Foreign and Commonwealth Office

London SWI1A 2AH

26 May 1982

Discussion of American proposals to their Summit partners
to restrict the supply of official, officially-supported, and
officially-guaranteed credit to the Soviet Union, outlined in
Lord Carrington's memorandum OD(82)15 of 23 March, has continued
among Summit officials. The original proposals of the Americans
for volume controls have proved unacceptable to Summit partners,
and have been dropped. However, a meeting of Summit credit
experts on 20 - 21 May in Washington, at which ECGD officials
were present, established that it would be technically and legally
feasible for most or all Summit countries to reduce the
percentage of official financing for each contract, eliminszte
official local cost financing or guarantees for it, and increase
insurance premiums, guarantees or commitment fees for direct
exports.,

Summit Economic DIrectors will meet in Paris on Thursday,
27 May, to examine the experts' report, and the associated
guestions of burden-sharing and information-sharing. We need
to decide whether our Representative at that meeting should be
authorised to commit us to these proposals and, if so, on what
terms,

In his message to the Prime Minister of 7 May, President
Reagan made it clear that the achievement of agreement on
credit restraint towards the Soviet Union would be one of his
main goals at the Versailles Summit. The Foreign and Commonwealth
Secretary believes it is important that we should try to meet the
Americans on this point for two reasons,

First, there is a good case on broad political grounds for
adopting a constructive attitude to what the Americans have
proposed. Quite apart from our general interest in maintaining
a close and cordial Transatlantic relationship, current
developments in the Falkland Islands conflict make this particularly
important at the moment. Furthermore, it is clear that agreement
among all ceacerned on revised terms for the OECD's Export Credit
Consensus, of which an uncontroversial element is that export

/eredit

CONF IDENT IAL




CONFIDENTIAL

credit interest rates for the Soviet Union should be increased,
will not now be reached in advance of the Summit. This
strengthens the case for demonstrating to the Americans that
we are prepared to do something about restricting the supply
of credit to the Soviet Union at the Summit itself.

Secondly, the Americans have established a link between
agreement by their partners to restrict the supply of credit
to the Soviet Union and the release of two American components
for John Brown and other European suppliers of turbines
purchased by the Soviet Union for the Siberian gas pipeline.
The export from the United States, and the re-export from
Europe, of these components is at present blocked by the
measures announced by President Reagan on 29 December 1981,
The Prime Minister has so far had no reply from President Reagan
to the two messages, dated 29 January and 5 April, in which
she has brought up this subject. We cannot be certain that an
agreement to restrict the supply of credit to the Soviet Union
would unblock the export and re-export of the components. We
can, however, be sure that failure to do anything to meet the
Americans over credit would deprive John Brown and other
European companies of the components they need; and might also
lead to an extension of the scope of the measures of last
December.

I enclose a draft telegram to Washington which sets out
the line which the Foreign and Commonwealth Secretary believes
our representative at the meeting in Paris on 27 May should be
authorised to take. The purpose behind the second paragraph
is to strengthen the inclination of the Americans to unblock
the export and re-export of their embargoed components. The
third paragraph answers the main points of a letter which Hormats
sent to Sir Robert Armstrong last week. It would be helpful if
you could let me know as early as possible whether the terms of
the draft telegram are acceptable to the Prime Minister,

I am sending copies of this letter, and of the draft

telegram, to the Private Secretaries of all members of OD and
of Sir Robert Armstrong.

(F N Righards)
Privatel\Secretary

A J Coles Esq
10 Downing Street
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export and/or obtain American components for the turbines which
they are under contract to supply to the Soviet Union.

3, Finally, please tell Hormats that Armstrong has received

his letter about the discussion of East/West economic relations
at the meetings held in and near Paris over the weekend before
last. He too was worried about the way in which this discussion
went, but is hopeful that the experts meeting last week has

now relopened the way to general agreement. We, of course,

have been working for such agreement and will continue to do so.
You could add that, lLike the Americans, we have never seen the
text of the Franco/Soviet protocol on export credit and that

the delay in reaching an agreed Community position about the
revision of the OECD's Export Credit Consensus hzs nothing to do
with the Soviet Union. ALl member states are agreed that the

Soviet Union should be promoted from Category 2 to Category 1.
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 5144
SWITCHBOARD 01 215 7877

From the
Minister for Trade

Wb

F N Richards Esq

Private Secretary to the : e
Secretary of State for Foreign \"
and Commonwealth Affairs

Foreign and Commonwealth Office

London SW1 26 May 1982

"Qear Francas

Thank you for your letter of 26 May addressed to John Coles at No. 10.

We have already reached decisions on restrictive measures in the field of credit for
the USSR on grounds of financial prudence. The measures now under discussion in
the Summit context go further in that they would involve stiffening the terms of
credit for the USSR to a greater degree than is provided for even in the proposed
amendments to the OECD Consensus. These, if implemented, would affect the
interests of those UK companies which have over the years built up trade with the
USSR to the advantage of German and Japanese competitors. This possible damage
is acceptable but can be defended only if:

(a) existing contracts are released from the effect of
the American embargo announced at end December 1981;

measures agreed on credit for the USSR are sufficiently flexible
to enable ECGD to match competing offers by other Summit
countries providing that they are also agreeable. If the others
however, seek more general matching (ie on offers by third
countries) we shall have to reconsider our position;

the Consensus as a whole remains in being. (But tightening
arrangements should be outside the Consensus and not complicate
the Consensus further.)




The draft telegram does not adequately reflect (a) above but will serve to put the
Americans on notice that the issue will be raised. The brief for the delegation
should however take account of these points. [ suggest that the reference to the
Franco/Soviet protocol should be omitted.

I am copying this to the recipients of yours.

YG_'KS eaex

N McINNES
Private Secretary to the
Minister for Trade (PETER REES)







Credit Restrictions for
the Soviet Union
As I told John Imes on the telephone

earlier today, the Prime Minister has seen

your letter of 26 May and has approved the

enclosed draft telegram to Washington subject

to the deletion of the word "only'" in paragraph

1 and the insertion at the end of that paragraph

of the words " and on equitable burden—-sharing".

I am copying this letter to the Private
Secretaries to all members of OD and to David
Wright (Cabinet Office).

A. J. COLES

Francis Richards, Esq.,

Foreign and Commonwealth Office .
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