERE UNE TO MAKE

AM COMMENT ON THIS IDEA, BUT WE NOTED, FUR GOOD MEASURE, THAT WE HAD
ALWAYS IN THE PAST TAKEN A RESTRICTIVE VIEW OF ANY PROPOSALS FOR
EXPANSION OF THE SUMMIT MACHIMNERY, BECAUSE THE RESTRICTED AND
INFORMAL NATURE OF SUMNITS WAS A KEY TO THEIR EFFECTIVENESS. HOSOKAWA
INDICATED SOME PERSONAL SYMPATHY WITH THIS VIEMW.

5 4 GOMERSALL

DISTRIBUTION
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JAPANESE PROPOSAL FOR TEADE MINIST ' MEETIHNG
AT THE ECONOMIC SUMMIT

1, The Embassy in Tokyo has reported an idea being promoted by
the Japanese Minister of International Trade and Industry,
Mr Tamura, that Trade Ministers should also attend the Toronto
Economic Summit, or meet concurrently. This is not yet a formal
proposal, although the Japanese Embaesy here have asked the DTI
for their views (which they reserved, while expressing doubts
about the idza), However, Tamura may well vaise it when he sees
the Secretary of State in Japan next month,

2, This is not a new idea, As Mr Bayne's standard book on
gsummits shows, MITI has long campaigned for greakter involvement
in them., There is no evidence that Tamura has yet won support
for his personal proposal either within Japan (where the MFA
remains strongly opposed) or among the rest of GJV.

., 2 We know that the Prime Minister attaches importance &to
keeping Summits small and informal. She would be likely to
appose . any axpanded participation, I have agked
S8ir R Armstrong's office (he is not in today) for a second
gpinion, But I am sure he will take the same view of the Prime

Minister'sa attitude.

4. If Tamura lobbies the Secretary of State, 1 therefore
recommend that, while reserving our final position until such
time as a formal Japanese proposal emerges, we firmly discourage
the idea of increasing the number of Summit participants. The
Secgretary of State could point out that there are plenty of
gpportunities for Trade Ministers to meet, including at the OECD
Ministerial the month before Toronto.
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s _
but Lord Young [who

B Orf nfficials concur with this advicas
not yet been

Wwill be seeing Tamura in London on 18 January) has
consulted.

L7 B I . R S,

T [. Richardeon _ .— =

Economic Relations Department
WH 413 270 2670

I agree with the line recommended in paragraph 4. PBut I
think it would be Sensible For Tamura's O0ffice to be warned
that if he does decide to lobby the Secretary of State in
Tokyo {and the Prime Minisber later in London) he can expect
a firm rebuff. I the Secretary of State agrees, appropriate
instruotions will be sent Lo CLhe Embassy.

i Aassd

30 December 1987 HiJ H Maud

Q.0

Mr Braithwaite o0.r.
Mr Cooper FED
Migsa Spencer ECD(E)
Mr Brogdbent

Economio fAdvisers
Mpr Sheinwald Planners
PS/5ir Robert Armatrong
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Miss Spencer
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18 January 1988
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Mr Braithwaite

[ T o S5
Mr Kerr a
ERD T e

FED
C

2 4
7

CALL ON SBECRETARY OF BTATE BY MR TAMURA: PROPOSED MEETING OF G7
TRADE MINIBTERS

1. During Tamura‘’s call on Lord Young this morning, he raised
again the guestion of a meeting of Trade Ministers not
necessarily in conjunction with the Summit of the Seven. It is
possible that Tamura may raise the guestion during the eall on
the Secretary of State tomorrow. If so, I recommend the
following line to take, which has been agreed with ERD:

- We should need to consider carefully the Japanese proposal
for a Trade Ministers’ meeting. An interesting idea.

= (If Tamura links the meeting to the Summit) Our views on
widening participation at the Summit itself are well known. We
are not in favour.

BACEGROUND

2. In the past the Japanese have tried to link the idea of a
Trade Ministers meeting with the Summit, but have been given the
clear message that we (and others) are not in favour of widening
attendence at the Summit to include Trade Ministers. They have

-
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also floated, as a variant, a preliminary meeting of Trade
Ministers of the Seven, who would report to the Summit.

3. Tamura put his proposal teo Lord Young today in a slightly
different form. He described it as a meeting of Ministers to
discuss trade issue=s. He was not concerned as to whether the

. meating was part of the Summit of the Seven (nor, apparently
about any relationship te the Summit); but wanted a forum smaller
than the OECD Ministerial but larger than the Quadrilateral (US,
Canada, Japan, Commission):; the G7 plus the Commission seemed
about right. He claimed some support from Noir, Bangemann and Ms
Carney. Lord Young commented that the proposal was interesting
and would need careful consideration.

4. Two further points arise. Although the Japanese are
thinking only in terms nf(f%ﬁ?,[and in terms of a meeting
separate from the Summit, there is no guarantee that they
would not bid for future meetings to be more directly linked to
the Summit. Secondly, because this would be a meeting of Trade
Ministers, Community competence is clear: and at an informal
meeting of the 113 Committee (full members) last week, the
Commission, the Netherlands and Denmark all expressed
reservations about the possibility of a meeting of G7 Trade
Ministers at Japanese instigation, even if the Commission was

included.

5. The Secretary of State may also wish to be aware that Tamura
saw the Chancellor today. We understand that Tamura gave a
presentation on the Japanese economy (emphasising its strength)
and his Govermment’s budgeting proposals, saying that structural
reforme were in hand. The Chancellor suggested that in view of

RESTRICTED
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the strength of the Japanese economy, structural reforms could be

implemented more rapidly. He raised with Tamura UK firms? bids

for membership of the Tokye Stock Exchange, and ligqueor taxes.

——

Rosemary Spencer

M536AAT RESTRICTED
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Foreign and Commonwealth Office

London SWI1A 2AH

N Wicks Eaq 5 February 1988

10 Downing Street
LONDON

:TEZhiiiﬂ ﬁﬂug@l.

TORCNTO ECONOMIC SUMMIT: SECOND MEETING GF PERSONAL REPRESENTATIVES,
27=-29 FEBRUARY

Wwe diascussed, I am encleosing a suggested lizt of briefsz for
ond Sherpas's meeting which takes place near Montreal on
gbruary. Geoffrey Littler and I will be accompanying you.

