SUMMIT - Afternoon Session
June 6, 1982

PM Spadolini

Discussed need for control of inflation and how to cure
unemployment problem. High interest rates are a problem. Rates
of fluctuations of dollar have affected Italian lira and hurt
their economy. He admits Italy's problems of inflation. Also
has problems on the left. Has tried to get an incomes policy,
but Communist Party had to be placated. Cooperation in monetary
area is needed especially as we are not now in a fixed exchange
rate mode as in Bretton Woods. Intervention by many countries
is needed in such conditions. Should have agreement on reserves,
capital flows, exchange rate as in EMS, keep inflation down.

Need more productivity which has been ruined by inflation.

PM Trudeau

He shares Helmut Schmidt's views. Has two questions.
There is a need to create an investment climate so

1) Question to all - Can we control inflation and recreate
confidence in the future with acceptable rates of unemployment?
Inflation is controlled in U.S. - down to 1% but at what price?
In Germany, same thing; Great Britian, Canada, etc., high rates
of inflation, but as it comes down unemployment up. Only
exception is Japan due to historical factors, and a society not

similar to others.

Cannot get inflation down while putting up rate of unemploy-

ment. This comes as a trade off. Must be a political will to
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share sacrifices. Can democratic societies do this or should
he pursue cure for inflation and forget unemployment. Or

can we tell people to reduce expectations, standards of living.

2) Second question to President Reagan - Public opinion and

economic decisionmakers feel real interest rates should and
would fall when deficits come down. Worries about waiting for
this. Can we wait many more months for this to happen?

Sherpas don't want to use the word "crisis" - "catastrophe"
is better in communique. But we have a catastrophe, we can't
wait, and yet tell third world our system is better. Misery,
collapse of businesses, etc., he is worried about these things.
How can we get over the next few months? Patience until the
next election in U.S. is not something we can have. Congress
must act sooner.

Can we (Seven Summitteers) help Ronald Reagan in getting
Congress to act by a statement or something - he doubts it -

as a politician feels it would be counter productive.

But we should do something quickly; but how?

President Reagan 3:30 PM

Answered immediately. Told of President F.D. Roosevelt
running for second term on platform of getting unemployment
down to 14%. It took WW II to cure America's unemployment.

We have tried ever since to cure unemployment by Federal
spending. It has never worked. Money supply also pushed to

get same results.
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Recession of 1980 was stimulated the same way. Result
double digit inflation, and interest rates of 21%.

We, i.e. Ronald Reagan's Administration, tried another
method. Getting the Federal Government's share of GNP down --
eliminate a lot of Federal regulations. Cut increase in the
Federal rate of spending by half.

Also we put in an incentive tax program. We had the high-
est percentage of out of date factories and tools among Summit
Nations.

Unemployment started in 1979. Ronald Reagan said he
campaigned on this theme. It has increased somewhat, but not
that much.

what brought on the recession? Fed Reserve pulled back
too much money too quickly and brought on the recession.

We are cutting back on spending but interest rates are
still high.

Gave examples of how some banks loaned money to buy auto-
mobiles at a below market rate. Sales spurted by thousands.

Went over leading indicators, other signs of recovery.

Said Congress votes next week on budget. GM is rehiring
a few. Auto workers are agreeing to give back to keep plants
open. Other industries are following.

Trudeau interrupted to ask if that would hold true when

sales go up. President Reagan said "yes" because they

(Management ) now knew customers can stop buying.
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Mitterand interrupted to say we have to get on. President
of Japan made a few remarks; then turned to President of

European Communities.

Martens

Social concensus needs to be met. People want less
inflation, more employment, growth. We can also lessen our
security problems if we can lick inflation. There are barriers.
Need a durable decline in interest rates; need to cut down on
volatility in exchange rates, and budget spending and deficits.

European Council made clear to Japan that it should pursue
a trade and export policy that is fair to everybody.

EEC has responsibilities to cure its problems as Japan
does, but Japan should not cure its domestic problems at others
expense. We should have more cooperation.

We need more stable currencies. Some currencies are too
strong - in spite of underlying economic facts - likes draft of

monetary statement.

Mrs. Thatcher 4:05

Would like to answer TRUDEAU. Unemployment and inflation
are not tradeoffs. Keynes himself said; deficits cannot help
structural unemployment. Changes in trading practices cause
unemployment. Technology and productivity cannot be helped
by higher inflation.

Inflation at its extreme is ruinous. If we persist in it,

we ruin our currency.
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Countries around the table with low inflation also have
low interest rates. Japan and Germany.

She agrees with Ronald Reagan to get down deficits on a
falling scale - years over years.

Should cut deficits by cutting spending, not raising taxes.

We politicians arouse expections. This causes higher
spending and thus higher deficits.

They try to smooth disorderly markets in Great Britian, but
do not have enough money to change the pounds direction.

We should not use the IMF as a global aid agency.

We should not have a stop and go policy on beating the
recession. We should help small business. We should watch

our spending on consumption and social programs.

Schmidt - Never got to speak.

Thatcher - You can control inflation.

Suzuki

We have kept inflation down due to Japanese people, and
their character.

