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10 DOWNING STREET
LONDON SWIA 2AA

31 May 1988

From the Private Secretary

Do Mk,

YUGOSLAVIA: BIS BRIDGING LOAN

Thank you for your letter of 27 May about the
Chancellor's intention to present a Command Paper on 1 June
(or shortly thereafter) on the proposed indemnity to the Bank
of England covering their commitment to the BIS in respect of
a loan to Yugoslavia. The Prime Minister is content with
this.

I am copying this letter to the Private Secretaries to
the Foreign Secretary, the Lord President, the Lord“Privy
Seal, the Chief Whips in the Commons and the Lords and the

Governor of the Bank of England.
\.¢

'

Charles Powell=

A.C.S. Allan, Esq.,
HM Treasury.

CONFIDENTIAL




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
O1-270 3000

<
27 May 1988 35,;

C D Powell Esq
10 Downing Street
LONDON

Deat Chates \t}ﬁ H(

YUGOSLAVIA: BIS BRIDGING LOAN

The Prime Minister confirmed to Chancellor Kohl in her letter of
9 May that the Bank of England is prepared to participate in a
bridging loan which the Bank for International Settlements is
SEEKing to arrange in support of a Yugoslav IMF programme.

Implementation of the BIS loan has been delayed by problems with a
parallel United States loan since central banks participating in
the BIS operation have said they will not proceed without the US.
On the assumption that the US difficul¥i®% are overcome, however,
the BIS loan could be finalised in Basle early next week which
would clear the way for an IMF Board meeting perhaps almost
immediately. The loan is intended to support the dinar during the
first months of economic reform. Drawings on it will become
available once the IMF Board approves a Stand By Arrangement for
Yugoslavia in principle. Drawings on the IMF 1itsSelf will become
availabTe once allthe financing elements for the programme are in
place - including contributions from the commercial banks.

The bridging loan is for $250 million, of which $50 million is from
the US and $200 million from other Central Banks. Of this
$30 million iS™From the Bank of England. The Facility terminates
on 30 November 1988 and will be repaid by drawings on the IMF

Stand By Arrangement.

The Chancellor has authorised the Bank of England to take part in
the operation. The Treasury will give the Bank an indemnity on
lines similar to that given in 1986 for Mexic&.™

———
Under the terms of the International Monetary Arrangements Act
1983, we are required "immediately" after giving any undertaking
under this section, to 1ay a statement of the undertaking before




each House of Parliament". Since Parliament will be in recess,
this will take the form of a Command Paper.

The Chancellor proposes to do this on Wednesday or as soon after
that as the BIS loan is announced. I attach a draft. I should be

. Emm——————— . . . .

glad to hear that the Prime Minister sees no objection. Our view is
that the operation will be uncontroversial and is unlikely to
provoke much comment in Parliament.

The FCO will send appropriate briefing to Belgrade and other
concerned posts. Press Officers at the Treasury, FCO and Bank will
have Question and Answer briefing.

As a matter of courtesy, we shall notify the Public Accounts
Committee and the Treasury and Civil Service Select Committee.

I am copying this letter to the Private Secretaries to the Foreign
Secretary, the Lord President, the Lord Privy Seal, the Chief Whips
in the Commons and the Lords, the Governor of the Bank of England,
and to Bernard Ingham.

%’LWO ?w\x’a«#ﬁ}

J M G TAYLOR




INDEMNITY TO THE BANK OF ENGLAND
COVERING THEIR COMMITMENT TO
THE BANK FOR INTERNATIONAL SETTLEMENTS
IN RESPECT OF A LOAN TO YUGOSLAVIA

Presented to Parliament
by the Chancellor of the Exchequer
by Command of Her Majesty
[ ] June 1988

LONDON
HER MAJESTY'S TREASURY

Not to be Printed
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. “INDEMNITY TO THE BANK OF ENGLAND COVERING THEIR COMMITMENT TO
THE BANK FOR INTERNATIONAL SETTLEMENTS IN RESPECT OF A LOAN TO
YUGOSLAVIA

ection 2(1) of the International Monetary Arrangements Act 1983
empowers the Treasury to undertake to indemnify the Bank of England
in respect of financial assistance given by the Bank to the central
bank or other monetary authority of a foreign country, in' [Cco=
operation with the Bank for International Settlements or any

central bank or other monetary authority. Section 2(3r of the

Act requires the Treasury to lay a statement of the undertaking

before both Houses of Parliament immediately after giving the

undertaking. This paper fulfils that requirement.

International assistance to Yugoslavia

2. The Yugoslav Government is seeking medium-term financial
support through an application to the International Monetary
Fund for a Stand-By Arrangement, 1in respect of which a Letter
of Intent has been agreed; [through an application to the
International Bank for Reconstruction and Development for a
Structural Adjustment Loan] and through negotiation with commercial
banks of many countries which have provided loans to Yugoslavia.
In anticipation of such support, the National Bank of Yugoslavia
sought short-term assistance from the Bank for International
Settlements and the United States monetary authorities. The
BIS facility will provide for $200 million for a period ending
on 30 November 1988. An additional facility for $50 million
will be provided by the United States. The BIS loan will be
financed from its own resources, but it has a right of recourse
to participating member central banks. The Bank of England's
contingent liability under this arrangement is for a principal
amount of $30 million plus any unpaid accrued interest and costs.

The Treasury has agreed to give the Bank an indemnity in respect

of this contingent liability.

3. Any sums required to meet this indemnity would be charged

on ard issued out of the Consolidated Fund.







10 DOWNING STREET
LONDON SW1A 2AA

24 May 1988

D J E Ratford Esg CMG CVO
AUSS

Room W38

Foreign & Commonwealth Office
LONDON SW1

Ko cos /@“VM%/

YUGOSLAVIA

I had lunch with the Yugoslav Ambassador yesterday. I found
him very worried over the slippage in the BIS bridging loan
and consequently the final approval of the IMF programme.

He quoted the Prime Minister's words to Djuranovic that once
agreement had been reached with the IMF on a stand-by
arrangement the doors would be unlocked to a good deal of
extra help. He said that he had the impression of foot
dragging. He was concerned that the political price of the
measures evisaged in Yugoslavia would become evident before
it was possible to announce agreement on the financial
arrangements.

I reassured him as best I could, but given US hesitation
over their contribution and Treasury reservations on our
line could go no further than saying we were still
considering details of contributions with our international
partners.

I find US behaviour baffling, given our earlier lectures to
the Yugoslavs and the political as well as economic
importance of the present deal going through. I also find
our present line rather restrictive. It should be possible
to say that we are ready to do our part but that we cannot
act alone, so that if by mischance the deal falls through it
will be clear it is through no fault of ours.
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 9 May 1988

Yugoslavia/IMF

The Prime Minister has agreed to reply
to Chancellor Kohl's recent message about
Yugoslavia in the terms recommended by
the Chancellor. I am sending the top copy
to the Foreign and Commonwealth Office
for despatch and enclose a copy for your
records.

(CHARLES POWELL)

Alex Allan, Esq.,
HM Treasury.

/’L.\\

- N\




PRIME MINISTER'S
MESSAGE

<~ 10 DOWNING STREET
LONDON SWI1A 2AA

PERSONAL

SERIAL No T67/55...10
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THE PRIME MINISTER e e 9 May 1988

Heax  Blnuit-

Thank you for your message about financial support for
Yugoslavia. I share your concern that the Yugoslav economic

recovery programme should be successfully implemented.

It is unfortunate that despite much pressure from
Western governments, Yugoslavia has only recently concluded
an agreement with the staff of the International Monetary
Fund and signed a Letter of Intent. 1In the circumstances I
am sure we would all have preferred to reserve judgement
until we had been able to review the plan.

But it is already clear that a substantial IMF Stand By
Arrangement will be needed, supported by generous Paris Club
rescheduling. I can assure you that the United Kingdom will
do its part to secure the success of both operations, though
we shall be seeking evidence of firm Yugoslav commitment to

the necessary domestic economic reforms.

In your message you also raised the question of
preliminary financing. Since you wrote, the Bank of
International Settlements has invited the Bank of England and
other participating banks to take part in a bridging loan. I
can confirm that the Bank of England has the Government's

agreement to join in this operation.

u,y//t4f¢~

His Excellency Dr. Helmut Kohl (,—NZf;tf
/




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
0O1-270 3000 ~

Lyn Parker Esqg wa-k (L‘vd\.kf
PS/Secretary of State

Foreign & Commonwealth Office VUV\ ;X} W R
LONDON SW1 ¢ —

4 May 1988 N ek ?3“.;‘\
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MEETING WITH YUGOSLAV FINANCE MINISTER

The Yugoslav Finance Minister, Mr Rikanovic, called on the
Chancellor today. He was accompanied by the Yugoslav Ambassador,
Mr Calovski, the Minister-Counsellor (Economic) at the Yugoslav
Embassy, Mr Mitic, and an interpreter. Mr Lankester and
Mr Bottrill (both Treasury) were also present.

Rikanovic recalled his last meeting with the Chancellor, on
19 October 1987. He had then discussed with the Chancellor the
measures to be undertaken by Yugoslavia to secure a standby
arrangement with the_ IMF. At that stage, neither side had a clear
view as to how matters would turn out. Now Yugoslavia was on the
eve of a high quality standby arrangement with the Fund, matched by
}an agreed high quality internal programme. He was conscious that
|Yugoslavia's creditors lacked confidence in its ability to achieve
/Lthe objectives of the programme. This was unsurprising, given the
recent decade of economic crisis in Yugoslavia. But Yugoslavia was
encouraged by the United Kingdom's positive attitude. Fresh money
was needed, and quickly!
—_—

The Chancellor said he was very glad indeed that Yugoslavia had
been able to conclude an agreement with the IMF. He also admired
jthe courage shown by the Yugoslav government in being prepared to
undertake these difficult, though necessary, measures. But, to be
frank, we did have doubts about Yugoslavia's ability to achieve the
objectives set. These were based not only on Yugoslavia's economic
record, but also on the additional difficulties imposed by the
complications of the federal constitution. We understood
Yugoslavia's need for more money: this pointed to an agreed
rescheduling of debts in the Paris Club framework. The UK would
contribute to a consensual agreement here. We would consider
carefully what could be done. It was, however, difficult to think
of ways in which it would be right to ,implement special
arrangements for Yugoslavia.




Rikanovic said that Yugoslavia was on the eve of major, radical
reforms. Constitutional changes were envisaged which would lead to
a greater market orientation in the economy. The government had
also set up a task force to promote the independence of enterprises
in the market. 1In order to develop in this direction, the Yugoslav
economy needed adequate support. Free prlce formation was
required, which meant a liberalised import regime. But this, in
turn, meant that additional support for Yugoslavia's foreign
exchange reserves was required. It would be most undesirable to
implement the new programme, only to have to.halt it after a few
months.

The Chancellor said he understood exactly what Rikanovic was
saying. He asked Rikanovic about the forthcoming constitutional
changes in Yugoslavia. Rikanovic said that there would be some
reorganisation of the machinery of government. Three Ministries
would be abolished, and two new Ministries set up. But there would
be no essential changes. The Chancellor asked Rikhanhovic whether
he expected to remain Finance Minister. He hoped that he would.
Rikanovic said that the Yugoslav Prime Minister had made no
indication that he wished to give Rikanovic a new portfolio.

Rikanovic said that Yugoslavia wanted Germany to co-ordinate the
activities of Yugoslavia's creditors. "He knew that Kohl had

Yugoslavia had agreed with
the TMF““Ehat its programme could begin if the $800 million
financing gap for 1988 could be filled. The commercial banks had
offered $300 million this year, and $200 million next year. So a
further $500 million in 1988 was now required from Governments.

L ma—

The Chancellor said that the Prime Minister had indeed received a
letter from Chancellor Kohl. We were considering our response but
he had to say that we would have great « dlfﬁlculty in doing anything
outside the normal Paris Club or BIS fora.

R1kanov1c said that the Yugoslav Central Bank Governor had
discussed the possibility of a bridging loan with his colleagues in
Basle. The Chancellor said that we did understand the Yugoslav
position, and would 1look at the options sympathetically in
consultation with our colleagues in other creditor countries.

Rikanovic said that quick decisions were required, if the
introduction of Yugoslavia's new economic measures was not to be
postponed. The IMF Executive Board meeting to consider the standby
arrangement would take place on 13 May. The Chancellor said he was
not sure whether the IMF Executive Board itself would be able to
meet this deadline. We recognised that early decisions were
required. He could say nothlng further at this meeting.




I am copying this letter to Charles Powell (No.10) and John Footman
(Bank) .

s i

(;M#»;Y?/L

J M G TAYLOR
Private Secretary




Message
from
Herr Helmut Kohl, Federal Chancellor of the L)(- ’xL“Lf>
Federal Republic of Germany
to o ‘/L‘“”( 4'
Her Excellency The Rt. Hon. Margaret Thatcher, MP . ( L&f—
-
Prime Minister of the United Kingdom of Great Britain
and Northern Ireland . L3 J, A
f atas i/' ~

PROVE et P

Dear Margaret,

On the 19th of this month I had a comprehensive discussion with

Yugoslav Prime Minister Mikulic which was followed by contacts

[ S

with Minister Makic. My impression is that the Yugoslav

leadership, by implementing the reforms envisaged in the 1988
economic programme, now has a chance to avert a serious crisis
with unforeseeable consequences. In my view Yugoslavia deserves

support on grounds of foreign and economic policy. It is in the

West’s interest that Yugoslavia be enabled to return to the path

of stability. There is a direct relationship between economic

and political stability.

It is urgently necessary that the recovery programme negotiated

between the International Monetary Fund and Yugoslavia be

financed and implemented. In the opinion of the Yugoslav

Government and the International Monetary Fund, however, the
financing of the programme is not yet assured. I have therefore
asked Dr. Lubbers, Prime Minister of The Netherlands, whose

—\
country leads the IMF voting group, to which Yugoslavia, too,

belongs, to make a special effort to secure the programme’s

financial base. I have also informed him that the Federal

Government will seek in the Club of Paris to achieve a generous

A




- 2 -

rescheduling arrangement including interest, and that it is

prepared to assume a share of the preliminary financing of that

interest.

Considering the political significance of this matter, joint

action is in my view necessary, which is why I am approaching
you and the Heads of State and Government of several other
Western countries today. I do feel that comparable contributions
from Western countries will facilitate a solution to
Yugoslavia“s current problems and would appreciate it if you,
too, could likewise participate in the financing of the recovery

programme worked out with the IMF.

Yours sincerely,

(sgd) Helmut Kohl
Chancellor of the

Federal Republic of Germany




10 DOWNING STREET
LONDON SWIA 2AA

THE PRIME MINISTER

(P uwr meamj

It was a great pleasure for me to meet you in London on
23 March and be able to discuss matters of mutual interest,
especially to hear at first hand of your Government's
determination to tackle Yugoslavia's present economic
problems.

One particular point you raised which I promised to
enquire into concerned the sale of Airbus aircraft to Adria
Airways. I am told that ECGD and the other export credit
agencies involved are examining the possibility of providing
support for a leasing arrangement. This would be subject to
the reasonable condition that the current negotiations with
the IMF on an economic adjustment programme and the
subsequent debt restructuring negotiations with the Paris
Club of creditor countries are concluded satisfactorily. It

would also be subject to agreement among creditor agencies

that such leasing arrangements would be excluded from any

future debt reschedulings.

Although I understand that delivery of the first Airbus
aircraft is not scheduled until next year, Airbus Industrie
will obviously want to be sure that cover is available from
the export credit agencies. I am told that the partners in
the Airbus Consortium and indeed Adria Airways were prepared

to accept the leasing arrangement proposed.




As we noted during our meeting, a great deal depends

upon the first step of reaching a satisfactory agreement with

the IMF on appropriate economic adjustment measures, which

should lead to
countries of a
Yugoslavia can

mutual concern

the negotiation with your major creditor
realistic debt restructuring plan that
cope with: this is clearly a matter of great

since, amongst the export credit agencies, the

ECGD has one of the highest exposures on Yugoslavia, deriving

from past support given to your country.

As always, we in the United Kingdom want to extend all

the friendship

and support we can to Yugoslavia and I look

forward to a successful outcome to all the matters we have

discussed not least the supply in due course of Airbus

aircraft to Adria Airways.

His Excellency

ad ‘OuiLLAb%j

= =
) B

\
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Mr. Veselin Djuranovic
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 13 April 1988

YUGOSLAVIA

I enclose a copy of a letter to the
Prime Minister from Mr. Djuranovic, Member
of the Presidency of the Socialist Federal
Republic of Yugoslavia.

I am copying this letter and enclosure
to Alex Allan (Treasury).

C. D. Powell

Lyn Parker, Esq.,
Foreign and Commonwealth Office.




EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

5 LEXHAM GARDENS, > \ \ 3
LONDON, W8 5JU. ST YN
Tel: 01-370 6105 ‘ j / ¥-

London, 13 April 1988

Dear Madam Prime Minister,

I was asked by H.E. Mr.Veselin Djuranovic,
Member of the Presidency of the SFR of Yugoslavia, to

present to you his personal letter.

Please accept, Madam Prime Minister, the
expressions of my highest consideration and profound

personal respect.

~ Mitko Cafovski »2—— °
- “Ambassador

The Rt Hon Margaret Thatcher, MP
Prime Minister of the United Kingdom
of Great Britain and Northern Ireland
10 Downing Street

London SW1
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 13 April 1988

YUGOSLAVIA: ADRIA AIRWAYS

Thank you for your letter of 11 April
about ECGD cover for a potential Airbus aircraft
sale to Adria Airways. The Prime Minister
has agreed to write to Mr. Djuranovic in
the terms proposed.

(C. D. POWELL)

Stephen Ratcliffe, Esq.,
Department of Trade and Industry.
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PRESTDENEY OF “THE SOCTALEST
FEDERAL REPUBLIC OF YUGOSLAVIA Belgrade, 11 April 1988

BELGRADE
.r( D,;\ (Lieer

/”\R)
Dear Madam Prime Minister, g_:&)
'3/‘{‘

May I thank you once again, upon
my return home, for the hospitality accorded to me and the
friendly atmosphere I and my associates enjoyed during our
recent visit to your country. I returned to Yugoslavia con-
vinced once again that the roots of friendship between our
nations are deep and that the foundations upon which the co-
operation between our countries is based are firm and lasting
indeed.

I trust that you share my belief that
the talks we had on the major issues of our bilateral relations
as well as on the international situation were, also on this
occasion, meaningful and truly useful. I have reported the
substance of our talks to the Presidency of the SFR of Yugos-
lavia, who have highly appreciated and assessed the frankness
and openness as well as the spirit of friendship in which they
were conducted, and the understanding that you demonstrated for
solving the problems we face and the needs associated with
the further economic development of our country.

We are in process of arriving at
important decisions designed to give an impetus to the reco-
very of our economy and to pave the way for a faster develop-

ment. We are confident that we shall succeed in this, by

The Rt. Hon. Margeret Thatcher, M.P.
Prime Minister
10 Downing Street




drawing upon our own resources and upon the creativity of our
people, for which you personally found words of encouragement,
as well as through the cooperation and support of our foreign
friends and partners. We expect that the cooperation between
our two countries, which we both noted was on the rise, shall
continue to play an important role in these efforts of ours.

I believe that you share my view on
the usefulness of the continued political dialogue between our
two countries. We are, therefore, looking forward to your
visit to our country at your earliest convenience, of course

in the context of your busy schedule. This would also make it

possible to reciprocate to you the warm hospitality that you

have so kindly accorded to me.
I avail myself of this opportunity
to renew to you, dear Madam Prime Minister, the assurances of

my highest consideration.

Sincerely yours,

(Sgd.) Veselin Djuranovié




PredsedniStvo

Socijalistic¢ke Federativne Republike Jugoslaviije

Beograd
11. april 1988.

Gospodjo Predsednice Vlade,

Dozvolite mi da Vam, po povratku u zemlju,
jo8 jednom zahvalim na gostoprimstvu i prijateljskoj
atmosferi kojom smo bili okruZeni tokom nedavne po-
sete VaSoj zemlji. Uverili smo se i ovog puta da su
koreni prijateljstva izmedju na$ih naroda duboki, a

osnove saradnje izmedju na$ih zemalja Cvrste.

Razgovori koje smo vodili o najvazZnijim pi-
tanjima na$ih bilateralnih odnosa i medjunarodne si-
tuacije, verujem da ¢e te se sa mnom sloZiti, bili
su i ovog puta sadrZajni i zaista korisni. O sadrza-
ju naSih razgovora upoznao sam Predsedni$tvo SFRJ
koje je visoko ocenilo otvorenost i duh prijatelj-
stva u kome su oni vodjeni, kao i razumevanje koje
ste Vi pokazali za reSavanje problema i potreba da-

ljeg privrednog razvoja naSe zemlije.

U toku je donoSenje znacajnih odluka koje
treba da podstaknu oZivljavanje naSe privrede i ot-
vore put brZem razvoju. Uvereni smo da éemo, oslon-
cem na sopstvene snage i kreativnost na$ih 1ljudi,
za koju ste i Vi naSli reli ohrabrenja, uz saradnju
i podrsku nas$ih partnera i prijatelja iz inostran-

stva u tome i uspeti. O&ekujemo da ¢ée saradnija iz-

medju na$ih dveju zemalja, za koju smo zajednicki




konstatovali da je u usponu, imati i dalje znacajno

mesto u ovim na$im naporima.

Verujem da déete se sloZiti sa mnom u koris-
nost kontinuiteta politic¢kog dijaloga izmedju nas$ih
dveju zemalja. Zato sa zadovoljstvom ocekujemo da
¢ete biti u moguénosti da u dogledno vreme, svakako
kada Vam VaSe obaveze dozvole, dodjete u posetu na-
$oj zemlji. To e biti i prilika da Vam uzvratimo

toplo gostoprimstvo koje ste nama ukazali.

Primite i ovog puta izraze mog posStovanja,

/

/ iskr§no Vas _
{' i o/ (:.’ w L A2 A Z U

Veselin Djuranovié

Al

Gospodja
Margaret Tacler
Predsednik Vlade
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YUGOSLAVIA : ADRIA AIRWAYS

In your letter of 23 March to Lyn Parker, reporting the Prime
Minister's meeting on that day with Mr Djuranovic, you noted
the question he raised about ECGD cover for a potential Airbus
aircraft sale to Adria Airways. The PM expressed interest
and indicated that she might wish to write to Mr Djuranovic on
the subject. The position is as follows:

ks In July 1984 Adria Airways signed a purchase agreement
with Airbus Industrie for five A320 aircraft, together with
spare parts and spare engines for delivery beginning in the
first half of 1989 and ending in 1991. Adria was therefore a
launch customer for the A320, against strong US competition:
the USA have in fact supplied most of Adria's existing fleet.
Originally the French and Germans (like ECGD) refused cover
for the transaction. However, upon learning that the
Americans were prepared to give further cover, they offered to
cover 3 aircraft.

T,

2 ECGD recognised that Adria is an important case and that
a move to cover should be made in advance of any decisions to
resume medium term cover generally for Yugoslavia.
Accordingly, ECGD aimed to persuade Adria to do the deal on a
leasing basis, which should enable the Department to give
cover under asset based financing arrangements - by taking
into account the value of the asset and the fact that the
lessor would be able to repossess the aircraft in the event of
default - thus producing a much reduced country limit
exposure: £9m against a figure of £40m for full cover.

=
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the department for Enterprise

35 After some argument, Adria eventually agreed to consider
a leasing agreement. Progress on this however will depend
not only on the signing of the next multilateral debt
rescheduling agreement by the Paris Club (which, of course,
depends upon an IMF Standby arrangement being in place) but
also acceptance by the Paris Club that leasing transactions
will continue to be excluded from debt rescheduling
agreements. To date the latter point has not been decided
the Paris Club. At the last meeting the agenda was not
completed and it will therefore appear on the agenda of the
next meeting which takes place on 18 April. However, this
initiative has enabled the UK to make a more positive
commitment to our Airbus partners and Adria and should enable
discussions on the financing arrangements to continue.
n draft letter is enclosed for the PM to send to Mr Djuranovic
xplaining that all depends on an IMF Standby agreement being
greed.

As further background, I should add that, while ECGD has taken
a generally more restrictive attitude towards the resumption
of medium/long term cover for Yugoslavia than the other
European export credit agencies, its high existing exposure
(of some £450m resulting from the generous support given for
Yugoslav development projects before Paris Club debt
restructurings began in 1983) is the highest of all apart from
the US Eximbank's. Cover even on the limited scale required
for anTasset—based financing arrangement will have to be given
under the DX criteria. This should be possible in time
provided that a successful economic adjustment programme is at
last put in place, as evidenced by an IMF Standby arrangement.
To relax on this point now would, of course, give the wrong
signals to the Yugoslavs at a critical point when we are all
trying to get them to accept a tough IMF programme which
stands a chance of bringing their economy, and foreign debt
position under control.

Copies of this letéer and enclosure are going to Lyn Parker
(FCO), Alex Allen (HM Treasury) and Trevor Woolley (Cabinet
Office).

/|
s{’MJVQ -2y

Sep Ratel b

STEPHEN RATCLIFFE
Private Secretary
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DRAFT LETTER FOR PRIME MINISTER

His Excellency Mr Veselin Djuranovic,
Presidency of the Socialist Federal Republic
of Yugoslavia

It was a great pleasure for me to meet you in London on
23 March and [be able to discuss matters of mutual interest,
especially to hear at first hand of your Government's
determination to tackle Yugoslavia's present economic problems.

One particular point you raised which I promised to inquire
into concerned the sale of Airbus aircraft to Adria Airways.
I am told that ECGD and the other export credit agencies
involved are examining the possibility of providing support for
8 leasing arrangement. This would be subject to the
reasonable condition\that the current negotiations with the IMF
on an economic adjustment programme and the subsequent debt
restructuring negotiaé%ons with the Paris Club of creditor
countries are concluded satisfactorily. It would also be
subject to agreement amghg creditor agencies that such leasing
arrangements would be\\ excluded from any future debt
reschedulings. \

\
Although I wunderstand that delivery of the first Airbus
aircraft is not scheduled until next year, Airbus Industrie
will obviously want to be sure| that cover is available from the
export credit agencies. I told that the partners in the
Airbus Consortium and indeed Adria Airways were prepared to
accept the leasing arrangement proposed.

As we noted during our meeting, ; great deal depends upon the
first step of reaching & sstisfactory agreement with the IMF on
appropriste economic adjustment measures, which should lead to

the negotiation with your major creditor countries of a




realistic debt restructuring plan that Yugoslavia c¢an cope
with: this is clearly a matter of great mutual concern since,
amongst the export credit agencies, the ECGD has one of the
highest exposures on Yugoslavia, deriving from past support
given to your country.

As always, we in the United Kingdom want to extend all the
friendship and support we can to Yugoslavia and I look forward
to a successful outcome to all the matters we have discussed,
not least the supply in due course of Airbus aircraft to Adria
Alrways.
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1. ACCORDING TO THE GERMAN ACCOUNT, RUSSO TOLD THE FINANCE
MINISTRY IN BONN ON 30. MARCH THAT A MEMORANDUM OF UNDERSTANDING HAD
BEEN INITIALLED BETWEEN THE IMF MISSION AND THE YUGOSLAV GOVERN-
MENT, WHICH WOULD RELEASE DOLLARS 422’MILLION OVER A 12 MONTH
PERIOD. THIS NOW REQUIRED THE APPRQM;L OF THE IMF BOARD, WHILE

THE YUGOSLAVS NEEDED TO AGREE THE RATE OF DEVALUATION WITHIN A

WEEK. : e T

2. BEFORE THE IMF WOULD PUT THE MEMORANDUM TO THE EXECUTIVE DIREC-
TOR, THE YUGOSLAV GOVERNMENT NEEDED TO FULFIL VARIOUS CONDITIONS:
(A) REAL DEVALUATION OF DINAR BY 25 PER CENT (33 PER CENT IN DINAR
TERMS) IN 2 STAGES. (THE YUGOSLAVS HAD BEEN PREPARED TO AGREE
ONLY TO 20 PER CENT IN DINAR TERMS):

(B) LIBERALISATION OF FOREIGN EXCHANGE ALLOCATION AND PHASING OUT
OF ARTICLE 110:

(C) LIBERALISATION OF IMPORTS FROM THE CURRENT 26 PER CENT TO 40
PER CENT OF TOTAL IMPORTS (AND NO IMPORT RESTRICTIONS FROM 1990):

(E) INTRODUCTION OF MANAGED FLOATING OF THE DINAR.

3. FOR THE PROGRAMME ITSELF, WHICH RUSSO COMMENDED, THE IMF HAD
AGREED TO AN APPROACH WHICH WOULD HOLD THE INFLATION RATE UNDER
100 PER CENT IN 1988, AND KEEP REAL INTEREST RATES POSITIVE BY AT
LEAST 2 PER CENT.

4. THE IMF RECKONED THAT DOLLARS 1.5 BILLION OF FINANCING WAS
NECESSARY, WITH DOLLARS 500 MILLION EACH FROM GOVERNMENTS,A
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COMMERCIAL BANKS AND THE IMF AND WORLD BANK. THE IMF UNDERSTOOD
THAT MIKULIC INTENDED TO VISIT BONN SOON TO SEEK ACTIVE SUPPORT

FROM THE FRG. THE CLOSING OF THE FINANCIAL GAP WAS AN IMPORTANT
PRECONDITION FOR THE PROGRAMME AND FOR NEW CREDITS.

5. THE YUGOSLAV GOVERNMENT WANTED AGREEMENT ON THE PROGRAMME BEFORE
MID-MAY WHEN MIKULIC'S MANDATE WAS DUE FOR RENEWAL. THIS MEANT

THE IMF MUST PRESENT ITS REPORT AND RECOMMENDATION TO THE EXECUTIVE
DIRECTOR IN APRIL. THIS TIME-SCALE WAS TIGHT AND SEEMED UNREALISTIT.
BUT FURTHER DELAY WOULD ALSO CREATE PROBLEMS, EG THE AGREED PERFOR™M-
ANCE CRITERIA WOULD REQUIRE REVISION.
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 28 March 1988

The Prime Minister has asked me to thank
you for your letter of 25 March. She very
much appreciated the kind gift from
Mr. Djuranovic. She also shared his very
positive assessment of their talks and his
visit.

(C. D. POWELL)

His Excellency Monsieur Mitko Calovski




VESELIN DURANOVIC

Member of the Presidency

of the Socialist Federal Republic

of Yugoslavia




EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

5 LEXHAM GARDENS,
LONDON, W8 5JU.
Tel: 01-370 6105

London, 25 March 1988

Before leaving London today, His Excellency
Mr. Veselin Djuranovic, Member of the Presidency of
the Socialist Federal Republic of Yugoslavia, asked me
to convey to you once more his gratitude for your
hospitality and the attention you, your Ministers and
officials accorded to him during his visit to London.
He left London very happy indeed with the substantive
friendly talks he had with you and your Ministers.As I
understand, he is writing to you directly from Belgrade.
I was also asked to thank you for your very kind present
and to enclose to you a token which may remind you of his
visit.

