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In my minute of 4 May I suggested that I* would be valuable if, during our

THE US DEFICIT

forthcoming US visit, you could have a word with the President, in private, about

the US deficit. I then had in mind that this might be best done during our visit to
g b A sl pmidliciaaony

Washington just before the Williamsburg Summit; though tha-t is no longer

possible, I still think it well worth doing during your bilateral talk with Reagan at
Williamsburg. I see from Washington telegram No 1363 that Sir Oliver Wright

takes the same view.

Za I don't need to spell out the message which we want to get across: you

have already conveyed it to Shultz and Volcker, as indeed I have done with

——— S
Feldstein, Meese, and of course regularly with Don Regan. But it is getting it

across to the President that counts; and you might like to glance at the attached

short brief and charts. The brief picks up a suggestion, put to me by Feldstein
.

| ——
last month, that the President would be interested in an account of our 1981

Budget, and its effects; and the first of the charts is an improved version of one

which I showed Meese during his recent visit.

3. Copies of this minute and enclosures go to Francis Pym and Sir Robert

Armstrong.

(G.H.)
24 May 1983
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(ii) We fear that markets will hold interest rates high unless the US

can demonstrate its ability to maintain anti-inflationary monetary

policy in a balanced way without distorting capital markets. This
requires that the US authorities demonstrate their determination and
ability to get a better control - over time - of the structural budget

deficit.













; CHART 1
US and UK Government Deficits as a percentage of Gross National Product
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CHART 2
US and UK Long Term Interest Rates
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UK PSBR, Interest Rate, Exchange Rate and Domestic Demand

PSBR/Nominal GDP Ratio
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WILLIAMSBURG SUMMIT

CHANCELLOR'S PRESS BRIEFING, WEDNE . 25 MAY, 11AM, HM TRE
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MY LAST BRIEFING ©N 24 APRIL

S5LR CGEDREIRES-3 oeim . SLHCIE ,/ WE'VE HAD THE
WASHINGTON MEETINGS OF THE DEVELOPMENT COMMITTEE AND THE G7
MEETING ENDORSED THE CONCLUSIONS OF THE JURGENSEN
REPORT! 0.E.C.D., NOW WE'VE GOT THE SUMMIT COMING UP 'ON SATURDAY,
AS YOU ALL KNOW THE PRIME MINISTER WILL HAVE TO LEAVE ON THE
SUNDAY EVENING BUT WILL HAVE BEEN THERE FOR THE MAIN MEETINGS
INCLUDING DISCUSSIONS ON THE CENTRAL ISSUES OF THE WORLD ECONOMY.
FRANCIS PYM AND I WILL. STAY ON UNTIL THE END OF THE MEETIHNGS
ON MONDAY AFTERNOON. I DON'T THINK ANY OF YOU NEED ME TO SAY THAT
YOU SHOULDMN'T EXPECT THE FORTHCOMING SUMMIT TO RESULT IN A SERIES
OF SPECIFIC NEW DECISIONS BECAUZE THAT'S NOT WHAT SUMMITS ARE
ABOUT, IT'S NOT THE RIGHT FORUM FOR TAKING IMPORTANT WORKING
DECISIONS OF THAT KIND,., MANY OF THEM DEPEND IN ANY EVENT ON THE
DECISIONS OF INDIVIDUAL GOVERNMENTS OR ACTIONS BY ESTABLISHED
INTERNATIONAL BODIES OF WIDER REPRESENTATION. SO THAT XDOESN'T
MEAN THAT I'M ONE OF THOSE WHO ARE CYHMICAL ABOUT THE VALUE OF
SUMMITS:: HAVING BEEN NOW AT FOUR STARTING WITH TOKYO IN 1979
1 DO BELIEVE THEY HAVE A REAL VALUE IN PROVIDING AN OPPORTUNITY
FOR THOSE CONCERMED TO REACH A BETTER UNDERSTANDING WITH EACH
OTHER AND OF EACH OTHER AND TO APPRECIATE MORE FULLY THE IMPACT
UPON EACH OTHER'S ECONOMIES OF THEIR POLICIES,
AS YOU KNOW THIS OCCASIOH'S GOING TO, HAVE AS MUCH TIME AS
POSSIBLE ALLOWED FOR INFORMAL DISCUSSION AMONG THE SUMMIT LEADERS
AND PRESIDENT REAGAN'S MADE A DETERMINED ATTEMPT TO ACHIEVE THAT.
THERE ARE BOUND TO BE DIFFERENCES OF PERCEPTION AND E MPHASIS
AMONGST THEN BUT I BELIEVE THERE WILL EMERGE VALUABLE SHARED
UNDERSTANDING FOR SOME OF THE IMPORTANT PROBLEMS THAT CONFRONT
THE WORLD ECONOMY AND A STREHTHENING OF THE WILL TO CO-OPERATE
IN TACKLING THEM. THE OBJECT OF THE EXERCISE IS TO INCREASE THAT
KIND OF COMMON PERCEPTION AND I BELIEVE WILLIAMSBURG WILL
CONTRIBUTE TOWARDS THAT. AS FOR THE MAIN THEMES, DURING THE
LAST SIX MONTHS WE HAVE SEEN AN IMPORTANT CHANGE OF CLIMATE
IN THE WORLD ECONOMY. THE ATMOSPHERE AND THE EVIDENCE OF RECOVERY
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HAVE BECOME STRONGER AND A LITTLE WIDER AND THE PROSPECTS FOR THE
CONTINUATION OF THAT RECOVERY WILL BE AT THE HEART OF THE SUMMIT
DISCUSSIONS, BUT THE MAIN THREADS OF DISCUSSION WON'T BE A