Government helped with public investment and speny a lot
of money. Deficit was $47 billion, Japan 12, USA 90 compared
to size of budget. Yet this kept interest rates low. Intend
to keep fair fiscal policies. Have been putting emphasis on
domestic side. 5.2% real growth is good, 1% from exports,

rest from domestic. Will speak later.




Schmidt

Correlation between inflation, currency, and exchange rates.

Does not defend inflation. Worst inflation eight years
ago due to oil prices.

Now 4% going down to 3%.

Inflation started in U.S. due to Vietnam War, Pres. Johnson,
guns and butter. Exchange rate of dollars could no longer be
sustained. This leads us off Bretton Woods standard.

This left all governments off the discipline of fixed
rates. We printed money to pay for oil. Floating rates let
us all spend and print.

He saw a need to get back to a monetary system that goes
back to fixed rates. This led him and some others to EMS, and
fixed rates.

He would never spend to keep fixed rates. He like his dollar
investments and their rates. He intervenes just to smooth out.

Told me "Mr. Secretary - I like your rates of interest,

I invest my (sic) reserves in your bonds."

I told him - "Mr. Chancellor, don't get too used to those
rates."

Americans have not been asked to intervene to change
relationships but to smooth out.

The dollar has gone up in the last 3 weeks because of
disappointment in getting U.S. real interest rates down.

Asks us to join them in intervening to smooth out rates

but not to change ratios.
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We publish money supply on weekly basis. It's bad in its
effect on random fluctuations in the dollar. It's destroying
calculability of the dollar. We should intervene more if

we're going to publish weekly.

President Reagan

Falling rates in the U.S. are not panacea for everyone's
trouble. Others can have high rates due to domestic policies -
long after our rates are down.

We agree to Article IV of IMF to intervene in disorderly
markets, which was agreed to at luncheon by Finance Ministers.
We cannot order Fed not to publish weekly figures on

money, but we will relay your message.

Then talked of unusual period of inflation currently never
before in history. It wasn't so for year in the past.

Cautioned on quick fixes for unemployment such as CETA
where out of $3 billion spent annually only. $500 million went

to training.

Mitterand

Nobody can accuse Ronald Reagan of going back on his
principles!

There had been long periods of inflation in Roman times;
also in Roosevelt's.

We have Finance Ministers working on trade.

Will also have a study underway on intervention.

G-5 will meet in Toronto with Director of IMF to look at

be better economic cooperation, as it says in Communique.




SUMMIT - Afternoon Session

PM Spadolini

Discussed need for control of inflation and how to cure
unemployment problem. High interest rates are a problem. Rates
of fluctuations of dollar have affected Italian lira and hurt
their economy. He admits Italy's problems of inflation;Also
has problems on the left. Has tried to get an incomes policy,
but Communist Party had to be placated. Cooperation in monetary
area is needed especially as we are not now in a fixed exchange
rate mode as in Bretton Woods. Intervention by many countries
is needed in such conditions. Should have agreement on reserves,
capital flows, exchange rate as in EMS, keep inflation down.
Need more productivity which has been ruined by inflation.

PM Trudeau

ﬁg sharqSHelmut Schmidt's views. Has two questions. There

is a need to create an investment climate e+

1) Question to all - Can we control inflation and recreate
confidence in the future with_acceptable rates of unemployment?
we‘havéyéontrolle& inflatio /zn U.S.~down to 1% but at what price?
In Germany, same thing, Great Britain, Canada, Etc. high rates of
inflation, but as it comes down unemployment up. Only exception
is Japan due to historical factors, and a society not similar to
others.

Cannot get inflation down while putting up rate of unemploy-

ment. This comes as a trade off. Must be a political will to
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share sacrifices. Can democratic societies do this or should
he pursue cure for inflation and forget unemployment. Or
can we tell people to reduce expectations, standards of living.
2) Second question to President Reagan §1Real interest rates
e e e
should and would fall when/ghblic opinion ¢ econ. decision )
makers-feel/deficits weuld come down. Worries about waiting for
an we wait many more months for this to happen?
Sherpas don't want to use the word "crisis" - "catastrophe"
is better in communique. But we have a catastrophe, we can't
Ged —
wait o te¥l 3rd world our system is better. Misery,collapse
of businesses, he is worried about these things. How can we
get over the next few months? Patience beyend next election d4z‘f'
is not something we can have. Congress must act sooner.
a GBale et WMW
Can we (7 Summitteers) help RR in gettfhg Congress: to act = A
he doubts it - as a politician feels it would be counter productive.
But we should do something quickly, but how?
President Reagan 3:306 PM
; (P2 :
Answered immediately. Told of Pres. Roosevelt running for
second term on platform of getting unemployment down to 14%.
It took WW II to cure America's unemployment.