I take this opportunity, dear Madam Prime
Minister, also to express my own deep gratitude for the
attention and kindness you also accorded to me personally

on this particular occasion and remain with expressions

of my highest consideration and profound personal respect.

P

The Rt Hon Margaret Thatcher, MP
Prime Minister of the United Kingdom
of Great Britain and Northern Ireland

10 Downing Street
London.




Your Excellency Prime Minister,
Ladies and gentlemen,

Dear friends,

I should like to thank you
sincerely, on behalf of the members of
my party and in my own name, for your
warm hospitality. May I also say how
much I appreciate the kind words addres-
sed to my country. I wish to express
my pleasurp at being in Great Britain,
thus having the opportunity of becoming
better acquainted with your beautiful
country and people, your achievements
and views.

The relations and diverse
ties between the peoples of our coun-
tries can be traced as far back as the
nineteenth century., However, the founda-
tions of our present-day relations, ba-

sed on the Principles of independence

and sovereignty, were actually laid by
Marshall Tito and Sir Winston Churchill
in the difficult,

yYet glorious days of
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our common struggle against fascism,when
"trials showed who true heroes were" in
Europe. I should like to recall that the
British Prime Minister was the first fo-
reign statesman whom the leader of the
national liberation struggle of the vYyu-
goslav peoples met during the war, in

1944. Therefore I am referring to a tra-

dition upon which we have developed equi-

table and mutually beneficial relations,
which have made it possible for us to
conduct a friendly, open and fruitful

dialogue, as we did today.
Prime Minister,

Like you, we also &ssess the
new course of an easing of tensions in
Europe to be an eéncouraging one. The So-
cialist Federal Republic of Yugoslavia
has always resolutely opposed the settle-
ment of international disputes and prob-
lems by force and intervention, and has
always stood firm against interference
in the internal affairs of other

coun-
tries and against all bnm;ofdaﬁmaﬁon,
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while invariably advocating the settle-
ment of international disputes and prob-
lems by peaceful means, with full res-
pect of sovereignty and territorial in-
tegrity and the right of each nation to
be the masters of their own fate.
Taking these lasting prin-

.Ciples as a point of departure, we are
making every effort today to contribute
as much as possible to the process of
the relaxation of tensions and to all
positive developments in‘international
relations. This is corroborated by our
activity in the Movement of Nonaligned
Countries, our participation in and hos-
ting of the Meeting of the Ministers of
Foreign Affairs of the Nonaligned coun-
tries of the Mediterranean and the e
cently held Meeting of the Ministers of

Foreign Affairs of the Balkan Countries,

as well as by our activity in the group
of nonaligned and neutral countries at
CSCE meetings and by our efforts at ma-

ny other international fora and in the
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UN to promote constructive tendencies,
Cooperation and understanding in resol-
ving the numerous problems of the pre-
sent-day world.

We pay tribute and extend
our full support to all the participants
in the new process of detente,but at the
same time we are aware of the fact that
this is but an initial step. Therefore
we believe that things should not be al-
lowed to grind to a halt, but that every
effort should be made to turn this into
a continuing process of disarmament,the
relaxation of international tensions and
the further democratization of interna-
tional relations, working for a world
of peace, a world rid of arms. True, this
is a vision, but also an objective which
we should by no means renounce but, on

the contrary, for which we must strive

for the sake of mankind and its future,

of humankind and its well-being.

In Yugoslavia we always
emphasize that Europe belongs to all
Europeans and that all the CSCE parti-

Cipants have not only the duty but also
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the right to take part in it. We look
even further ahead and we believe that
if these processes are to become lasting
ones they should gradually assume uni-
versal proportions, thus becoming the
common endeavour of all, not only of
Eurépean nations. I should like to assu-
re you that nonaligned Yugoslavia will
continue rendering its own contribution
to the stability of relations inl our
continent. This policy was charted by
President Tito and it remains our firm
and abiding commitment.

In such‘conditions realistic
pPOssibilities are being opened for the
better and faster resolving of other ma-
jor world problems, such as the urgent
exXtinguishing of flash points of serious
regional crises and war conflicts, and
especially resolQing one of the greatest
problems faced by mankind today - the
plight of developing countries. We are
deeply convinced that there is an indis-

soluble link between the process of dis-

armament and the relaxation of tensions
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on the one hand and seeking solutions
for the underdeveloped world on the ot-
her. Peace requires the prosperity of
all. The economic progress of all requi-
res a world rid of wars and weapons.The-
refore we rightfully say that develop-

ment is a new name for peace.

Ladies and gentlemen,

Dear friends,

Having made dynamic social
and economic progress in the post-war
years, which changed the face of the
country, Yugoslavia is presently going
through a very complex period in its de-
velopment. We are facing major economic
difficulties, which make the situation
that we are in a crisis.

These difficulties are not
insurmountable. We are confident that

we have potentials of our own, capable

people and the necessary material pre-

requisites. We are resolved to overcome

our present difficulties by relying upon
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Oour own resources, with the inevitable
self-sacrifice involved.

A procedure is under way to
amend the Constitution with a view to
further strengthening democratization
processes and improving the efficiency
of the Federation in its work.

| The system of socialist self-
~management can prosper only if sustained
_ by the operation of market laws and Chi=
teria. That is our fundamental postulate.

It is on that basis that we are now em-

barking upon;changes in the economic sys-

tem and new eéonomic*policy measures.

Realistically assessing all
the circumstances and the situation that
we are in, we are of the view that our
internal efforts will be more productive
and yield results sooner if they are ac-
companied by the support of our partners
from abroad.

We believe that this is in
our mutual interest, in the interest of
keeping the flows of our economic coope-
ration uninterrupted, that it would streng-

then Yugoslavia“s international position
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and that it is in line with the politi-
cal needs of this point in time.

I should 1like to express my
satisfaction with the talks we had this
morning, Prime Minister, particularly
with the expression of your support,

which you now reiterated in your toast.

I also appreciate your frankness and the

exchange of views we had on a wide range

of subjects, thus actually continuing
our dialogue from 1980, when I had the
honour of being your host in Yugoslavia.
We remember yOur previous visits to our
country as well and we look forward to
welcoming you again soon, we hope.

I would like to add that the .
level of relations that we have reached
provides new scope for bilateral coope-
ration, which makes it necessary to con-
tinue exerting concerted efforts. With
the momentum of the new scientific and
technological revolution we must seek
new ways of developing cooperation and
constantly enrich our existing coopera-

tion with new substance. To that end our
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economic relations, which we assess as
positive and which are becoming more ba-
lanced, should necessarily be upgraded
with new and more sophisticiated forms -
industrial co-production, scientific and
technological cooperation, joint ventures
and projects in the markets of third coun-
tries. We believe that this would be in
mutual interest. It is encouraging that

" We agree that this is the only way of
raising our overall economic relations
to a higher level.

We do have lively communica-
tions and an all-round dialogue at all
levels. Cooperation in the field of tou-
rism, which you have mentioned, is also
developing successfully. I should also
like to add that our cultural ties have
advanced and, which is very important,
that there is a dynamic flow of people

and ideas, which substantially contri-

butes to our better mutual understanding.

I believe that all of this

is an example of how two countries with
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different international positions and

social systems can cooperate successfully.

Prime Minister,

May I propose that you join
me in a toast to the good health of Her
Majesty Queen Elizabeth II, to your good

health, Prime Minister, to your associa-

tes, as well as to the development and
promotion of the relations between our

two countries, to peace and equitable
Cooperation.
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From the Private Secretary 23 March 1988
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PRIME MINISTER'S MEETING WITH MR. DJURANOVIC

The Prime Minister had a talk this morning with
Mr. Vesselin Djuranovic, Member of the Yugoslav Presidency,
before her lunch in his honour. Mr. Djuranovic was
accompanied by the Yugoslav Ambassador. HM Ambassador,
Belgrade, was also present.

Welcoming Mr. Djuranovic, the Prime Minister said that
she would be interested to hear about Yugoslav's economic
problems and negotiations with the IMF. She would also
welcome an account of Mr. Gorbachev's recent visit to
Yugoslavia. Mr. Djuranovic said he would be happy to discuss
both points. He would note straight away that relations
between Yugoslavia and the United Kingdom were in very good
shape.

Yugoslav Economy

The Prime Minister said that Yugoslavia clearly faced
very serious economic problems, particularly inflation and the
level of indebtedness. The pressing need was to agree a
standby arrangement with the IMF. While this would certainly
require difficult decisions, the nettle had to be grasped.
Speaking frankly, she was not clear whether the problem was
that the Yugoslav government did not know what needed to be
done; or whether it was simply unwilling to do it.

Mr. Djuranovic said that one of the main objectives of
his visit to Britain was to present the situation
realistically. Yugoslavia had been pursuing a long-term
economic stabilisation programme with the objective of
maintaining a high rate of economic growth and of servicing
and repaying Yugoslavia's debt promptly. However, experience
of the last three years had shown that it was virtually
impossible for Yugoslavia to achieve these objectives. They
now faced stagnation in growth, while an unacceptably high
proportion of foreign exchange had to be devoted to paying off
debt. 1Indeed, last year there had been a negative rate of
growth while 40 per cent of foreign exchange had gone to
payment of debt interest. The Government now realised that
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the original objectives had been unrealistic. Moreover,
Yugoslavia had made another fundamental misjudgement in
believing that they did not need to reach a further agreement
with the IMF. Unfortunately the whole question of relations
with the IMF had become politicised or, more accurately,
ideologised in Yugoslavia. People had thought they could do
without the IMF. Now they recognised that they could not.

Mr. Djuranovic continued that Yugoslavia had as a result
set itself some clear objectives: to seek a new standby
arrangement with the IMF, to keep its debt service ratio to
25 per cent, to try to contain its debts at the present level
until 1995 and to strengthen its foreign exchange reserves.
Negotiations with the IMF were at present in progress covering
three main issues. The first was price liberalisation, import
liberalisation and establishment of a foreign exchange market.
The Yugoslav government was in favour of all three and
differed with the IMF only on the speed with which they could
be put into practice. The IMF wanted to see them introduced
straightaway: the Yugoslav government thought they should be
introduced more gradually. The second issue was the target
rate of inflation. The IMF had proposed reducing it to
50/60 per cent by the end of 1988. 1In the government's view
this was unrealistic and it now seemed likely the IMF would
agree that any rate below 100 per cent would be satisfactory.
If prices and imports were liberalised there was bound to be a
considerable degree of inflation. The third was devaluation
of the dinar. The Yugoslav government was prepared to
contemplate that, but differed with the IMF on the scale of
devaluation.

The Prime Minister said there were broadly two approaches
to IMF requirements. You could accept them but say that they
should be applied over an extended period of three or four
years. Or you could decide to take harsh measures
straightaway. It was really a question of psychology. People
often understood better the need for harsh measures in the
short term with the prospect of some relief thereafter, to
extending the agony. Mr. Djuranovic should take heart from
the successes which had been achieved, for instance, in
Israel.

Mr. Djuranovic agreed with the Prime Minister's comments.
But some account had to be taken of Yugoslavia's structure.
It was a multi-national community which meant that there were
many different interests to be reconciled. Decisions which
could be taken quite straightforwardly in some countries
required careful negotiation and balancing of interests in
Yugoslavia or they would be destabilising. It was difficult
therefore to bring about the transformation of the economy
which was required. But there were no basic differences with
the IMF. Their disagreements concerned not whether Yugoslavia
should take action, but how much and how fast. Yugoslavia
desperately needed the support of the IMF and of other
governments.

The Prime Minister said that once agreement had been
reached with the IMF on a standby arrangement, the doors would
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be unlocked to a good deal of extra help, for instance with
the rescheduling of Yugoslavia's debts. The future of
Yugoslavia was a matter of great concern to all of us. We
were aware of the country's diversity and the risk that this
could be exploited to cause instability. Her advice to

Mr. Djuranovic was to bring negotiations with the IMF to a
speedy conclusion and make a major effort to explain the
outcome to the Yugoslav people.

Mr. Djuranovic said that political considerations had
also to be taken into account. Yugoslavia was having to steer
a very difficult course. They did not want centralisation or
repression. But equally there was a risk that
decentralisation would unleash centrifugal tendencies. A
constitutional amendment would be introduced this year to
strengthen the Federal Government, with the aim of making
Yugoslavia more stable. These efforts were intended to
parallel the economic measures which he had described.

The Prime Minister said that it seemed to her that
Mr. Djuranovic had made a very full and basically correct
analysis of Yugoslavia's problems. That in itself was a major
step towards a solution. As soon as there was agreement with
the IMF, we would do what we could to help. She urged
Mr. Djuranovic to cheer up: while Yugoslavia's problems were
considerable, they were far from insuperable and the long-term
prospects were good.

United Kingdom/Yugoslavian Economic Co-operation

Mr. Djuranovic said that economic co-operation between
Britain and Yugoslavia was developing successfully but not all
the possibilities had been tapped. The main problems arose
because of Yugoslavia's economic difficulties. But on the
British side, there was a particular problem over ECGD which
was withholding credit for exports to Yugoslavia. While he
understood the reasons for this, he thought that we were being
too inflexible. For instance, both France and Germany had
agreed to export credit for the sale of Airbus to Yugoslavia
but the United Kingdom had refused. Yet this was quite
clearly an economically viable project.

The Prime Minister explained that, when countries were
experiencing economic difficulties and had failed to reach
agreement with the IMF, we had no alternative but to limit
ECGD support. She was not aware of the specific case of the
Airbus and would look into it. But the key was for Yugoslavia
to take the right long-term action to get its economy into
order, and then all sorts of other things would become possible.

British Claims

The Prime Minister raised the matter of Yugoslavia's
failure to settle British claims following the mid-air
collision between British and Yugoslav aircraft over Zagreb
in 1976. We understood that Yugoslavia might encounter
difficulties in actually paying claims. But what hurt us was
her refusal to acknowledge liability. It was a matter of
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grave concern that a claim remained unsettled after twelve
years. She understood that negotiations might be possible.
If not, it threatened to become a major political problem.
She hoped very much that Mr. Djuranovic would consider how a
solution might be found.

Mr. Djuranovic said that Yugoslavia had never denied the
humanitarian aspect. Various ideas, such as indemnity, could
be discussed once the legal processes had been concluded. The
Yugoslavian Government would be willing to enter into
discussions at that point.

European Community/Yugoslavia

Mr. Djuranovic said that there had been good progress in
Yugoslavia's relations with the European Community last year
with the conclusion of new Trade and Financial Protocols. The
joint Working Group which had been set up would meet in April.
Yugoslavia was looking for increased support in two areas:
more favourable trade access to the Community market and help
for Yugoslavia to adjust to trading with the Community once
the internal market had been completed. It was necessary to
remember that the Community and Yugoslavia were not on an
equal footing. Yugoslavia's special status as a European
developing country had been recognised. Yugoslavia
desperately needed to be able to earn more foreign exchange.

The Prime Minister said that the future of Yugoslavia

mattered a great deal to the European Community. But many of
the products Yugoslavia wanted to export caused difficulty.
Completion of the internal market should be a stimulus to the
Community's external trade as well, from which Yugoslavia
should be able to benefit. But she came back to the point
that the first and most crucial step was to put the economy in
order and not run away from difficult decisions.

Conclusion

The Prime Minister again urged Mr. Djuranovic to cheer
up. Britain was a great supporter of Yugoslavia, indeed his
country had no greater well-wisher than Britain.

Mr. Djuranovic recalled the help that Yugoslavia had received
from Britain in the Second World War. He hoped the same
spirit could be re-created now.

The Prime Minister does not recall anything of great
moment emerging in their talks over lunch. The Foreign
Secretary would have filled you in on his own conversation
with Mr. Djuranovic.

The Prime Minister would like to know the position on the
sale of Airbus to Yugoslavia (which was not covered in her
brief). She may wish to write to Mr. Djuranovic on the
subject.
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I am copying this letter to Alex Allan (HM Treasury),
Stephen Ratcliffe (Department of Trade and Industry), Brian
Hawtin (Ministry of Defence) and Trevor Woolley (Cabinet
Office).

AN éL;QJJ‘N\o

C D POWELL
.

Lyn Parker, Esq.
Foreign and Commonwealth Office

CONFIDENTIAL




Foreign and Commonwealth Office

London SWI1A 2AH

22 March 1988
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Djuranovic Visit: Yugoslav Speech

The Yugoslavs have just given us the enclosed copy of
the speech which Djuranovic will make at the Prime Minister's
lunch for him tomorrow.

‘em:&QJQS‘,
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Private Secretary

(L Parker

C D Powell Esq
10 Downing Street




PRIME MINISTER

VISIT OF THE PRESIDENT OF THE FEDERAL EXECUTIVE COMMITTEE OF
YUGOSLAVIA

You will be having talks, followed by lunch, with

Mr. Djuranovic tomorrow. The procedure will be exactly as for

the Heir Apparent of Qatar: welcoming ceremony in the FCO
Courtyard, talks in the Cabinet Room, lunch at 1245.

p—

—

You read the briefs over the weekend and will need to look at

them again only briefly.

I attach your speech at lunch. This has now been given to the

Yugoslavs for translation into Serbo-Croat.

I also attach, immediately behind this minute, some telegrams

from Belgrade about Djuranovic's visit here and Gorbachev's

. . ~ . .
visit to Yugoslavia, which are relevant.

Charles Powell
22 March 1988

DG2COS




CC
Foreign and Commonwealth Office

London SWI1A 2AH

21 March 1988

c 00
23

Djuranovic Visit: Prime Minister's Speech

You asked for decently printed copies of the speech for
distribution to the Yugoslav delegation at Wednesday's lunch.
I attach some copies of the text in English. The Yugoslavs
are themselves translating it into Serbo-Croat, and will distribute
copies to their team. We will obtain one and ensure that
you have it beforehand.

tonal QJQYI
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(L Parker)
Private Secretary

C D Powell Esq
10 Downing Street
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INFO IMMEDIARTE MUSCOW

INFO PRIORITY OTHER EAST =URDPEAY DOSTS. UKDEL
INFO PRIGRITY WASHINGTON., FONN, SOR ROE

MY TELNOS 79 ABND 80: GURHASREY

SUMMARY

1% AN IMBORTANT EVENT., REFILLECTING CHAOMGES HERE MND ?11_;
MORE SO IN TH= USSR, NEURALGIC PUINTS ReEmAIN BUIG THE OVER
RELATIONSHI? MUORS CONMF IDEMT AND RFLGX S, N BEVIDENT PROS
ON THE ECONOMIC FRONT. PERSUNAL SULCESS FOR GUREACHEV H
NEW DEPARTURES. o= "’

DETATL

P THE FIRSBT VISIT BY A GENEHAL SECRETERY OF

DEATH WAS EQUAD 1O BE &N Iﬂ’udludl LV4AT IN AN

PERSOMALITY E&ND THS Chak 5 HE A4S TRODUCED

ITS WEIGHT. A (END RIS [~E) hu«~" ) FAND UVERSHA] D THE

YUGOSLAVS. THEY WERS QHRFIul!dPIY STRLCK BY KIS Wil limGuNESS
LISTEN, HND HIS ADMISSITON THeE EXTENT OF THE URPPOSITION

HIM AND FI5 POLICIES WITHIN Ha SOVIET UNTON, = ¥ ]

HAVE BEEMN GRIATIR THAN THEY RAD BELISVED.

PROGRAMME DID NOT ALLUW FOR TALKS WHICH HEO Ti

THE ISS5UES IN DERTH., HE FLATTER=ZD TH:=m EBY 'Hulwﬂ

TO BE A GENUINE INTEREST IN HwEL1 HUOL_ICTIES £AD

ESPECIALLY THE WAY YUGOSLAVIA HAS COSED wiITH ITS NETIONA

PROBLEMS, THE PROSQECTS FOR (ke 3b"~*FNth"’tJ SYSTEM &N

FORTUNES OF THE NON-QLIGNED MOVEMS o [~ REH Hfgff-”ﬁ

IN FURTHER CONVINCING THEY H= = t—b:\,"j 5 l\r'vj i

WHICH DESERVES THEIR SURRIRT EBND THAT THE DEMRNDG L?

PERESTROIKA ARE SUCH AS T WMAKE A FORE PRAGYETIC &NL S0

RPPROACH 7O FUOREIGN AFFALRS THE NATURAL SOVIST OPT IO,

L THE YUGOSLAV-50VIET RELATIONSHID RAS

FAR MORE PRAGMATIC AND LESS IDeOLOGICAL SINCE .

AND THE USSR FAS NOT BEEN DEMANDING OF TRIS COUNTRY., ARPARENTLY
RCCEPTING THAT IT FALLS CUTSIDE ITS SUSTAINABLE
INFLUENCE. ThHE PUBLIC EMPHASIS ON THE EQUALLITY UF THe
RELATIONSHIP, THE FPRINCIBLES OF THE 1955 AND i;:g AA
THE VALIDITY OF VIFFERENT RIB0S TU SOCTqal ISm AN
NONETHELESS REVEOC (NGBS GF THe LDNlLNU;NH NEURRALGIC
YUGOSLAV-50VIET AFFAIRS. GORBACHEYV? S COMMENTS O

BREAK WERE UNDERSTAND (NG OF YUGUSLAY FESLINGS GAD

AND WENT DOWN WELL HERE.
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4.  THE MOST TANGIBLE PRODUCT OF THE VISIT WAS THE JOING
DECLARATION ISSUED ON 13 MARCH (MY TELNDS 79 AND 80) WHICH
BOTH SIDES CLAIM TO BE UF WIDE SIGNIFICANCE UF PRINCIPLE.

A PROGRAMME TO GOVERN THE BILATERAL ECONUMIC RELATIONSHID WAS
ALSO SIGNSD, ON 15 MARCH (MY TELND 73). WHILE CORPREHENS (VE.
THIS WAS. APPARENTLY. A FRAMEWORK ASREEMENT WAICH WI.L NEED
CONSIDERABELE ELABORATION BEFURE [T CAN BE TURNED INTO CONCRETE
RESULTS. - THE SAME GOES FOR YUBOSLAV-SUVIET INTENTIUNS TO
INCREASE THEIR JOINT VENTURES AND UTHER GUUTE HIGHER FORMS
OF COOPERATION. IT Wil IN PRACTICS BE OIFFICULT YO REVERE
THE PRESENT MARKED FALL IN BILATSRAL TRADE. ESPECIALLY WHIL
THE WORLD PRICZ OF SOVIET KAJ MATERIALS REMAINS LOW AND 1F THE
RUSSIANS MAKZ 6OUD ON THEIR LEMAND THEY TAKE UNLY TO9 QUALITY
YUGOSLAV GOODS IN FUTURE. THE GUESTIAN OF WHAT TO D) QEQUT

THE PRESENT LARGE AND PROMABLY GROWING SOVISET DEXT 70 YUGOSLAVIA
WAS EXTENSIVELY DISCUSSED, AND REMITTED FOR FURMRER NEGUTIATON
DURING AN EVENTUAL VISIT BY THE SOVIET PRIME mINISTER.

4!HMn

NGUGTE

s THERE WIlLL NO DOUET NGW BS A4 INORESSS IN THE
YUGOSLAV-SOVIET EXCRANGES. GORBACHEYV [AHDEARED TO

HIMSELF, ALTHOUGH IT SE=FMED HE WANTED 7O MEET MOKE ORDINARY
YUBDSLAVS, WwHD RESPONDED 10 HIM WITH FRIENOLY CURIOSITY IN FAr
LARGER NUMBERS THAN WUULD TURN OUJT FOR ANY YUGDSLAV POLITIO: QM.
BUT THERE IS N0 WAY GF KNOWING WHAT HE SAID UOF HIS wvuhziuv

TO RAISA BEFURZ THEY WENT T® SLEEPR =y ¥i- L

DISCOVER WHETHER RE LEARNED ANYTHING

FUTURE POLICIES. OnNiE SCHCUOL OF THULGE =

AT YUGBOS_AVIA RS AN AWFUL wBRNING BOTH £5 10 ECONG™
NATIONALITY POLCICIES. I FIND THAT TJO SIMPLISTIC:
POSITIVE THINGS SOVIET POLITICIANS COULD LEARN H:
MISTAKES TO AVOID. BUF WITk "HE POSSIKL=S EXLCESTI
SLOVENEZ, ®RUCHNM. AND THE CROAT, ANTE ;r.»m.r\n__!vd.d, NONE
YUGOSLAVS GURBACHEY MET SEEM LinELY T HEVE mMaDs
INTELLECTUAL IMIRESSION ON HIM. AND FOR AL s i
IMPRCT BORBACKEY HAD ON THE YUGUSLAVS HE MET [ &F

T SUPPOSE TmE LATTER FELT THEY FAD HNY IDFDLOGICAL U
POLITICAL LESSUNS TO LERRN AT HIS FEET. THE HRINCIPRAL
DF THE VISIT WAS 70 CONFIRM THAT IT IS CHANGES 1IN THE
UNIOM WHICH HAVEZ ALLIOWED THAT COUNTRY? S RELAT TUNSE]T 3
YUGOSLAVIA TO GET ON A mMUORE ReL@X=D. ln\-.o N FAND
INTENSE BASIS, AND THAT FUTURE QAROGRESS ALLS3 DERSNDS W
THE EVOLUTION OF SOVIET RATMHER THAN \”W\ﬂlHV FULICTIRES,
PERESTROIRA.

-

(= MY PRELIMINARY ASSESSYMENT THERSFURE (THERE HEV LN
CHANCEZ S0 FAR TU GET ANY DETAILED ACCOUNTS FROM SITHE

THe PARTICILANTS) 185 THAT THE VISIT CONFORMED TO EXHE

(MY TELND &4)., IN CONSULIDATVINSG A S1QsE IN THE

EVOLUTION OF THE YUBOSLAV-S0OVIET RELATIONSHIP RATHSR
FORMING A BRSIS FOR NEW DESDARTURES. Wz MRY welll SEE
INCREASED YUGBUSILAV WILLINGNZSES TO GIVE THe RUSSIANS T
BENEFIT OF THE DOURT, ESPECIALLY IN FURSIGN AFFRIRS, AND A
MUTURAL. EFFORT TO THICKEN & BI;PT&RHL LINKS. BUT I KNOW GF
NOTHING TO SUBBEST THE YLBUSLEVS RAVE MADE ANY SIGNIFICENT
CONCESSIONS OR EVEN THAT THS RUSSIANS FRESSED FOR TREM - Si

THAT THE BASIC RELATIONSRIZ REMHING UNUHSNGEL. He
ESSENTIAL DRIFT HERE CONTINUES 10 BE TOWARLS TeH= |
EAST.
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PRIME MINISTER
MEETING WITH MR. DJURANOVIC

You will be meeting Mr. Djuranovic, whos is in effect
President of Yugoslavia, on Wednesday. There will be a guard

of honour ceremony in the Foreign Office Courtyard at 1145,
followed by a meeting at 1200 and lunch at 1245.

You will find a note about the visit in the meeting folder.

His wvisit includes an audience with The Queen and a visit to

E————

the Cambridge Science Park. He was President at the time of

your visit to Yugoslavia.

—

Yugoslavia has got itself into a frightful mess (inflation
e g,

over 100 per cent, external debt of $20 billion) and there is
_-.____a—o

little sign that they are getting to grips with it. The main

purpose of your talk with Mr. Djuranovic will be to urge him

to grasp the nettle of good economic management and reach

agreement with the IMF on a Standby Arrangement. At the same

time, we want to show political support for Yugoslavia as a

vulnerable country in a strategically important position. The

meeting will also be an opportunity to obtain an up-to-date
—————————

assessment of Mr. Gorbachev's views and pre-occupations: he

4

has been in Yugoslavia this week.

Following from this, the main subjects you will wish to

discuss are set out below.

Economy and Debt: you will want to talk to him

frankly about Yugoslavia's deepening economic crisis.

They really have no alternative but to introduce more

———

market-oriented policies. No-one pretends it will be

easy but there is no other way. We welcome their

decision to seek a Standby Arrangement from the IMF.

If he suggests that we should give Yugoslavia a
bridging loan, you will want to say that this is not
the answer. We agree that they need a long term

restructuring of their debts. We will help with that

CONFIDENTIAL
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in the Paris Club but only once the Standby
e —

Arrangement has been agreed.

East-West Relations: you will want to ask him about

Gorbachev's recent visit to Yugoslavia and any points

G —— R ——

of particular interest which engged. You will want

to give him an account of the recent NATO Summit.

EC/Yugoslavia: The Yugoslav Prime Minister wrote to

you last year urging improved treatment for

Yugoslavia by the EC. New and more favourable trade

and financial arrangements have now been negotiated.

You will want to claim some credit for these. But if

the Yugoslavs want better access to the EC market in

the longer term, they must be prepared to offer

greater reciprocity (which in turn means that they

must work towards a more market-oriented economy).

—

Zzagreb Claims: you will recall the mid-air collision

between a Yugoslav and British aircraft over Zagreb

in 1976. The Yugoslavs are still refusing to accept

liability for this: indeed their courts recently

ruled that the British Airways claim for £12 million

R

was time Parred.  British Airways have pressed for a
review of this decision, but no reply has yet been
received. You need to speak to him quite severely on
this, making clear that it represents a real
political problem in our relations. We would be
ready to work for a 'political' (i.e. negotiated)
settlement but what we cannot accept is blank refusal
to accept our claim. You very much hope that we can
tell the press after the meeting that some progress

has been made towards settling this matter.

There are a number of relatively minor points whch he might

raise:
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Activities of Croatians in the United Kingdom. We

have no evidence that they are up to anything

illegal.

Bilateral Co-operation against terrorism: we are not

keen, because they will simply bug us to do something
about the Croatians. We are very happy to work with

the Yugoslavs in various multilateral bodies.

Light Combat Aircraft Project: BAe and Rolls Royce

are involved in this. But there are various pieces

of advanced technology which we are not prepared to

release to the Yugoslavs. We cannot change that

e ————

decision.

Trajkovski Twins: This is a family case where a

British mother has obtained a Court Order denying

access to her children by their Yugoslg; father (who

earlier kidnapped them and took them to Yugoslavia).

R R s —
If Djuranovic raises this, you should say that it is
not a government matter. It is open to the father to

contest the Order in a court in this country.

S

——— )

Invitation to you to visit Yugoslavia. If he invites

you, you will want to express appreciation but say
that we need to settle our bilateral problem ie the

Zagreb claim before you could consider another visit.
You have already seen and approved the text of your speech at

the lunch which has now been translated and will be available
on the table to the Yugoslav guests.

