PRIME MINISTER

Economic Summit : Briefing Meeting

I do not think you need discuss your Keynote statement in

——a

detail at this meeting. I attach a revised draft based on your

earlier comments. But those attending the meeting do not have
this version - and I suggest that we work on it separately (we
have set aside time next week). B T s,

Nor do I think you should spend this meeting discussing press

N
and administrative arrangements. I am arranging for you to visit
et e T i M

Lancaster House early on Wednesday and we can focus on the details
then.

At this meeting we need to settle our approach on the main

questions of substance. The briefs are attached. You may want

to take items in the following order:-
-_"_-—-—-__

—

(a) Declaration on Democratic Values - will anyone raise

difficulties?

International Terrorism - is the press statement at

Annex E to the steering brief allr}ight? C; W, 07 L{Pﬂob’
s

=

Economic Issues

- economic recovery

- interest rates
- debt

- trade/protectionism

- environment

North/South - idea of a second Cancun?

Political Issues
- The Gulf

- East/West Relations

- Arms Control

(f) Any cther points of difficulty?
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ECONOMIC SUMMIT

Keynote Speech

Warm welcome to London - and to this opening session of

our Economic Summit.

May 1 extend a special welcome to Signor cyaii, the

only head of delegation who was not present at the very
successful Summit held in Williamsburg under President

Reagan's chairmanship last year,.

We all have much experience of talking together. I am
confident that that will enable us to achieve, in the next
two days, a great measure of common understanding and

agreement,

The recovery of the world economy has made welcome
progress since our meeting last year. We shall want at this
meeting to concentrate on how to sustain the recovery over
the coming years and how to tackle the problems which

remain.

At recent Summits we have agreed that our objective is
recovery associateed with the confimMed reduction of
inflation. We have further emphasised the need, in pursing
that aim, to discipline monetary growth and public

expenditure.

The recovery will be sustained only if we pursue it on
that basis. This is not an easy or comfortable strategy for
any of us. But we know that the freedom, strength and
prosperity of our societies could not survive a continuation
of the undisciplined and indulgent policies of the last

decade.
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Looking back we can now see that when we met at
Versailles we were at the nadir of the recession. Last year
we were able to welcome the first signs of recovery. Today
we can say with more confidence that the recovery is
strengthening, that its effects are spreading widely, and
that the shape of the recovery, based on the strategies we
have adopted, gives good grounds for hoping it will be

sustained.

That must surely be the first message to go out from

this Summit meeting: the strategy is the right one: (it is

working;) and we intend to stick to it.

Among ourselves we need to acknowledge that there is
still much to be done. All our countries, in different
degrees, have made progress in reducing inflation. But we

- e,
have not got it out of the system yet. There are many
pressures which could spark it off again. We must all be
conscious of worry - for our own economies and even moaf for
the prospec&s of many debtor countries - over the i&:zhg-
J

level Sfi}nterest rates, imthe United—States;—with—its—
— ""‘-_‘_F—h’ p— e ————

other countries—[We cannot credibly claim
to have mastered inflation and set the basis for sustained

recovery while interest rates are held so higﬁ]

A basic problem for all of us is the need to restrain
public Eiggﬂﬁiiires in the face of widespread pressures and
against the easy expectations which have unfortunately built
up in the past years and which are still powerful. We face
heavy commitments and rising demands for social security
provisions in most of our countries. The real humanitarian
needs must not be denied. But none of us can afford more
than we can effectively earn or prudently borrow. We need
to establish and keep limits, And we need to curb
expectations. This is another - a sterner but very necessary

- message which we need to convey to our people.
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In the world outside our own countries and economies a
pressing problem - currently the subject of considerable
concern - is that of debt. 1In our discussions we shall need

Sty
to consider our strategy for dealing with the groups of
major debtors. The central need is for these countries
themselves to take as promptly as possible measures of
adjustment. Such measures are in any case ultimately
unavoidable. There are no easy or painiess solutions. But
we can chart some directions in which creditors and
international financial institutions can help, in which

debtor countries can be enabled to ease their problems, and

the problems themselves be shown to be manageable. And we
______...-—-———'i

must give them hope that their efforts will not be
undermined by high interest rates.
T ———

In contrast to earlier times, we are fortrunate in
possesing effective international institutions. Through the
Summits and many other meetings we have well established
means to develop a common understanding of the world's
problems and to achieve the international cooperation needed

to resolve them.