The list of briefs ecovers what seem likely .at this atage to
the main economic themes at the Summit, Fhough it may need revision
the light of Ehe Canadian 'Izaues Tor Dilscussion' paper for
this meeting. If fthis arrives too late to ask Departments to take
it imto account in thelr briefs. Economic Relaticns Department
will coordinate any comments separately. The briefs on obther sabj
(nos 5 - 7) and on certain political issues (noa 4 - 10) will be
short and largely for your background information, slince we would
not expect any non economic aubjects to be discussed at this atage.
Ye have not suggested anything on other political issues {(eg East/West
relations or the Middle East) szince so much can change between
now and Toronbo.

3. Pleaza lept me know if you are content with this list, and when
vou would like the set of briefzs fo rezeh yvour offieca. -Subjeet

te your agreement, I shall ssk EED Eo Tollow The usual prectice

ol eommissioning briefa {on your-behalfl s Personial Repreaenta:iueﬁ
and coordinatbting the contributions from other departments here

gnd in Whitehall.

Vours axes

i

H § Braithwaitsa
eer 53ir G Littler,

H M Treasury.
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TITLE

summit Organisation
includlng agenda, Eormat
and logistical arrangements.

World Economy

including policy coordination;
the use of indicators in
multilateral surveillance;
exchange and interest rates;
prospacts for current agoount
imbalances; structural
adjustment; outlook for
international growth.

Debt

Trade and Agriculture
jncluding protectionism:

the current GATT Round (and
the MTR); agricultural reform:
Japanese proposals for a Trade
Ministers meeting.

Science

Environment

Technology and Foreign

South Africa

HM Treasury

Treasury wWith
FCO

DTI/MAFF

Cabinet Office

Department of
Environmenk

FCO




10 DOWNING STREET
LONDON SWIA 2AA

From the Privcipal Private Secretary
5 February 1988

)__,f_,....::, E:jﬁhttf

ECONOMIC SUMMIT : SCIENCE

As I promised in my letter of 28 January, I had a word
with Dr. Ostry yvesterday about Scisnce and the Summit.

ODr. Ostry readily recalled S5ir Robert Armstrong's
intervention at last autumn's Sherpa meeting in Vancouver and
she knew the Chief Scientific Adviser had had discussions at
OECD. But sha did not seem to be aware of any especial
Amarican interest in this area. BShe sald that at an early
stage in the preparations for the Summit, there had been
suggestions in Ottawa that science might feature in the Summit

discussion. Dr, Ostry was vague on details but she sesmed to
remember that the initiative concerned the medical aspects of
an aging population. But the ideas had got lost in the
thickets of the Ottawa bureaucracy and she did not expect them
to emerge in time for the Summit.

My conversation with Dr. Ostry suggested to me that there
is no enthusiasm on the Canadian side to raise science issues
at the SBummit. Nor do I believe that the UK interest is
sufficiently strong, or developed as to justify our pressing
the matter. But it 18 possible that other countries, notably
the Americans, may raise the issue at the next Sherpa meeting
in Canada at the end of this month. If they do I shall be in

touch.

I am sending a copy of this letter to Roedric Braithwaite
(Foreign and Commonwealth Office), Sir Geoffrey Littler (HM
Treasury), 5ir Christopher Mallaby, John Pairclough, Richard
Wilson and Trevor Woolley (Cabinet Office).

2,
Nyt ). by

N.L. WICKS

R.E. Escritt, Esqg.,
Cabinet ODffice.
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Foreign and Commonwealth Office

London SWiA JAH

Higel Wicksa Eszg I

Ko 10 i i February 1988

1. I had a call thi=z morning from Daniel Dultzin who is &
cotnsel lor at the Mexican Embassy here.

<. he wanted my views on Lhe prospects for the world economy
and likely developments in policy amongst the G7 and OECD
countries. 1 dezcribed them on standard lines.

1. For his part, he was quite gloomy sbout the prospects for
the Mexican economy in the courase of thia yvear under the
peolitical preasures of the Presidential election. Amongst

the keys were the succaess of the new soheme for indexing wages
and prieesa to a noticnel infletion rate deliberately set lower
than the current reality; and rigid adherence by the Mexicans
te regular payment of interest ander their new scheme with

the U3 Treasury.

4. He also gave me one nugget of intelligence. The man he
desoribes as the "Mexican Bherpa", whose name 13 0lea and who
works in the Mexiecan Forelgn Ministry, told him when he wWas
recently in Mexleo that he had been in touch with the "Csnadian
Sherpa" about a discreet and informal meeting to discuss debt
between the GY Sherpas and those from the Cartagena countries,
Dultzin said that he thought this waa an interesting ides but
it would have to be handled carefully because it could easily
go wrong. I agreed with the latter thought and sald that we
would look rather carefully at any such proposal if it came

La be made.

5. I suppose we may hear more of this from Sylvia Ostry this
evening.

A Q Braithwaite

ce 3ir G Lictler
Mr Richardson

CORFIDENTIAL




Uanadtan Wigh Gommission Yy it Tommmiesactat dn Crnadn

G
Macdonald House, 1TL
1 Grosvenor Square,

LONDON, W1X DAB

February 3, 1988

Dear Prime Minister,

I have the honour to send the attached original
tetter from the Rt Hen Brian Mulroney, Prime Minister of
Canada, a copy of which was sent to you on January T3 1988,

Yours sincerely,

.: « Delvor
Acting High Commissioner

The Rt Hon Margaret Thatcher, MP
Prime Minister,

10 Downing Street,

LONDON, SW1

¥




10 DOWNING STREET
LONDON SWIA 2AA

From the Principal Private Secretary

28 January 198B

- ECONOMIC SUMMIT : SCIENCE

Thank you for your letter of 22 January in which you ask
whether the Chief Scientific Adviser should meet the Canadian
Sharpa, Mrs. Ostry, when she visits London at the baginning of
February. I am grateful to you for writing so fully about
these international sciernce issues. T readily accept that the
issuas to which you refer in your letter are real onas. Thare
may indeed be substantive and motually satisfactory bargains
to be struck over collaboration on major scientific projects
and it is just possible that these bargains could best be
struck at the highest level. Bat as I know you recognise, we
have to be very careful with any approach, if one is to be
made , because of the sensitivities involved. In particular, I
would not want to have this matter raised on the Summit
network without the prior agreement of the Prime Minister, who
a5 you know has somewhat reserved views At present about
scientific ecollaboration.