SEARCH FOR MEANS OF PROMOTING RECOVERY, I
HELIEVE IT WILL BE A CONSUMMATION OF THE STRATEGY TO0 MAINTAIN THE
RIGHT KIND OF RECOVERY AND A STUDY OF SOME OF THE STILL WORRYING
POSSIBILITIES IN THE WAY OF SUCCESS. OBVIOQOUSLY AFTER
THIS DEEP AND PROLONGED RECESSION AND WITH PROSPECTS OF GRADUAL
RECOVERY, THAT WON'T ENABLE US RAPIDLY TO REDUCE HIGH LE VELS OF
UNEMPLOYMENT, IT'S MNOT SURPRISING THERE HAVE BEEN DEMANDS FOR
MEASURES TO STIMULATE MORE RAPID GROWTH OF ACTIVITY BUT 1 BELIEVE
THAT TO0 GIVE WAY TO DEMANDS OF THAT KIND WOULD BE A PROFOUND
MISTAKE THAT WOULD PUT AT RISK THE LONGER TERM BENEFITS OF THE
ADJUSTMENTS THAT SO MANY COUNTRIES HAVE BEEN PAINFULLY _ MAKING.
THE BELIEF THAT RECOVERY ON A DURABLE BASIS 13 OBTAINABLE ONLY IF
THE CONTINUING FIGHT AGAINST INFLATION IS SUCCESSFUL, WHICH WAS
ALPEADY EXPRESSED AT VERSAILLES LAST YEAR, HAS BEEN REINFORCED
AINCE THEN. THE FACT THAT THE BEST RECOVERY PROSPECTS ARE BEING
SHOWY IN THE CONNMTRIES WHICH HAVE ACHIEVED THF | OWEST RATES OF
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INFLATION, IS BOUND TO CARRY GREAT WEIGHT AND MEASURES TAKEN DUI
THE LAST YEAR IN FRANCE REPRESEN AN IMPORTANT COMMITHMENT TO Ti
COUNTER-INFLATIONARY STRATEGY. BELTEVE THE