I suggest we should pool our ideas, and I offer you

some examples:

what can be achieved is seen, for example, in South
——
Korea and Indonesia - two years ago on all our lists
of potentially dangerous cases, but now no longer;
and in Mexico - whose strenuous efforts in
cooperation with the IMF and other creditors are

beginning restore confidence;

where debtors are beginning to restore confidence,




creditors may well be willing to contemplate longer-
A3 s ——

term re i f debt, rather thawmr

——
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many debtor countries possess substantial assets of

natural and industrial resources; many potential
foreign investors would be interested, particularly
=4

if there were an agreed international code of

investment protection, in a participating equity

_—-_—.-
stake 1n those resources; the desire to retain

dg;;gtic control is understandable, but the
financial benefits of allowing such investment could
greatly ease the burdens of debt - and it is worth
noting that the countries which have welcomed such
investment have tended to be among those developing

most rapidly;

for the longer-term, we should surely seek all ways
of encouraging direct equity investment: it is
healthier than short-term bank finance, it may well
be more readily available than such finance in the
future, and it brings undoubted advantages of
management and technological expertise and world-

wide trading connections;

again for the longer-term, should we not look to
the World Bank Group of institutions to play a

< 7 TN —
larger role, to gear their lending to performance
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and to act as a catalyst to attract private capital?

There is no escape from handling individual problems
separately - every country is different. But we must show
our joint concern and show that we have a framework for

action over the years ahead which gives hope to the debtor

countries of overcoming their problems and restoring

confidence for the future,
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The developing countries are a very widely varied
group, and their economic experience in very recent years
has shown remarkable differences. Some of the poorest in
Africa have suffered not only recession but a sequence of
TR . 3 . .
years of drought. Some, particularly in Asia, have survived
the recession robustly and shown a capacity to generate

their own growth without running into unmanageable debt.

We need to maintain adequate flows of resources to
these countries, including official and multilateral aid.
should also use our influence to encourage and give help
with practical measures in those countries to conserve
resources, to enhance their own production of food and
energy, and to create conditions in which populations are

more stable.

Perhaps the largest task which faces us in our own
economies is that of adapting our societies to an
unprecedented pace of change - unprecedented both in terms

of the guantity of new jobs which needs to be created as
traditional industries have declined and in terms of the
flexibility needed to take advantage of the opportunities

provided by rapidly developing new technologies.

It is a striking comparison between our countries that

progress in reducing unemployment has been more rapid in the

United States and Japan than elsewhere, even allowing for

the relatively early recovery in those countries. This may
have lessons for the rest of us. 1Is there a link with the
fact that those are the two countries in which the claims of
public expenditure pre-empt a relatively smaller proportion
of total national output? Do we need to give more scope to
private industry and enterprise to promote the process of

adaptation to change?

It seems that in the European countries, there is less

enthusiasm for change. There is certainly a legacy of
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unhelpful habits, practices and government measures and laws
- many of them designed to protect employment, but now

constituting obstacles to the creation of new jobs.

I hope we could explore together some of the ways in
which we can promote a more rapid acceptance of change -
indeed a welcome for it. How can we stimulate a livelier
industrial response to technological change and new market
demands? How can we remove obstacles and give positive
encouragement to the mobility oflabour and flexibility in

its use? Many of us have adopted measures to encourage

innovative small businesses; should we not also discourage

those measures which prop up declining industries? We

cannot afford short-term horizons.

This accent on change is another message I would like

———

to send out strongly from the London Summit.

We need to face the challenge of change also in
international trade - both to give market opportunities to
developing countries to earn the means to pay their debts:
and, ultimately, to strengthen the dynamic basis of our own

economies.

We are accustomed to conflicts of interest in our own
countries: short-term preservation of employment against new
and growing opportunities for the future; protection of this
or that sectoral interest against trhe wider conditions and
opportunities of the economy as a whole. The
backward-looking pressures are understandably at their
strongest when economic prospects are depressed. Now that
the recovery is stronger, I hope we might add to its future
strength by committing ourselves to rely less on export
subsidies and other assistance which distorts trade, to
shelter less behind protection of trade in goods and in

services, and to remove distorting limitations on our




capital markets. I hope we can encourage specific and

practical moves in these directions.

This recognition of the need for change must be

tempered by a clear indication of concern about the ways in

which industrial societies deal with the national and
international impact of industrial processes on the
environment. As you will know from the material you already
have, I have made a specific proposal for further work on
this by the Versailles Working Group on Technology,  Growth

and Employment.