C. D. POWELL

18 March 1988
SLHATO
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Foreign and Commonwealth Office

London SWI1A 2AH

18 March 1988

Yugoslavia: Visit by Mr Djuranovic

Mr Veselin Djuranovic, member of the Yugoslav Federal
Presidency, is to call on the Prime Minister at noon on
Wednesday 23 March. The call is to last 45 minutes (with
interpretation) and will be preceded by a Guard. of Honour in
the FCO main courtyard at 1140, and followed by a lunch which
the Prime Minister has kindly agreed to host. Mr Djuranovic
will have seen The Queen on 22 March.

The initiative for this visit came from the Yugoslavs.
We agreed to it, partly in order to show continued interest in
Yugoslavia (Gorbachev is in Belgrade this week) but mainly
because the Yugoslavs have still not grasped the nettle of
economic reform. They are well aware of what has been
achieved in the UK. The Prime Minister is ideally placed to
point out the need for a more resolute effort to free the

Yugoslav economy from political and administrative
restrictions.

The Prime Minister may therefore wish to concentrate
mainly on the Yugoslav internal situation and relations with
the IMF and Paris Club; on EC/Yugoslavia; and briefly on
bilateral relations, especially the Yugoslav failure to settle
British claims following the Zagreb air crash in 1976.
Background and a suggested line to take on these are set out
below.

Mr Djuranovic for his part will no doubt say something
about Gorbachev’s visit to Belgrade and the Yugoslav view of
East/West relations. He may refer to the activities of
Croatian emigres in Britain; to Yugoslavia’s current role
(this month) ds President of the Security Council; suggest
bilateral ¢ ration against terrorism; and refer to the
Yugoslav Light Combat Aircraft (LCA) project, and perhaps to a
current congdlar case (involving the Trajkovski twins). Those
subjects are also covered briefly below.

Mr Djuranovic will probably invite the Prime Minister to
pay another visit to Yugoslavia. The Foreign Secretary does
not consider that this would be appropriate while our Zagreb
claims remain unsettled. But if that issue can be resolved,
he believes a further visit would be useful, in due course.
The Prime Minister would be sure of a warm welcome, and the
Yugoslavs will need constant high-level encouragement if they

are to stick to an appropriate economic programme.
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Yugoslav Internal

Yugoslavia’s complex federal structure and collective,
rotating leadership, have provided a fragile form of stability
since Tito’s death, but have also inhibited effective
decisions on political and economic reform. The present
federal government under Branko Mikulic has failed to get to
grips with the problems, and has been widely criticised.
MikuIiC may serve a second term from May this year, for lack
of a willing or credible alternative. There is acute tension
in the largely Albanian province of Kosovo.

Economy and Debt

Yugoslavia’s net external debt is close to $20 bn.
Despite a current wage/price freeze, inflation IS &till over
100%. Economic en as been feeble. The essential
problems are political: how to reconcile in a single economic
programme the contradictory needs of Yugoslavia’s republics
and regions; and whether the politicians are ready to
surrender economic power to the market.

Last September, the Yugoslav authorities announced a
programme of 126 measures intended to stabilise the economy.
While some of thHeésSe were on the right lines, the programme as
a whole is ill-conceived and inconsistent (the earlier and
still current Stabilisation Programme of 1982 is less open to
criticism). In late 1987, after nearly two years of "enhanced
monitoring" by the IMF (during which most of the IMF’s
performance criteria were missed) and faced with a financing
gap of around $1 billion in 1988, the Yugoslavs conceded that
a Standby Arrangément (SBA) was needed. Discussions are now
in progress with the IMF Staff. But there is wide
disagreement, especially on the inflation target, interest
rates and incomes policy. The British approach is that terms
for an SBA should not be softened on political grounds. Most
other major Western creditors agree. (Italy is an exception.
It has recently offered Yugoslavia, grants and low interest
loans). However, other major creditors see more risk than we
do, if the IMF sticks out for strong conditionality, that
Yugoslavia may either suffer damaging instability or drift
towards the CMEA and Warsaw Pact.

The Prime Minister may wish to tell Mr Djuranovic that we
are concerned about Yugoslavia’s deepening economic crisis
(though acknowledging Some encouraging aspects: exports to
hard currency markets increased by 18% in 1987, and to the UK
by some 21% ). We welcome the Yugoslav decision to seek an
SBA. We agree that Yugoslavia needs longer-term restructuring
of its debts. Bridging finance (for which Mr Djuranovic may
ask) is not the answer. But we will play a constructive part
in the Paris Club once an SBA has been agreed. We look to the
Yugoslavs to devise and implement market-oriented policies.
Things have been allowed to drift since the payments crisis of
1982/3 (when the UK made a £38 m loan, as well as contributing
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generously to refinancing). No-one pretends it is easy to
make an economy more responsive to the market, or to give
better incentives to enterprises. But it will be no service
to Yugoslavia if a weak SBA is agreed.

EC/Yugoslavia

Yugoslavia has a Cooperation Agreement with the EC. 1In
February 1987, Mikulic wrote to Community Heads of Government
stressing the political importance of the agreement, and
pressing for improved treatment. During 1987, new and more
favourable trade and financial protocols were negotiated. A
resolution in positive terms was adopted by the joint
Cooperation Council in December.

The Prime Minister may wish to welcome the new protocols,
and underline the political and economic importance of
Yugoslavia’s relations with the Community. But she could add
that better access to Community markets must in the longer
term mean greater reciprocity. This in turn underlines the
need for a more efficient, market-based Yugoslav economy.

Bilateral Relations

These are in general cordial and substantial, reflecting
longstanding ties. Since the Prime Minister’s visits to
Yugoslavia in 1980, Mikulic’s predecessor Mrs Planinc has paid
a return visit (1983); the Foreign Secretary has been to
Belgrade (1986); the Yugoslav Defence Minister to the UK
(1986) ; and there has been an exchange of visits by Trade
Ministers.

An important problem however is the Yugoslavs’ failure to
settle British claims following a mid-air collision between
British and YugosTIav aircraft over Zagreb in 1976. Faulty air
traffic control at eb was the main cause of the accident,
although the Yugoslavs dispute this. The sum at stake is
about £12 m. The bulk of this represents a claim by BA and
its insurers for the aircraft, but private claims by relatives
of the crew have also not been settled. After protracted
legal argument, the Yugoslav courts have this year ruled that
BA’s claim is time-barred. BA’s lawyer has asked for a review
of this decision. is is almost certain to be rejected. If
it is, the only alternative will be a political settlement,
which the Yugoslavs rejected last year but have hinted they
may be ready to consider when the legal process is complete.

The Prime Minister may wish to express disquiet that the
claims remain unsettled after 12 years; say that the court’s
recent decision was a major disappointment; that she hopes it
will very soon be clear Whether the decision will be reviewed;
but stress that if it is not, we shall be left with a major
political problem. She may wish to invite Mr Djuranovic to
comment on a political settlement, and say that action is
needed rapidly to clear this important issue off the agenda.
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Mr Djuranovic for his part may refer to the following:

i) Activities of Croatian emigres in Britain.

The Yugoslavs recently complained that Croatian emigres
in Britain were planning or had been involved in terrorism.
Our reply stressed that we had no evidence of any breach of
the law in Britain. We drew attention to British traditions
of free speech and peaceful political activity.

ii) Bilateral cooperation against terrorism.

The Yugoslavs have several times suggested this. Our
response has been that we find cooperation useful in
multilateral fields, eg on aircraft security within the
European Civil Aviation Conference; but that we do not
envisage cooperation at bilateral level. (The reason is that
we do not wish to stimulate Yugoslav requests for action
against Croatian emigres in Britain).

iii) LCA project.

We have recently told the Yugoslavs that British
companies (mainly BAe and Rolls Royce) wish to continue to
cooperate on this ambitious project, but that there are four
areas where advanced technology cannot be released. The Prime

Minister may wish to say, if necessary, that we continue to
attach importance to defence cooperation with Yugoslav1a
including on the LCA project; but that no change in our
decision on the four areas can be expected in the timescale
the Yugoslavs have indicated for the project.

iv) Trajkovski Twins.

Mrs Trajkovski, a British subject, returned last year
from Yugoslavia with her children, who had been abducted by
their Yugoslav father. She has obtalned a court order in
Britain denying access to the children by the father. The
Yugoslavs maintain that this cuts across an assurance she gave
to a Yugoslav court. We have told them that it is open to the
father to contest the order made in this country.

Mr Djuranovic and his interpreter (Miss Brajovic) will be
accompanied by the Yugoslav Ambassador, Mr Calovski.
Personality notes are attached. ~Our Ambassador in Belgrade,
Mr Wood, will also be present.

You3 0ses o

(L Pa er)
Private Secretary

C D Powell Esq
PS/No 10 Downing Street
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DJURANOVIC, VESELIN

Member for Montenegro of SFRY Presidency. (Five year
mandate from 15 May 1984).

Born 1925 near Danilovgrad, Montenegro. Montenegrin.,

Party: Partisans 1941. 1943 arrested by Italians and sent
to Concentration Camp until 1944. Joined Party 1944. Member
of the CC of Montenegrin LC and of its EC 1958. President of
Ideological Commission of Montenegrin Party 1958-62. President
of Montenegrin SAWP 1962-63. Member of EC of LC Montenegro 1964,
and member of Federal CC 1964. President of LC Montenegro 1968.
Re-elected 1974. Member of CC LCY 1982-86.

Government: Member of Council of Federation, President of
EC Montenegro and President of Montenegrin EC Committee for
Defence 1963-67. 1977 President of FEC; re-elected 1978. Also

Member of Council for National Defence and of Federal Council

for Protection of the Constitutional Order. 1982-83 President
of Presidency of SR Montenegro. 1983-84 Member of Montenegrin

Presidency.

Djuranovic was appointed the youngest ever Prime Minister in
1977. His time as Prime Minister was one when economic problems
came home to roost, though he himself was not generally blamed.
In 1982 he returned to Montenegro but was elected to the new
SFRY Presidency in 1984 and was its first President (1984-85).

SO
—————

He was not a forceful or charismatic President and failed to
galvanise the Presidency into action during his term of office.

Has been scarcely visible since.

Rather school-masterly. Has trouble with his back. Known
by Montenegrins as "Ves o". Has two sons and one daughter. His
wife worked in social insurance before retiring. Enjoys watching

sport, particularly soccer.
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CALOVSKI, MITKO

SFRY Ambassador to the United Kingdom, since May 1985.

Born 1930 in Bitola, in the region of Macedonia. Macedonian.
Graduated from Higher Journalist-Diplomatic School in Belgrade
1953

Member of LCY since 1948.

Has been member of the Committee of the LCY in the Federal
Secretariat for Internal Affairs; member of the Communal Council
SAWP Vracar in Belgrade; member of the Commission for
International Links and Co-operation of the Federal Council of

SAWPY; member of Election Commission of Federal Council SAWPY.

In government; Chef de Cabinet of the President of the
Federal Council SAWPY; member of the Group of Current Economic
Questions of the Federal Council SAWPY; SFRY Consul General in
Toronto, Canada; Chief of the Group for Analysis and Planning in
the Federal Secretariat for Foreign Affairs; Deputy Secretary of

SFRY Presidency; and SFRY Ambassador to Canada.

1982-85 Federal Secretéry for Information and Member of FEC.

Energetic and friendly but voluble, self-important and
opinionated. Had a reputation as a hard-liner as Federal

Secretary for Information.

Speaks good English as does his wife who has taught English

literature in a Belgrade school.
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INFO SAVING EASTERN EUROPEAN FOSTS. ERONN, WASHINGTUN. PARIS. KOME
INFO SAVING UKDEL IMF/IBRD WASHINGTON. UKDEL OECD PARIS, URDEL mATO

MY TELND 69: VISIT RY MEMBER OF YUBOSLAY PRESIDENCY

SUMMARY

1. DJURANOVIC’S VISIT NEXT WEEK COMES AT A TIME OF DRIFT WITHIN EBOTH
PARTY AND GOVERNMENT LERDERSHIPS AND FRUSTRATION AMUNG THE POSLLACE.
CHRONIC YUBOSLAV RELUCTANCE TO MAKE NECESSARY ECONOMIC CHANGES 3iS
COMPOUNDED BY CURRENT POLITICAL UNCERTARINTIES. WE MAY BE ARLS TU HELP
BY SHARPENING YUBUSL_LAV PERCEPTIONS UF THEIR OPTIONS.

DETAIL

2. 1 HAVE AN ARPOINTMENT TO SEE THE "SECRETARY OF FINANCE ON 18

MARCH. SUBJECT TO ANYTHING HE MAY SAY NUTHING 30_FAR APPERRS TU RAVE
HAPPENED WHICH MIGHT HELP OVERCOME THE IMPRSSE IN YUBOSLAY NEGUTIGT—
IONS WITH THE IMF. WHICH TRE YUGOSLAVS NUWfaxEECT TO RESUME ON 2
MARCH. THE FECTSTILL DO NOT APPARENTLY SEE O NEED FOR SIGNIFICANT,
POLICY CHANGES, DESPITE THE PROSPECT OF SEVERZ FURZ1GN EXCHANGE
DIFFICULTIES SUON, DISGUIETING INFLATION FIGURES FOR FEEBRURRY FUR AL
THE PRICZ FREEZE (WITH FIGURES FOR MARCH LIKELY 70 BE AT LEAST £S

EAD) AND SIBNS OF INTERNAL FINANCIAL STRAIN.

* -

3. THE FIRST MEETINS ON 9 MARCH GF THE COMMISSION UNLER #MIKULIC’ S
CHRIRMANGHID TO CONSIDER ECONOMIC REFUORMS BASED UN GOVERNMENT
PROGRAMMES TO DATE WAS INDICATIVE IN THE CONFLSION OF AIMS IT
REVEALED. 1T SEEMS THE WORKING RBODIES OF THE COMMISSION HRYE YET TO
BE ESTABLISHED. THE FEC AFPEAR TO HAVE NO CLEAR IDEA OF WHAT TJ DO
ARETER THE FREEZE ENDS ON 15 mAY. THE PROMISED PR.CE LIBERALISATION .
DRQ?HQM 2 I?ﬁLIH?L( IQ_EEBIN BY“bRtEING IHE QRfEE§ Or f5 P%dﬁQEﬂi uF
YUGOSLAY GOODS AT PRESENT SAID TO BE IN SURPLUS- SURPLY. SPURESMEN
FOR THE GOVERNMENT SAY THE FEC ARE WORKING DAY AND NIGHT FOLLOWING
UP THE 125 MEASURES AGREED IN NOVEMBER (7 7ASPIRATIONS?® WOULD BE &
BETTER DESCRIPTION) RUT WZ WNOW OF NO CONCRETE RESULTS 83 FRR. IT IS
RS THOULGH THE ALUTHORITIES ARS HOPING EXORCISM WILL WORK. SINCE THEY
CANNOT AGREE ON ACTION. o

—

4. THE FRESENT FREEZE ENDS WITH THE EXPIRY OF mMIKULIC’S FIRST
MANDATE AS PRIME MINISTER. HZ COULD NORMALLY EXPECT TO BS 351 VSN
ANOTHER 2 YEARS. bE PRUOBABLY WILL BUYT IT COULD B & CLOSE RUN THING,
AND PRESENT POLITICAL UNCERTAINTIES MAKE IT STILL MORE DIFFICULT AT
PRESENT 7O DECIDE ON LONGZR TERM POLICIES. IT IS CLEAR THAT
MIKULIC*S STANDING IS VERY LOW AND THAT THE SLOVENES AND CROBTS ARE
NOT ALONS IN WISHING THERE WAS SOMEONE BETTER 70 TAKE KIS DLACE. BUT
THE ISSUES RUN DEZPER THAN THE WUESTION OF WhAT SHOULD BS DONS AROJTY
THE PRESENT GOVERNMENT. DIVISIONS WITHIN THE ESTABLISHMENT &S &

.. A
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WHOLE NOURISH THE HOPE THE STATUS BUD CAN SOMSHOW HE SHORED UE AMD

A CHOICE FURTHER PUSTPONED BETWEEN SIGNIFICAENT ECONOYMIC AND
EVENTUALLY POUITICAL REFORMS ON THE ONE HARND AND A MORE REACTIONARY
STANCE ON THE OTHER. THE LATTER OPTION, HUWEVER IMPRECTICAL. HAPPEARS
TO BE FAVOURED BY THE SERBIAN LEADERSHIP. BUT EVEN HEKRE THE SIGNALS
ARE MIXED. THE 13TH PLENUM OF THE LCY HELD ON 29 FEERUJURRY AND

1 MARCH IN PREFPARATION FOR THE HRRTY CONFERENCE. NOW DUE IN MEY.

WAS NOTAELE FOR ITS TRENCHANT CRITICISYM OF TRE LEEDERSHIP. EUT IT
ENDED NONETHELESS WITH A SET OF THESES FOR THE CUONFERENCE FULL UF
EXHORTATION AND DEVOID OF REAL CONTENT.

J. THE LEVEL (OF CONCERN AND MUTUAL CRITICISM WITHIN THE RisrARCHY
HAS _BEEN RISINS IN KESPONSZ TO TH= GROWNING PRESSURES. CRATICISM AND
ALIENATION WITHIN THE UTHER AND MORE PUBLIC YUBUSLAVIA HAS AGAIN
BEEN ON THE INCREASE. AND FULLY REPORTED A3 WEL.L AS HARTICULATED IN
THE YUGOSLAV MEDIA. FPART OF 17 HAS FUGCUSSED UN MIRLLIC AND THE FEC.
WHICH OUGKT TO MEAN THAT ANY NEW TEAM COULD ATTRHCT A MEHSURE OF
HORE 1F ONLY BY BEING DIFFERENT. THE RKRCCENT HES ALSO BEEN LN
YUGOSLAVIA'S SYSTEMIC WEAKMESSES., INCLUDING THE ROLE OF THE PARTY.
THE CURRENT DEBRTE GVER CONSTITUTIONAL AMENDMENTS COULD FEIHAPS
PROVIDE MORE AND MURZ OF A FOCUS AND hAS ALRERDY GUNE BEYUOND THE
BOUNDS ITS PROTABONISTS HAD HORPED TO SET. THE END RESULT WILL STILL
NO DOUBT BE A MOUSE BUT THE FACT THAT THE MOJUNTAIA IS InN SUCH LAROUR
UNDERLINES THE DEPTH OF PUBLIC CONCERN. '

6. YUGOSLAVIA IS PREUCCUPIED WITH ITSELF YET FUOREIGN AFFRIRS
NEVERTHELESS REMAIN IMPURTANT TO THE COUNTRY’S SELF—INABE. THE
SUCTESS OF THE BALRAN CONFERENCE WAS A WELCOME EDUST. 1HE SECT "RAT
BORBACHEY 1S SPENDING S DAYS HERE MAY HELP TO0. THE MON—ALIGNED
MOVEMENT IS STILL IN THSE LITENY TROUGH IN IRD PLACE IN _1HS BOUNTRY’ S
REAL"CONCERNS, AFTER 115 RELATIUNSHIP WITH TH= EAST HAND THE WEST.
PROGRESS TOWARDS AN ARRANGEMENT WIIH THE 1MF Is CLERRLY THE ™mOST
IMMEDIATE AND IMPORTANT PROBLEM IN THE LATIER CONTEXT. WE HAVE YET
TO SEE S PUBLIC CRITICISM OF THE FUND OR TS CREDITORS: THS
ACCENT HAS BEEN ON TH= YUSOSLAY NEED 70 COME WITH THE PRUBLEMS THEY
HAVE MADE FOR THEMSELVES. '

7. WE CAN HELP THE YUBUSLAVES BY LOING WHAT WE CAN TO CONCENTRATE

THEIR MINDS, PARTICULARLY BY OUR ATTITUDES TOWARDS THEIR NEBOTIAT-—

IONS WITH THE [MF AND REFINANCING., AS WELL AS THE COUNTRY’S RELATION-

SHIP WITH THE COMMUNITY. IT IS GOOD THAT WE ARE PREPAKED TO S1iVeE

THEM SYXUEATHY FND PUBLIC*ATTENTION AS WELL HS TO KCCORD THEM THE

DIGNITY OF ESCHEWING THz OFTIOQN OF OFFERING SHORT-TERM PALLIATIVES.
————t
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 10 March 1988

YUGOSLAV REQUEST FOR A T.V. INTERVIEW
WITH THE PRIME MINISTER

Thank you for your further letter
of 8 March about the Yugoslav request
for a T.V. interview with the Prime Minister
at the time of Mr. Djuranovic's visit.

I have discussed this with the Prime
Minister. I am afraid that she is not
willing to do it. It comes at a particularly
busy time and she feels that the preparation
required is more than she can take on
at present.

C. D. Powell

Lyn Parker, Esq.,
Foreign and Commonwealth Office.
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Yugoslav Request for a TV Interview with the Prime Minister
{wi' 3
Thank you for your letter of; March.

-

The Yugoslavs have said they would like the interview
to cover bilateral relations; the Yugoslav economy, and
relations with the IMF and Paris Club; Yugoslavia's relations
with the Community; and East/West relations. They have said
that there will be no questions about Waldheim.

The question of a single interviewer is more difficult.
The Yugoslavs have told us that they made their suggestion
of an interview with three journalists partly because this
was the format used for the Prime Minister's TV interview
in Moscow, which they found particularly effective. 1In
addition, TV services in Yugoslavia are run on a regional
basis. If the Prime Minister were to give an interview to
only one Yugoslav TV journalist, this would unfortunately
mean, given local rivalries etc, that it would probably be
broadcast in only one region. For the reasons in my earlier
letter, it would be useful if the Prime Minister's answers
could reach the widest possible audience. Mr Wood in Belgrade
therefore recommends that, if possible, an interview should
be arranged with all three journalists mentioned in para 2
of his telno 51 (further copy enclosed).

Towg e, @@;&j

(L Parker)
Private Secretary

C D Powell Esqg
10 Downing Street
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MY TELNO 45: DJURANOVIC VISIT

SUMMARY
7. YUGOSLAVS ASK FOR TV INTERVIEW WITH THE PRIME MINISTER AT THE TIME

OF THE DJURANOVIC VISIT. A CHANCE TO PUT OUR VIEWS ACROSS I HOPE WE
CANTSEIZE o

DETAIL

2. I HAVE BEEN ASKED WHETHER THE PRIME MINISTER WILL AGREE TO

GIVE A TV INTERVIEW TO THREE YUGOSLAV JOURNALISTS REPRESENTING
LJUBLJANA, ZAGREB AND BELGRADE TELEVISIONS AROUND THE TIME OF THE
DJURANOVIC VISIT. THE IDEAL TIMING WOULD BE JUST BEFORE DJURANOVIC
ARRIVED BUT THE JOURNALISTS WOULD OF COURSE ADJUST THEIR SCHEDULES
TO SUIT THE PRIME MINISTER'S CONVENIENCE. THE INTERVIEWERS SUGGESTED
ARE JURI GUSTINCIC, A FORMER POLITIKA CORRESPONDENT IN LONDON AND
WASHINGTON AND A MAN OF VERY WIDE INTERNATIONAL EXPERIENCE, GORAN
MILIC, THE ANCHORMAN OF THE CURRENT AFFAIRS PROGRAMME IN BELGRADE TV
AND ZORAN BOSNJAK, FORMER CORRESPONDENT FOR VJESNIK IN WASHINGTON
AND CURRENTLY CHIEF EDITOR OF START MAGAZINE WHOM THE OTHER TWO FEEL
WOULD BE A USEFUL AS WELL AS ACUTE REPRESENTATIVE OF A YOUNGER
GENERATION OF YUGOSLAVS. ALL THREE SPEAK FIRST CLASS ENGLISH.

3. THE TEAM WOULD HOPE IN THEIR QUESTIONS TO DEAL BRIEFLY WITH
BILATERAL AFFAIRS AND THEN TO CONCENTRATE ON ECONOMIC AND EUROPEAN
ISSUES PARTICULARLY, IN THE LATTER CONTEXT, ON HOW EUROPEAN
INTEGRATION MAY EFFECT NON-EC COUNTRIES.

4. THE PUBLIC ASPECTS OF THE DJURANOVIC VISIT ARE PERHAPS AT LEAST

AS IMPORTANT AS THE OPPORTUNITY OUR EXCHANGES WILL GIVE US TO GET OUR
VIEWS THROUGH TO THE YUGOSLAV HIERARCHY. THIS WILL BE ALL

THE MORE SO IN THE LIGHT OF PROBABLE PRESS TREATMENT HERE OF THE
GORBACHEV VISIT BEGINNING 14 MARCH AND AT A DIFFICULT TIME IN IMF/
YUGOSLAV NEGOTIATIONS . IT WAS AGREED AT YOUR 1986 OFFICE MEETING
FOLLOWING YOUR VISIT TO YUGOSLAVIA THAT WE SHOULD TAKE EVERY
OPPORTUNITY TO PROMOTE A WIDER UNDERSTANDING IN THIS COUNTRY OF
BRITISH ATTITUDES. THERE IS WIDESPREAD ADMIRATION HERE FOR THE WAY
WE HAVE BEEN ABLE TO TURN OUR ECONOMIC FORTUNES AROUND AND THE PRIME
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MINISTER'S VIEWS CARRY PARTICULAR AUTHORITY. I THEREFORE VERY MUCH
HOPE A WAY WILL BE FOUND TO MEET THE YUGOSLAV REQUEST, WHICH CARRIES,
AS I UNDERSTAND IT, THE BLESSING OF THE NEW YUGOSLAV FOREIGN
SECRETARY.

5. I'F AGREEMENT IN PRINCIPLE TO THE INTERVIEW CAN BE GIVEN I SHALL
EXPLORE IN MORE DETAIL WITH THE JOURNALISTS THE QUESTIONS THEY WILL
WISH TO PUT AND WILL SUGGEST WAYS IN WHICH THEY MIGHT BE APPROACHED.
IN THE MEANTIME HOWEVER I WOULD RECOMMEND THAT THE CENTRAL AXIS OF
ANY INTERVIEW MIGHT BE TO GET ACROSS THE POINT THAT ALTHOUGH WE ARE
CONCERNED AT THE WAY THINGS ARE GOING HERE IT IS UP TO THE YUGOSLAVS
THEMSELVES TO TAKE EFFECTIVE ACTION BY ADOPTING A CLEAR HEADED
APPROACH TO THEIR ECONOMIC PROBLEMS SO AS TO REGAIN THE CONFIDENCE
OF CAPITAL MARKETS, AND THAT THIS IS ALSO ESSENTIAL FOR A STILL MORE
PRODUCTIVE RELATIONSHIP WITH THE EC. I SUGGESTED AN OVERALL APPROACH
TO THE DJURANOVIC VISIT IN MY LETTER OF 8 FEBRUARY TO FIGGIS, EED.

I HAVE NO DOUBT AN INTERVIEW WITH THE PRIME MINISTER WOULD GREATLY
INCREASE THE IMPACT OF THE OCCASION. WITHOUT IT, COVERAGE HERE IS
LIKELY: TONBE BleAND, LFENOT COMPIACENT, I F ONEYBECAUSE THE MEDIA
WILL BE DEPENDENT ON THEIR LONDON CORRESPONDENTS AND OFFICIAL
ACCOUNTS.
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LUNCH WITH THE YUGOSLAV AMBASSADOR

1. I had lunch with the Yugoslav Ambassador, Mr Calovski,
today.

2. He asked about the likely subjects for discussion when
Mr Djuranovic called on the Prime Minister on 23 March.
Following the line already taken by the Foreign Office, I
suggested (a) East/West relations, to include Yugoslav/
Soviet relations and perceptions of Mr Gorbachev in the
light of the latter's visit to Belgrade just before
Djuranovic's London visit; (b) the Yugoslav economy and
relations with the IMF and European Community; (c) bilateral
relations, including our claims over the Zagreb air

disaster.

3. Under 2(b) above, I emphasised the importance we attach
to Yugoslavia adopting a more market-orientated policy and
reaching a satisfactory agreement with the IMF. The
Ambassador pleaded volubly for sympathy and understanding as
well as prescription. He said the Yugoslavs would
particularly welcome a sympathetic attitude from the Prime

Minister on the question of a bridging loan, a matter of

£600m, to see them through from the end of the first quarter
this year to the end of the summer when their tourist
receipts would come in. He said the Italians had been
helpful, promising to consider this application. I said I
could not, of course, give a final answer on this point, but
should wish to leave him under no illusions. Our Ministers
would be likely to regard a good IMF agreement as the
pre-requisite for anything else; thereafter we would be

anxious to play a constructive role, but not before.




4. Under 2(c) above, I said that we would attach importance
towards a satisfactory settlement of the Zagreb claims. I
understood that we were nearing the end of the legal
process. The Ambassador confirmed this. It was not
possible to intervene in the judicial process, but once that
was over the Yugoslavs would want to adopt a helpful
attitude in the interests of good relations with the UK.

5. The Ambassador said that Djuranovic might also wish to
raise the subject of the United Nations, in particular
Yugoslavia's coming role as President of the Security
Council. He was a little concerned at the shortness of the
time available for the interview with the Prime Minister and
hoped it would be possible for the conversation to go on
during lunch. I assured him that there would be no
difficulty about this.

6. Another subject likely to be raised is that of a visit
by the Prime Minister to Yugoslavia soon. The Yugoslavs
recognise that 1988 is out of the question but hope that a
visit in 1989 will be possible.

/2
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Foreign and Commonwealth Office
London SWI1A 2AH

4 March 1988
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Joac Clostas,

Yugoslavia: Visit by Djuranovic, Member of
Federal Presidency: 22-25 March

I enclose a draft for the speech which the Prime
Minister is to make at lunch for Djuranovic on Wednesday
23 March. The Foreign Secretary is content with it.

One of our main objectives for Djuranovic's visit
will be to maintain pressure on the Yugoslavs to adopt
more sensible, market-oriented economic policies. The
draft reflects this. But it needs to strike an appropriate
balance between admonition and recognition of our special
links with Yugoslavia. It therefore also contains positive
references to other aspects, in particular the importance
of Yugoslavia's relationship with the European Community.

The Yugoslavs have asked if they may be given the
text of the Prime Minister's speech in advance. I hope the
Prime Minister will agree to this. They plan to publish
the text in full, and have promised us Djuranovic's text
before the lunch takes place. If texts have been exchanged
in advance, the Prime Minister's remarks could, we suggest,
be translated simultaneously to Djuranovic only by the
interpreter: all the other members of his party speak good
English. (Djuranovic's speech will, we assume, need to be
translated consecutively.)