ARgainegt this background, I will, as a first step, have a
word with Mrg. Ostry when she is in London next week. If this
shows that the Canadians wish to carry things forward from the
Chair, then we will be faced with a fact with which we shall
have to deal. We can develop our attitude in slower time, in
preparation for the Sherpas meeting at the end of next month.
And we can secure the Prime Minister's agreement to our
proceeding. In the meantime, I would not wish the Chief
Scientific Officer to raise this matter with Mrs. Ostry.

I am sending a copy of this letter to Rodric Braithwailte
(Foreign and Commonwealth Office), Sir Geoffrey Littler (HM
Treasury), Sir Christopher Mallaby, John Fairclough, Richard
Wilson and Trevor Woolley (Cabinet Office).

(M. L. WICKS)
R. E. Escritt, Esg.,
Cabinet Office.
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Foreign and Commonwealth OfTice

London SWIiA 2AH
£6 January 1988

H L Wickzs E=zq GCBE
N 10 Downing Street

-Tiizﬁli hjL?;ﬂlf

ECONOMIC SUMMIT: SCIENCE

Tou rang me a2boul Escritt's letter of 22 January. I kave
been Lrying teo talk to you on the "phone but our paths do not
a3

Wnen John Fairelough raised this matter with me towards
the end of last year 1 advised etrongly that he phould econsult
Sir R Armsbrong. I sald that the history of atbttempbting to
crganise discussions between Chiaf Sciepntists in' the Summit
context had not proved very rewarding. And 1 underlined that
the Prime Minister was averae to anvthing that looked like
Finstitutionalising® the Summit machinery. Egarittts letter
Lo you iz preaumably a belated reaction te this advice,

ihe lasues which Falrelough ralses are real ones. And
there may be substantive and mutually =zatisfactory bargains
to be struck over collaboration on major scientific projects,
eg CERN and the Apericans' Super-Conducting Super-~Collider.
It 18 just posaible that these bargeins could beat be struck
at the highest level {President Reagan launched the apace
station idem at the London Economie Summit: e&bsit omenl.

However because of the sensitivities involved the approach,
if any, must be very delicate. In any case the Frime Ministapr
is not particularly enthusisstic &t present about sclentific
eollaboration. T therefore think that it would be hetter as
a first step for you, rather than John Fairclough, to have =
word wWwith Mras Ostry when zhe 1s here next wesk. If thia shows
that the Canadians are really "ready to carry things forward®
'rom the chalr; then we will be faoed with a Tapt with which
we will have to deal. We can develop our attitude in alower
time, in preparation for the Bherpas meeting at the end of
next month. And we can secure the Prime Minister's agreement
to our proceeding. You will want to reply to Esaritt fairly
soon. For obvious reasona 1 am copying this letter only to

ceoffrey Litflepr, /
%
'Luc;'.ainﬁ’-':c

xECiLtiﬂ' )
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MY TELND &&= TORONTO ECOMNOMIC SUMMIT ™ E“Djl’
25 lI.."'I

2UMMARY

s MRS O5TRY,. WHO WILL BE IN LONDON ON 475 FEBRUARY, DISCUSSES

SOME QUTSTANDING ISSUES CONNECTED WITH THE TORONTO SUMMIT

INCLUDING POINTS WE MIGHT WISH TO TAKE UP IN REPLYING TO MR
MULRONEY 'S LETTER.

POLITICAL

- WHEN I CALLED ON MRS OSTRY OM 21 JAWUARY, SHE SAIB SHE THOUGHT
EAST-WEST RELATIONS WERE BOUND TO BE THE DPOMINANT THEME OF THE
FOLITICAL DISCUSSIONS AT THE JUNE SUMMLIT. DEPENDLNG OMN EVENTS
THERE, THE MIDDLE EAST MIGHT ALSD FEATURE. THE JAPANESE WANTED

TO RAISE TERRORISM MAINLY BECAUSE OF THE KOREAN AIRLINE INCIDENT,
BUT MRS O5TRY CONSIDERED THIS WAS A& ONE=-OFF EVENT NOT REALLY
APPROPRIATE FOR SUMMIT DISCUSSION: A MEETING OF THE EXPERTS ON
TERKORISM WOULD IN ANY CASE BE TAKING PLACE IN CANADA SHORTLY.

FORMAT AMND ARRAMGEMENTS

3 MRS QSTRY THOUGHT IT VERY DESIRABLE TO HAYE ONME NOTE TAKEH
WITH EACH LEADER AT THE IMFORMAL MEETIWNGS. IN YIEW OF THE
LOMPLEXITY OF THE LISSUES TO BE DLSCUSSED MAMY OF WHICH WOULD BE
NEW TG, FOR EXAMPLE, THE JAPAMNESE PRIME MINISTER, IT SEEMED ALL
THE MORE IMPORTANT THAT EACH DELEGATION SHOULD HAVE ITS OWN
DETAILED RECORD OF THE DISCUSSIONS.

4. MRS DHTRY WRGED THAT THE PRIME MINISTER'S REPLY TUO MR MULRUNEY'S
LETTER SHOULD SET QUT THE PRECISE MNATURE OF ANY CONCERNS WE MLGKHT
HAVE ABOUT THE PROPOSED ARRANGEMENTS FOR THE SUMMIT BEFURE THESE
BECAME 3JET IMN CONCRETE. SPEAKING PERSOMNALLY, MRS O5TRY RECOGNISED
THAT THE LETTER AND ITS ENCLOSURE WERE NOT CLEAR ON SUME PUOINTS,

EG THE PRECISE LOCATION OANDP NATURE OF SEVERAL OF THE MEETINGS,
FARTICULARLY THE RETREAT. THE AMERICANS HAD ALREADY RULED OUT

ANY MEETINGS WHICH REQUIRED TRANSPORTING THE PRESIDENT BY B80AT OR
HELICOPTER SEMI-COLON AMY RETREAT WAS THEREFORE BOUND TO TAKE PLACE
IN TORONTD. THE CANADIANS WOULD WELCOME THE PRIME MINISTER'S VIEW
ON THE SUGGESTION FOR AN ADDITIONAL SESSION OGN THE FLIRST DAY AND

A CONSEQUENT REDUCTION IN THE ARRIVAL CEREMOMIES, AND ALSO WHETHER

PAGE 1
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THE PRIME MINISTER FAVOURED THE PRESENCE OF FINANCE AND FOMRELIGN
MINISTERS AT THE PLENARY SESSIONS. ONE ARGUMENT MHS ULUSTRY

SAW IN FAVOUR WAS THAT THE CREDIBILITY OF THE SUMMIT PROCESS MIGHT
BE UNDERMINED IF ECOMOMIC MATTERS WERE NOT SEEN TO FEATURE IN

THE SUMMIT DISCUSSIONS. SOME OF THE SUMMIT LEADERS (MKS THATCHER
BEING A NOTABLE EXCEPTION) WERE MOT VERY EXPERIENCED IN ECONUMIC
GUESTIONS.