(Conclude with a suggested order of discussion).




ANNEX A

\ DRAFT PRESS STATEMENT

Thank you for coming along this afternoon. 1 thought it might be
useful if 1 gave you a briefing on the London Economic Summit which

opens next Thursday, June 7.

I am looking forward to receiving the Heads of State or Government of
the six other countries represented and the President of the

European Community. As you know, this is the 10th Economic Summit
and my sixth.

In fact the only newcomer to our meetings will be Mr Craxi. But just
as London will be Mr Craxi's first Summit, so it will be Prime Minister

Trudeau's last - the last of the seven he has in fact attended.

It will not have escaped your notice that all the European participants
are in the middle of an election - that of the European Assembly. And,

of course, President Reagan is seeking re-election in November.

Could I just say few words about the mechanics of the Summit and the
programme .

I shall be meeting the Heads of State or Government at the Kensington
Palace Gardens Orangery - the first arrival being President Reagan on

Monday. The rest of our guests will arrive on Thursday afternoon.

The Summit meetings - of Heads of State and Government, andalso of
Foreign and Finance Ministers - will be held in Lancaster House. Heads
in the Music Room, Foreign Ministers in the State Drawing Room, and

Finance Ministers in the Long Gallery.

We plan, however, to introduce our guests and their delegations to our

heritage in a variety of ways.

After a reception at St James' Palace next Thursday evening, Heads of
State and Government will be my guests for dinner at No 10 Downing

Street, where Prime Ministers have been residence since 1735.

On Friday evening, the principals will join me at dinner in the
magnificent Tudor Room of the National Portrait Gallery. Foreign
Ministers will dine at the Royal Society of Artsand Finance Ministers,
appropriately, at the Bank of England.




\The Summit's business will conclude on Saturday afternoon at 4pm

with the reading of the Summit Declaration in our ancient Guildhall
in the City.

On Saturday evening Her Majesty the Queen is 1o give a banquet for

the participants at Buckingham Palace.
There is therefore a very full programme and in addition 1 am arranging
bilateral meetings with each Head of State or Government either before,

during or immediately after the Summit.

Could 1 now turn to the likely pattern of business?

My aim is to have as relaxed a Summit as is possible with something

like 3,000 journalists here in London. I intend our discussions to

be quite informal but workmanlike and wide-ranging.

We meet without any formal agenda, but 1 propose to follow the usual
pattern of discussing major economic issues on Friday and political
issues over meals. We shall bring together our conclusions on

Saturday morning, preparatory to the Summit Declaration on Saturday

afternoon.

Heads of State and Government 1in the European Community keep in very
close touch. But this Summit will be my first meeting with
President Reagan since last September and my first with Mr Nakasone

since Williamsburg.

This gives you the clue 10 the real value of Economic Summits - our
meeting together in informal discussions of the major issues

confronting the world.

There is always a tendency on the part of the media, however, to assume,
and most certainly to hope, that because 7 or 8 world leaders are
gathered together something dramatic,or preferably some dramatically

new initiative K will emerge.

But that is not the purpose of Summits. And there are not in any case
any magical solutions to our problems, whether they be unemployment or

international indebtedness, the Gulf War or East/West relations.




.hat we seek to achieve is a clearing of minds and a reinforcement of

policies each of us believe to be right.

1 believe that the effect of Summits over the last 10 years has been
for the Western countries to manage the great problems that

confront them better and more effectively than we otherwise would have
done without having the opportunity, which Summits afford, to get to
know each other.

And do not forget the massive problems that have confronted us over
the last 10 years; huge o0il price increases; the worst recession since
the 1930s; a terrible inflation; a great surge in unemployment; the
acute indebtedness of the developing world; and all the social and

political pressures that these problems give rise to.

Against that background, I believe this series of Summits has played a
major role in helping us to conduct our affairs better and with
greater regard for our neighbours. Certainly I believe they have
helped to keep in check the protectionism which arises in times of

recession.

Our major purpose next week will, I believe, be to nurture the economic
recovery; to sustain growth without triggering off further inflation;
to promote technological and structural change; and to ensure that

the benefits of the recovery are spread as widely as possible.

I believe that the citizens we represent will draw some encouragement

from those objectives.

Meanwhile, I hope you have an interesting and constructive Summit

and that the Connaught Rooms prove to be a good Press Centre.

Questions please.