\\)N%Q:QF
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(L Parker
Private Secretary

C D Powell Esqg
10 Downing Street




DRAFT SPEECH BY THE PRIME MINISTER AT LUNCH FOR MR VESELIN
DJURANOVIC, MEMBER OF THE YUGOSILAV FEDERAL PRESIDENCY, 23 MARCH

Your Excellency, ladies and gentlemen. I am delighted to
welcome you and your delegation on this important visit. It adds
another link to the strong chain of friendship, mutual interest and
open discussion which has bound Britain and Yugoslavia together over

many years.

Yugoslavia is a unique country. I have travelled there -a=
tetal—oe£ three times on official duties. My two visits as Prime
Minister were highly memorable. The first was to mark a sad moment
in your history - the funeral of President Tito. On the second
occasion later in 1980 you, Mr Djuranovic, acted as my host as
chairman of the Federal Executive Council. You have occupied
several important political posts since then. I am glad to say that
I have stayed where I am. But it is a great pleasure that I can now

repay some of your hospitality.

Our bilateral relations are established on a firm and
well-tried basis. We have a history of 150 years of diplomatic

relations, cooperation in two world wars and links between our

peoples at all levels. I said to you in 1980 that our two

countries, from being staunch allies in wartime, had become warm
friends in peace, able to speak frankly to each other on a wide
range of issues. That is still true and necessary today. There are
few barriers between us, and almost no constraints on the subjects

we can discuss and tackle together.

By its struggle for freedom during the war, Yugoslavia made a
major contribution to European history. Britain gave active and
practical support. Subsequently Yugoslavia developed and put into
practice its own distinctive system of socialism. This process has
been marked by increasing recognition of the need for a decisive
role for market forces. Our own process of development has been
very different, resting as it does on a multi-party system and the
sovereignty of Parliament. But we share an acceptance that the
market is the most effective way of realising a nation’s potential

and increasing its wealth.




The process of exposing an economy to market forces requires
difficult and often painful decisions. Our own experience, over the
past nine years, has been that clear objectives are needed. They
need to be fought for, in the face of inevitable opposition. The
problems are never easy. But to postpone solutions simply makes
things worse. The Yugoslav people do not lack the qualities of
courage and imagination which are needed. As in the past, we in
Britain will support you in your search for appropriate policies
and, together with the IMF and Yugoslavia’s other Western creditors,

for a sound long term basis for the restructuring of debt.

Successful foreign trade performance is a vital part of your
programme of economic recovery. I am glad to say that trade between

Britain and Yugoslavia is contributing strongly to this. Exports by

British companies to the Yugoslav market have increased, and reached
some £206m last year. Your own exporters also have much to be proud
of. In 1982, the year in which your stabilisation programme was
drawn up, the ratio of our visible trade was over 2 to 1 in
Britain’s favour. Our visible trade is now almost balanced.
Yugoslav exports to the British market have increased from £52m in
1982 to £175m last year. And you are also forging ahead in the
trade in invisibles. Last year around three quarters of a million
British visitors enjoyed the sun and friendliness of Yugoslavia.
With a country as beautiful as yours, that is not surprising. But
it is gratifying, and a useful contribution to your economic health.

A stable and prosperous Yugoslavia is very much in the
interests of Britain and I believe also of our partners in the
European Community. I am glad that, last year, negotiations were
successfully concluded on the new trade and financial protocols to
Yugoslavia’s Cooperation Agreement with the Community. The year
ended with a productive meeting of the Cooperation Council. A
positive and forward-looking resolution was adopted on relations
between the Community and Yugoslavia. It noted our common desire to
strengthen, intensify and broaden cooperation. We in Britain
greatly welcome this, and the striking increase in Yugoslavia’s

exports to the European Community over the past decade. There are




of course significant differences between Yugoslavia’s economic
system and those of Community countries. The match between us is
not perfect. But we in Britain have worked hard and will continue
to do so to achieve a relationship which is as rewarding and
positive as possible to both sides. The Round Table on "Yugoslavia
and Europe", to take place here next month, will play its part in

this process.

Your Excellency, we can be proud of the friendly and open
relations which our countries already have. For the future, there
are opportunities for even more extensive and fruitful cooperation.

You visit, and our talks, will have made their own contributions to

the process. I raise my glass to relations between Britain and

Yugoslavia, to the success and well-being of the Yugoslav peoples
and to you and your colleagues in the Presidency of the Socialist

Federal Republic of Yugoslavia.




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 3 March 1988

YUGOSLAV REQUEST FOR A TV INTERVIEW WITH THE PRIME MINISTER

Thank you for your letter of 2 March about the Yugoslav
request for a television interview with the Prime Minister.

Before putting this to the Prime Minister, I need to know
more about the line of questioning which will be pursued. We
do not, for instance, want it to get into the subject of
Waldheim. Also, it would have to be limited to a single
interviewer. I should be grateful if you could establish
whether these points could be settled satisfactorily.

(CHARLES POWELL)

Lyn Parker, Esq.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWI1A 2AH

2 March 1988

Djuranovic Visit: Yugoslav Request for TV Interview
with the Prime Minister

The Yugoslavs have asked for a TV interview with the
Prime Minister, in the context of the visit to London by
Djuranovic, member of their Federal Presidency, on 22-25 March.
Mr Wood in Belgrade has strongly recommended that an
interview be granted, if possible before Djuranovic arrives
(Belgrade telno 51, copy enclosed).

Para 2 of the telgram gives details of the three
Yugoslav journalists who would conduct the interview. They
are all competent, and speak excellent English. Mr Wood's
para 3 explains the ground which would be covered.

One of our main objectives in inviting Djuranovic, as
you know, is to persuade him that Yugoslavia needs more
coherent and market-oriented economic policies. As Mr Wood
says (para 5 of the telegram) a TV interview with the
Prime Minister would be the ideal way of getting this
message across to a wide audience in Yugoslavia. The
Prime Minister's speech at her lunch for Djuranovic, which
we hope will be published in Yugoslavia and of which I
shall shortly be sending you a draft, will be an opportunity
to do this. But a TV interview would greatly reinforce the
impact. We therefore hope that the Prime Minister will agree.

If the Prime Minister is content and you can say what
time would be convenient, we will ask Mr Wood, as he
suggests, to explore in more detail what questions the
journalists will wish to put, and will let you have some
material on which replies might be based.

(ON{QJQF

gy

(L Parker)
Private Secretary

C D Powell Esq
10 Downing Street
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MY TELNO 45: DJURANOVIC VISIT

SUMMARY ;

1. YUGOSLAVS ASK FOR TV INTERVIEW WITH THE PRIME MINISTER AT THE TIME
OF THE DJURANOVIC VISIT. A CHANCE TO PUT OUR VIEWS ACROSS I HOPE WE
CAN SEIZE. - '

DETAIL

2. I HAVE BEEN ASKED WHETHER THE PRIME MINISTER WILL AGREE TO

GIVE A TV INTERVIEW TO THREE YUGOSLAV JOURNALISTS REPRESENTING
LJUBLJANA, ZAGREB AND BELGRADE TELEVISIONS AROUND THE TIME OF THE
DJURANOVIC VISIT. THE IDEAL TIMING WOULD BE JUST BEFORE DJURANOVIC
ARRIVED BUT THE JOURNALISTS WOULD OF COURSE ADJUST THEIR SCHEDULES
TO SUIT THE PRIME MINISTER'S CONVENIENCE. THE INTERVIEWERS SUGGESTED
ARE JURI GUSTINCIC, A FORMER POLITIKA CORRESPONDENT IN LONDON AND
WASHINGTON AND A MAN OF VERY WIDE INTERNATIONAL EXPERIENCE, GORAN
MILIC, THE ANCHORMAN OF THE CURRENT AFFAIRS PROGRAMME IN BELGRADE TV
AND ZORAN BOSNJAK, FORMER CORRESPONDENT FOR VJESNIK IN WASHINGTON
AND CURRENTLY CHIEF EDITOR OF START MAGAZINE WHOM THE OTHER TWO FEEL
WOULD BE A USEFUL AS WELL AS ACUTE REPRESENTATIVE OF A YOUNGER
GENERATION OF YUGOSLAVS. ALL THREE SPEAK FIRST CLASS ENGLISH.

3. THE TEAM WOULD HOPE IN THEIR QUESTIONS TO DEAL BRIEFLY WITH
BILATERAL AFFAIRS AND THEN TO CONCENTRATE ON ECONOMIC AND EUROPEAN
ISSUES PARTICULARLY, IN THE LATTER CONTEXT, ON HOW EUROPEAN
INTEGRATION MAY EFFECT NON-EC COUNTRIES.

4. THE PUBLIC ASPECTS OF THE DJURANOVIC VISIT ARE PERHAPS AT LEAST

AS IMPORTANT AS THE OPPORTUNITY OUR EXCHANGES WILL GIVE US TO GET OUR
VIEWS THROUGH TO THE YUGOSLAV HIERARCHY. THIS WILL BE ALL

THE MORE SO IN THE LIGHT OF PROBABLE PRESS TREATMENT HERE OF THE
GORBACHEV VISIT BEGINNING 14 MARCH AND AT A DIFFICULT TIME IN IMF/
YUGOSLAV NEGOTIATIONS . IT WAS AGREED AT YOUR 1986 OFFICE MEETING
FOLLOWING YOUR VISIT TO YUGOSLAVIA THAT WE SHOULD TAKE EVERY
OPPORTUNITY TO PROMOTE A WIDER UNDERSTANDING IN THIS COUNTRY OF
BRITISH ATTITUDES. THERE IS WIDESPREAD ADMIRATION HERE FOR THE WAY

WE HAVE BEEN ABLE TO TURN OUR ECONOMIC FORTUNES AROUND AND THE PRIME
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MINISTER'S VIEWS CARRY PARTICULAR AUTHORITY. I THEREFORE VERY MUCH
HOPE A WAY WILL BE FOUND TO MEET THE YUGOSLAV REQUEST, WHICH CARRIES,
AS I UNDERSTAND IT, THE BLESSING OF THE NEW YUGOSLAV FOREIGN
SECRETARY.

S. I'F AGREEMENT IN PRINCIPLE TO THE INTERVIEW CAN BE GIVEN I SHALL
EXPLORE IN MORE DETAIL WITH THE JOURNALISTS THE QUESTIONS THEY WILL
WISH TO PUT AND WILL SUGGEST WAYS IN WHICH THEY MIGHT BE APPROACHED.
IN THE MEANTIME HOWEVER I WOULD RECOMMEND THAT THE CENTRAL AXIS OF
ANY INTERVIEW MIGHT BE TO GET ACROSS THE POINT THAT ALTHOUGH WE ARE
CONCERNED AT THE WAY THINGS ARE GOING HERE IT IS UP TO THE YUGOSLAVS
THEMSELVES TO TAKE EFFECTIVE ACTION BY ADOPTING A CLEAR HEADED
APPROACH TO THEIR ECONOMIC PROBLEMS SO AS TO REGAIN THE CONFIDENCE
OF CAPITAL MARKETS, AND THAT THIS IS ALSO ESSENTIAL FOR A STILL MORE
PRODUCTIVE RELATIONSHIP WITH THE EC. I SUGGESTED AN OVERALL APPROACH
TO THE DJURANOVIC VISIT IN MY LETTER OF 8 FEBRUARY TO FIGGIS, EED.

I HAVE NO DOUBT AN INTERVIEW WITH THE PRIME MINISTER WOULD GREATLY
INCREASE THE IMPACT OF THE OCCASION. WITHOUT IT, COVERAGE HERE IS
LIKELY TO BE BLAND, IF NOT COMPLACENT, IF ONLY BECAUSE THE MEDIA
WILL BE DEPENDENT ON THEIR LONDON CORRESPONDENTS AND OFFICIAL
ACCOUNTS.

WOOD

DISTRIBUTION

MAIN

MONETARY

ADDITIONAL

MR WICKS NO 10.
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From the Private Secretary 4 February 1988

VISIT BY VESELIN DJURANOVIC,
MEMBER OF YUGOSLAV FEDERAL PRESIDENCY

Thank you for your letter of 4 February
about the visit of Mr. Djuranovic. I am sure

the Prime Minister would be agreeable to a
Guard of Honour in the FCO Quadrangle.

(CHARLES POWELL)

Lyn Parker, Esqg.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWI1A 2AH

4 February 1988

Visit by Veselin Djuranovic, Member of Yugolsav
Federal Presidency

In my letter of 14 Degcember, I said that the Yugoslavs
had accepted 22-25 March as dates for this visit.

We recommend that Mr Djuranovic should be offered a
guard of honour. Members of the Yugoslav Federal Presidency
act as joint Head of State on visits abroad. Mr Djuranovic
will be seeing the Queen, on the afternoon of 22 March.
It is in our interests to show the Yugoslavs that HMG have
gone to some trouble over the protocol for the visit. That
will help us to get over more effectively our points of substance
such as the need for further economic reform and for settlement
of British claims following the Zagreb air crash of 1976.

’

The Crown Prince of Qatar will be visiting London at
the same time as Mr Djuranovic (see Robert Culshaw's letter
today). We would not wish the Yugoslavs to draw
unfavourable parallels.

If the Prime Minister agrees, the most convenient time
and place would of course be immediately before the call
on her, at about 1130 on 23 March, in the FCO quadrangle.

\(jm%éoﬁ
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(L Parker)
Private Secretary

C D Powell Esq
PS/No 10 Downing Street
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Visit by Member of thoslav Federal Presidency

In your letter of 5 November, you said that the
Prime Minister could manage talks with Mr Djuranovic at
1200 hrs on 23 March, followed by lunch.

You will wish to know that the Yugoslavs have now
accepted the dates we offered for the visit (22-25 March).
We will submit a proposed guest list for the Prime
Minister's lunch in due course.

(A C Galsworthy)
Private Secretary

C D Powell Esqg
10 Downing Street
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From the Private Secretary 5 November 1987

VISIT BY MEMBER OF YUGOSLAV
FEDERAL PRESIDENCY

Thank you for your letter of
4 November about the proposed visit of
Mr. Veselin Djuranovic next year. The
Prime Minister could manage talks at
12 o'clock on 23 March followed by lunch.
I should be grateful if you could put the
necessary arrangements in hand.

CHARLES POWELL

Lyn Parker, Esq.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWI1A 2AH

4 November 1987

Visit by Member of Yugoslav Federal Presidency

In your letter of 28/July, you said that the Prime
Minister agreed in principle that we should invite a member
of the Yugoslav Federal Presidency to London in early 1988.

The Yugoslavs have now told us that the person they
have in mind is Veselin Djuranovic, who represents
Montenegro on the collective Presidency, and whom the
Prime Minister will remember from her visit to Yugoslavia
in 1980 (when he was Federal Prime Minister). Other members
of the Presidency are due to visit the US and France before
the end of this year. The Yugoslavs have said that they
would like Djuranovic's visit to take place as soon as
possible, partly in order to balance an expected early visit
by Gorbachev to Belgrade. They have apologised for the
delay in putting his name forward, blaming this on
preoccupation with their economic and financial situation.

As you know from my letter of 27 July, the Prime
Minister's involvement in a visit by Djuranovic would be
limited to a meeting and a meal. The Foreign Secretary hopes
it may be possible to offer dates fairly early in 1988.

From what we know of the Prime Minister's plans, and on the
basis of the Foreign Secretary's commitments, the following
dates may be possible candidates:

22-23 or 23-24 March
27-28 April

If the Prime Minister were able to manage talks and
a lunch on 23 March or 27 April, the Foreign Secretary would
be able to attend. The earlier date would have the
advantage that it would allow us to pursue a possible brief
call by Djuranovic on the Queen, for which the Yugoslavs
have asked. The Queen will not be in London on 27 April.

I should be grateful if you could let me know whether
any of these dates would suit the Prime Minister.

J
;Gw%Q—OQY,g
S\
(L Parker)

Private Secretary

C D Powell Esq
10 Downing Street
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RELATIONS WITH EASTERN EUROPE AND GOSLAVIA
——so
Thank you for your letter of 27 Jul out the way
ahead in our relations with Eastern Europe.

The Prime Minister agrees in principle that we should
invite a member of the Yugoslav Federal Presidency to
London, but would wish this to be in early 1988. We already
have as many visitors as we can manage in the second half of
1987 .

The Prime Minister is also content that we should
invite the new Hungarian Prime Minister to visit the United
Kingdom next year, although we should look for dates in the
second or third quarters of 1988. 1In this case, as for the
Yugoslavs, she notes that her own involvement would be
limited to a meeting and a lunch or dinner.

The proposal for a visit by the Prime Minister to
Poland in 1988 raises a number of questions. The Prime
Minister thinks that it would have to be clear in advance
that not only would she be able to meet Lech Walesa, but
that she would also be able to visit Father Popieluszko's
grave, meet church leaders and appear on television. It
would be helpful to know whether you think these conditions
could be met, before putting the question of a visit back to

the Prime Minister for a decision.
d\wJ\\‘

> X

Charles Powell __

Lyn Parker, Esqg.,
Foreign and Commonwealth Office.
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Sir Geoffrey Howe suggests that it would now be appropriate
to consider the role which relations with Eastern Europe :
and Yugoslavia should play in the next phase of the Government's
approach to East/West relations, and the Prime Minister's
possible involvement in this.

As you know, our policy towards the Soviet Union's allies
is to try to widen the room for manoeuvre available to them,
and to encourage more open societies, including market-oriented
economic reform. With Yugoslavia, our approach is to maintain
similar pressure for change, while underlining the importance
we attach to Yugoslavia's independence and non-alignment.

As you said in your letter of 23 February about relations
with Poland, the level of meetings has a particular symbolic
importance in dealing with communist countries. To take
Yugoslavia first, the Prime Minister went there twice in 1980
(once for Tito's funeral), and had a return visit from
Mrs Planinc in 1983. Sir Geoffrey Howe went to Belgrade in
early 1986, and will invite the Yugoslav Foreign Secretary
here probably in the second half of 1988. Last year, the
Yugoslavs pressed for a return visit by the Prime Minister
in 1987. We explained (your letter of 19 December) that this
would not be possible. They have now proposed that a member
of their collective Federal Presidency (probably either the
Slovene, Dolanc, or the Croat, Vrhovec, though they will not..
be able to tell us which until the early autumn) should come
to London for a meeting with the Prime Minister and a short
programme of other activities. The timing they have in mind
is late 1987 or fairly early next year.

The Foreign Secretary considers that this would be a
good way of maintaining the necessary high level contact with
the: Yugoslavs, without taking up too much of the Prime Minister's
time. The Yugoslavs have been showing signs of uncertainty
about their future role in Europe. Gorbachev is due in Belgrade
later this year. They are anxious to balance that visit with
similar top level contacts with the West - they are planning
to send~a member of their Presidency to France and the US, and

/we
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we understand that Chancellor Kohl has agreed in principle to
go to Belgrade. A meeting with the Prime Minister would be

an opportunity to reassure them that the West will continue

to help with Yugoslavia's economic problems, where this is
prudently possible. But the Prime Minister is also ideally
placed to point out that, without further changes in the Yugoslav
economic system, the scope for closer links with the EC (and
for debt repayment) will be greatly reduced. Formally, the
Prime Minister would need to be the host for such a visit,

and would need to offer the visitor a meal. But otherwise

her involvement could be limited to a meeting of say one hour.

As for Eastern Europe, Gorbachev's policies have created
expectations of change. And the Prime Minister's visit to
Moscow has aroused hopes that she may fairly soon pay a further
visit to Eastern Europe, thus ' acknowledging the part which
Eastern Europe can continue to play in East/West relations.
Against this background, the Foreign Secretary hopes that
the Prime Minister might be ready to invite the new Prime
Minister of Hungary, Karolyi Grosz, to visit Britain; and
that she will feel able to go firm on a visit to Poland some-
time during 1988.

There has been further solid progress in our relations
with Hungary since the Prime Minister went there in 1984,
and since Kadar's return visit to London in 1985. A further
top-level contact would help to maintain the momentum. Grosz
is a leading candidate to succeed Kadar. As Prime Minister,
he will be responsible for the next phase of Hungary's economic
reform. He has expressed a strong interest in (and admiration
for) Britain's industrial restructuring. He has little
experience of the West. A fairly early meeting with the Prime
Minister would be invaluable in encouraging him to adopt an
appropriately bold approach on the economy, rather than half
measures. The Prime Minister's involvement would not need

to o beyond what is proposed above for a member of the Yugoslav
Presidency. ) '

As for the proposed visit to Poland, the background remains
much as described in my letter of 23 February. When he sees
the Prime Minister in December, the Polish Foreign Minister
will undoubtedly press her to make a visit. Jaruzelski is
extremely keen that she should go. If the Prime Minister
decided to do so, the prospect of a visit, as well as the
visit itself, could be exploited to keep Poland moving in
a more liberal direction politically, and to maintain pressure
for economic reform. It would have to be made clear that
the Prime Minister would wish to see Walesa. This would not
be easy for the Polish authorities to -accept, but Sir Geoffrey
Howe believes they would probably do so. That meeting would,

of course, have a strong resonance both within and outside
Poland.

g A
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If possible, it would be useful to have a reaction on
a visit by Grosz by 29 July. Our Ambassador in Budapest hopes
to see him at the end of this week, mainly to lobby further
for a Hungarian purchase of six BAe 146 aircraft (which is
still very much on the cards). It would be ideal, including
in the context of that contract, if Mr Appleyard were able
to confirm that the Prime Minister would be willing to see
Mr Grosz, say next spring.

To summarise, the Foreign Secretary hopes that the Prime
Minister will agree to see a member of the Yugoslav Federal
Presidency late this year or in the first half of 1988: to
invite the Hungarian Prime Minister next spring; and to consider
a visit to Poland some time next year.

(JNQOAQS,

o

TN

(L Parker)
Private Secretary

C D Powell Esq
PS/10 Downing Street
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PRIME MINISTER

- \\ve-
Es v P\he
( Moo \A ‘) CNa N
Hugh Thomas has been in touch to say that C;?ﬂ)

Djilas is apparently in London this week, o
) z \‘l/)
the first time in 15 years that he has -
been allowed out of Yugoslavia. Hugh wonders

whether you would like to see him.

It would be very difficult in diary terms,
and it would also cause problems with the
Yugoslav government. Rather regrettably
I conclude that it would be better for

PN Nt NS g pr——
someone at a rather lower level to see
N\
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Content for me to say this to Hugh Thomas?

=557

CHARLES POWELL

3 March 1987
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EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

5 LEXHAM GARDENS,
LONDON, W8 5JU.
Tel: 01-370 6105

London, 7th July, 1986

Dear Private Secretary,

It is my honour to enclose a message addressed
to the Right Honourable Margaret Thatcher, Prime Minister
of the United Kingdom of Great Britain and Northern
Ireland, by the President of the Federal Executive Council
of the SFR of Yugoslavia Mr. Branko Mikulic.

With best wishes,

Yours singepely,
/ ,’ ’ / /<
, %&Céd/ @ty

v Branko Brankovic
Charge d'Affaires a.i.

Private Secretary to
the Prime Minister of the United Kingdom
of Great Britain and Northern Ireland

London




PRIME MINISTER'S

ERSONAL MESSACE

SERIAL No. T2 ﬁ{Sb

TELEGRAMME

PRESTDENT OF THE FEDERAT, EXECUTIVE
COUNCIL OF THE SFR OF YUGOSLAVIA

Belgrade, 3*0th Jun 1986

Thank you most cordially for the felicitations and best wishes
extended to me on the occasion of my election as President of

the Federal Executive Councile.

I avail myself of this opportunity to extend to you the best
wishes for new successes in your work, for your personal

happiness and good health.

(Sgd) Branko Mikulic

The Rt Hon Margaret Tatcher, MP
Prime Minister of the United Kingdom

of Great Britain and Northern Ireland

Lsom deo-n




10 DOWNING STREET
LONDON SWI1A 2AA
From the Private Secretary 22

The Prime Minister has asked me to thank
you warmly for your letter of 22 May with
which you conveyed Mrs. Planinc's reply to
her recent message. Mrs. Thatcher shares
Mr. Mikulic's wish to see the relations between
our two countries further strengthened and
improved.

(C. D. POWELL)

His Excellency Monsieur Mitko Calovski




EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

5 LEXHAM GARDENS,
LONDON, W8 5JU.

Tel: 01-370 6105
London, 22 May 1986

Dear Madam Prime Minister,

I have the honour to transmit the message addressed
to you by Mrs. Milka Planinc, the outgoing President of the
Federal Executive Council of the Assembly of the SFR of

Yugoslavia, which I have just received.

May I take this opportunity, dear Madam Prime

Minister, to thank you also on my own behalf for your kind

gesture in extending your best wishes to my Prime Minister on
the occasion of the termination of her term as President of
the FEC, the more so since I myself had the honour to serve
as one of her senior ministers for three years. May I also
assure you that the incoming Federal Executive Council, under
the presidency of Mr. Branko Mikulic, will continue to work
towards the further advancement of the overall relations
between our two countries in the same way as it will continue
to follow up the policies of economic stabilization at home
and the policy of further strengthening the independent
non-aligned position of Yugoslavia in her international
relations, fostering as broad and open equitable international

co-operation as possible.

Please accept, dear Madam Prime Minister, the

assurances of my highest consideration and profound respect.

Mltko Caloyski

Ampas dor
The Right Honourable Margaret Thatcher / Z)f (;;
Prime Minister of the United Kingdom /‘

of Great Britain and Northern Ireland *

London /




TELEGRAMME

Office of the President of the
Federal Executive Council of
the Socialist Federal Republic
of Yugoslavia

Belgrade, 21 May 1986

I would like to thank you cordially for the best wishes

you have extended to me.

I, too, am very pleased to have had the opportunity to
meet you and have talks with you in London, of which I

keep vivid memories.

I am convinced that the friendly relations and cooperation
in all areas between the Socialist Federal Republic of
Yugoslavia and the United Kingdom, to which you have

rendered your valuable contribution, will continue to

develop successfully and that the traditionally close ties

between the peoples of our two countries will be further

strengthened.

Please accept my best wishes for further success in the
discharge of your responsible duties, for your personal

happiness and good health.
With friendly greetings,

Sincerely yours,
(Signed) Milka Planinc

The Rt Hon Margaret Thatcher, MP
Prime Minister of the United Kingdom
London




TELEGRAM

Beograd, 21 maj 1986

Margaret Thatcher
Predsednik vlade
London

Srdacno Vam zahval jujem na upucenim najboljim zel jama.

I meni je veoma drago da sam imala priliku da Vas sretnem
i vodim razgovore sa Vama u Londonu, sto mi je ostalo u

zivom sjecanju.

Uvjerena sam da ce se prijateljski odnosi i svestrana
suradnja SFRJ i UK, cemu ste Vi dali dragocjeni doprinos,
1 dalje uspjesno razvijati i time jacati tradicionalno

bliske veze naroda nasih dviju zemal ja.

Primite moje najbolje zelje za daljnje uspjehe u Vasem

odgovornom poslu, za Vasu osobnu srecu i dobro zdravl je.

Sa prijatel jskim pozdravima,

Milka Planinec, s.r.
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CONFIDENTIAL

10 DOWNING STREET

9 May 1986
From the Private Secretary

NEW YUGOSLAV FEDERAL GOVERNMENT: MESSAGES

Thank you for your letter of 9 May proposing draft
messages from the Prime Minister to Mr. Mikulic and
Mrs Planinc.

That to Mrs Planinc can issue as drafted. But the
Prime Minister does not in a first, courtesy message wish to
advise Mr. Mikulic how to run the Yugoslav economy. The
message to him should therefore read:

"Please accept my warm congratulations and best wishes
on your appointment as President of the Federal
Executive Council."

C.D. POWELL

C.R. Budd, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWI1A 2AH

9 May 1986

New Yugoslav Federal Government: Messages

Branko Mikulic will take over on 15 May as the new
Federal Prime Minister of Yugoslavia.

The Prime Minister may wish to send a message to Mikulic,
and to the outgoing Prime Minister, Mrs Planinc.
Sir Geoffrey Howe saw Mikulic during his visit to Belgrade in
March, and emphasised the need for Yugoslavia to stick to
market-oriented economic policies. A message from the Prime
Minister would be an opportunity to reinforce this, and to
indicate the continuing importance of efforts by the Yugoslav
federal government to co-ordinate suitable economic policies
applicable to the whole country.

I suggest messages along the following lines:
i) To Mikulic

Please accept my warm congratulations on your
appointment as President of the Federal Executive
Council.[fYou and your colleagues face a difficult
task in coordinating the further stabilization of
the economy. But your determination to give
appropriate scope to the market realities set out
in the Long Term Economic Stabilisation Programme,
which you explained to_Geoffrey Howe in March, will
be an important asset. ) I should like to assure you

of my coptinued support and to send you my best
wishes.

To Mrs Planinc

I send my best wishes to you and those of your
colleagues who are now handing over to your
successors in the Federal Executive Council. I
remember your visit to the United Kingdom with
particular pleasure, and am grateful to you for
the part you have played in building up the warm
relationship between our two countries.

Yoot ey
Cslun B

(C R Budd)
C D Powell Esq Private Secretary
PS/10 Downing Street
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10 DOWNING STREET

From the Private Secretary 17 April 1986

Thank you for your letter of 15 April
about the Yugoslavian Minister of Defence
who will be visiting the United Kingdom from
2 to 6 November.

The Prime Minister regrets that she is
unable to receive Admiral Mamula on Monday
3 November.

A
» 59

Kﬂ(Mrs Caroline Ryder)

Miss Carolyn Whitehouse,
Ministry of Defence.




MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HB
Telephone 01-218 .2.1.1 1/&)”6& Dialling)

01-218 9000 (Switchboard)
MO 17/3 15th April 1986

Cb«f¥~r{

~

-

No w™
Sty Co0Ht

The Yugoslavian Minister of Defence,
His Excellency the Admiral of the Fleet
Branko Mamula, will be visiting the United
Kingdom from 2nd to 6th November 1986.

I appreciate that the diary is busy but
I have been asked if the Prime Minister would
receive a courtesy call from Admiral Mamula
on Monday 3rd November.

C:;AJ0L~1u-
-
(CAROLYN WHITEHOUSE)

Caroline Ryder
10 Downing Street




10 DOWNING STREET

From the Private Secretary 17 December 1985

Thank you for your letter of 16 December
regarding the visit of the Yugoslavian Minister
of Defence, the Admiral of Fleet Branko Mamula.

I very much regret that it will not

be possible for the Prime Minister to find
time in her diary to attend.

CAROLINE RYDER

Miss C. Whitehouse
Ministry of Defence




MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HB

Telephone O1-BAKBX 298 2111 /3

MO14/15 l6th December 1985
h/

N&
ttb.c_;)u C,};Uo\.'g_,x’( C \\D

Further to our conversation the Yugoslavian Minister of Defence,
the Admiral of Fleet Branko Mamula, will be visiting London from
l6th-20th February 1986 and it was hoped that the Prime Minister
might be available to see Admiral Mamula during his visit.