TRADE MINISTERS' MEETLNG

- MRS OSTRY FORECAST A FORMAL REJECTION BY MR MULRUMNEY OF

MR TAKESHITA'S PROPOSAL THAT TRADE MINISTERS SHOULD MEET DURING
THE SUMMIT (MY TELNO 343, MALONE, WHO ASSISTS MRS QGS5TRY ON SUMMITS,
TOLD US LATER IN COMNFIDENCE THAT MR MULROMEY HAD SIGNED OFF ON
21 JANUARY A LETTER TO M# TAKESHITA, SAYING THAT BECAUSE OF THE
DANGERS OF INSTITUTIONALISATION AND BECAUSE THERE WOULD BE
RUADRILATERALS BEFORE AND AFTER SUMMIT A% WELL A5 OTHER MEETINGS
OF TRADE MINISTERS, MR MULROMEY ''AS SUMMIT HOST COULD WNOT
ENCOURAGE ANY FURTHER MEETINGS OF THADE MINLISTERS IN OR NEAR
TORONTO AT OR AROUND THE TIME OF THE SUMMIT."?! MALUNE THOUGHT
MR MULRONEY WOULD NOT FAVOUR A SEPARATE TRADE MINISTERS' MEETING
BETWEEN NOW AND THE SUMMIT SEMI-COLON WE TOLD HIM THAT OUR OWN
REACTION TO THIS PROPOSAL HAD BEEN CAUTIOUS.

5. MY JAPAMNESE COLLEAGUE HAS TOLD ME PRIVATELY THAT Hia PRIME
MINISTER HAD BEEN EMBAERASSED BY H1S TRADE MIMISTEH'S ACTION IN
FIRET PUTTING FORWARD THIS PROPOSAL AT BALI AND THEN PREES1ING

THAT IT BE PURSUED DURING TAKESHITA'S RECENT WISIT TO CANADA.
TAMURA, THE TRADE MIMNISTEK, APPARENTLY HAS AN IMPORTANT PARTY ROLE
AND TAEESHITA HAD NOT THEREFORE FELT ABLE TO0 TURM DOWN HLS
INITIATIVE (WHICH HAD NOT BEEN CLEARED WITH HIS CABINET COLLEAGUES
IN BDVANCEY OQOUT oF HaWDb

s MRS OS5STRY IS LOOKING FORWARD TO MEETING WICKS , A3 WELL as
LITTLER AND BRAITHWAITE, IN LONDON ON &4/5 FEBRUARY. I UNDERSTAND
FTHE CANADIAN HIGH COMMISSION IN LONDON ARE MAKING THE AHRANGEMENTS.

- 58 FCO PLEASE REPEAT TO POSTS AS NECESSARY.

URWICK

PAGE £
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TORONTO ECONOMIC SUMMIT: 19-21 JUNE

Robert Culshaw rang to say that Mr. Tamura,
Japanse Trade Minister, was pressing for
Trade Ministers to be included in the

ﬁElfﬁﬂtiﬂqﬁ to the Toronto Economie Summit

in June. %ﬁgﬁ, and the Foreign Secretary
when he visits Japan, will be taking a

firm line that this is not on. Robert
Calshaw thought we should be aware of

the point in case it is raised by Mr. Tamura
on 18 January (presumably he is coming

to the UK-Japan 2000 Group lunch that

day). They will be happy to provide a
further note if you wish.

(MARE ADDISON)
% January 1988
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10 DOWNING STREET

LOMNDOM SWIA 2ZA4

From the Privale -.'Eﬂ'rf.!e.rr_l-

ME WOOLLEY
CABINET OFFICE

Your minute of 9 December covered
a draft reply to Ottawa telno 74: about
the organisation of the Teoranto Economic
Eummit. I am confident that the Prime
Minister would be content with this and

it may issus.

(CHARLES POWELL)

10 December 1987
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Ref. A0NBT7/3502

ME POWELL

Please find attached a copy of Ottawa TELND 742 and the

draft reply prepared by the Foreipn and Commonwealth Office

and agreed by 5ir Robert Armstrong, subject to the amendment on

the last line of paragraph 1 indicated. T should be grateful

to know 1f vou are content for the reply to be sent in these

terms in view of the reference in the telegram to the Prime
Minister's own views.

2 The draft reply alsc refers to Ottawa TELNO 748: this simply
amended the third 1ine of paragraph ¥ of TELNO 742 as indicated

in manuscrint on the copy 1 attach.

9 December 1987

LCONFIDENTIAL
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OF 081430Z DECEMBER &7

YOUR TELNOS 742 AND 748: TORONTO ECONOMIC SUMMIT

1. If the proposed luncheon does not materialise, you should
take the opportunity of an introductory call on Doucet to respond
to his account of Mr Mulroney's approach to next year's Summit.
You should explain that the Prime Minister considers there is not
gufficient time during summits for a separate retreat but Looks
forward to the customary private and informal exchanges with

colleagues, in the first main session.

2. 0On lLess pre-ordering of the debate, yocu should say that we
would be content if the Canadians reverted to the pre=Venice
practice of not circulating a draft of the economic declaration
before the Summit. But advance preparation is essential if a
text is to be agreed in the very Llimited time available during
the Summit, This preparation need not "preordain' the debate and
can indeed serve to free Heads of Government for unrehearsed
discussion.

You should assure poucet that Canadian and UK positions on

N Brewer
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world economicg izsues are close. Both countries are in the van

of those calling for Liberalisation of trade, reform of world
agricultural policies, and help for the poorest and most indebteog

countries in Africa.