SUMMIT IS LIKELY TO EMDORSE THAT STRATEGY AND NOTE THAT THERE I
NOW AN OPPORTUNITY FOR SUSTAINABLE NON-INFLATIONARY GROWTH OVER
COMING YEARS. OF COURSE THERE ARE STILL FORMIDABLE PROBLEMS WHIC
FACE. I THINK THERE ARE PROBABLY FOUR THAT DESERVE SOME SPECIAL

ATTENTION. FIRST OF ALL THE HIGH INTEREST RATE/ZBUDGET DEFICIT
PROBLEM. HIGH REAL INTEREST RﬁTES, PARTICULARLY IN THE UNITED
STATES WHICH IS BOUND TO SET A PATTERN FOR OTHER COUNTRIES, ARE
G

TROUBLESOME FOR SEVERAL REASONS. THEY MUST INHIGIT THE SCALE OF
RECOVERY OF HEW INVESTNENT WHICH IS A VMITAL NEED 1E WE'RE TO HA\
SUSTAINED FUTURE ECONOMIC GROWTH. THEY REPRESENT A VERY
SIGNIFICANT PART OF THE COSTS OF DEBT WHICH ARE WEIGHING SO
HEAVILY ON SOME OF THE DEVELOPING COUNTRIES, PARTICULARLY SOME
OF THE MORE ADVANCED ONES AND 7HEY ARE CONTRIBUTING TO A HIGH
DOLLAR EXCHANGE RATE WHICH IN TURN IS HARMING THE UNITED STATES
EXTERNAL TRADE AND ENCOURAGING PROTECTIONIST PRESSURES IN THAT
COUNTRY. NOW OBVIOUSLY THERE'S ROOM FOR ARGUMENT ABOUT THE
MECHANISH THROUGH WHICH THESE HIGH REAL INTEREST RATES HAVE

COME ABOUT BUT IT'S PRETTY WIDELY FELT, AND I CERTAINLY AGREE,
THC MOST IMPORTANT SINGLE ACTION WHICH WOULD IMPROVE THE
SITUATION WOULD BE FOR THE UNITED STATES AUTHORITIES THAT'S

TO SAY THE ADMINISTRATION AND CONGRESS, TO DEMONSTRATE THEIR
ATTENTION - DETERMINATION AND ABILITY TO BRING DOWN OVER THE
NEXT FEW YEARS THE PRESENT VERY LARGE UNITED STATES FISCAL DEFIC
THEN THERE'S THE INTERNATIONAL DEBT PROBLEM.AGAINST THE

SUBDUED BACKGROUND, OBVIOUSLY THAT'S BOUND TO BE A WORRY THAT'S
GOING TO BE DISCUSSED, THE PROBLEM OF EXCESSIVE DEBTS OF
PARTICULAR COUNTRIES, IMPORTANT ACTION HAS ALREADY BEEN TAKEN,
WE HAVE MOUNTED APPROPRIATE RESPONSES SPEEDILY FOR SEVERA
COUNTRIES, BASED ON ADJUSTMENT PROGRAMMES THAT HAVE BEEN WORKED
OUT WITH AND APPROVED BY THE IMF, WHICH PLAYS AN IMPORTANT
CATALYTIC ROLE IN THESE CASES.INXREASES IN THE RESOURCES POTENTI.
AVAILABLE TO THE IMF HAVE BEEN AGREED AND IT'S IMPORTANT THAT
THOSE SHOULD BE NOW RATIFIED PROMPTLY AND WE'VE DEVELOPED
PRINCIPLES FOR HANDLING DIFFICULT CASES.