Would you please let me know if it is possible for the Prime
Minister to see Admiral Mamula.

N

<3§MOLqu LNQ&ALJAQ\iESi

(CAROLYN WHITEHOUSE)
Private Secretary

\{CA/\; £ ﬁ@\,\cg)&_j

Mrs Caroline Ryder
10 Downing Street




From the Private Secretary

MINISTER'S MEETING WITH MR. RAIF DIZDAREVIC

a record of the Prime Minister's
n with the Yugoslav Foreign Minister,

Dizdarevic, at 10 Downing Street this

copying this letter and enclosure to
Richard Mottram (MOD)
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CC MAAESCT Rl

RECORD OF A MEETING BETWEEN THE PRIME MINISTER AND THE

YUGOSLAV FOREIGN MINISTER, MR. DIZDAREVIC,
ON WEDNESDAY 7 NOVEMBER AT 10 DOWNING STREET AT 0930 HOURS

Present

The Prime Minister Mr. Raif Dizdarevic
HM Ambassador, Belgrade The Yugoslav Ambassador

Mr. Powell

kkkkkkkkkkkkk

The Prime Minister welcomed Mr. Dizdarevic on his first

visit to Britain. She had always greatly enjoyed her visits
to Yugoslavia. Its people had enormous talents and

history had given them a great incentive to strive for unity.
The Prime Minister recalled in particular her visit in the
company of Lord Maclean who had, of course, been a great
friend of President Tito. The Prime Minister continued that
she had seen Mrs. Planinc briefly in New Delhi where both of
them had been attending Mrs. Gandhi's funeral. She was

sorry it had not been possible to have a proper discussion.

The Prime Minister said she looked forward to hearing
from Mr. Dizdarevic about the current situation in
Yugoslavia. She was aware of the economic difficulties and
the need for a new agreement with the International Monetary
Fund. We knew from our own experience in Britain cof the

difficulties such agreements could cause.

Mr. Dizdarevic thanked the Prime Minister for receiving

him and conveyed warm greetings from Mrs. Planinc who had
been greatly touched by the Prime Minister's cordial greeting
in New Delhi. Mrs. Planinc had asked him to remind the
Prime Minister of the invitation already extended to her to

visit Yugoslavia.

CONFIDENTIAL
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Mr. Dizdarevic continued that he wanted to raise two
matters: the state of the Yugoslav economy and the
rescheduling of Yugoslavia's debts. On the first, he
believed that the worst was over and that this year was
seeing a gradual restoration of economic stability. There
had been an increase this year in internal demand of 5 per
cent. GDP was up by 2 per cent and agricultural production
also by 2 per cent. There was an increased inflow of foreign
exchange which had been achieved by increasing exports. Over
the past nine months, Yugoslavia had achieved a small balance
of payments surplus. By the end of the year this should

amount to some US $700/800 million. The Prime Minister said

that the Yugoslav Government must surely be very pleased by
this. Mr. Dizdarevic said it was a considerable turn-around.
In 1979 the deficit on payments had been $3.7 billion.

He continued that foreign currency reserves had risen and
Yugoslavia had met its external payments. But there were
three major problems remaining: a considerable fall in
personal income in real terms over the past three years,
amounting to something over 30 per cent; a high inflation
rate; and unemployment which, while not as high as in the UK,
was none the less serious. The Yugoslav Government's
objective for the next year would be to continue to
revitalise the economy with particular attention to achieving

higher personal incomes and lower inflation. The Prime

Minister commented that people were prepared to accept

sacrifices as long as they were confident that there was a
clear purpose and that one day they would reap the rewards.

This appeared to be the case in Yugoslavia.

Mr. Dizdarevic continued that the other main aspect of

the Government's programme was to improve its debt position
in the period up to 1990. At present 45 per cent of foreign
exchange was being used for debt servicing. The plan was to
reduce this to 25 per cent. As part of its strategy,

Yugoslavia would be seeking a multi year rescheduling

CONFIDENTIAL
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arrangement to cover its debts for the period 1985-88. They
wanted this rescheduling for a period of twelve years with a
grace period of five years. The United Kingdom and other
creditor countries had already been asked to help with this.
The Prime Minister said that she was glad to hear that the

Yugoslav Government had a firm programme. She enquired
whether agreement with the IMF was near. That was crucial.
Mr. Dizdarevic said that talks with the IMF would start on 20

November . Yugoslavia intended to continue to cooperate with

the IMF but considered that certain of the conditions

previously imposed should be relaxed. Yugoslavia was highly

appreciative of the support so far received from the UK and
hoped that we would continue to assist their efforts to
achieve a multi year rescheduling arrangement. It was not
just a financial question but an important political matter.

The Prime Minister said that she well understood how

important it was but had to repeat that agreement with the
IMF was crucial. She acknowledged that the IMF set tough
terms but there was a margin within which one could
negotiate. She was impressed with the courage which the
Yugoslav Government was showing in tackling its very
difficult economic problems. In the light of this and of the
political considerations which Mr. Dizdarevic had mentioned,
Britain would in principle be ready to help over
rescheduling, subject to a satisfactory agreement being
reached with the IMF.

The Prime Minister said that she would like to raise the
subject of East/West relations. She thought that it would
probably be several months after the Presidential elections
before the new US Administration was ready for talks with the
Soviet Union, but she was sure that they would seek them. It
was important for other countries to continue their political
contacts in the meantime to help create a favourable
atmosphere. It was for this reason that Britain was anxious

to establish closer relations with a number of East European

CONFIDENTIAL
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countries, though this had to be handled sensitively so as

not to embarrass them in their own relations with the Soviet
Union. She found that one of her main difficulties in these
contacts was to persuade East European countries that the
United States was sincere in seeking reductions in armaments,
as was the United Kingdom. The Prime Minister asked how

Mr. Dizdarevic saw the prospects.

Mr. Dizdarevic said that he thought that a mutual

readiness for contacts existed on the part of both the Soviet
Union and the United States. This had been manifested in

Mr. Gromyko's various meetings during his visit to the United
States and the subsequent talk between Mr. Shultz and

Mr. Tikhonov in Delhi. He therefore agreed with the Prime
Minister's assessment. He had noticed that the United
Kingdom had recently had a number of contacts with East
European Governments. He and Sir Geoffrey Howe had

discussed this point the day before. The Prime Minister

commented that Britain and Yugoslavia were both in a special
position as countries which could contribute to a more
favourable atmosphere and to reducing mistrust. It would be
important to seek early progress in some of the disarmament
negotiations, for instance the CDE in Stockholm.

Mr. Dizdarevic said that Yugoslavia was very active in the

neutral and non-aligned group at Stockholm. The Prime

Minister commented that the Soviet Union had not hitherto

been very forthcoming there. Perhaps they were awaiting the
results of the US elections.

As he was leaving, Mr. Dizdarevic repeated the Yugoslav

Government's invitation to the Prime Minister to pay an early

visit to their country.

The meeting ended at 1005.




PRIME MINISTER

Call by Yugoslav Foreign Minister

Mr. Dizdarevic is on his first visit to the West
W
as Foreign Minister and his first ever visit to Britain.

— B

He is said to be an old guard type. He has had long

diplomatic experience in Eastern Europe but is said to

be suspicious of the West.

r————

— e ——

He will have the Yugoslav Ambassador and an
D —

interpreter. You will have Ken Scott, our Ambassador

in Belgrade.

I attach a card. If possible you should read the
AR ———

Belgrade telegram at Flag A.

—

Y
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5 November 1984




MEETING WITH YUGOSLAV FOREIGN MINISTER

g Welcome on first visit to Britain.

24 Glad to see Mrs. Planinc in Delhi.

-

la
Found her visit here last year very useful

3. Continue to attach great importance to
ﬁmosknda%independence and stability,

4. Ask about Yugoslav €economy. Recognise
progress made. Ready to g0 on doing
what we can to help, provided
satisfactory agreement is reached with
IMF.

Give him your views on prospects for
East/West relations and disarmament
after the US elections.

Assessment of pProspects in India.

Croat emigre's (if raised). Implacably
Oopposed to terrorism, but cannot
interfere with exXpressions of opinion

if they are within the law.

(If he complains about British press
comment on his country.) Press say

what they want. But bound to be concern

here about way in which you deal with
internal opposition,
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Foreign and Commonwealth Office

London SWI1A 2AH

5 November 1984

Desc Chortles

Call by Mr Raif Dizdarevic, Yugoslav Foreign Minister,
on Wednesday, 7 November at 0930

The Prime Minister has agreed to see Mr Dizdarevic,
the Yugoslav Foreign Minister at 0930 on 7 November.

Mr Dizdarevic, who was appointed Foreign Minister
in May, has only limited experience of foreign affairs.
His visit therefore provides us with a useful opportunity
to emphasise the importance we attach to Yugoslavia's
continued independence, stability and non-alignment and
to put across the position of the West in general and the
UK in particular on such issues as East/West relations
and arms control to which the Yugoslavs attach great
importance. Yugoslavia maintains reasonably cordial
relations with the Soviet Union and the rest of the
Warsaw Pact and Mr Dizdarevic may have some insights on
current thinking in Moscow.

The Prime Minister will recall that Yugoslavia's
economic difficulties featured prominently during the
visit of the Yugoslav Prime Minister, Mrs Planinc, to the
UK last November. Some progress has been made but with
the prospect of a further fall 1n the standard of living,
inflation of 607 and a winter of power cuts the Federal
authorities still have a tough struggle on their hands.
The Yugoslav Government is once again looking to the West
for assistance, perhaps in the form of a Multi Year
Re-scheduling Arragngement, which could be presented to the
population as evidence that Western Governments are prepared
to back them in the implementation of the austerity programme.
It would therefore be appropriate to acknowledge the progress
made so far and to declare our readiness to do what we can
to help, subject to a satisfactory agreement being reached
with the IMF. Creditor governments can then consider what
form of further assistance would be appropriate.

The only significant problems in our bilateral relations
are occasional adverse press comment (particularly over the
recent crackdown on political dissent in Yugoslavia) and the
activities of emigres, largely Croats, in the UK. On the

Sty rst
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first point we reply that the British press does not represent
the views of HMG but that there is inevitably popular concern
in the UK about certain recent developments within Yugoslavia.
On emigre activities, we make it clear that we are implacably
opposed to terrorism but that we cannot interfere with the
legal expression of political opinions however much we may
disagree with them.

Mr Dizdarevic does not speak English, though he under-
stands a little. There will therefore be consecutive
interpretation. I enclose a personality note on Mr Dizdarevic,
a copy of his programme and a telegram from Belgrade which
sets the scene for his visit.

Vrors evl,

Colon Bt

(C R Budd)
Private Secretary

C D Powell Esq
10 Downing Street

CONFIDENTIAL




RAIF DIZDAREVIC ( DEEZ-DAR-E-VEECH)

Federal Secretary for Foreign Affairs. Member of the
Federal Executive Consul. Member of the Central Committee
of the League of Communists of Yugoslavia.

Born 1926 in Bosnia. Moslem.
partisan from August 1943.
Joined the Party in March 1945.

From 1945-1951 Dizdarevic had a variety of jobs in
State security organs. From 1951 until 1967 he worked in
the Federal Secretariat for Foreign Affairs (FSFA) and
served in Bulgaria (1951-54), Moscow (1956-59) and Prague
(1963-67). From 1967-1972 he was Secretary of the
confederation of Yugoslav Trade Unions and President of its
Commission for International Affairs. In 1972 he returned
to FSFA as Assistant Federal Secretary. From 1974-1982 he
held various trade union and Defence positions. Since 1978
he has been a member of the National Defence Council of
Yyugoslavia. From 1982-84 he was a delegate to the Federal
Chamber of the Assembly, and was President of the Assembly
from May 1982-May 1983. He was appointed to his present
position in May 1984, replacing Lazar Mojsov.

Understands English but prefers not to speak 1it.
Intelligent and hard-working but lacks the experience in
world affairs of his predecessor and tends to stick closely
to his brief.




VISIT OF THE YUGOSLAV FOREIGN MINISTE

MR RAIF DIZDAREVIC: 6-8

Tuesday 6 November

1830

Arrive on Yugoslav flight JU 210. Driv

the Dorchester Hotel
Aarrive at Dorchester Hotel
Talks with the Secretary

|0

Foreign and Commonwealth
Geoffrey Howe MP

Return to hotel

2000 for 2015 Dinner hosted by the

Wednesday

1 Carlton Gardens.

November

0930-1000

0¥S=1141
1130-121"

Call on the Prime Minister,
Thatcher MP

Visit the Cabinet War Rooms
Meeting with the Governor of Bank

England, Mr Leigh-Pemberton

1245 for 1300 Lunch hosted by the Chief Secreta

Thursday 8

FRIE )

Rt Hon Peter Rees, MP, at Lancaster House

the Yugoslav Embassy followed

Yl
oY

" e = = i
oresentatives of Yugoslilav

Drury

November

9015-0945

Meeting with the Secretary of

State

O a e

Defence, the Rt Hon Michael Heseltine

Lane

Meeting with the Rt Hon Neil Kinnock MI

Leave hotel

Return to Belgrade on flight JU 211.
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TO IMMEDIATE FCO

TEL MO 231 OF U1 NOVEMBER .1984

SAVING TO WASHINGTOM, PARIS, BOMN,UKDEL IMF, UKDEL NATO,
UKDEL EC, MOSCOwW, BUDAPEST, BUCHAREST, EAST BERLIN,
PRAGUE, SOF1A, WARSAW.

VISIT OF THE YUGOSLAV FOREIGN MONISTER, 6-8 NOVEMBER.

1. MR DIZDAREVIC'S VISIT TO LONDON NEXT WEEK WILL BE HIS
FIRST OFFICIAL VISIT TO A WESTERN COUNTRY SINCE HE TOOK

OFF ICE IN MAY, AND HIS FIRST EVER TO BRITAIN. HIS

EXPERIENCE IN FOREIGN AFFAIRS HAD PREVIOUSLY BEEN CONF INED
LARGELY TO EASTERN EUROPE, AND HE HAS SPEMT THE LAST TEN
YEARS IN INTERNAL POLITICS, MOSTLY IN BOSNIA. HIS PUBLIC
PRONOUNCEMENTS SINCE BECOMING FOREIGN SECRETARY (EG HIS
SPEECH TO THE UNGA IN SEPTEMBER) SUGGEST THAT HE TAKES

A RATHER OLD-FASHIOMED VIEW OF INTERNATIONAL AFFAIRS BASED
OH THE STANDARD POS|T)ONS QF THE NON-ALIGHED MOVEMENT AND
THE GROUP OF 77. BUT HE 1S AN INTELLIGENT MAN AND WiLL

| THINK RESPOND TO ARGUMENTS THAT MODERATION AND NEGOT|ATION
ON CONCRETE ISSUES IN MULTILATERAL POLITICAL AND ECONOMIC
AFFAIRS ARE MORE FRUITFUL THAN RHETORIC AND CONFRONTATION.

2. HE LOOKS FORWARD TO A SUBSTANTIVE EXCHANGE OF VIEWS WITH

THE PRIME MINISTER AND YOURSELF ON MAJOR INTERNATIONAL

ISSUES, AND wiLL NO DOUBT ALSO WISH TGO DISCUSS THE POLITICAL
RELATIONSHIP BETWEEN YUGOSLAVIA AND THE WEST, AND PROSPECTS FOR
FUTURE WESTERN FINANCIAL ASSISTANCE TO THE YUGOSLAV ECONOMY.
THERE ARE NO SERIOUS BILATERAL PROBLEMS.

DOMESTIC BACKGROUMD

3. THE YUGOSLAV LEADERSHIP IS SOMEWHAT OM THE DEFENSIVE ON
SEVERAL FRONTS AT PRESENT. THE GOVERNMENT IS PROUD OF ITS
SUCCESS IN STIMULATING IMPROVED GUTPUT AND EXPORTS, AND OF THE
ENCOURAGING IMPROVEMENT IN YUGOSLAVIA'S BALANCE OF PAYMENTS,
BUT 1S INCREASINGLY CONSCIOUS OF THE URGENT NEED FOR STRUCTURAL
REFORM OF THE ECONOMY. MEASURES TO IMPLEMENT THE ECONOMIC
STABILISATION PROGRAMME - WHICH wAS APPROVED AT ALL LEVELS OF
THE LEADERSHIP MORE THAN A YEAR AGO — CONTINUE TO BE BLOCKED
BY REPUBLICAN AND LOCAL POWER GROUPS. THE MAIN GENERATORS
OF INFLATIONARY PRESSURE REMAIN UNTREATED, AND INFLATION IS
NOW AT 58 PER CENT. COMBINED WITH THE DRASTIC FALL IN REAL
PERSONAL INCOMES RESULTING FROM THE IMPLEMENTATION OF THE
IMF PROGRAMMES FOR 1983 AND 1384, THIS 1S NOW CAUSING
CONSIDERABLE HARDSHIP AND THE LEADERSHIP 1S SENSITIVE TO THE
POLITICAL AND SOCIAL DANGERS HICH IT R poE ENTS.

NFIDENT
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4, THE TRADITIOMALLY-MINDED MEMBERS OF THE LEADERSHIP HAVE
TENDED TO REACT TO THIS SITUATION BY CALLING FOR F IRMER
SUPPRESSION OF CRITICS OF THE REGIME (THE LONG POSTPﬁNES TRIAL
OF THE ''BELGRADE SIX'' ACCUSED OF ORGANISING POLITICAL
OPPOSITION HAS NOw BEEN SET TO BEGIN ON 5 NOVEMBER) AND BY
ACCUSING THE WEST, AND THE JMF IN PARTICULAR, OF UMACCEPTABLE
INTERFERENCE IN THE WORKINGS OF THE YUGOSLAV SYSTEM.

BUT AT THE SAME TIME THERE IS A GROWING REALISATION THAT THE
SYSTEM 1S WORKING INEFFICIENTLY AND THAT POLITICAL REFORM

S MEEDED BEFORE ECONOMIC REFORM CAN BE EFFECTIVELY IMPLEMENTED.
THIS VIEW WAS AIRED PUBLICLY AT THE LAST MEETING OF THE

PARTY CENTRAL COMMITTEE AND 1S NOw THE SUBJECT OF LIVELY DEBATE,
TO THE DISMAY OF THE TRADITIONALISTS AND THOSE WHOSE POWER

WOULD BE THREATENED BY SUCH REFORMS.

INTERNAT IONAL AFFAIRS

5, THE LACK OF SELF=CONFIDENCE AMONG THE LEADERSHIP INDUCED
BY THESE INTERNAL PRESSURES DEEPENS THE ANXIETY WHICH THEY
FEEL ABOUT THE CURRENT INTERNATIONAL SITUATION. EVER CONSCIOUS
OF THE POTENTIAL THREAT FROM THE EAST, THEY ARE DEEPLY
DISTURBED BY THE TENSIONS IN EAST=-WEST RELATIONS AND
PARTICULARLY BY THE ABSENCE OF DIALOGUE BETWEEN THE
SUPERPOWERS. DIZDAREVIC WILL BE KEEN TO HEAR YOUR ASSESSMENT
OF THE POSSIBILITIES FOR THE RESUMPTION CF THE DIALOGUE AMND
OF ARMS COMTROL NEGOTIATIONS, AFTER THE US PRESIDENTIAL
ELECTIONS. THEY ARE ALSO CONCERNED AT THE POSSIBILITY OF
SUPERPOWER CONFRONTATION IN THE MIDDLE EAST AND CENTRAL
AMERICA, AND = BECAUSE OF THEIR TRADITIONALLY CLOSE LINKS
WITH BOTH COUNTRIES = BY THE CONTINUATION OF THE IRAN/IRAQ WAR.
THEY WILL HAVE BEEN BADLY SHAKEN BY THE ASSASSINATION OF

MRS GANDH|, PARTICULARLY BECAUSE OF THE IMPORTANCE THEY
ATTACHED TO HER ROLE IN LEADING THE NON-ALIGNED MOVEMENT IN A
MORE MODERATE DIRECTION, AND wiLL BE DEEPLY WORRIED ABOUT
POSSIBLE CONSEQUENCES FOR THE STABILITY OF INDIA AS ONE

OF THEIR CLOSEST PARTNERS. FINALLY, DIZDAREVIC wiLL BE
ANXI10US TO HAVE YOUR ASSESSMENT OF THE PROSPECTS FOR PROGRESS
FOR NAMIBIA.

6. ON NORTH/SOUTH ISSUES DIZDAREVIC IS LIKELY TO EXPRESS
CONCERN ABOUT WHAT YUGOSLAVIA SEES AS A LACK OF SYMPATHY ONM
THE PART OF THE INDUSTRIALISED WEST FOR THE PROBLEMS OF
DEVELOPING COUNTRIES, AND PRESS FOR MULTILATERAL DISCUSSION
OF THE DEBT PROBLEM.

YUGOSLAVIA AND THE WEST

7. FROM HIS REMARKS TO THE FRENCH FOREIGN MINISTER DURING THE
LATTER'S VISIT IN AUGUST, AND ON ONE OR TwO OTHER OCCASIONS,
DIZDAREVIC APPEARS TO BE AMONG THOSE IN YUGOSLAVIA wWHO DISTRUST
WESTERN INTENTIONS TOWARDS THIS COUNTRY AND SUSPECT A

TENDENCY IN THE WEST TO EXPLOIT YUGOSLAVIA'S ECONOMIC

tb\ FRCuLwneés.




DIFFICULTIES TO TRY TO BRING ABOUT CHANGES IN THE POLITICAL
SYSTEM. HE HAS SHOWN CONMSIDERABLE SENSITIVITY ABOUT WESTERMN
PRESS CRITICISM OF THE TREATMENT OF INTERNAL OPPONENTS OF THE
REGIME, AND ABOUT THE TOLERATION BY WESTERN GOVERNMENTS OF
EMIGRE ACTIVITIES IN THEIR COUNTRIES. HE WiLL NEED TO BE
REASSURED OF CONTINUING BRITISH AND WESTERN INTEREST IN THE
STABILITY AND INDEPENDENCE OF YUGOSLAVIA, WHILE AT THE SAME
TIME BEING REMINDED THAT THE WAY IN wHICH THE LEADERSHIP DEALS
WITH INTERMAL OPPOSITION 1S BOUND TO AFFECT WESTERN PUBLIC
ATTITUDES.

8. DISCUSSIONS BETWEEN YUGOSLAVIA AND WESTERN CREDITORS ABOUT
REF INANCING OF DEBTS IN 1985 AND LATER YEARS ARE AT A VERY

PREL IMINARY STAGE, AND DIZDAREVIC wOULD NOT ! HOPE EXPECT YOU

TO GIVE HIM MORE THAN A GENERAL ASSURANCE THAT WE WILL CONTINUE
TO MAKE A CONSTRUCTIVE CONTRIBUTION TO INTERNATIONAL
ARRANGEMENTS TO CONSOLIDATE YUGOSLAVIA'S DEBTS AND HELP HER

TO STABILISE HER ECOMOMY. THE EXPERIENCE OF THE LAST TwO YEARS
HAS SOURED YUGOSLAVIA'S ATTITUDE TO THE IMF, BUT THOSE

IN THE LEADERSHIP WHO ARE MOST CLOSELY CONCERNED PROBABLY
RECOGNISE THAT THEY HAVE NO ALTERNATIVE BUT TO CONTINUE IMF
INVOLVEMENT AND THAT THIS IS A PRE-REQUISITE FOR ANY REF INANCINA
ARRANGEMENTS BY WESTERN GOVERNMENTS AND COMMERC |AL BANKS.

THEY WiLL, HOWEVER, FACE DIFFICULTIES IN CONVINCING THE FEDERAL
ASSEMBLY OF THIS, AND IT WwiLL HELP THEM IF A wAY CAN BE FOUND

OF MAKING IMF SURVEILLANCE OF THE YUGOSLAV ECONOMY LESS INTRUSIVE
AND |F SOME KIND OF MULTI-=-YEAR ARRANGEMENT CAN BE WORKED OUT.

ANGLO-YUGOSLAV TRADE

9. DIZDAREVIC WiLL PROBABLY NOT WISH TO DISCUSS TRADE

MATTERS IN ANY DETAIL. YUGOSLAV EXPORTS TO BRITAIN HAVE
IMPROVED SUBSTANTIALLY THIS YEAR, AND THIS FACT CAN BE SET
AGAINST ANY RITUAL COMPLAINTS HE MAY MAKE ABOUT OBSTACLES
CREATED BY EUROPEAN COMMUNITY IMPORT RESTRICTIONS. THERE ARE
PROSPECTS FOR A NUMBER OF NEW PROJECTS INVOLVING JOINT
VENTURES AND OTHER HIGHER FORMS OF COOPERATION BETWEEN BRITISH
AND YUGOSLAY ENTERPRISES.

10. FCO PSE PASS SAVING ADDRESSEES.

SCOTT

STANDARDITHLACE)
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VISIT OF HIS EXCELLENCY MR RAIF DIZDAREVIC, FEDERAL

SECRETARY FOR FOREIGN AFFAIRS OF THE SOCIALIST FEDERAL

REPUBLIC OF YUGOSLAVIA: 6-8 NOVEMBER 1984

ADMINISTRATIVE PLAN (To be read in conjunction with the

printed programme)

Tuesday 6 November

Arrival

When the aircraft has landed a representative of the
British Airports Authority will accompany the Ambassador
of the Socialist Federal Republic of Yugoslavia from the
Hounslow Suite to the aircraft and escort the Federal
Secretary for Foreign Affairs to the greeting party where
he will be welcomed by the Special Representative of the
Secretary of State for Foreign and Commonwealth Affairs

who will present (in order):-

Mr K B A Scott H M Ambassador at Belgrade

Brigadier Alan Cowan Secretary, Government

Hospitality

Group Captain Anthony Government Hospitality Escort

O'Neill Officer




Transport

Cars are provided by Governmerit Hospitality Fund

throughout the visit. (See car plan at Annex 1).

Interpreters

/ -

Mr Dizdarevic will be accompanied by Miss M Boric who

will interpret for him throughout the programme.
The Foreign and Commonwealth Office has engaged the
services of Mrs O Grahor who will interpret at the

following appointments:

Tuesday 6 November

Talks with the Secretary of State for Foreign and
Commonwealth Affairs at the Foreign and Commonwealth

Office.

Dinner hosted by the Secretary of State for Foreign

and Commonwealth Affairs at No 1 Carlton Gardens.

Wednesday 7 November

call on the Prime Minister at No 10 Downing Street.

Lunch hosted by the Chief Secretary to the Treasury at

Lancaster House.




‘ Participation of the Official Suite in the Federal

Secretary for Foreign Affairs' Programme

His Excellency Mr Dragi Stamenkovié, the Ambassador of
the Socialist Federal Republic of Yugoslavia to London,
and Mr K B A Scott, Her Majesty's Ambassador at Belgrade,
will accompany His Excellency Mr Dizdarevic throughout

the programme.

The other members of the Official Suite, as listed at
page 1 of the printed programme, are expected to
accompany His Excellency Mr Dizdarevfé throughout the
programme but their attendance at appointments is subject

to confirmation.

Mr Milutin Stojanovié, Minister-Counsellor at the
Yugoslav Embassy, will attend the talks with the
Secretary of State for Foreign and Commonwealth Affairs
and dinner at No 1 Carlton Gardens on 6 November and the

meeting with Mr Kinnock on 8 November.

Mr Predrag Mitic, Minister-Counsellor (Economic) at the
Yugoslav Embassy, will attend the meeting with the
Governor of the Bank of England and the luncheon at

Lancaster House on 7 November.




L -
Captain Uros Trbojevic, Defence Attache at the Yugoslav

Embassy, will attend the meeting with the Secretary of

State for Defence on 8 November.

R E Morgan

Protocol Department

Foreign and Commonwealth Office
Room SG104,

0ld Admiralty Building

Tel : 273 3582




ANNEX 1

CAR PLAN

Heathrow Airport to The Dorchester

Back-up Car

7
His Excellency Mr Dizdarevic

His Excellency the Yugoslav Ambassador

Special Branch Officer

Special Branch Officer

Mr Gligorié

v 7
Mr Sukovic
Mr K Scott

Group Captain O'Neill

Mr Jovanovic
Mr Stojanovic

Miss Boricd

Car plans will be adjusted as necessary throughout the

visit in consultation with Group Captain O'Neill.
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NOTE FOR THE FILE

10 DOWNING STREET

MR. POWELL

Visit of the Yugoslav
Foreign Minister
Wednesday, 7 November

Protocol and Conference Departme
rang to say that the
interpreter for this meeting,
Mrs, Olga Grahor, would

arrive ot 9iEkS,

1 November 1984
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From the Private Secretary

Minister

visit of the Yyugoslav Foreligh
er of 4 October

u for your lett
y Forelgn

Thank YO
£ the yugosla

apout the yisit O

Minister.
The Prime Minister would be€ happy tO
7 November .

see Mr. Disdarevic at 0930 on

(C.D. POWELL)

Ccolin Budd, Esq- s '
nwealth office.

Foreign and Commo
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Visit of the Yugoslav Foreign Minister

A

Mr Raif Dizdarevic, the Yugoslav Foreign Minister, will
be visiting Britain at the invitation of the Secretary of
State from 6-8 November. The Yugoslavs have asked if
Mr Dizdarevic could call on the Prime Minister.

Political consulations with the Yugoslavs take place
every two years at Foreign Minister level. When Mr Pym
visited Yugoslavia in 1982, he was received by the Yugoslav
Prime Minister, Mrs Planinc, who as the Prime Minister will
recall visited Britain at the Prime Minister's invitation
last November.

Mr Dizdarevic has never been to Britain before and so
far has had little experience of the West. Although his
present appointment expires in May 1986 (under the Yugoslav
system of rotation of Ministerial offices which is designed
to satisfy the aspirations of the constituent republics), he
is likely to remain an important political figure. A short
call on the Prime Minister would add greatly to the success
of the visit, although the Foreign Secretary would not wish
to press the Prime Minister if she is heavily committed on
the days concerned. The Embassy have advised that it would
if necessary be possible to placate the Yugoslavs should the
Prime Minister's diary be too full for her to spare the
necessary time.

Mr Dizdarevic arrives in the afternoon of 6 November
and departs at lunch time on 8 November.

\/M QN'Q'Y)
Cotrn Bda

(C R Budd)
Private Secretary

C D Powell Esq
10 Downing Street

CONFIDENTIAL




10 DOWNING STREET
8 February 1984

From the Private Secretary

Visit of the President of Serbia

Thank you for your letter of 7 February.
I am afraid that it will not be possible for
the Prime Minister to receive the President of
Serbia during his visit to Britain. Her diary
for the week concerned is extremely crowded and
we still have the possibility of a visit by
President Mitterrand.