4, In responding to Doucet's views on the Summit you will wigh
to be circumspect in view of the fact that Sylvia Ostry, as

Personal Representative, also has a major role in Summit

preparations. Strictly for your information, the Canadian High

commission has warned us that the potential for confusion of

roles is high.
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FM OTTAMWA
TO ROUTINE FCO ,E{_EEAMIOV[FJM

TELNO T&2
OF 2721301 NOVEMBER B7

INFD ROUTINE TOKYO
INFD SAVING WASHINGTON, PARIS, BONM, ROME, UKREP BRUSSELS

WELLINGTON TELNO 506 (NOT TO ALL)Y: TOROCNTO ECOHOMIC SUMMIT 19353

s FRED DOUCET, THE CANADIAN FRIME MIWNISTER'S PERZONAL OFFICIAL
IN CHARGE OF SUMMITS, GAVE US AN ACCOUNT QVER LUNCH THIS WEEK OF
HOW MR MULRONEY MAY BE APPROACHING NEXT YEAR'S TORONMTO ECONOMIC
SUMMIT.

2. IT LOOKS AS THOUGH MR MULRONEY REMAINS KEEN ON A RETREAT
WHICH WOULD ALLOW THE HEADS OF GOVERNMENT TO HAVE 30ME DISCUSSIONS
ALONME. AT THE SAME TIME THE FINANCE MINISTERS RESPECTIVELY WRULD
HAVE THEIR OWN MEETINGS. BUT DOUCET WAS THINKING OF A RETREAT
ONLY 20 MINUTES AWAY ON TOROMTO ISLAND. DOUCET SAID THAT HE HAD
NOTICED RESISTANCE BY SOME OF THE PERSONAL REPRESENTATIVES ON

& AND T NOVEMBER 7O THIS IDEA. HE, HOWEVER, WOULD BE ADVOCATING
IT FURTHER. HE ENVISAGED THAT THE INFORMAL EXCHANGES DURING

THE RETREAY WOULD INFORM THE SUBSEQUENT DEBATE AND DISCUSSION ON
THE COMMUNIQUE.

- 3 IN DOUCET'S VIEW THE SUMMITS IN THE PAST HAD TENDED TO HAVE
BEEN TOO MUCH ORDERED IN ADVANCE. THIS LEP TO A PREORDAINED DEBATE.
IT WAS IMPORTANT THIS TIME PARTICULARLY 1IN VWIEW OF THE LARGE

MUMBERS OF MEDIA REPRESENTATIVES EXPECTED, THAT IT WAS NOT FELT THAT
THE CONCLUSIONS HAD BEEN DRAFTED BEFOREHAND. OTHERWISE PUBLIC
CONFIDENCE IN THE SUMMIT PROCESS MAY BE IMPAIRED AND THE MEDIA

WOULD BE MORE THAN EVER ON THE LOOKOUT FOR PERSONAL DIFFERENCES.

4 . DOUCET BELIEVED THAT THERE WAS A CLOSE COINCIDENCE BETWEEN
CANADIAN AND UK POSITIONS ON WORLD ECONOMIC ISSUES. HE THOUGHT

THAT THE SUMMIT WOULD SERVE TO STREMNGTHEN THE CANADIANSUK RELATION-
SHIP. THIS HAD NOT BEEN LASTINGLY DAMAGED BY THE HONEST DIFFERENCES
0F VIEW OVER SANCTIONS,., WHICH HAD BEEN EXPLOITED BY THE PRESS IN
VANCOUVER. MHOWEVER, IF THERE WERE ANOTHER PUBLIC DISPUTE BETWEEN
THE UK AND CANADA AT THE TORONTO SUMMIT, THEN THE PERCEPTION

BY PEOPLE IN CANADA WOULD BE THAT THE RELATIONSHIP WAS GOING

BADLY AWRY.
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- DOUCEY SAIC THAT THEY HAD DONE A SURVEY AMOMGST YOUUNG PEOPLE
WHICH HAD REVEALED LITTLE KNOWLEDGE OF THE ECONOMIC SUMMIT PROCESS
BUT A DESIRE TO KNOW MORE ABOQUT IT. THE CANADIAN GOVERNMENT WAS
THEREFDRE GOING 70 PUT IN HAND AN EDUCATIOMAL PROGRAMME. WE DREW
ATTENTION TO THE RISK OF RAISING EXCESSIVE EXPECTATIONS OF WHAT
MIGHT BE ACHIEVED AT TORONTOD,

B DOUCEY HOPED TO GIVE A LUNCHEON FOR THE AMEBASSADORS OF THE
SUMMIT COUNTRIES BEFORE CHRISTMAS TO EXPLAIN CAKADIAN VWIENWS.
PLEASE LET US KNOW IF THERE ARE ANY SPECIAL MARKERS YUL WOULD
LIKE THE HIGH COMMISSIONER TO PUT DOWN IF THIS OCCASION TAKES

P LACE.

WENBAN=-SMITH
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From the Private Secretary

SIR ROBERT ARMSTRONG

TORONTO ECONOMIC SUMMIT

The Prime Minister read the report of the meeting of Parsonal
Representatives conveyed in Wellington telegram No. 506. On
the whole, this confirmed her wview that meetings so far ahead
of the Summit are of limited uze. On a point of detail, she
18 firmly of the view that there is not sufficient time at a
Summit to make a retreat on the CHOGM pattern worth while.

CHRARLES POWELL

18 Nowvember 1987
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TORONTO ECONOMIC SUMMIT 1948

-—|_-_|_-_ -—I_.
1. PERSONAL REPRESENTATIVES MET IN BRITISH COLUMBIA DN
& AND 7 MOVEMBER FOR FIRST PREPARATORY MEETING.