THIRDLY OTHER DEVELOPING COUNTRY PROBLEMS, THE DOMINANCE
OF THESE PROBLEMS OF SOVEREIGN DEBT SHOULDN'T DISTRACT ATTENTION
FROM THEIR OTHER PROBLEMS, THE POORER COUNTRIES IN PARTICULAR,
WHICH HAVE IN DIFFERENT WAYS SUFFERED SEVERELY FROM THE RECESSIO!
AND I'M SURE THAT SUMMIT LEADERS WILL HAVE VERY MUCH IN MIND THE
FORTHCOMING UNCTAD MEETING, WILL WANT TO RESPOND T0© THE MODERATE
AND REALISTIC STATEMENTS oF THE DEVELOPING COUNTRIES 1IN
THE RECENT PASY, PARTICULARLY FROM THE NHEW DELHI AND BUENOS AIRES
MEETINGS. RECOVERY OF ECOMOMIC GROWTH BY INDUSTRIAL COUNTRIES
WILL BE A NECESSARY AND VALUABLE CONDITION FOR RSCOVERY IN THE
DEVELOPING COUNTRIES. THE "SUMMIT LEADERS WILL OBVIDUSLY WANT AS
WELL TO CONSIDER THE IMPORTANCE OF KEEPING OPEN, TRADING MARKET
BOTH WAYS AND OF MAINTAINING ADEQUATE AID FLOWS. THEN PROTECTIONLST
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COUNTRIES, AS ELSEWHERE, YET THERE'S Lotﬂoﬁﬁll$naihn&léhéllu
MARKETS SHOULD BE AN AID TO WORLD ECONOMIC RECOVERY AND THAT HMORE

OTECTIONISHM WOULD THREATEN TO RESTRICT THAT. SO I EXPECT THE
CEADERS OF THE SUMMIT TO DISCUSS HOW TO ENCOURAGE MOVEMENT IN THE
RIGHT DIRECTION, MORE OPEMMNESS AS THE RECOVERY GATHERS PACE,
RATHER THAHN THE OTHER.

THEN, FUTURE CO-OPERATION. 1 THINK THAT'S LIKELY TO BE A
STRONG THEME AND I CERTAINLY WELCOME THAT PERSONALLY MYSELF.
IN OUR RECENT MEETING FINANCE MINISTERS OF THE SUMMIT COUMNTRIES
HAVE BEEN DEVELOPING THEIR THINKING AND PRACTISING CO-OPERATION
WITH EACH OTHER IN TWO IMPORTANT DIFFERENT WAYS. THEY BOTH
ACTUALLY STEM FROM DECISIONS TAKEN AT
AND FOLLOWING THE VERSAILLES SUMMIT., FIRST - EXCHANGE RATES .
YOUYVE SEEN... THE JURGENSEMN REPORT Awp THE STATEMENT uE MADE
IN WASHINGTON ABOUT THAT, THAT WAS CONCERNED WITH THE RELATIVELY
NARROW QUESTION OF INTERVENTION IN FOREIGN EXCHAHGE MARKETS
TO INFLUENCE EXCHANGE RATES, BUT THERE WAS SOME CONVERGENCE OF
VIEWS ON THE ROLE OF SUCH OPERATIONS AND A RECOGNITION THAT THEY CAHN
HAVE A BENEFICIAL EFFECT IN SOME LIMWITED CIRCUMSTANCES AND THAT'S
A USEFUL ADVANCE. IN FACT OUR DISCUSSIONS AS FINANCE MINISTERS
DID GO WIDER THAN THAT, INTO A MORE GENERAL RECOGNITION WITH
WHICH WE ALL AGREED THAT THE EXCHANGE RATE IS AN IMPORTANT
ASPECT OF A COUNTRY'S ECONOMY, IMPORTANT FORNITSELF AND IMPORTANT
FOR OTHERS AND THAT THE AUTHORITIES OF ANY ONE COUNTRY SHOULD HAVE
REGARD TO THEIR EXCHANGE RATE IN CONSIDERING DOMESTIC POLICIES
AMD THEIR EFFECTS AND THAT'S AN IMPORTANT FOUNDATION FOR FUTURE
DEVELOPMENT. IN FACT THE SUMMIT LEADERS MAY WANT TO REFLECT ON
POSSIBLE DEVELOPHENTS FROM THERE ON.
YOU'VE SEEM THAT THE THOUGHT OF A MNEW BRETTOH WOODS