We have tried ever since to cure unemployment by Federal

spending. It has never worked. Money supply also pushed.;zéjﬂ/ .

wio
Recession of 198q1stimulated the same way. Result double

digit inflation/and interest rates of 21%,
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We/{ried another method. Getting the Federal Government's

share of GNP down - eliminate a lot of Federal regulations. Cut

e = T ————————— =
the Federal rate of spending @. half.
/0.0 W
Put in an incentive tax program. We had the highest
percentage~ of out of date factories and toolsyadﬂvﬂ47 J;*””.iL
Unemployment started in 1979.RR said he campaigned on this
theme. It has increased somewhat, but not that much.
What brought on the recession? Fedéggi pulled back too
ey
much' too quickly and brought on recession.
/2 CMW"'J'L 5
We are cutting backﬂ but rates are still high.
ket
Gave examples of how some banks loaned money to buy auto

mobiles
at a below market rate. Sales spurted by thousands.

Went over leading indicators, other signs of recovery.

Said Congress votes next week on budget. GM is rehiring
a few. Auto workers are agreeing to give back to keep plants
open.. Other industries are following.

Trudean interrupted to ask if that would hold true when
sales go up? Pres. Reagan said "yes" because they (Mgmt)
now knew customers can stop buying.

Mitterand interrupted to say we have to get on. President
of Japan made a few remarks; then turned to President of European
Communities - Martens 3:45
Social concensus needs to be met. People want less inflation,
more employment, growth. We can also lessen our security
problems if Qe can lick inflation. There are barriers. Need
a durable decline in interest rates; need to get dowq;volatility

in exchange rates, and budget spending and deficits.
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European Council made clear to Japan that it should pursue
a trade and export policy that is fair to every body.

EEC has responsibilities to cure its problems as Japan does,
but Japan should not cure its domestic problems at others expense.
We should have more cooperation.

We need more stable currencies. Some currencies are too
strong - in spite of underlying economic facts - likejdraft of
monetary statement.

Mrsihatcherii= 4:05

Would like to answer TRUDEAU. Unemployment and inflation
are not trade offs. Kegnes himself saié;;%ficits cannot help
structural unemployment. Changes in trading practices cause
unemployment. Technology and productivity cannot be helped
by higher inflation.

Inflation at its extreme is ruinous. If we persist in it,
we ruin our currency.

Countries around the table with low inflation also have low
interest rates. Japan and Germany.

She agrees with RR to get down deficits on a falling scale -
years over years.

Should cut deficits by cutting spending, not raising taxes.

We politicians arouse expectations. This causes higher
spending and thus higher deficits.

They try to smooth disorderly markets in Great Britain, but

do not have enough money to change the pounds direction.

We should not use the IMF as a global aid agency.

We should not have a stop and go policy on beating the re-




cession. We should help small business. We should watch
our spending on consumption and social programs.
Schmidt - Never got to speak.

Thatcher - You can control inflation.

Suzuki - We have kept inflation down due to Japanese people} e
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Government helped with public investment and spent a lot
of money. Deficit was $47 byn, Japan 12, USA 90 compared to
size of budget. Yet this kept interest rates low. 1Intend
to keep fair fiscal policies. Have been putting emphasis on
domestic side. 5.2% real growth is good, 1% from exports,

rest from domestic. Will speak later.

Schmidt:
Correlation between inflation, currency, and exchange
rates.
Does not defend inflation. Worst inflation 8 years ago
due to oil prices.
Néw 4% going down to 3%. /2454.84“AMA’“’/
Inflation started in U.S. due to Vietnam Waﬁd—- guns
and butter. Exchange rate of dollars could no longer be sus-

tained. This lead us off Bretton Woods standard.

acl fo¢’j'
This left governmentXs off the discipline o€1rates.
A

We printed money to pay for oil. Floating rates let us all

spend and print.

e panseeged o .
4,@6 get back tgjmonetary system wemt back to fixed rates.

This led him and some others to EMS, and fixed rates. .

He would never spend to keep fixed rates. He likei dollar
investments and their rates. He intervenes just to smooth out.
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Americans have not been asked to intervene to change
relationships but to smpoth out.

The dollar has gone up in the last 3 weeks because of
disappointment in getting U.S. real interest rates down.

Asks us to join them in intervening to smootqﬁ out
rates, but not to change ratios.

We publish money supply on weekly basis. It's bad in

its effect on random fluctuations in the dollar. It's de-
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stroying calculability of the dollar. e otocel it
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Pres. Regan: 'ﬂé"‘l( S

-our-falling rates are no panacea/'/”/(l)thers can have high
A

rates due to domestic policies.— “évcf l‘ﬂa' et zales ace ki

We agree to article IV of IMF to intervene in disorderly
markets/ which was agreed to at luncheon by Fin Ministers.

We cannot order Fed not to publish weekly figures on
money, but we will relay your message. St A%WMZ"E

Then talked of unusual period of inflation currently. It
wasn't so for years in the past.

Cautioned on“unemployment, i 74such as CETA where out

zi‘¢1'a¢pn4caf 7/

of $3 byn only. $500 myn went to training.
A




Mitterrand:

Nobody can accuse RR of going back on his principles. ‘aﬁ
Prnian Lo /iCe0

There had been long periods of inflation in his day—at 1n

Roosevelt's. >
V‘/

We have Fin Minsiters working on trade.

Will also have a study underway on intervention.
2 e
L
G—Symeetff in Toronto with Dir. of IMF to look at better .
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