2. ON SUBSTANCE, THERE WAS R DISCUSSION OF THE RESULTS AND
IMPLICATIONS OF THE CRISIS IN THE STOCK AND EXCHANGE MARKETS.
FOR SEVEN OUT OF THE EIGHT THE CRUCIAL QUESTION WAS THE

DUTCOME OF THE NEGOTIATIONS BETWEEN THE UNITED STATES
ADMINISTRATION ANMD CONGRESS OM THE BUDGET DEFICIT. IF THE
OUTCOME WAS AN AGREEMENT WHICH CONVINCED MARKETS JHAT THERE
WOULD BE APPROPRIATE ACTION OVER TIME TO REDUCE THE DEFICIT IT7
COULD BE HOPED AND EXPECTED THAT MARKETS WOULD SETTLE DOWN,

AND THE EFFECTS OF THE CRISIS ON WORLD ECONOMIC GROWTH WOULD BE
LIMITED. WITHOUT SUCH AN OUTCOME, THE OUTLDDK WOULD BE MUCH MORE
UNCERTAIN, AND IT WOULD BE UNLIKELY THAT ACTION BY OTHER MAJOR
INDUSTRIALISED COUNTRIES (EG GERMANY AND JAPAN) WOULD MAKE

MUCH BIFFEREMCE. THE FRENCH REPRESENTATIVE SHARED THIS VIEW,

BUT WAS MORE PESSIMISTIC THAN OTHERS ABOUT THE PROSPECTS FOR
AGREEMENT BETWEEN THE ADMINISTRATION AND THE CONGRESS.

—
e g

%. THE ODD MAN OUT WAS THE UNITED STATES REPRESENTATIVE
(WMALLIS). WHILE CONCEDING THAT THE US TREASURY WAS TO BE
ACCEPTED AS THE SOLE SPOKESMAN FOR THE ADMINISTRATION, HE SAID
THAT DID NOT MEAN THAT ALL THE AGENCIES OF THE ADMINISTRATION
AGREED WITH THE TREASURY. HE ARGUED THAT IT WAS ILLUSORY TO
BLAWE ALL THE WORLD'S TROUBLES ON THE US BUDGET DEFICIT. THAT
WAS THE US'"S BIGGEST PROBLEM, BUT NOT FOR INTERNATIONAL
REASONS. THAT WAS JUST A MATTER OF CONTROLLING PUBLIC
EXPENDITURE. IT WAS ALSO AN ILLUSION TO SUPPOSE THAT RAISING

_TAXATION WOULD REDUCE THE BUDGET DEFICIT: HISTORY SHOWED THAT

“J1T USUALLY DID NOT DO SO. THE GENERAL FEELING CHE SAID) WAS

~ THAT THE PROBLEM WAS DUE TO US MONETARY POLICY. SINCE 1978
MOMNEY SUPPLY HAD EITHER BEEN INCREASING TWICE AS FAST AS IT
SHOULD OR_MOT AT ALL. ANALYSIS WAS COMPLICATED BY AN APPARENT
REDUCTION IN THE TIME LAGS BETWEEN CHANGES IN MONEY SUFPLY
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AND EFFECTS, FROM PERIODS OF 15 TO 16 MONTHS TO PERIODS OF
6 TO 9 MONTHS. IN 1985-86 RAPID GROMTH IN MONEY SUPPLY HAD

e

“FED INTO SPECULATIVE IWVESTMENT IN MARKETS. IN FEBRUARY 1987
THE FEDERAL RESERVE HAD STABILISED MONEY SUPPLY, AND THE EFFECT
HAD “HEEN TO PUNCTURE MARKETS. ALMOST EVERYTHING WAS DIFFERENT
FROM 1929 NOW THERE WAS BEGINNING TO BE A BELIEF THAT THERE
MOULD BE SOME TAX INCREASES, WHICH WOULD HAVE THE WRONG
EFFECTS. MOREOVER FEAR THAT PEOPLE WERE STANDING BY THE

LOUVRE ACCORD WAS HAVING A NEGATIVE EFFELT.
4. DESPITE THIS MINORITY VIEW, THE GENERAL CONCLUSION WAS
THAT RECEMNT EVENTS HAD STRENGTHENED AND NOT DIMINISHED THE
VALUE OF AND NEED FOR INTERWATTONAL COORDINATION AND
COOPERATION, THAT HAD CONTRIBUTED TO THE ACHIEVEMENT OF

FIVE YEARS OF GROWTH IN THE WORLDP ECONOMY, AND KEEPING GROWTH
COING WOULD DEPEND ON THE REESTABLISHMENT OF CONFIDENCE IN
THE VALUE AND EFFECTIVENESS OF COOPERATION. WE SHOULD NEED
70 CONTINUE WITH " 'MANAGED FLOATING'', BUT MANAGEMENT MIGHT
NEED TO BE MORE FLEXIBLE. THIS WAS LIKELY TO BE A MAJOR

|

—ar

ISSUE FOR THE TORONTO SUMMIT, THOUGH MUCH COULD HAPPEN

BETWEEN NOW AND THEN.

5. THERE WMERE ALSC UPDATING REPORTS OF THE STATE OF PLAY
ON PROPOSALS TO INCREASE THE STRUCTURAL ADJUSTMENT FACILITY,
AND ON THE URUGUAY ROUND CF MTH.

——
o —

4. AS TO FORMAT DF THE SUMMIT MEETING, MU GREAT CHANBES:
WERE FORESEEN. ARMSTRONG MADE THE CASE FOR A RETURN TO
ARRANGEMENTS WHICH MADE THE MEETING AS MUCH AS POSSIBLE AN
QCCASION FOR AN IﬂigFHAL EXCHANGE OF VIEWS AMONG HEADS OF
STATE OR GOVERNMENT, BUT THE DISCUSSION MADE IT CLEAR THAT
OTHERSE SAM DIFFICULTIES IN THAT, AND IN PARTICULAR:

1T PRESENTED PROBLEMS FOR THOSE COUNTRIES WITH
COALITION OR COHABITING GOVERMMENTS SEMI COLON
g c—

THMERE WERE EXPECTED TO BE SOME 4,500 REPRESENTATIVES
OF THE MEDIA AT TORONTG, AND THAT WOULD CREARTE 1TS
OWN PRESSURES DN THE PARTICIPANTS. -

o — —_— :

WAS, HOWEVER, AGREED THAT ECONOMIC ISSUES WERE LIKELY
ESPECIALLY IMPORTAMT AT THIS EUMMIT, AND THAT THE

FAGE £
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HEADS OF STATE OR GOVERNMENT SHOULD NCT APPEAR TO BE SIMPLY
RATIFYING TECHNICAL AGREEMENTS OR ARRANGEMENTS MADE BY
FINANCE MINISTERS., IT WAS SUGGESTED THAT AT TORONTO PLEMARY
MEETINGS SHOULD START AT THE BEGINNING OF THE FIRST FULL DAY,
AND CONTINUE UNTIL THE ECOMOMIC DECLARATION WAS AGREED ON THE
MORNING OF THE SECOND FULL DAY, HEADS OF STATE OR GOVERNMENT
COULD DISCUSS POLITICAL ISSUES AT INFORMAL GATHERINGS SUCH
AS_MEALS SEMI FOLON AND MIGHT MAGE B RESTRICTED MEETING OF
H5G OMLY FOR AM INFORMAL EXCHANGE OF VIEWS ON ECONOMIC ISSUES
ON THE SECOND DAY, AFTER THE DECLARATION HAD BEEN AFPPROVED.