CONFERENCE HAS BEEN SUGGESTEDg I WOULD MYSELF THINK THAT THAT

KIND OF IDEA IS CERTAINLY PREMATURE AT THIS STAGE, I THINK WE LIVE
It A DIFFERENT WORLD WHERE INSTITUTIOHS NHOW EXIST WHICH DIDN'T
EXIST THEN, WHICH NAY THEHMSELVES PROVIDE THE FORUM IN WHICH
BRETTON WOODS TYPE QUESTIOHNS CAN BE CONSIDERED BUT I CERTAINLY
WOULDN'T WANT TO RULE OUT THE IDEA OF ADVANCE 1IN THAT DIRECTION

OM THE BASIS OF WELL PREPAPED WORK,., THERE'S ANOTHER LINE OF
CO-OPERATION WHICH I, I THIHK FIRST SUGGESTED IMN MY WASHING TON
I1MF SPEECH IN SEPTENBER '81, AND WHICH WAS LAUNCHED, AS IT WERE
OFFICIALLY AT VERSAILLES, MAMELY THE IDEA THAT CERTAIN COUNTRIES,
PARTICULARLY THE FIVE WHOSE CURRENCIES HMAKL UP THE SprRr, SHOULD
TRY TO ACHIEVE PARTICULARLY CLOSE CO-OPERATION WITH THE HELP OF
THE IMF MANAGING DIRECTOR,IN AMALYSING THEIR OWNM POLICIES AND THEIR
INPACT OM EACH OTHER AMD THE REST OF THE WORLD. THERE HAVE, AS YOU
v HOw, SINCE BEEN A NUNBER OF MEETINGS OfF FIMANCE MINISTERS TO DO JUST
THAT, THE MOST RECENT WAS IN WASHINGTON AT THE END OF APRIL, THEY
MAVE INVOLVED A VCRY THOROUGH AND CRITICAL ANALYSIS AND MUCH FRANK
AND VALUABLE DISCUSSION AND THOSE WHO'VE BEEN TAKING PART IN THEM
FEEL THAT THEY ARE MAKING PROGRESS AND WE ARE DETERNINED TO
COMTINUL AND INTENSIFY THOSE ARRANGEMEMTS. WE SHALL BE

RCPORTING ON THAT WORK TO THE SUMNIT AND I THINK THEY'LL WELCONE
THAT AS A PROMISING DEVELOPMENT FOR THE FUTURE. BY WAY OF SUMMING
UP,ALL THESE THINGS ARE OBVIOUSLY CLOSELY RELATED TO EACH OTHER
AND IF WE MAKE HEADWAY ON ALL OF THEM THAT REPRESENTS THE BEST
PROSPECT DF ARCHIEVING A SUSTAINABLE NON-INFLATIOHNARY RECOVERY.

50 'T EXPECT ANY PANACEAS FROM WILLIAHSBURG, ANY MORE THAM FROH
AKYWHERE ELSE, THERE AREN'T ANY. BUT PLEASE DONIT UNDER-RATE
THE IMPORTANCE OF HEADS OF THE SUMMIT COUNTRIES AND THLIR FINAMNCE
MINISTERS AND FOREIGN MIMISTERS, COMING TOGETHER IN THIS WAY,
COMMITTING THEMSELVES TO THE OBJECTIVE OF SUSTAINABLE NON-
INFLATIONARY RECOVERY AND TO THE KIND OF DISCUSSIONS THAT ARE
NECESSARY, THE KIND OF DISCUSSIONS THAT THE WORLD WOULD EXPECT
fROM THE LEADERS OF THE LEADING ECONOMIES IF WE'RE TO GET OUR

VIEMS COMING CLOSER TOGETHER ON THE IMPORTANT ISSUES AMND I D
THINK THAT'S THE OBJECT OF WILLIANSBURG AND I woPE WE Y=\

SHALL MAKE A SIGNIFICANT HEADWAY TOWARDS 1IT.
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