Roger Bone, Esq.,
Foreign and Commonwealth Office
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Foreign and Commonwealth Office

London SWI1A 2AH

7 February 1984

Visit of the President of Serbia

Mr Nikola Ljubicic, the President of Serbia (one of
the constituent Republics of Yugoslavia) will be visiting
Britain at the invitation of the FCO from 4 - 10 March. He
has asked our Ambassador in Belgrade if he could call on
the Prime Minister.

Mr Ljubicic ranks highly in terms of Yugoslav protocol
and political influence and has had a distinguished career.
He was Minister of Defence from 1967 - 82 and met the Prime
Minister during her visit to Yugoslavia in September 1980.

Mr Ljubicic visited Britain in 1975. 1In his present position
Mr Ljubicic is one of the most important political figures

in Serbia and has made an impressive showing. He is also the
most likely candidate for promotion to the Serbia seat on

the nine-man Federal Presidency next May, and seems certain
to continue to held a front-rank role in Yugoslav national
politics for some years.

There are suggestions that Ljubicic may be one of
those in the Yugoslav leadership who harbour doubts about
the policy of strengthening links with the West. It
might therefore be helpful if he were to hear directly
from the Prime Minister about British support for the
policies the Yugoslav Prime Minister, Mrs Planinc, is
trying to pursue, although the Foreign and Commonwealth
Secretary would not wish to press the Prime Minister to
find time for him if she is heavily committed on the days
concerned.

(R B Bone)
Private Secretary

A J Coles Esq

10 Downing Street CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 20 December 1983

The Prime Minister has asked me to thank you most warmly
for your letter of 19 December referring to the relationship
between our two countries and extending your best wishes for
a happy New Year.

Mrs. Thatcher has asked me to state in reply that she
continues to attach the greatest importance to a close and
friendly relationship with Yugoslavia and in that context
recalls with pleasure the recent visit to London of the President
of the Federal Executive Council, Mrs. M. Planinc.

The Prime Minister sends to you her best wishes for 1984.

His Excellency Monsieur Dragi Stamenkovic




YUGOSLAV AMBASSADOR

London,19 December
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PRIME MINISTER

Yugoslavia

I attac
a) a message from Mrs. Planina

b) a collection of photographs
datingfrom your 1980 visit which
the Yugoslav Bmbassador says
he undertook to send to you.

He apologises for the technical

quality of the photographs.

8 December 1983




10 DOWNING STREET

From the Private Secretary 8 December 1983

Yugoslavia

The Minister Counsellor of the Yugoslav Embassy called
on me today to deliver the enclosed message from the President
of the Federal Executive Council of Yugoslavia to the Prime
Minister. He also delivered a book of photographs which had
been taken during the Prime Minister's visit to Yugoslavia in
1980.

Mr. Stejanovic said that it would be clear to us from
Mrs. Planinc's letter that Yugoslavia sought the strongest
possible bilateral relationship with the United Kingdom.
This was not only for reasons of tradition but because
Yugoslavia had a powerful interest in such a relationship.
I said that I could reciprocate his remarks. The Prime Minister
has greatly enjoyed Mrs. Planinc's visit and attached high
importance to a close relationship with Yugoslavia,

Roger Bone Esq
Foreign and Commonwealth Office.




10 DOWNING STREET

From the Private Secretary 8 Decamber 1983

The Prime Minister has asked me to thank you for
your letter of 24 November enclosing a message to
Mrs. Thatcher from the President of the Federal
Executive Council of the Socialist Federal Republic
of Yugoslavia.

You also kindly enclosed a collection of
photographs taken during Mrs. Thatcher's visit to
Yugoslavia in 1980. The Prime Minister has asked me
to thank you warmly for this gesture.

His Excellency Monsieur Dragi Stamenkovic.




1 December

YUGOSLAVIA

Prime Minister has noted the

contents of your letter of 25 November

Miss Judith Simpson,
H.M. Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

25 November 1983

A J Coles Esqg
10 Downing Street

Dear Tohn,

YUGOSLAVIA

Following the Prime Minister's meeting with Madame Planinc
last week, you asked me-“to explain the insistence, in the
briefing, that the only possible route for aid to Yugoslavia
was the multilateral one.

The line was agreed between the Treasury and the FCO. In
fact, we are reasonably satisfied that Yugoslavia's need

for further assistance in 1984 is much less than in 1983.

The Yugoslav administration, despite thé difficulties of

its federal structure, have made enormous progress towards
turning round the economy, and eliminating the balance of
payments deficit. Admittedly, there is a long way to go.
But the 'gap' in the Yugoslav balance of payments for next
year seems to us likely to be much smaller than the IMF have
suggested (they have put it at $3.3 billion) and indeed the
Yugoslavs themselves think the IMF have overdone it. 1In
particular, the IMF suggested a build up of Yugoslav reserves
of some $1 billjon, which the Yugoslavs think an unjustifiable
luxury at this stage.

We are therefore fairly confident that a rescheduling operation,
together with an IMF programme, some new bank money, and
credits which we know are already on offer from other govern-
ments, will be enough to do the trick. We do not exclude
the need for a possible small-scale UK contribution. But
there is still €113 million of UK export credit, available

"in the pipeline™ from previous agreements, which can be
drawn in 1984; and we are still on short-term cover.
UK representatives took this line at a meeting in Geneva
last week under Swiss auspices, between the creditor govern-

/ments and a
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ments and a Yugoslavian team. We came under no great
pressure, for the French and Germans took a very
similar line. We are all partners in a new EIB loan
to Yugoslavia.

..If at a later stage, we were to become uncomfortably
%isolated, it might become necessary to offer some further

flsmall-scale bilateral assistance, preferably in the form
of additional short-term cover (which minimises the risk
to ECGD). But we do not at present see the need for
further medium or long term cover. I understand that
FCO, DTI and ECGD share this view.

yJ‘»J 3 1 Wj

Al Rngiine

MISS J C SIMPSON
Private Secretary







EMBASSY OF THE SOCIALIST FEDERAL
REPUBLIC OF YUGOSLAVIA

5 LEXHAM GARDENS,
LONDON, W8 5JU.
Tel: 01-370 6105

London, 24 November 1983.

The Right Honourable Mrs Thatcher,

I have the honour to transmit enclosed
herewith the message by the President of the
Federal Executive Council of the Socialist Fe-
deral Republic of Yugoslavia Mrs Milka Planinc.

Also, as I mentioned to yvou during the
lunch given by you in honour of Mrs Planinc,
the Manager of the hotel "Excelsior" sent me
some photos of you taken during your stay in
Dubrovnik. Some of my colleagues dissuaded me
from my intention to send them to you because
they are demaged. However, since you kindly
encouraged me by expressing your wish to see
them, I avail myself of this opportunity to
enclose them herewith so that you may recol-
lect the memories of your short respite in

Dubrovnik.

Please accept, The Right Honourable Mrs
Thatcher, the assurances of my highest consi-

deration.

j\a.ﬁ&k VA ANANL A
Dragi Stamenkovic
Ambassador

Her Excellency

Mrs Margaret Thatcher

Prime Minister of the United Kingdom
of Great Britain and Northern Ireland
Eoinad o%n
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PRIME MINISTER

Yugoslavia: Economic Crisis

You saw today the attached minute by

the Foreign Secretary about our loans to

Yugoslavia and the proposed announcement
PR ——

on 9 February. You commented that we should

be rightly criticised because the loans are

untied.
C———
Could I ask whether you wish me to
make this point to the Ministers concerned?

The Chancellor of the Exchequer is content

with the proposals, as is the Foreign and

Commonwealth Secretary.

8 February, 1983
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Yugoslavia: Economic Crisis (a-h . W&

i You will have seen the outcome of the inter-
Governmental Creditors' meeting in Berne (Berne telegram
Nos 23 and 24). Our total pledge of £78 million was
entered in the MOU, subject to fulfilméﬁ%=;f certain
conditions. Although these conditions have not yet

been fully met, I believe nevertheless that Jgj;ast
proceed on the assumption that they will be, or risk
missing the boat with our own budgetary and Parliamentary

procedures, which need to be initiated next week.

2.4 The present position over our conditions is as
follows. The IMF will circulate their programme for
1983 on about 7 February, for agreement by the IMF :
Board by the éza.of the month. It is hoped that it will
be possible to reach agreement on the BIS pre-financing

A oy

loan which will be discussed in Basle on 7/8 February.

sy

The commercial banks are giving detailed consideration

to the proposals for maintenance and some increase in
their lending, with a view to decisions by 21 February.
And widespread participation on the inter-Governmental
element is secure.

3 As regards the component parts of our own contribution,
I understand that arrangements are in hand over the £65
million/ £40 million of loans to be guaranteed by ECGD
to refinance officially backed Yugoslav commercial debts

R o AT
falling due in 1983.

—

/4.
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There are two issues affecting the remaining

£60 million/£38 million of new financial credit:

as how a proportion of it should cover
the Bank of England's expected $30 million
share of the BIS bridging loan;

whether some or all of the money should
be tied to UK exports.

S. I understand that the Bank of England are discussing
with the BIS the way in which the UK's financial credits
| —

can be used to secure the Bank in respect of its

Bhrticipation in the loan. Gordon Richardson will no

doubt let us know the outcome.

On (b)

6. I believe that we should stick to the position arrived
at before the pledging meeting and not make the contribution
conditional on a link with Yugoslav purchase of UK goods

for the following reasons:

ar We are offering less in volume terms than
the US, French, Germans and Italians. In
order to compensate, we need to maintain
quality;

untied financial credits are best suited
bk

/\/\/..\/v ;
to meeting Yugoslavia's own needs;

P, SR S e U

there is already an imbalance in our

favour of bilateral trade with Yugoslavia

which is presenting problems;
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it would be difficult, as you pointed
out in your letter of 14 January, to
enforce conditions in circumstances

where disbursement has to occur before

the end of this financial year and checks

could therefore be only after the event
on whether the Yugoslavs had actually

purchased British goods;

should failure to link this to exports
be criticised in public or Parliament,
on the grounds that our money might

be used to pay other countries' debts,

it would be posézgle to point to the

fact that eight other countries are

m—————

giving financial assistance (including

US, Germany and France - provided the

———— - e
French implement their commitment in
principle), with five (Switzerland, Austria,

Sweden, Netherlands and Norway) giving

untied credits like ourselves.
_/——ﬁ

e As regards the Parliamentary and financial procedures
I would propose to proceed as follows. Our contribution
to the assistance package would be made public through
Written Answer along the lines of the attached text.
I hope that this can appear by 9 February before the
spring Supplementary Estimates are released to the
Parliamentary Committees on 10 February. I have already
taken provisional steps to include the loan for Yugoslavia
in the spring Supplementary Estimates as a charge to the
1982/83 Contingency Reserve, I understand that, subject
to the examination by the Parliamentary Committees, the
/funds
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funds should be voted by the middle of March, We
should by then be able to check that all the other
integral parts of this complex operation are assured.
This would open the way for a rapid negotiation with
the Yugoslavs to agree with them the precise terms

and conditions (non-concessionary) of the loan so that
disbursement could occur, as you have suggested, within
the current financial year rather than in 1983/84,

8. I hope that you and Arthur Cockfield are content

with this procedure and timetable.

o I am sending copies of this minute to the Prime
Minister, Secretary of State, for Trade, Governor of
the Bank of England and to Sir Robert Armstrong.

N

<
(FRANCIS.APYM)

Foreign and Commonwealth Office

7 February 1983
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PARLIAMENTARY QUESTION FOR WRITTEN ANSWER

Q@ To ask the Secretary of State for Foreign and Commonwealth

Affairs what part the UK will play in the intergo&ernmental/
programme of economic assistance for Yugoslavia announced in

Berne on 19 January.

A As its contribution to a 1.3 billion dollar programme involving
15 Governments and on the basis that the other elements of the
integrated programme of assistance, including IMF support,

will be forthcoming, HMG.is arranging credits for Yugoslavia

to the value of £78 million. These credits will comprise two

elements:

£40 million of medium term loans at a market
rate of interest, to be guaranteed by ECGD
under its inherent powers to refinance insured

Yugoslav debts falling due in 1983.

£38 million of Government to Government
financial loans repayable over 3-5 years at a
market rate of interest. Parliamentary

approval for this new service will be sought

in a Supplementary Estimate for the

International Subscriptions Special Payments etec.

(Foreign and Commonwealth Office) Vote in 1982/83.




Prime Minister
Secretary of State for Traae

Governor of the Bank Of
kngland
Sir Robert Armstrong

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

7 February 1983

The Rt. Hon. Francis Pym MP
Secretary of State for Foreign and Commonwealth Affairs

%w Seovabuay ﬁ/g’(‘qk :

YUGOSLAVIA

Thank you for your finute today with a draft written Parliamentary Answer
on economic assistance to Yugoslavia. I have no comments on the draft,
and am content that you should make the announcement this week.

Copies of this letter go to the other recipients of your minute.

(HP GEOFFREY HOWE

(W\Wz& k'il Mo Checcelln -
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" BRITISH EMBASSY

BELGRADE

31 January 1983

A Carter Esq
EESD

Jew Adar,

' YUGOSLAV ECONOMIC STABILISATION: SOCIAL POLICY

We promised to report the main recommendations of the
Kraigher Commission on economic stabilisation as they come out
(my letter of 16 November to Alan.Montgomery).

2. Two further sets of recommendations have now appeared in the
press, called "Foundations and Frameworka of Long-term Social
Polioy" and "Development Policy of Uocial Activities as a Factor

- of Economic Stabilisation".

3. Anyone looking for a long and dreary read in these two
documents would be well content - they are extremely turgid.
As you know, "social activities" in Yugoslavia means health and
education, scientific research, provision of recreational
facilities, etc. Since the constitutional reforms of 1974, these
have been provided by "self-managing interest communities" (SIZes),
organised basically at municipal level, and in theory under
management by local political Assemblies through the delegate
system. The two documents are full of criticism of the way the
system is working. They draw attention to a lack of overall
planning, non-obgservance of economic laws, ‘interference in the
Erofessional working of social services by politicians, empire-—
uilding and waste by the experts, over-manning, lack of common
standards, decapitalisation etc. The most serious criticism =
hardly a surprising one given the decentralisation of the
Yugoslav political and economic system -~ i5 that social services
have become almost completely regipnalised. The documents lament
the lack of "self-managing agreements" between health services
etc. even at inter-municipal level. Under these agreements, it 1is
open to clinics in different municipalities, for instance, to
specialise and so improve the quality of services they provide,
rather than attempting to cater for every possible ailment
themselves. But every municipality has tended to want its own
polyclinic, its own fully-equipped sports centre, the full range
of education services etc. The documents quite rightly describe
this process as wasteful and inefficient.

Lok
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4., Just as no real answer has yet been found to the increasing
fragmentation of Yugoslavia's political and economic system,
these documents do not really come up with any new ideas in the
field of social services. They make some technical recommendations,
for instance about the method of financing "social activities",
‘suggesting that this should not be through a flat-rate tax on
Lenterprises but through a percentage of net income. But otherwise
they fall back on the usual cry for "more self-management". Their
‘bagic political analysis is that weaknesses in the social sector
in Yugoslavia are due to departures from the pure theory of self-
management, under which workers will provide fully for each
others' needs by freely associating their labour.

5. Thie type of analysis does not of course get us much further
forward. We doubt if the two documents will lead to any major
change.

\Y&qﬁ4 envlr,

A St J H Figgis

/ Distribution
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10 DOWNING STREET

From the Private Secretary 19 January 1983

YUGOSLAVIA

Thank you for your letter of
17 January.

The Prime Minister has approved the
two messages to the Federal Presidency of
the Socialist Federal Republic of Yugoslavia
and to Madame Bakaric. She has also written
on the lines proposed to the Yugoslav
Ambassador.

Roger Bone, Esq.,
Foreign and Commonwealth Office.
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Yugoslavia: Economic Crisis

1. Thank you for your letter of }4/;anuary. I am grateful
for your understanding of the exceptional circumstances

involved.

2. I note that you believe we should not, as an opening
bid, increase our offer at the CreditZ::;‘.ﬂeeting on
18/19 jZEEZ}y by $100 million. I understand your reasons
for this and can agree instead to your proposal that we
should increase our offer of financial credits by

$60 million, of which $30 million would be for the Bank

Em——— e i

of England/BIS take out before being disbursed

eventually as a financial credit. This latter proposition

1s, oI course, dependent on agreement being reached between
our officials and the Bank of England on an appropriate

way of carrying this 1Z2bility.

3. I agree that the negotiating position is uncertain

and am therefore grateful that you do not object to my
original proposal being kept in reserve for use as a fall-
back if necessary. I have now also seen Arthur Cockfield's
letter of 17 January. He had not apparently seen your letter
of 14 January when he wrote, and was not therefore aware

of your reservations, on public expenditure grounds, about
moving to the higher figure tied to British exports. If

however, we do move to this position I will of course ensure

/that my
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at my officials take advice from the Department of

on the best way in which any credits might be tied to

exports of British goods and commodities in 1983.
4. I am sending copies of this minute to the Prime

Minister, Secretary of State for Trade, the Governor of

the Bank of England and Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office

18 January 1983
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Fromthe Secretary of State

AS <

The Rt Hon Francis Pym MC MP

Secretary of State for Foreign and Commonwealth Affairs

Foreign and Commonwealth Office

Downing Street

London

SwW1 |"] January 1983

r
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Thank you for sending me a copy of your minute of 14 January to Geoffrey Howe.

It may well be that the offer we tabled in Berne on 6/7 January was interpreted
by others in a way which made it look effectively well below that of our major
partners. But this is not an interpretation that I accept. Nevertheless I would
support your suggestion of providing financial credit, which might be tied in the
main to exports of British goods and commodities in 1983. My officials would be

happy to participate in discussions on the details of such an arrangement.

I should also like to comment on the point raised in paragraphs 4 (b) and (c) of

your minute.

As regards 4 (b), a number of our partners (led by Japan, Canada and Germany)
are not apparently continuing to offer medium term cover on normal terms; though
the US, Austria and Switzerland have said that they will do so. But as I said at
our last discussion on this subject, I would not regard availability of such cover as
the answer to Yugoslavia's problems. We should not be encouraging expenditure on
new projects when retrenchment seems to be necessary. And such money would
not be drawn down in 1983 but at some later date when the projects were
progressing. Moreover ECGD exposure is disproportionately large in this area. So
while I would be willing to consider individual cases, 1 would regard this as an area

to tread with very considerable caution.
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Fromthe Secretaryof State

The proposal to increase the present offer for refinancing credits to $81m would
mean that we would be providing cover for the total sum repayable in 1983. But
the amount is small and it would be an undesirable precedent for other countries.
As you say, it is not highly regarded by others and being so small it would make
no real difference to the package. So I suggest we stay at the figure already

proposed.

I am copying this letter to the Prime Minister, the Chancellor of the Exchequer,

the Governor of the Bank of England and Sir Robert Armstrong.

7

LORD COCKFIELD

CONFIDENTIAL







CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG
O1-23393 0600

14 January 1983

. N. R 2.
The Rt Hon Francis Pym MC ‘Mp

Boreign and Commonwealth Officey,
Dowmning Street, LONDON  SW1l

g

YUGOSLAVIA

'4"""(74 5

Thank you for your minute of 13 January.

I accept that the circumstances are quite exceptional, and justify
an increase in-our offer at next week's meeting of ereditors, and
that the cost of this should, equally exceptionally, be a charge

to the 1982-83 Contingency Reserve. I also agree with you that it
would be wrong to ask ECGD to extend more medium term credit than
can be justified on commercial grounds.

As regards the component parts of your proposal,- I agree that part

of our offer should take the form of a financial credit which would

act as a take-out for the $30 million share which I understand has

been provisionally assigned to the Bank of England for their vartici-
pation in the proposed BIS bridging loan to Yugoslavia. Our officials
will need to discuss the details of this urgently with the Bank of
England. The public expenditure impact of this proposal would be
easier to digest if disbursement were in the current financial year
rather than in 1983-84.

I am less convinced by your proposed $65 million commercial credit.
This would mean a total increase in our offer of $100 million, which
is surely excessive. It would be difficult to enforce conditions
about tying the money to UK exports unless we were prepared to hold
back disbursement until the next financial year, and on public
expenditure grounds I would oppose that. As you yourself say, what
Yugoslavia needs are financial credits, not commercial credits to
finance an increase in the trade deficit. Your proposal would in
fact give the Yugoslavs much of the benefit of a financial credit,
but in negotiating terms you would only be getting value for a
commercial credit.

I could agree to an increase in our offer of financial credits by,
say, $60 million, of which $30 million would be for the Bank of
England/BIS take-out. I believe this ought to be adequate for your

/purposes
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purposes and that this should be our opening and, I would hope, final
position at next week's meeting. But in view of the uncertainties
of the negotiating position I would not object to your proposal being
kept in reserve for use as a fallback position if necessary. In
that event, the financial element of our offer would of course be
reduced to $35 million.

Copies of this letter go to the other recirmients of your minute.

GEOFFREY HOWE

CONFIDENTIAL




CHANCELLOR OF THE EXCHEQUER

Yugoslavia: Economic Crisis

1 You will have seen the outcome of the Creditors'
meeting in Berne (Berne telegram numbers 7 and 8 enclosed).
We have now to consider urgently what our position should
be before the final Creditors' meeting, on 18/19 January.
2. On 6/7 January our offer of $250 million looked
increasingly thin the more it was examined by our partners.,
This is because we sought to count in our 1983 offer $120
million of medium term credits which stem from contracts
signed in 1982 and before. And the terms of the Memorandum
of Understanding circulated by the Swiss will not allow us
to count our $120 million without a major amendment which
will be resisted by the Americans and others. The Italians
said specifically that they would not seek to count their
$250 million credits already in the pipeline, with the

$110 million which they were offering additionally for 1983.
% If, however, $120 million (and the short-term credit)

is subtracted from our medium term contribution we will be

offering only $65 million of refinancing credit which puts

us well below our major partners. The situation is made more
difficult by the fact that our offer has been passed (not by
us) to the Yugoslavs who have told our Ambassador in Belgrade
that they hope we will be able to increase our offer of

medium term commercial credit in line with provisional
commitments by a number of other countries.

4. At the next meeting therefore we face the difficult
position of putting our names to a document with our partners
and the Yugoslavs in which our contribution will be seen by
all not to measure up to the political importance of a problem
which we have consistently acknowledged. What then should we do?

There are several possibilities:
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Ve could sit tight on our present offer and try
to face our criticism from the Yugoslavs and
our partners. I do not think this will do.

We could consider increasing our provisions

of commercial credit from ECGD. While I would
hope that Arthur Cockfield will agree to put
Yugoslavia back on medium term cover (in line
with most of our partners) for certain limited

and specific projects, once the IMF programme

and the current international assistance package

are in place, I do not think that an extra offer

of medium term commercial credit unless it were
for commodities, is the best sort of help for
Yugoslavia.
We could look at increasing our present offer,
of $65 million for refinancing credits, to
$81 million which would cover the whole of the
sum due to be repaid to us by the Yugoslavs for
officially guaranteed debts maturing in 1983.
But this would only be a very small increase to
off-set against the $120 million. And our
refinancing offer has in any case, been looked
at slightly askance by our partners, as rescheduling
by another route.
O I do not think these options are the answer. What the
Yugoslavs need are financial credits. To convert our full
offer into the form of a financial credit might attract
criticism from the Public Accounts Committee, given that only
a few of our partners have so far offered aid in this form
(Switzerland, Austria and Holland) while other creditors
are proposing to give their help in the form of commercial
and commodity credits. I would therefore like to make a
claim in respect of the FCO vote on the contingency reserve
for 1982/83 for the equivalent of $100 million of assistance

to Yugoslavia to be tied in the following way : —




$35 million to be released to the Yugoslavs on

repayment by them of the Bank of England's possible

share (at present estimated at $30 million) of the

BIS short term bridging operation of (probably)
$500 million; the $35 million would thus function
in the first place as collateral for.the.participation
of the Bank of England in the BIS operation and only
thereafter to be disbursed as an untied financial
credit;
$65 million to be made available as a loan to the
Yugoslav government. The loan should be tied
explicitly to purchases of British goods and
commodities in 1983. It should carry market rate
of interest and be repayable between 3 to 5 years.
The precise terms and conditions to be stipulated
to the Yugoslavs should be discussed urgently between
our officials. Exceptionally, the $65 million would
be paid over to the Yugoslavs in advance of the
conclusion of the contracts to which it would be tied:
this would have to be made clear to Parliament. This-
arrangement, although unusual, seems to me more
realistic than the alternative of telling the Yugoslavs
that the $65 million must all be spent on British
goods and commodities by 31 March 1983; and less
open to objection here than the other option of
making the loan untied.
6. In practical terms, at this stage of the financial year
it would be unrealistic to offer the prospect of any compensating
savings within the Public Expenditure programmes for which I am
responsible, to off-set the proposal in paragraph 5 above. I
realise that a claim on the Contingency Reserve will be
unwelcome but I believe we have to accept that a financial
crisis of this importance is likely to involve some increase
in Public Expenditure and would be an appropriate use of the

Contingency Reserve.
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s If you and the others concerned can agree that on
18/19 January we should improve our present contribution in
the way I have suggested, then I do not think it would be
necessary to avail ourselves of the Prime Minister's offer

to chair a meeting (her Private Secretary's letter of

4 January). )
8. To sum up. I do not claim that this operation is certain

to succeed. I am, however, sure that we should play our full
part and be seen, both by our Allies and also the Yugoslavs, to
be doing so. The question at issue is of the highest political
and strategic importance. Yugoslavia lies on the fault line
between East and West. Ever since she broke with Stalin 35
years ago, her survival and well-being have been seen by East
and West alike as an acid test of Western willingness to contain
the Soviet empire in Europe. The present Yugoslav government
believes it would not itself survive a major economic collapse,
with the consequent increase in tension between the various
republics of the fragile Yugoslav Federation. If the West is
not seen to be actively helping during the coming months, the
consequences will be a rejection of the structural reforms
contained in the IMF's latest programme and a further increase
in Yugoslavia's dependence on its East European neighbours,
above all on the Soviet Union under its new and more active
leadership.

9. I am sending copies of this minute to the Prime Minister,
the Secretary of State for Trade, the Governor of the Bank

of England and Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office

14 January, 1983
CONFIDENTIAL
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RECORD OF A CONVERSATION AT NO 11 AT 92AM ON 5 JANUARY ON
ECONOMIC ASSISTANCE TO YUGOSLAVIA

Present: Chancellor Secretary of State FCO
Governor Secretary of State DOT
Mr Littler Mr J C Thomas FCO
Mr Loehnis

Mr Pym described the political and commercial case for a substantial
UK contribution to the programme of assistance to Yugoslavia which
would be discussed at the meeting of the Western Creditors Group on
6/7 January in Berne, and at the meeting of Central Bank Governors
in Basle on 10/11 January. He suggested that an appropriate UK
contribution to the programme for discussion at Berne would entail
increasing the level of medium term commercial credit on offer from
$65 to $110 million, while maintaining our offer to refinance $65 millior
of UK Government-backed maturities falling due in 1983, and to allow
some $25 million new short term credit in 1983. An appropriate UK
share of the proposed $500 million BIS loan which would be discussed
at Basle might be $50 million.

25 Lord Cockfield pointed out that ECGD credit must bé linked to

particular exports, and drew attention to the risk that the provision

of free foreign exchange, or re-financing, would mean that other
creditors were repaid. He was nevertheless prepared to agree that
$120 million of medium term commercial credit already in the pipeline
for 1983 should stand; that our offer to re-finance the $65 million
falling due in 1983 should also be maintained; and that we should
continue to extend short term credit up to a ceiling of $25 million at
any one time (whichk would in fact mean a "turnover" of $50 million in
1983.)

1
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g The Governor said that there had as yet been no discussion of

the appropriate UK share in any BIS bridging loan, and the destination
which the bridge was intended to reach was as yet unclear. He had as
yet seen no authentic forecast of the Yugoslav balance of payments

for tE983., He envisaged that Central Bank Governors would have
considerable difficulty in agreeing to a substantial loan: any Bank

of England participation would certainly require a Government guarantee.
If, having been satisfied by evidence of a clear programme and
rationale, BIS agreed a loan, and for $500 million, the Americans

would have to carry at least $100 million, and the UK share might be

of the order of $60/80 million.

4. The Governor and the Chancellor cautioned that the programme
under discussion in Berne seemed unlikely to make much real contribution
to the resolution of the Yugoslav problem. New foreign credit was not

Yugoslavia's prime requirement: what she needed was financing.
The IMF talked of a package of $1, or preferably 1.5 billion, of which
at least 2/3rds would have to be financial, not credit, assistance.

o The Chancellor however pointed out that the UK offer of $65 million
re-financing put us ahead of the rest of the western pack, except
perhaps for the Swiss and the Austrians. And it was noted that the
bids recorded in paragraph 4 of Mr Pym's minute of 31 December had been
more than met by Lord Cockfield's response. Officials thought it
possibble that at the Berne meeting there might be some reluctance to
score our $120 million medium term commercial credit as a contribution

to the proposed package, since it would not represent any new commitment.
But there would nevertheless be considerable difficulty abouttQJpropo-
sition that ECGD should be asked further to increase their potential
exposure, and to offer credit unrelated to specific contracts being

sought.

6. Mr Pym enquired whether the Government would be able to offer the

guarantee which would apparently be necessary if the Bank were to

2
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participate in any BIS loan. The Chancellor explained that, not
least because it would be necessary to inform Parliament of any such
guarantee, he would need, with the Governor, to be satisfied that the
Yugoslavs had in fact embarked on a credible adjustment programme
which offered a real chance of a solution to their current problems.

Distribution:

Mr Coles - No 10

Mr Fall - FCO

Mr Rhodes - DOT

PS/Governor - Bank of England
Mr Hatfield - Cabinet Office

Chief Secretary
Economic Secretary
Sir Douglas Wass
Mr Littler

Mr Carey

Mr Hawtin
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10 DOWNING STREET

From the Private Secretary 4 January 1983

e

Yugoslavia: Economic Crisis

The Prime Minister has seen the minute of 31 December by
the Foreign and Commonwealth Secretary to the Chancellor of the
Exchequer. She has minuted that she would like to receive advice
from the Treasury and the Department of Trade on Mr. Pym's
proposals for improving our offer of assistance to Yugoslavia
when the Western Creditors Group meets in Berne on 6/7 January
and the BIS central banks meet in Basle on 10/11 January.
Mrs. Thatcher is prepared to hold a meeting of the Ministers
concerned if there is no agreement on the line we should take
at these meetings.