B. OSTRY SAID THAT, FOLLOWING THE CHOGW EXPERIENCE, THE
CANADIAN PRIME MINISTER WAS MUCH ATTRACTED BY THE IDREA OF A
RETREAT FOR HEADS OF STATE OR GOVERNMENT. OTHERS

DOUBTED WHETHER THE TIME AVAILABLE AT AN ECONOMIC SUMMIT WAG
SUFFICIENT TO ALLOW FOR A RETREAT OF THAT KIND. |F v o

fieies
S Weare {;l

9. FURTHER MEETINGS OF PERSONAL REPRESENTATIVES WERE
PROVISIONALLY AGREED FOR 27 TO 29 FEBRUARY, 13 TO 15 OR
15 TO 17 MAY AND T TO 5 JUNME. THE FEBRUARY AND JUNE MEETINGS
WOULE BE IN CAMADA. THE MAY MEETING WOULD BE IN EUROPFE,
BEFODRE DR AFTER THE OECD MINISTERIAL MEETING. THE FRENCH
REPRESENTATIVE SAID THAT IT WOULD NOT BE POSSIBLE TO HOLD THE
MEETING AT THAT TIME IN FRANCE, BECAUSE THE PRESIDENTIAL
ELECTION WOULD BE IN FULL SWING. ARMSTRONG WAS ASKED AND
UNDERTOOK TO FIND OUT WHETHER THE UK WOULD BE PREPARED TO
HOST THE MEETING IN BRITAIN. THE PREFERENCE WOULD BE TO HOLD
THE MEETING AT SOME COMVENIENT PLACE AWAY FROM LONDON, IN ORDER
TO IMPROVE CONCENTRATION. AN EARLIER MEETING AT BROCKET HALL
WAS RECALLED WITH APPROVAL.

10. PRACTICAL ARRAMGEMEMNTS FOR THE SUMMIT WILL BE DISCUSSED
IHN THE USUAL WAY THROUGH THE HIGH COMMISSION IN OTTAMWA.

NO SIGNIFICANT CHANGES FROM PREVIOUS YEARS ARE FORESEEN

IN SUCH MATTERS AS SIZE OF DELEGATIONS, ACCESS, AND RULES
FOR MEDIA BRIEFINGS.

11. ARMSTROMNG WOULD BE GRATEFUL IF CONFERENCE DEPARTMENT
WOULD PURSUE AS A MATTER OF URGENCY, IN CONSULTATION WITH
HIS OFFICE, THE QUESTION OF A UK WEMUE FOR THE MAY MEETING
OF PERSONAL REPRESENTATIVES.

12. ADVANCE COPIES TO BRAITHWAITE, TREASURY (FOR
LITTLER) AMND CABIMNET OFFICE (FOR WOOLLEY).
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Fram the Private Secretory

SIR ROBERT AEMSTRONG

The Prime Minister has considered wyour minute of 2 Hovember

about the forthcoming meeting of Personal Representatives to
prepare for the Toronto Economic Summit.

The Prime Minister would indeed wish you to argue for a
reduction in the number of such preparatory meetings. GShe
would also like you to go beyond this and see what support can
be attracted for an attempt to restore the Summits to
something closer to their original conception. By this she
means, whether some way can be found of reducing numbers,
limiting the formality of the occasion, restricting the number
of subjects covered and restoring something of the intimacy
which wase the original idea. This will no doubt bs uphill
work given Mr. Mulroney's evident intention to make as much

| political capital out of the Toronto Bummit as possible. But
since the focus of your meeting is on organisation, the Prime
Minister would be grateful if you could explore how far others
are prepared to go in the direction I have suggested.

As regards the substance of the Summit, the Prime Minister
agrees that it is too early to discuss this usefully yet. But
she will want to start collective consideration of this with
colleagues principally concerned fairly soon. I will make
arrangements for a meeting.

The Prime Minister is not yet ready to address the guestion of
who shonld succeed you as Personal Representative.

< DA

Charles Powell

3 November 1987
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As I told the Prime Minister at m}%mﬁf he AT ‘

Friday 30 October, the first meeting of Personal[Representatiy iy
to prepare the Toronto Economic Summit 1988 has Jbeen called Fnr " IE

6 to B November in Vancouver. The mee¢ting will be attended by ﬂr
Pcrsﬂn;l Representatives only. The Canadians have proposed that Jret.
there should be a simultaneous meetIfly I00 vincouver of the so-called
financial sous-Sherpas (in effect, Sir Geoffrey Littler and his = |
colleasgues in the Croup of Beven Deputies) to take stock of recent :
events in the steck and exchange markets and their jmglicurinégf::T:Egj
rLany
With the agreement of the Treasury I am discouraging this proposal:
it may well not be timely for such a meetinpg to be held mest LR

weekend. In such circumstances meetings of G7 Deputies should lfl‘
i

be arranged to suit the nead:s and requirements with which they

have to deal. It 15 neither necessary nor particularly apprepriate
at this time that they should meet in the cshadow of the Personal
Representatives: indeed, that would be in danger of sending the

wrong sipnal.

2, The meeting of Perscnal Representatives will no doubt review
developments since the Venice Summit and peer into the uncertain
—— =7 e f e vy

prospects. But 1t 1s far too early to judge what will be the

e — e aa,
main issues for the Toronto Summit, or to take positions on them;
and This meeting will be conceyned mainly with process and
administration: the number of and timetable for preparatory
meetings, the documentation for these meetings, arrangements for

handling political issues, the arrangements for attendance, location

etc of the Summit itself, and such matters as handling the press.
[ propose to.argue in favour of retaining the same general pattern

as for previous Sufits, PUt 8150 TOr & recuction in the number
of preparatory meetings: I believe that it should be sufficient

to have two (as compared with three in recent vears) - the first

I
CONFIDENTIAL




CONFIDENTIAL

to consider a first draft of a thematic paper, and the second to
finzlise the draft with one eye on possible communique language.
The communigue itself would not be discussed until the Summit

meeting .