I am copying this letter to John Kerr (HM Treasury),

John Rhodes (Department of Trade), Tim Allen (Bank of England)
and Richard Hatfield (Cabinet Office).

p I
Fl e

Roger Bone, Esq.,
Foreign and Commonwealth Office.
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CHANCELLOR OF THE EXCHEQUER

Yugoslavia: Economic Crisis

1. You will recall that when we discussed Yugoslavia's
economic problems informally on 23 December, together with
Arthur Cockfield and Gordon Richardson, we concluded that

we should be ready to reconsider and, if we agreed, improve

our contribution to an assistance package once we had more

information from the IMF team in Belgrade.

2, Your officials have no doubt reéeported to you the
briefing given by the leader of the IMF team here in London
on 30 December. It is clear that the IMF have at last
forced the Yugoslavs to face up to the structural changes

they need to make to their economy if it is to survive in

g aea Ll =
the competitive world of the 1980s. The IMF also made it

clear, however, that without an assistance programme,

Yugoslavia's economy would almost certainly collapse early

in 1983. This would have long term political and also
important economic consequences, for the UK as well, given
our position as Yugoslavia's leading official Western creditor.
On the political side, the collapse of the Yugoslav economy
would lead to a collapse in the authority of the present
relatively competent Government; they might be replaced by

a more inward looking group, whose sympathies are thought to
lie in stronger links with the East. Whether this assessment
is accurate or not there can be absolutely no doubt that a
failure to sustain Yugoslavia's economic links with the West
must lead to a considerable strengthening of Yugoslavia's
already growing links with the East, and above all the Soviet
Union. The long term strategic implications of this are
clear.

3. Against this background we have now to decide on our
line at both the next meeting of the Western Creditors Group

on 6/7 January in Berne and thereafter at the BIS central

E—
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banks' meeting in Basle on 10/11 January. If agreement to

assist Yugoslavia is not reached at both these meetings,

then the IMF consi&ér that the chances of averting an

uncontrolled default by .the Yugoslavs in January are slim.
— following \

4. I understand that / discussion among officials our

position for the Berne meetlng is likely to consist of

5

the following elements:

(a) Agreement to allow $65 million medium term
")

commercial credit already in the pipeline for 1983,

to . stand;
)

(b) An offer to refinance $65 million of UK

Government backed maturities falling due in 1983;

(ec) Continuation of approximately $25 million short

e

term credit.
I recognise that for a country in Yugoslavia's present
economic situation, such an offer would by normal standards
be considered generous. Nevertheless, at the last creditors'
Pam e S S g

meeting on 17 December we put forward a package on

substantially similar lines and it was not considered to

provide the sort of contribution which might be expected
from one of Yugoslavia's leading Western partners, taking
into account also the political importance of the problem.
¢ I therefore hope that we can ieprove our position at the
. next meeting by offering a further $45 million medium term
commercial credit, which would bring our total contribution
d . to $200 million. I think such a move very important if we
are to convince both our friends and the Yugoslavs that we
/ are taking this Yugoslav crisis as seriously as it deserves.
V“””S As far as the BIS operation is concerned, I also hope
'wi\that Gordon Richardson will be able to meet the 6EM;;;re of

a collective operation to provide a $500 million short term
bridging loan which the IMF consider a crucial element in
the package. I expect he would wish to see the outcome of
the Governmental creditors meeting on 6/7 January before

deciding on the most appropriate terms for the Bank of

CONFIDENTIAL /England's




England's participation. If, however, he should decide that
a government guarantee was needed, I would hope that you
would be prepared to grant one. N e e e
6. In the spirit of our meeting on 23 December, I hope

you and the others concerned can agree that this falls
within the scope of our existing consensus and can be agreed
by minuting in reply without the necessity for a meeting

before 6 January. If, however, you or one of the others

felt that a meeting was necessary I would hope that it could

be arranged as early as possible.
Ty I am sending copies of this minute to the Prime Minister,
Arthur Cockfield, Gordon Richardson'and to Sir Robert

Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office

31 December, 1982
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ECONOMIC CRISIS

copy of your minute to Geoffrey Howe dated
reply to you on the following day.

posal that the UK should be prepared to make a modes:
contribution to a rescue package on the various conditions outlined in paragraph
of Geoffrey Howe's minute within their existing trading operations. ECGD
contribute to this operation by
would refinance (by half yearly
$60m of existing medium term debt. There would however,
that some £3m of arrears currently owed to ECGD by Yugoslav banks should be
paid off. ECGD would also be able to continue to provide short term finance on

and at current levels which would make available approximately

I understand that these ideas have, in fact, already been discussed by the various
Departments concerned and that this position is fcrming the basis for the further
meeting of officials of Yugoslavia's main Western creditors on 17 December. |

shall be interested to hear the outcome of those discussions.

I am sending copies of this letter to the Prime Mjfister; the Chancellor of the

Exchequer; the Governor of the Bank of England and Sir Robert Armstrong.

LORD COCKFIELD
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Treasury Chambers, Parliament Street, SWIP 3AG
Ol-233 3000

FOREIGN AND COMMONWEALTH SECRETARY

YUGOSLAVIA: ECONOMIC CRISIS ij:

Thank you for your minute of 7 Dgg€ember.
/

2. The Yugoslav problem will indeed be discussed at my

e
meeting with the other G5 Finance Ministers tomorrow. ( We

—-—

shall also be discussing Brazil: for whom a bridging operation
S—
of similar size is envisaged, and the Americans look to their

S——— . . .
Eurogean and other allies to make a substantial contribution).

3. I think you know my view, and agree with it, that a credible
and realistic solution to Yugoslavia's financial crisis must

include a substantial element of rescheduling. The other

o= et
essential element of course, as you say, 1s a tight IMF
y i =

g ——

programme. It is unfortunate that the Yugoslavs have taken such

a firm stand to date against rescheduling, and doubly unfortunate

that they appear to have béén'encouragéd in this attitude by the
Americans, whose own analysis of the gravity of the Yugoslav

e
financial crisis seems to have been amateurish and superficial.

4. I understand that at the meeting of officials on 2 December it
was evident that our other allies are closer to our own diagnosis
than that of the Americans. At the forthcoming Ministerial
gatherings with our closest allies we should, I think, build

on this. We need to continue to impress on the Americans that
both their analysis of the Yugoslav situation, and their proposed
solution of a major international rescue operation involving new
money or new credit, are unrealistic. (The tactless way in which

they have inspired the latest Brazilian approach to European
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creditors makes it even less likely of course that official
funds will be forthcoming for Yugoslavia on anything like
thescale which would be required even on the Americans'’

own optimistic analysis.)

5. At the same time I agree with you that it would be difficult

for us to decline to make any contribution to a collective

rescue operation if other creditors and allies were prepared

to chip in. Other reasons apart, our claim that the American

approach is an inadequate response to the Yugoslav problem would

look like self-interest. I would not therefore exclude some

indication to the Americans and others of willingness to make

a modest contribution to a rescue package, if that is essential
—— [

to avoid our being identified as the only country not prepared

to do anything over and above debt relief. Any such offer ought

in my view to be subject to the following three pre-conditions being

met:

The Fund staff would need to put forward, and

the Yugoslavs accept, an adequate IMF programme.
e

The burden of any assistance package would have

to be widely spread.

The need to consider rescheduling, and to expleain
the advantages of it to the Yugoslavs, should be

accepted among the creditors.

6. As to the form and amount of any contribution we might make to a
special assistance package, I would hope that we could avoid being
too specific at this stage. But, subject to Arthur Cockfield’s
views, I would see no objection to ECGD's providing guarantees of

new commercial bank lending, on & medium term basis and at

commercial rates of interest, to refinance 1983 maturities of
——
ECGD-guaranteed loans. 260 million, or perhaps a bit more, should

R el
be available by this route, and I understand there may be some
g P B
other ways in which ECGD would be able to make modest amounts

e
of additional short term cr t available consistently




with their statutory and other obligations.

7. I am copying this minute to the other recipients

yours.

(G.H.)
8 December 1982
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CHANCELLOR OF THE EXCHEQUER

Yugoslavia: Economic Crisis
ey
L. At our meeting yesterday we touched on the outcome of

the meeting in Paris on 2 December of officials of Yugoslavia's

five main Western creditors at which the Americans ﬁﬁ?‘?brward

Their proposal for a special assistance package to help

Yugoslavia overcome its acute liquidity problem in the first

half of 1983. I enclose for ease of reference a copy of the

reporting telegram. The problem is on the agenda for
discussion at the traditional Berlin meeting of the French,
Germans, Americans and ourselves before the NATO Ministerial
Meeting on 9 December. I expect to come under heavy pressure
from Georgé‘SHﬁitz to take part in this operation. I also
understand that Yugoslavia is on the agenda of a meeting you
will be attending on 9 December with the Finance Ministers of

some of our closest allies.

2. As you know, the next meeting of officials of the five
countries will be in Paris on 14 December. I “consider it
important that at that meeting we should be able to play a
positive part in any conclusions that might be reached about
how to assist Yugoslavia.

51 I do not underestimate the difficulties involved. But
in my view there are three reasons why we should be prepared

to provide some extra assistance for Yugoslavia:

a5 the Yugoslavs have publicly set their faces against

rescheduling. They will take time to be brought round
to the view that this should comprise an element, even a

major one, of any package that might be offered them;

if while we are discussing the matter among ourselves, or

with the Yugoslavs, the Commercial banks call in their

/short
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short term deposits (currently about $1.6 billion) the
problem, both financially and politically will become

a great deal more difficult to manage;

if, on 14 December, we are the only country not prepared
to do anything over and above debt relief for Yugoslavia,
I would expect this to get back to the Yugoslavs very
quickly with serious short term and long term economic

and political effects on our interests.

4. The sort of package I have in mind would contain, as an

essential pre-requisite, a tight IMF programme together with

an element of debt relief and some special assistance, in what-
ever form. I Hg;;\that our officials can work urgently on a
position on these lines in preparation for the 14 December
meeting. My officials will have some specific ideas to put
forward on the question of the form our special assistance

contribution might take.
9. I am sending copies of this minute to the Prime Minister,

the Secretary of State for Trade, the Governor of the Bank of

England and Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office
7 December 1982
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TO IMMEDIATE BELGRADE

TELEGRAM NUMBER 183 OF 3 DECEMBER

INFO IMMEDIATE COPENHAGEN (FOR EVANS AND BULLARD), UKDEL
IMF/IBRD WASHINGTON

INFO PRIORITY WASHINGTON, BONN, PARIS, ROME

INFO ROUTINE UKDEL NATO
INFO SAVING UKDEL OECD, MOSCOW

YUGOSLAVIA : ECONOMIC CRISIS

SUMMARY

1. A MEETING IN PARIS ON 2 DECEMBER UNDER FRENCH
CHAIRMANSHIP, ATTENDED BY REPRESENTATIVES FROM THE UK, FRG, US
AND ITALY DISCUSSED YUGOSLAVIA'S ACUTE FINANCIAL PROBLEM.

THE UNITED STATES PROPOSED THAT,TOGETHER WITH OTRER WESTERN

CREDITORS,DOLLARS 1 BILLION OF GOVERNMENT-BACKED FINANCIAL
ASSISTANCE SHOULD BE MADE AVAILABLE. THE US WAS PREPARED

TO COMMIT ITSELF IN PRINCIPLE TO CONTRIBUTING. NO OTHER
DELEGATION MADE A SIMILAR COMMITMENT AND OTHER OPTIONS

FOR ASSISTING YUGOSLAVIA WERE ALSO CONSIDERED, INCLUDING
RESCHEDULING IN SOME FORM THE GROUP AGREED TO MEET AGAIN ON
14 DECEMBER TO SEE IF THERE WAS COMMON AGREEMENT

TO ASSIST YUGOSLAVIA AND IF SO IN WHAT WAY.

2 DISCUSSION COVERED THE POLITICAL, ECONOMIC AND

FINANCIAL ASPECTS OF THE PROBLEM.

POLITICAL

3. WITH THE US TAKING THE LEAD, THERE WAS AGREEMENT ON THE
STRATEGIC AND POLITICAL IMPORTANCE OF MAINTAINING YUGOSLAVIA'S
NON-ALIGNED STATUS. PAYE (FRANCE, CHAIRMAN) EMPHASISED :

THE POLITICAL AND STRUCTURAL FRAGILITY OF YUGOSLAVIA POST-
TITO, THE ADDITIONAL STRAINS BROUGHT ABOUT BY ECONOMIC

.
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AUSTERITY MEASURES NOW BEING PURSUED, THE VULNERABILITY  OF
THE COUNTRY TO EASTERN PRESSURES AND THE POLITICAL SENSITIVITY
OF THE GOVERNMENT TO CERTAIN FORMS OF FINANCIAL ASSISTANCE.
ECONOMIC
g, ALL WERE AGREED THAT THERE WERE BASIC STRUCTURAL
ECONOMIC WEAKNESSES (FEDERAL ‘STRUCTURE OF THE COUNTRY,
SELF-MANAGEMENT SYSTEMS, ETC). THESE REQUIRED MEDIUM/
LONG TERM TREATMENT AND APPROPRIATE IMF PROGRAMME. BUT
THERE WAS AN IMMEDIATE FINANCIAL CRISIS REQUIRING URGENT
ATTENTION.
FINANCIAL
Ois MEISSNER (US) SAID THE IMMEDIATE PROBLEM WAS THE
FINANCING GAP. THE MAIN ELEMENT WAS BANKING CONFIDENCE.
MORE THAN A QUICK-FIX WAS NEEDED. ANY SOLUTION SHOULD LEAD
INTO A LOKGER TERM RESTRUCTURING AND CHANGES IN THE YUGOSLAV
ECONOMY. RESCHEDULIKG WAS NOT THE RIGHT APPROACH. 1IT
WOULD INCREASE LACK OF CONFIDENCE AND PRECIPITATE THE
PROBLEM WE WISHED TO AVOID.
6. DISCUSSION TURNED TO THE FIGURES CIRCULATED BY THE
AMERICANS (COPIES BY BAG). MOST DELEGATIONS QUESTIONED THE
US ASSUMPTION ABOUT THE FINANCING GAP. MEISSNER EVENTUALLY
ACCEPTED THAT IT WOULD BE AT LEAST DOLLARS 1.5 BILLION.
SMITH (BANK OF ENGLAND) SAID THE IMF TEAM NOW IN BELGRADE
MIGHT FIND THAT IT WAS WORSE.
T. MEISSNER SPELT OUT THE US PROPOSAL:
A. YUGOSLAVIA SHOULD HAVE DOLLARS 1 BILLION FOR THE FIRST
SIX MONTHS OF 1983.
A PUBLIC STATEMENT OF INTENT SHOULD BE MADE BY LATE
DECEMBER OR EARLY JANUARY.
THE FINANCIAL ASSISTANCE WOULD BE PART OF A PACKAGE
INCLUDING AN IMF PROGRAMME, YUGOSLAV UNDERTAKINGS
TO MAKE STRUCTURAL ADJUSTMENTS,AND INFORMAL UNDERSTANDINGS
WITH THE COMMERCIAL BANKS.
ALL HARD CURRENCY CREDITORS WOULD BE INVITED TO
CONTRIBUTE, WITH BURDEN SHARING BASED ON THE
APPROXIMATE RATIO OF PRESENT CREDIT EXPOSURE.

2
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8. FRENCH COMMENTS REVEALED A SLIGHT DIFFERENCE OF EMPHASIS
BETWEEN QUAI AND TRESOR. CAMDESSUS (TRESOR) SUGGESTED
DEFERRING A DECISION TO GIVE TIME FOR A 'PEDAGOGIC EXCHANGE '
WITH THE YUGOSLAVS IN WHICH THEY MIGHT BE BROUGHT TO
APPRECIATE THE ADVANTAGES OF RESCHEDULING. PAYE (QUAI)
STRESSED, HOHEVERL_zﬁAT SOMETHING ALSO NEEDED TO BE DONE TO \
DEAL WITH THE IMMEDIATE PROBLEM OF CONFIDENCE.

9. SARCINELLI (ITALIAN TREASURY) SAID THAT IF THE CREDITORS
COULD CONVINCE THE MAJOR BANKS TO PROVIDE NEW LOANS THE
PROBLEM WOULD BE RESOLVED. BUT ALL BANKS MAJOR AND MINOR
WOULD NEED SIMILAR TREATMENT. HE MENTIONED SOME DEGREE

OF RESCHEDULING AS A WAY OF LOCKING IN THE BANKS.

10. LOECK (FRG) THOUGHT THAT RESCHEDULING AND NEW LOANS
WERE NOT ALTERNATIVES. IT WAS DIFFICULT, IF NOT IMPOSSIBLE,
TO FIND THE MEANS TO COVER THE FINANCING GAP QUICKLY.
RESCHEDULING HAD THE ADVANTAGE OF REDUCING THE AMOUNT OF
FINANCE REQUIRED. BUT IT WAS QUITE CLEAR THAT NECESSARY
BUILDING OF CONFIDENCE COULD NOT BE SOLVED BY RESCHEDULING
ALONE: SOME NEW MONEY WAS ALSO NEEDED.

11 iETTLER (UK) RECOGNISED THE POLITICAL IMPORTANCE OF
HELPING YUGOSLAVIA. BUT WE SHOULD NOT RULE OUT RESCHEDULING.
THE TERM COVERED A WHOLE VARIETY OF OPTIONS. IT COULD BE
PRESENTED AND PACKAGED IN MANY WAYS. IT WOULD BE A PITY IF
THE IMF GAVE THE YUGOSLAVS THE IMPRESSION THAT RESCHEDULING,
IN WHATEVER FORM, WAS RULED OUT. 1IN ANY OVERALL PACKAGE

12, PAYE INITIATED A° SIFFUSE DISCUSSION OF THE 'VENICE
DECLARATION' (JUNE 1980 ECONOMIC SUMMIT). HE CLAIMED THAT

IF COMMITMENTS WERE HONOURED YUGOSLAVIA WOULD OBTAIN THE
NECESSARY FUNDS. IT WAS CLEAR THAT PAYE CONSIDERED FRANCE
HAD PLAYED A FULL PART AND SAW THIS AS A WAY OF REDUCING

A FRENCH CONTRIBUTION TO ANY FUTURE PACKAGE. THE ITALIANS
DID NOT RESPOND NEGATIVELY. LOECK RESISTED THE SUGGESTION
STRONGLY. IF IT WAS PURSUED THE GERMANS WOULD WISH THE
TOTALITY OF PAST CONTRIBUTIONS TO BE TAKEN INTO CONSIDERATION.
WE SUPPORTED THEM. MEISSNER OPPOSED THE SUGGESTION ON THE

3
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GROUNDS THAT IT WOULD OPEN UP A TIME WASTING DISCUSSION OVER
" BURDEN SHARING. . =
13. AFTER CONSIDERABLE FURTHER DISCUSSION AND ONE OR TWO
ATTEMPTS TO SUM UP, PAYE CONCLUDED THAT:
A. THE IMF MISSION MIGHT PROVIDE BETTER CURRENT

INFORMATION ABOUT THE YUGOSLAV ECONOMY, GOVERNMENTS
SHOULD HOWEVER PROCEED IN PARALLEL:
DELEGATIOKRS PRESENT WOULD REFER TO THEIR
GOVERNMENTS TO SEE WHETHER THEY WERE PREPARED TO
STATE THEIR INTEREST IN HELPING YUGOSLAVIA:
IF THEY WERE THEY SHOULD DEFINE WHAT TYPE OF HELP
EG PERSUADE THE COMMERCIAL BANKS TO EXTEND NEW
CREDITS: NEW GOVERNMENT MONEY SEMI-COLON OR
GOVERNMENT GUARANTEED LOANS
WHAT CONDITIONALITY SHOULD APPLY
HOW TO PRESENT A PACKAGE:
HOW TO BRING IN OTHER COUNTRIES (MEISSNER CLAIMED
TO OTHER WESTERN COUNTRIES WERE WILLING TO
CONTRIBUTE):
THOSE PRESENT WOULD RECONVENE ON 14 DECEMBER.
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FOLLOWING FROM PR{VATE SECRETARY
SECRETARY OF STATE'S MEETING VITH MR SHULTZ, 14 NOVEMBER:
YUGOSLAV iA

1. THE SECRETARY OF STATE SAID THAT THE S{TUATION N YUGOSLAVlA.

SEEMED TO HAVE BECOME MORE UNSTABLE POLITICALLY AND MUCH
WORSE ECONOMICALLY SINCE HIS VISIT IN JUNE, THE QUESTION HOW
DEEPLY THE WEST WAS PREPARED TO PUT ITS HAND {NTO ITS POCKET
SEEMED CERTAIN TC ARISE IN A MATTER OF WEEKS, WHAT LINE WAS THE
UNITED STATES GOINC TO TAKE ?

2. SHULTZ SAID THAT IF WE BELIEVED N DIFFERENTIATION AS B
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iTED STATES WOULD BE ABLE TO GO IN PROVIDING HELP. HE VAS

MUCH [NVOLVED IN CURRENT DISCUSSIONS OK THE US BUDGET, AND CUTS ALL
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TO IMMEDIATE BELGRADE

TELEGRAM NUMBER 83 OF 14 MAY

INFO MODUK (FOR DS 12)

INFO SAVING ZAGREB

MESSAGES OF CONGRATULATION TO THE NEW YUGOSLAV GOVERNMENT

1. PLEASE CONVEY THE FOLLOWING MESSAGES AS SOON AS YOU JUDGE
APPROPRIATE AFTER THE NEW GOVERNMENT HAS BEEN INSTALLED :-

(A) FROM THE PRIME MINISTER TO MRS PLANINC - PLEASE ACCEPT MY
WARM CONGRATULATIONS AND BEST WISHES ON THE OCCASION OF YOUR
APPOINTMENT AS PRESIDENT OF THE FEDERAL EXECUTIVE COUNCIL. I
HAVE WARM MEMORIES OF MEETING YOUR PREDECESSOR AND LOOK FORWARD
TO THE FURTHER DEVELOPMENT OF THE LONG STANDING FRIENDLY
RELATIONS BETWEEN OUR COUNTRIES.

(B) FROM ME TO MR MOJSOV - PLEASE ACCEPT MY CONGRATULATIONS ON
THE OCCASION OF YOUR APPOINTMENT AS FEDERAL SECRETARY FOR
FOREIGN AFFAIRS AND MY BEST WISHES FOR YOUR SUCCESS IN THAT POST.
I LOOK FORWARD TO WORKING WITH YOU TO DEVELOP THE LONG STANDING
FRIENDLY RELATIONS BETWEEN OUR COUNTRIES.

(C) FROM MR NOTT TO ADMIRAL MAMULA - MAY I OFFER YOU MY WARM
CONGRATULATIONS ON YOUR APPOINTMENT AS FEDERAL SECRETARY FOR
NATIONAL DEFENCE IN THE NEW GOVERNMENT OF YOUR COUNTRY. I HOPE
VERY MUCH THAT WE SHALL HAVE THE OPPORTUNITY OF MEETING BEFORE
TOO LONG.

(D) FROM LORD COCKFIELD TO DR BOJANIC - MAY I OFFER YOU MY CON-
GRATULATIONS AND BEST WISHES ON YOUR APPOINTMENT AS FEDERAL
SECRETARY FOR FOREIGN TRADE.

DURING APRIL LAST YEAR FOLLOWING AN INVITATION FROM YOUR
PREDECESSOR, MR ROTAR, MR CECIL PARKINSON, WHO WAS THEN BRITISH
MINISTER FOR TRADE, WAS ABLE TO MAKE A MOST USEFUL AND ENJOYABLE
VISIT TO YUGOSLAVIA. I KNOW THAT BOTH HIS SUCCESSOR MR PETER
REES, AND I LOOK FORWARD TO MEETING YOU IN LONDON IN DUE COURSE
TO CONTINUE THE DIALOGUE INITIATED BY OUR COLLEAGUES.

2 5
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2. LETTER WITH ABOVE MESSAGE SIGNED BY LORD COCKFIELD ARRIVES
BY FIRST AVAILABLE BAG. GRATEFUL FOR ONWARD TRANSMISSION, AND
FOR THIS TO BE TAKEN INTO ACCOUNT WHEN RELAYING ABOVE TO DR
BOJANIC.
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PS/MR MOORE PS/SECRETARY OF STATE
MR GUINNESS
MR CARTER
MR CARR

MINING DISASTER IN YUGOSLAVIA

1 The press this moming have reported a mining accident in Tugoslavia
involving the loss of at least 35 lives. An early day motion, expressing
condolences to the families of the deceased, has been put down by a number of
Labour MPs. I understand that the Parliamentary Clerk is circulating the

briefing prepared for the Leader of the House on this.

2 We recommend that, in accordance with past practice on such occasions

and as stated in the briefing for the Leader of the House, that Mr Moore

should send a telegram expressing sympathy for the miners involved in the
accident and their families., The Embassy in Belgrade have suggested that

any telegram should be sent to them for onward transmission to the appropriate
minister in the Yugoslav Government, Mr Hasan Siljak, the Deputy President oBi i
the Federal Committee for Energy, who is currently the acting Minister of Energy.
Our Ambassador in Belgrade has already sent a telegram to the Head of the mine

concerned. A draft telegram to the Embassy is attached,

7
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Please pass following message % the acting Minister for Energy, Mr Hasan
Siljak, from Mr John Moore, Parliamentary Under Secretary of State at th

b

Department of Energy.

I am most distressed to hear of the colliery accident at Zenica and the many
lives that have been lost./ I should like, on behalf of the British government,

to offer my sincere condo}ences for this tragic event. Ui,
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1. THERE WAS A SERIOUS ACCIDENT IN A COAL-INE IN

ZENJCA, BOSINA, [N THE EARLY HOQURS OF 12 May WHEN 39
HINERS WERE KILLED AND 8 INJURED AS A RESULT OF A METHANE
EXPLOSION,. 14 ™AY HAS BEEN DECLARED A DAY OF MATIONAL
MOURNING,

FM BELGRADE 1314152 ™Ay 82

TO IMMEDIATE F C O

2+ | HAVE SENT A PERSONAL ™ESSAGE OF CONDOLENCE TO THE
DIRECTOR CF THE MINE.

3. | UNDERSTAND A GROUP

IN THE HOUSE T2DAY A

INTENDING TO SEND A ™

A3 MUCH E*DTION HAS BE ARQUSE Y TH? ‘“”l“”F’

HTICULAR INTEREST IM THIS

t:vp.JRT.-.\.-..T COMMERIGAL PROSPECTS.




12 May,1982

Message to the President of the

Yugoslav Federal Executive Council

Thank you for your letter of 10 May.
The proposed message from the Prime Minister to
the President of the Federal Exeuutive Council

may be despatched.

F N Richards, Esq

Foreign and Commonwealth Office




Foreign and Commonwealth Office

London SWI1A 2AH

10 May 1982
Prona TR

s "y e AL e T AL

The new Yugoslav government will be sworn into office
on 15/16 May. Mr Pym considers that it would be in accordance
with normal courtesies and would furthermore mark our concern
to develop our relations with the Yugoslavs if the Prime Minister
were to send a message of congratulation. I enclose a draft.
If the Prime Minister agrees, we shall instruct the Ambassador
in Belgrade to offer the message along with one from Mr Pym and
probably others from the Secretaries of State for Defence and
Trade.

(n |

(F N Richgrds)
Private Sécretary

A J Coles Esq
10 Downing Street
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DRAFT: minute/letter/teleletter/despatch/note TYPE: Draft/Final 14

FROM: Reference

Prime Minister

DEPARTMENT: TEL. NO:

SECURITY CLASSIFICATION

Top Secret
Secret
Confidential
Restricted
Unclassified

PRIVACY MARKING

veeseeesensenasessn Confidence

CAVEAT

Enclosures—flag(s)

TO: Your Reference

Mrs Milka Planinc

President of the Federal Executive Coni :
Council of the Socialist Federal opies to:
Republic of Yugoslavia,

SUBJECT:

Please accept my warm congratulations and best
wishes on the occasion of your appointment as
President of the Yugoslav Federal Executive
Council. I have warm memories of my meetings
with your predecessor and look forward to the
further development of the long standing friendly

relations between our countries,
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From the Private Secretary : 1 July 1981

10 DOWNING STREET

The Yugoslav Ambassador, Mr. Berisavljevic, called on

the Prime Minister at 0915 this morning.

The meeting was largely confined to an exchange of
courtesies. Mr. Berisavljevic said that before he arrived
here he had been asked by President Tito to '"dynamise"
relationships between Yugoslavia and the UK. The Prime
Minister said that she felt he had been successful, and

emphasised in particular the success of Mr. Vrhovec's

visit.

In reply to a question from the Prime Miniter,
Mr. Berisavljevic said that it was the Yugoslav practice
to fill the most senior positions in their diplomatic ser-
vice with politicians. This was a good way of training
politicians in the arts of diplomacy, and it was also of
benefit to the Yugoslav diplomatic service. Mr. Berisavljevic
did not go into any detail about the post he would be taking
up on his return to Yugoslavia: he simply said that he would
probably be returning to a political post in the Republic of
Serbia. This led to a discussion of the complexities of
reaching decisions in federal governments. Mr. Berisavljevic
said that decisions in Yugoslavia essentially had to be
reached by consensus, and that this had reduced the development
of tension between nationaliseﬁfsects in Yugoslavia. The
Ambassador then went on to say that Mr. Djuranovic's imme-
diate priority was to stabilise the economy, and that this

was the purpose behind the new austerity measures that had

RESTRICTED '™




been introduced.

I may have misunderstood him, but I believe the Ambassador
then suggested that Mr. Djuranovic might consider staying in
post for some time next year when his appointment as President
of the Federal Executive Council expires. Mr. Berisavljevic
said that Mr. Djuranovic would have to consider carefully
the disadvantages of not following the prescribed system
of rotating appointments to his post. The most important of
these was that rotation avoided the sort of '"petrification"
of the Government machine that had occurred in the Soviet

Union.

\/\ / ' ’f

F.N. Richards, Esq.,

Foreign and Commonwealth Office.




Foreign and Commonwealth Office

London SWI1A 2AH

26 June 1981

Dean Midhas

Courtesy call by the Yugoslav Ambassador:
Wednesday, 1 July 1981 at 0915

I enclose a brief for Mr Berisavljevié's
call on the Prime Minister as well as
personality notes on the Ambassador and his
successor Mr_Stamenkovic. The brief includes
a passage on the recent visit of Mr Vrhovec,
to which Mr Berisavljevic will no doubt
refer.

k‘ﬂw‘»éﬂ“.

Private Sec{etary
\

M O'D B Alexander Esq
10 Downing St




CONFIDENTIAL

COURTESY CALL ON THE PRIME MINISTER BY MR ZIVAN BERISAVLJEVIC,
DEPARTING YUGOSLAV AMBASSADOR:
WEDNESDAY, 1 JULY 1981 AT 0915

POINTS TO MAKE

1l Sorry to see you go after 5 fruitful years in London. Great
S——

contribution to smooth conduct of Anglo-Yugoslav relations. Wish

you every success in your new position. Do you know what it is?

2% Look forward to welcoming your successor.

Visit of Mr Vrhovec

3is Very successful visit. Helped to keep up momentum of our

relations after my visit to Yugoslavia in 1980.

4, Interesting to hear Yugoslav views on various aspects of
international affairs, especially on Poland and the non-aligned

movement.

Bilateral Relations

o Relations in very good order. We must now work to maintain

this momentum.

6. Respect Yugoslavia's determined independence and unique
position as leading non-aligned country enjoying excellent

relations with East and West.

Emigrés [If raised]

7 Recognise your concern but must distinguish between political
-‘-——“-
and qzim;nal_agilyities. Cannot act against former whatever we
may think of the views of those concerned. But as I made clear
during my visit we will not tolerate terrorism, and will not

condone or abet any attempt to undermine Yugoslav unity.

EC/Yugoslavia Relations [If raised]

8. As you know Britain has supported Yugoslav requests for a

fair deal over baby beef, and will continue to do so.

CONFIDENTIAL




CONFIDENTIAL

COURTESY CALL ON THE PRIME MINISTER BY MR ZIVAN BERISAVLJEVIC,
DEPARTING YUGOSLAV AMBASSADOR:
WEDNESDAY, 1 JULY 1981 AT 0915

ESSENTIAL FACTS

General

ir Mr Berisavljevié, who has been here since 1976, has been
an effective and popular Ambassador. He is a politician, not

a career diplomat, and is likely to return to a~post of some
importance in Yugoslav domestic affairs, though as yet we do
not know what it is. His successor, Mr Stamenkovié, is a
significant figure in Yugoslavia and his appointment reflects
the importance which the Yugoslavs evidently continue to attach
to relations with Britain.

Visit of Mr Vrhovec

i This was a useful visit with which the Yugoslavs seem to
have been well satisfied. The talks with the Prime Minister
touched upon the Yugoslav economy, the NAM, Poland and the
Middle East, particularly the Israeli raid on Iraq's nuclear
reactor. A copy of a savingram reporting the visit is attached.

Bilateral Relations

O's Relations with Yugoslavia are good; there are no serious
bilateral problems. The only difficulties are Yugoslavia's
chronic trade deficit with Britain (and the whole EC), the
activities in Britain of dissident Croatian emigrés, about which
the Yugoslavs regularly complain, and Yugoslav hyper-sensitivity
to occasional adverse comment on Yugoslavia in the British press.

EC/Yugoslav Relations

4, It has not so far proved possible to agree on a mandate

for negotiations with Yugoslavia for a protocol to adapt the
1980 EC/Yugoslavia Agreement to take account of Greek accession.
The difficulty is entirely over the increase in the quota for
Yugoslav exports of baby beef which the Community should offer
to allow for the accession of Greece. Yugoslavia has tradition-
ally exported as much baby beef to Greece as to the rest of the
EC. The French and Irish have pressed variously for no increase
or for a derisory increase. They want to supplant Yugoslavia

as main suppliers of baby beef to Greece.

CONFIDENTIAL




RESTRICTED

ZIVAN BERISAVLJEVIC

1935

1967-71

1971-72

1972

1972-74

1974-76

1976

Born in Sremska Mitrovica, Serbia

Secretary for Education, Sciences and Culture of the
Republic of Serbia

An official in the Serbian Assembly
Entered the diplomatic service

Advisor to the Federal Secretary for Foreign Affairs

Assistant Federal Secretary for Foreign Affairs in
charge of press, information and cultural affairs

Appointed to his present post as Ambassador in London

He is a member of the Council of the Museum of Contemporary Art
in Belgrade and of the editorial board of the journal Socialist
Thought and Practice.

Married with one child he speaks pretty good English and has
some knowledge of Russian.

He will be leaving London in early July. He has been an
effective and likeable ambassador.

RESTRICTED




RESTRICTED

DRAGI STAMENKOVIC

Born in 1920 at Leskovac. University-level education.

Bearer of the 1941 Partizan Memorial Medal. Member of the
Supreme Headquarters of the National Liberation Army for

Serbia.

After the war he held the following posts: Chairman of the
National Liberation Committee for the Belgrade District,
Minister in the Government of Serbia - Chairman of the Council
for Energy and Extractive Industry, President of the Federation
of Trade Unions of Serbia, Vice-President of the Federation

of Trade Unions of Yugoslavia, Chairman of the Republican

Economic Chamber, President of the Executive Council of Serbia,

President of the Republican Conference of the Socialist Alliance
of the Working People of Serbia, Member of the Presidency of
the SFRY 1971-74, Yugoslav Ambassador to Brazil.

Deputy of the Federal Assembly in three convocations, Deputy
of the Republican Assembly in four convocations and Member of
the Presidency of the Federal Conference of the Socialist

Alliance of the Working People of Yugoslavia.

Head or Member of Yugoslav Delegations abroad on many occasions,
inter alia, Member of the Parliamentary Delegation of Yugoslavia
and Head of a Delegation of the Federation of Trade Unions

which visited the United Kingdom.

Decorated with the Order of the National Hero and bearer of

various Yugoslav and foreign decorations.
Speaks English.

Married, with three children.

RESTRICTED
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YUGOSLAYV AMBASSADOR’S FAREWELL CALL ON THE PRIME MINISTER
;=] Mr Jebb's minute of 16 June,

2. - I have now confirmed with the Yugoslavs that their
Ambassador will call on the Prime Minister at 0915 on 1 July.

(o

Jg-C: R, Gray
Eastern European & Soviet Department

17 June 1981
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Thank you for your letter of 14 May
and I confirm that the Prime Minister will
receive the Yugoslav Ambassador for a farewell
call on Wednesday 1 July at (1700 hours.

Could your brief please reach us by
close of play on Friday 26 June.

CAROLINE STEPHENS

C.Q.G. Jebb, Esq.,
Foreign and Commonwealth Office.




Foreign and Commonwealth Office

London SWI1A 2AH

14 May 1981

Voo loroliae,

We spoke. Michael Alexander wrote on 6 May
conveying the Prime Minister's willingness to receive

the Yugoslav Ambassador for a farewell call on Tuesday
7 JulY

As you know, an unexpected problem has arisen in
that the Ambassador - to his considerable embarrassment
- has had to bring forward his departure to 2 or at the
latest 3 July. He has therefore asked if it would be
possible for the Prime Minister to see him before then
and you said that 5.00 on 1 July would be convenient.

.
(&

C Q@ G Jebb

e/
M
)

ssistant Private Secretary

Ms Caroline Stephens
10 Downing Street
London SW1
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

/S Dnsln 7 Zﬁ
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4 May 1981

“Dean Mideast,

Yugoslav Ambassador, Mr Z Berisavljevic

The Yugoslav Ambassador, Mr Berisavljevic, is leaving
this summer after more than four years in London. He has
asked whether there might be a possibility of his being
received by the Prime Minster, prefereably early in July.
He is aware that such calls are not customary, but points
out that Mrs Thatcher has visited Yugoslavia three times
during his spell here: as leader of the Opposition, for
Tito's funeral and on her official visit last year.

The Foreign and Commonwealth Secretary and Lady
Carrington will be giving the Ambassador and his wife a
farewell lunch, but we should be glad if it were also
possible for the Prime Minister to receive him briefly.
He has been exceptionally diligent and helpful, and will
undoubtedly continue to exercise influence when he gets
back to Belgrade, where incidentally HM Ambassador at
Belgrade enjoys very good access to the Yugoslav
leadership.

Ut

]
"Clwl&
(F N Rich S
Private Sdgretary

CONFIDENTIAL

M Alexander Esq
10 Downing Street




12 May 1980

BURY TITO WITHOUT TEARS

Al fred Sherman

The compulsion to think the best of Tito and his
works, which has afflicted left and right in this
country for most of the war-time and post-war
period, tells us more about ourselves than about
Yugoslavia. As in the case of the Soviet Union,
it derives less from skilled propaganda on the
Communist part, than from our capacity for self-

deception , a symptom of deep psychological

inadequacies - as Orwell pointed out 35 years ago.




Among Socialists there was the desperate need to
believe that some Marxist regime somewhere actually

fulfilled its promises; they therefore avoided

looking the horse too cldsely in the mouth.

Yugoslavia was hailed as being "freer than the
Soviet union" - correctly, because Tito found
optimising terror more economic than maximising
it - and hence, by syllogism, to being free.
Tito's charade of "workers' control" and decen-
tralisation, little more than ploys designed to
differentiate his regime from the communist
dictatorship on which it was modelled (of which

more later) was accepted wholly uncritically.




Its economic collapse of the early 'seventies,
which led to thirty percent of the registered

labour force becoming unemployed (according to

official statistics) and which obliged the regime

to permit mass emigration to work in the capitalist
West as an alternative to mass disorder at home,
went unremarked among socialists in this country,
apart from occasional references to the regime's

liberalism in allowing them to leave at all.

The inflation, worse than ours, was ignored.

Pace Lady Wooton and Professor Townsend, inflation
and unemployment rates in the Socialist Third Of
The World are worse than in the West. But only
in Yugoslavia do they have honest statistics
(dating back from 1950/1) which allow one to see

the situation at a glance.




Non-socialist segments of our establishment have
been equally remiss for other reasons: some simply
considered that Tito's ambivalent relations with
the Societ bloc automatically put him above

criticism, by the same naive realpolitik from

which Mao benefited.

Much of the evidence now available throws doubt

on the wisdom - even on war-time military grounds

- of the decision to support Tito both against
Mihailovich and, de facto, against the Monarchy
which had entered the war as our ally. Were it
not for these policies, the Monarchy would have
had a good chance of regaining power, so that
Yugoslavia (and hence also Albania) would have
remained in the Western campl, and obviating the
need for Tito's ambiguous defiance of the Soviet

Union abrinitio.

Gullibility springs eternal ... in a BBC intaview
after Tito's death, Edward Heath, who found him
temperamentally congenial, argued that living
standards had vastly improved under Tito, giving

as sole evidence the dress of people he had seen

in restaurants and Boulevards and what they ordered.
That a one-time Prime Minister should believe him-
self capable of judging economic performance by
impression of the smart centre of a capital city

— and in a communist dictatorship at that - surely

throws some light on the idiocyncracies of the




The ideological, political and economic bases of
Yugoslavia's '"separate path to socialism" are far
weaker than generally realised. Historically,
Pitoism wés a side-effect of the Tito-Stalin dispute,
Tito, it will be remembered, came onto the scene as
an arch-Stalinist, whose loyalty to Stalin earned him
first the job of liquidating his Yugoslav commintern
colleagues in the Moscow purges of the 1930's, and
then the succession. Both during and after the
second world war, he outdid the other "new democracies"
in brutality. He organised the systematic murder
of men, women and children to secure absolute
terrified submission. He wrecked the war-ravaged
economy by applying doctrinaire Soviet methods
with thoroughness not achieved among the satellites.
(It may be recalled that this doctrinaire leftism

was one of the accusations subsequently levelled

against Tito and co by the Russians, with reference

to their collectivisation and nationalisation with

a 1l'outrance.) His cultural and academic policies
were those of post-war Stalinism down to the smallest
details. S0 was his "nationalities' policy", mutatis

mutandis.




The 1948 split came over one issue alone: power.
Though, soon after the war, Tito looked favourably
on Yugoslavia's absorption into the USSR, bringing
him into the politburo, he soon became aware of the
dangers to him personally of being subordinated to
the Soviet equivalent of the Ministry for Colonies,
which was even then preparing its series of manic
purges in the satellites - Rajk, Kostov, Slansky,

etc.

For months, even, after the conflict with

Stalin became open and irrevocable, Tito tried to
remain a hundred percent Stalinist in word and deed.
For example, he speeded up rural collectivization,
and the nationalisation of small shops and other

one-man businesses (without compensation). His first

party congress snce the war, held a month after the

publication of the Cominform resolution, proudly
highlighted Tito's role in the Moscar purges of the
30's, and was puncuated by paens to Stalin and
unlimited commitment to the USSR, the Soviet bloc

and the Soviet model.




Only when the tensions created by the clash between
pro-Soviet feelings and loyalty to the Yugoslav Party

leadership became apparent, did Tito revise his

party's standard image of the USSR. Revision was

based on - the contention that if the USSR was

waging an unscrupulous political war against Yugo-
slavia, it could not be truly socialist; it

followed that Soviet society was not socialist. ’ But
that, in turn, cast doubts on Yugoslav communist
society, which had been slavishly modelled on the
USSR's. So he posited a special "Yugoslav way", to
differentiate his regime from the "bureaucratic
caste-dictatorship” in the USSR. (Unconsciously,

he reproduced much of Trotsky's critique.) But in
order to make this at all convincing, he found himself
obliged to introduce reforms at home, however
reluctantly and superficially. One welcome change
was that people were no onger obliged to attend
indoctrination and other spontaneous meetings, to

the annoyance of the petty despots who loved to

hear the sound of their own voices.




Arbitrary powers of the lower and middling party
and state officials were curbed. The black market
was accepted as a fact of life, and largely freed
from harassment. Small businesses, which had been
run into the ground under communist management,

were allowed to return to private hands, collective

farms spontaneously dissolved. Exodus from prisons

and camps was speeded up - some places were needed

for pro-Stalinists.

Ordinary Yugoslavs felt the relief of someone who
takes off a pair of tight shoes. But party members
needed a new faith in place of "Tito-Stalinism",

if they were to stand up to isolation and intimi-
dation. Naturally, the regime made great play of
national independence. But this is a two-edged
weapon. For one thing, it invited contrasts with the Soviet
1941/8. Secondly, there is little in the way of
pan-Yugoslav feeling, except in the upper reaches

of the Communist hierarchy, while Serb, Croat and
Macedonian national feeling is divisive. So
patriotism was not enough. It was then that Djilas
was given the task of thinking up imaginative
ideological innovations to capture imagination at
home and win sympathy abroad among the left. So
decentralisation, workers' self-management and

"socialist democracy" were adopted.




Decentralisation meant little in practice so long

as real power was exercised by the Federal Politburo

and the Ministry of defence in Belgrade, while the
government apparatus, nominally decentralised and rendered

in several languages, retained a Bageotian character.

Workers' control remained largely symbolic.

Like most other institutions, workers' committees,
were in fact run and supervised by the Party.

In order to check on the impression I gained from

sitting in on a number of workers' committees and then

chatting privately with ordinary workers, I checked

with American and West-German economic-aid represen-
tatives. At all their meetings with the Yugoslavs,
at ministerial down to enterprise level, at which
investment decisions decisive for the opeation, and
indeed existence, of the enterprises were taken, no

workers' committee representative had ever attended.




When economic collapse came in the 'seventies and
over a quarter of the labour force was made redundant
with a speed which would be envied in this country,
workers' committees had no say. British and French
academics have written favourably of the system, but
they relied on regulations and orders, not research
into what actually happened. Their writings were
reminiscent of the proceedings of the Sherlock Holmes
Society: all the apparatus of scholarship, but no

actual contact with reality.

"Socialist democracy' came to rest on two foundations.
First, in matters of no direct political significance,
scholars and journalists were free to write as they
pleased, so long as they did not encroach on politics.
Secondly, there was freedom to criticise Marxist
regimes of which Belgrade disapproved at any given
time. This was trickier than it seemed, owing to

the rapid ideological tergiversations generated by

by relations between Belgrade and Moscow, the power-

ful ambivalence, bound together by a love-hate

relationship.




Originally as Stalin's assault on Tito reached a
climax of virulence, and no initiatives on Stalin's
part could be ruled out, not even military inter-

»
vention (remember Korea), Tito was obliged to increase

his anti—Stalinism,and with it his domestic reforms

and his increasingly close and dependent relation-
ship with the West. This High Titoism turn alarmed
increasing numbers of his own party members. The
"lower cadres" resented it because it affected
adversely their powers and privileges: they looked
back nostalgically to the good old days before the
1948 "earthquake", when Stalin was Stalin, and
the "unorganised" knew their place. This "new-
class consdousness" reinforced ideological conser-
vatism, generating new waves of "comminformism" not

sparing the politburo itself.

In other words, in order to ward off Stalin
for political and physical survival, Tito was
obliged to jeopardise his own regime's stability

and even legitimacy - et propter vitam.




Within two weeks ‘of Stalin's death,

almost before his body was cold, a
Yugoslav mission was off sounding out Molotov,
Malenkov and Beria. Wighin a month, they had come
to terms. Mutual denunciation disappeared from the
pages of the Soviet and Yugoslav press: hear no
evil, speak no evil, see no evil. This permitted
an immediate halt to further Titoisation, then to its

partial dismantling. The iron fist came out of the

velvet glove. Reforms were halted and, where

possible, reversed. "Proletarian internationalism"

became respectable again. Praise for the West and
social democracy - recognised as genuinely socialist
during the High Titoite phase - was again outlawed.
The secret police at home and hit-squads abroad
were turned against dissidents other than pro-Soviet

ones , too.




So Stalin's death . ushered in the first phases of
re-Stalinisation in Yugoslavia, even before de-
Stalinisation had begun in the Soviet bloc. But

the balance of powe -didnot permit de-Stalinisation
to go all the way. The new Soviet leaders were

glad to be rid of Stalin's personal vendetta

against Tito, to live and let live, at least while

he remained in the saddle. But they were in no

way reconciled to Tito's claim to full independence and
ideological sowreignty. This remained a threat to
their own legitimacy at home as well as to their

domination of the satellites and the world revol-

utionary movement.




For the legitimacy of communist dictatorship in the
Soviet Union is based on its claim to a monopoly of
wisdom, hence to embody the forward march of history.
Whether this is embodied in The Leader or in
Collective Leadership - dn unnatural and unstable
state of aflairs - the dialectic can only be incar-
nate in one place at a time. But once Tito or

Mao were recognised as sharing this mania, then it
evaporates. - If Mao can be right and Tito right
- each in his own interprdation - then why not Ivan
Ivanich? The Leader's infallibility remains
essential to the whole communist power structure;

any other claim to infallibility anyvwere infringes his
own. If two can be infallible while differing, why

not twenty, two hundred, two thousand?

- -Hence Tito's continual tergiverations on this subject.
Tito on the one hand, demanded from the Communist
world recognition of his monopoly of wisdom in
Yugoslavia, and was willing in return to accord
to each a monopoly in his own backyard. ¥

Contrary to what his admirers in the West deceived

themselves into believing, wholly supported the

principle of communist monopoly of power and ideas
in each communist state, and preferrably in as many

states as possible.




Only by this doctrine could he maintain legitimacy
for a one-party dictatorship obdurately and equally
opposed to any encroachment - ideological or
political - from the Soviet bloc or from the people
of Yugoslavia, who are no more reconciled to

communist rule than any other people. Indeed

they are less so than some, given their strdhg

links with Central Europe, where they can see that
"bourgeois democracy" works far better than Balkan
communist dictatorship. (After all, would
SPECTATOR-readers like to live under Communist
dictatorships?) Moscow could not agree, because
they would face pressures for similar concessions

to their other satellites.




Tito's non-aligned and third world circuses derive

from this ambivalent relationship with the USSR.

To be treated by ‘Moscow'as a partner - his overriding

objective - he needed a dowry. He promised to
bring them the third world; from its origins at
the 1961 Belgrade Conference, non-alignment meant

anti-Westernism at the price of accepting Tito as

the broker.

The Russians monitored it in silence, sending their
number two oriental, Bobijan Gafurov, noticed the
broken reeds - Nehur, Nkrumah, Nasser, Sekou Toure
— and decided that by using Castro, they could take
it over without paying Tito much in the way of rent.
The Chinese put their oar in and gave Tito nothing
at all in return. The charade was given little
credence in the West, outside of Britain, where
willingness to take it at face value owed much to
the compulsive suspension of disbelief regarding
our own charade, the Commonwealth. Aficionados
need only ask themselves: what did it all achieve?

For whom? Against whom?




These inherent contradictions of inter-party
relationships explain the twists and tergiverations
in Yugoslav-Soviet relationships and in the Party
line at home on the nature of Communism in general
and of Soviet communism in particular. One cannot
take Titoism at one particular stage of the cycle
as representative of Titoism in general, since it
is precisely the violent tergiverations and the
insoluble contradictions from which they stem which
are an integral element in Titoism. Its only
consistent elements are opportunism and unpredict-
ability. That is what "socialist democracy" has

come to embody, however grand it sounds to visiting

Labour and TU delegations. Hence, what is safe at

one time can lead to arrest, imprisonment, dismissal
on another occasion.

Tito's own personal predominance ensured that the
Party as a whole marched in step through all the
twists and turns, with a few unfortunates falling
off the end at each about turn. His disappearance
from the scene makes it much more difficult, perhaps

impossible, to carry on walking the tightrope.




His party's collective leadership is a coalition
of staff officers and time-servers, none of whom
has shown the strength so far to take the party
through these sudden turns and maneouvres and to
arbitrate between deep differences of interest and

viewpoint. His war-time comrades have died or

been purged. Like most dictators, he left no room

for the spontaneous activity which provides the
seed-bed for new leadership, as far as the eye can

see.

These differences inter-act with deep national

antagonisms. It has become fashionable to say
that Tito overcame national rivalries and united
Yugoslavia. Exactly the same was said of Kings
Pder and Alexander, in their day, with as little

treuth.




Dictatorship has suppressed open expression of these
antagonisms, as it did under Alexander, at the same
time as it fed them. In many ways they are greater

after thirty five years of centralised communist rule.

For much of the conflict relates to the sharing out

of what the state takes off the people. Under
communist rule, even attenuated by a private
sector, the state takes more than it did under the
Monarchy, hence the fight is fiercer. (Early
Serbian Socialists like Svetozar Markovié’regarded
the Serbian state as the main exploiter. Not much
has changed, since then, except for the worse.)

The Croats, whose natural economic, political

and cultural orientation has always been towards
Central Europe, feel more clmted than ever, as
Europe waxes while they wane. Tito's grandiose
plans for reducing and eventually superseding
economic inequalities between the regions, foundered
partly on geography, partly on differences of national

temperament and culture.




Disaffection is expressed in Croatia at all levels,

by peasant farmers, urban employees, and intellectuals.
(The move to declare Croat a separate language and
Serbo-Croat a fiction to hide Serbian domination,

which was forcibly suppressed by Belgrade, was
supported by most Croat inkellectuals, though it

has weak philological foundations.)

This disaffection places Croat party members in a

cleft stick. If they loyally support the Belgrade
line, they are rejected as Uncle Toms at home. i
they try to accommodate the Croat view, they are at best
looked at askance by the Federal power, at worst

they risk purging or other reprisals. The matter

is exacerbated by the militancy of the large Serbian

minority in Croatia (particularly Lika and Kordun)

and in adjacent parts of North Bosnia, who, under
Monarchy and Communarchy alike, were not only the
most enthusiastic centralists, but perpetually com-
plained of being insufficiently rewarded for their
loyalty, and lost no opportunity to inflame relation-
ships between Croatia and Belgrade, the better to
fish in troubled waters. (Parallels with Ireland

are not fanciful.)




The continued support enjoyed by the Ustasi - one of
the beastliest movements in Europe - on Croats abroad
and inside Yugoslavia, can only be ascribed to the
depth of the continued frustrations and resentments.
These face Belgrade with a quandary. Tito had long
since decided that. concessions to Croats would only
raise more demands while antagonising the loyal
South, or teaching it that awkwardness pays. A\ But
he could at least claim to be a Croat acting in
Pan-Yugoslav interests, though many Croats regarded
him as Kara George with a Croatian accent. His

joint successors will be subjected to strong but con-

;- e

flicting pressures in opposite directions. “{The

loyalty of Macedonians and Albanians is problematic,

but partly condition on what they get out of the

\
Federal Republic.) |




To sum up, Tito's successors inherit a poor country,
further impoverished by Communist rule (just imagine
Benn and Kitson having sole control of our economy)
continued national conflict, suppressed but ready

to erupt the moment pressures are relaxed, dis-
content with Communist dicﬁatorship and its fruits,
and deep disagreement between ideologists who would
prefer closer ties with the Soviet Union and those
who still hanker after Yugoslav especialism, between
those who favour the non-aligned and third-world
card and those who regard it as a waste of time and
money, with a strong Soviet Union and a weak divided

West.

(Tito's present successors showed full awareness

of their insecurity by the panic way in which they
reacted to his terminal illness. Only fear of the
future could explain their gruesomely keeping his
body artifically alive for four months after he
had ceased to be as a human being, and until the

tissues simply broke down.)

There may be little we can do about it, we can at
least avoid self-deception. Our bien pensant press
and establishment's apparent congenital inability
to take the measure of communist and third world

dictatorships remains a far more serious problem,

one on which we need to do something.
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TO PRIORITY FCO

TELEGRAM NUMBER 24 OF 17/1/8%2

AND PRIORITY TO WASHINGTON, MOSCOW AND UKDEL NATO

MY TEL NO 23: THE SUCCESSION TO TITO,

1, CHAIRMAN OF THE FEDERAL ASSEMBLY’S LEGAL COMM|SSION

MIODRAG ZECEVIC HELD A MEETING ON 16 JANUARY FOR FOREIGN JOURN-
ALISTS TO EXPLAIN THE CONSTITUTIONAL ARRANGEMENTS FOR THE
SUCCESSION TO PRESIDENT TITO. THE MEETING WAS ARRANGED AT

SHORT NOTICE ON THE INITIATIVE OF THE YUGOSLAV AUTHORITIES AND
WAS CLEARLY DESIGNED TO QUENCH SPECULATION ON THIS ISSUE. MY
INFORMATION OFFICER WAS THE ONLY OFFICIAL FORE!GN REPRESENTATIVE
PRESENT, AND THE MEETING RESISTED A CHALLENGE THAT SHE SHOULD
WITHDRAW, FOLLOWING IS HER SUMMARY OF THE MAIN POINTS OF INTEREST.

2, ,_EEQXLE_CONFIRMED THAT ON TITO’S DEATH THE OFFICE OF _
PRESIDENT OF THE REPUBLlC CONFERRED ON TITO FOR *AN UNL IMITED
TERM OF OFFICE? WOULD CEASE TO EXIST AND ITS RIGHTS AND DUTIES
WOULD BE TAKEN OVER BY THE FEDERAL PRESIDENCY, IN FUTURE, THE
PRESIDENT OF THE PRESIDENCY WOULD BE COMMAEbER-IN-CHIEF“OF THE
ARMED FORCES AND HEAD OF STATE FOR REPRESENTATIONAL DUTIES
"ALTHOUGH THE PRESIDENCY WOULD ACT AS A JOINT BODY WHENEVER
PCSSIBLE.

3. ZECEVIC SAID THAT AS PRESIDENT OF THE REPUBLIC, TITO HAD
ALSO HELD THE OFFICE OF PRESIDENT OF THE SFRY PRESIDENCY. WITH
HIS DEATH THE CONSTITUTION DETERMINED THAT THE VICE PRESIDENT
SHOULD BECOME PRESIDENT 'UNTIL THE EXPIRY OF THE .TERM FOR WHICH
HE WAS ELECTED VICE-PRESIDENT’. IF TITO DIED NOW, KOL | SEVSK |
WOULD AUTOMATICALLY BECOME PRESIDENT UNTIL MAY 198@. HE WOULD
BE FOLLOWED BY MlJATOVlC»(BOSNIA AND HERCEGOVINA). THE ORDER

OF ROTATION FOR THE PRESIDENCY WAS REGULATED BY LAW IN 1975,
ZECEVIC POINTED OUT THAT IN THE ABSENCE OR PROLONGED INABILITY
OF THE PRESIDENT TO PERFORM HIS OFFICE, THE VICE-PRESIDENT COULD
DEPUTISE FOR HIM AND ’REPRESENT HIM IN THE CONDUCT OF AFFAIRS
ENTRUSTED TO HIM BY THE PRESIDENT’. THERE ARE SEVERAL RUMOURS
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HERE THAT KOLISEVSK! HAS BEEN SO DES|GNATED BUT ZECEVIC DENIED @
THAT ANY *COORDINATING BODY OR INSTITUTION HAD TAKEN OVER THE
PRESIDENT'S DUTIES’ AND ADDED THAT OVER THE LAST FEW YEARS o
" SEVERAL FUNCT,
IONS HAD IN PRACTICE ALREADY BEEN DEVOLVED’®,

4,  SOME INTERESTING OBSERVATIONS WERE MADE BY ZECEVIC ON THE
SUCCESSION TO THE OFFICE OF PRESIDENT OF THE LCY. ASKED WHETHER

A DEFINITE PROCEDURE TO ELECT A NEW LCY PRESIDENT WOULD BE LAID
DOWN, HE SAID THAT THE OFFICE OF PRESIDENT, WHEN TITO DIED , WOULD
NOT PASS TO ONE MAN BUT WOULD BE SUBSUMED WITHIN THE COLLEGIATE
BODY OF THE LCY PRESIDIUM, THE LEADING REPRESENTATIVE OF THAT

BODY WOULD BE, AS NOW, THE PRESIDING MEMBER WHO WOULD ROTATE ON

A ONE-YEAR BASIS. IN REPLY TO THE QUESTION WHETHER AN ORDER OF
ROTATION FOR THE PRESIDING MEMBER WOULD BE ESTABLISHED, HE CONFIRMED
THAT NO SUCH ORDER PRESENTLY EXISTED BUT EXPECTED THAT ONE WOULD
BE WORKED OUR IN CONSULTATION WITH PRESIDENT TITO., HE ALSO
CONFIRMED THAT, ON TITO’S DEATH, THE EX-OFFIC1O REPRESENTATIVE

OF THE LCY PRESIDIUM ON THE .STATE PRESIDENCY WOULD BE THE
PRESIDING MEMBER OF THE DAY.

Se ZECEVIC’S REMARKS MAKE 1T CLEAR THAT THE WAY IS PAVED FOR

THE TWO PRESIDENCIES, OF STATE AND PARTY, TO TAKE OVER

COLLECTIVELY THE FUNCTIONS FOR SO LONG HELD BY TITO AS AN INDIVIDUAL,
THIS DOES NOT RULE OUT THE POSSIBILITY THAT £.6. A FUTURE LCY
CONGRESS COULD ELECT A NEW PRESIDENT OR CHANGE THE EXISTING RULES

OF PROCEDURE. EQUALLY THE CONSTITUTION NOW UNDER AMENDMENT
FOLLOWING TITO'S INITIATIVE ON COLLECTIVE LEADERSHIP, COULD BE
DRASTICALLY ALTERED. BUT FOR THE T!ME BEING THE CHANCES OF ONE
INDIVIDUAL CONSTITUTIONALLY EXERCIS!NG MORE POWER THAN HIS

PARTNERS MUST BE ASSESSED AS SLIGHT.
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