3, I shall no doubt be asked who is te succeed me as the

Prime Minister's Personal Representative. I do not know whether
you are yet in a position to tell me. It seems to me that the
choice lies hetween Mr Butler himself, S5ir Geoffrey Littler and
Mr R T J Wilson. I imagine that the Prime Minister will not wish
to be represented by the Foreign and Commonwealth Office; 1 doubt
whether the Treasury would be very happy about that either.

SiT Geoffrey Littler would do it admirably; but the Prime Minister
was reluctant to put this entirely in the hands of the Treasury.
In any case, S5ir Geoffrey Littler may well retire by the end of
1988, and there wolld therefore be a need for another change quite
quickly. Moreover it makes for slight (though in the end
manageable) problems if the same person is both the Personal
Representative and the G7 Deputy. Mr Butler would have the
advantage of being seen as the natural choice, as the successor
in post to the two previous Personal Representatives, and as
being in fact as well as in name the Personal Representative

of the Prime Minister: this undoubtedly gives the Personal
Representative an advantage in his dealings with his colleagues.
But Mr Butler is not keem to take this on, at any rate at first,
with™So much else to take 21 - though fe has asked me to say

e : r— . "
that, if the Prime Minister would prefer him to take it on now,
he would of course cheerfully do so.

4, All this leads me to suggest that Mr Wilson might be invited

teé do it, so long as he is in the Cabinet Office. He would be
s s v FY.

less au fait than Mr Butler on the political aspects of summitry,
but he could no doubt brief himself on those, and he would be well
qualified to deal with the economic aspects. One argpument for
asking Mr Wilson to take it on is that he will presumably not be
in the Cabinet Office for more than two or three years: when he
moves on there will be an opportunity to consider again whether
Mr Butler, by then well settled in, should take it on himself,

b
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>. On the way back from Vancouver I propese te visit Ottawa for
«4 hours, to touch base with and say farewell to the Secretary

of the Cabinet there. If I have to go to New Zealand to give
evidence in the proceedings on the Attorney General's application
for an injunction against The Dominicon newspaper, which are due
to begin on 16 November, I shall need to arrive in Wellington

a4 few days ahead, for briefings with our leral advisers out there
¥ s g 1

and I would then propose to go straight from Canada to New
Zealand, arriving there on the morning of Thursday 12 November.
I am afraid that 1t looks as if | shall have to miss the meetings

R

ROBERT ARMSTRONG

of the Cabinet sm 12 and 19 November.

! November 1987

i

-

|
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From the Private Secretary

SIE ROBERT ARMSTRONG

TORONTO ECONOMIC SUMMIT 1988

The Prime Minister has considered your minute of 8 July
about representation at the meeting of Personal
Representatives on 7 and 8 Hovember to plan the preparations
for the Toronto Economic Summit. She wants to reflect

further on the appointment of a new Perzonal Representative
before making up her mind. 3he therefore agrees that you

should accepk the invitation for 7 and 8 November without
indicating at this stage who will actually attend.

Charles Powell
12 July 1987




Ref. AOB7/2015

ME WICKS

Taronto Econamic Summit 1988

The Canadian Perseonal Representative proposes to convene

- - L ] —‘-.__‘_-—
a meating of Personal Representatives on 7 and 8 November 71987

near Vancouver, to review the results of the VGETEE Summit and
plan the preparations for Torento. This proposal follows
the usual form for a preliminary autumn meeting of Personal
Representatives, usually without accompanying "experts".

2. I think it would make sense for the United Kingdom to be

represented at this meeting by whoever is going to take my place

a5 the Prime Minister's Personal Representative for the purpose

ot preparing BEconomic Summits.

e Since Economic Summits first began im 1975 the Prime Minister's
Personal Representative has been the Secretary of the Cabinet.
You suggested that the Prime Minister might wish to make a

different arrangement in future.

[ Coming with a Treasury background, Mr Butler would of course
be well qualified to undertake this duty. It has also added
considerably to the status and influence of the Prime Minister's
Personal Representative that he was known to be close te the
Prime Ministér; some of my colleapues have palpably not been
nearly as clesa to their Heads of State or Government, and this

has worked to their disadvantage in the discussions.

Fa If the Prime Minister wants to look elsewhere, one obvious
candidate would be Sir Geoffrey Littler, who is the United
Kingdom's "G5 Deputy". But there is something to be said for
keeping that role separate from that of the Prime Minister's
Personal R&prw&entﬂ???gj_}ince the G5 Deputy reports in the normal
course of business to the Chancellor of the Exchequer,




B A third alternative would be to nominate (as some other
countries do) a senior Fereign Office official: either S5ir Patrick
Wright or [(more plausibly) Mr Redric Braithwaite, the Deputy
Secretary (Economic) in the Foreign and Commonwealth Qffice.

i If the Prime Minister prefers not to take any decision for

i

the time being, I will simply accept the invitation for 7 and B
November, and we can leave it for later decision who should actually
go to the meeting. '

3 s
k}'r

ROBERT ABRMSTRONG
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From the Private Secretary

aIR ROBERT ABRMSTROMG

TORONTO ECOMOMIC SUMMIT

Your minute of 26 Juna conveyed the Canadian Government's
formal proposals that the next Economic Summit should be in
Teronto on 19-21 June 1988. I believe that these dates will
be acceptable to the Prime Minister.

I am copying this minute to Tony Galsworthy (Foreign and
Commonwealth Dffice) and Alex Allan (E M Treasury).

C. 0. POWELL

26 June 1987
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ME FOWELL

Toronto Economic Summit 1982

The Canadian Prime Minister has now formally proposed that
the Economic Summit next year should be held in Teronta from
19 %021 Junes™
Za I should be very grateful if vou could let me know whether

these dates would bhe acceptable to the Prime Minister.

3. [ am sending & copy of this minute to the Private Secretaries

to the Foreign and Commonwealth Secrertary and the Chancellor of

the Exchequer, and should be prateful if they likewise could

let me know whether the proposed dates are acceptable.

L ROBERT ARMSTRONG







