—1@

SERVING WORLD BUSINESS

-1CC UNITED KINGDOM -CENTRE POINT-103 NEW OXFORD STREET- LONDON WCIA 1QB-
-TELEPHOME: 01-240 5558-TELEX: 21332-

The Rt Hon Margaret Thatcher, MP
10 Downing Street
London SWLA ZAA 31 May 1988

e

r.-}'q'_-:,__* “"‘_\‘-.:w{"_ '|1'I|'.'.;~,.1_.l ._.Il,,i.:__

As in previous years I am enclosing a copy of the ICC's
brief to Heads of Government attending the Toronto Summit
19-21 June.

Just to remind you, an identical document is being sent to
the other Heads of Government attending the Summit.

We would greatly appreciate your comments at your
convenience.

Yours sincerely
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Sir Graham Wilking
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Closer eccnomic cooperation among the world's industrialised countries
has borne some fruilc in the past six months, and the prospects for world
growth in 12EE apd 1989 are now bhrlghter than was [oreseen after the slump
in world stock markets in late—-1987.

Howewer, the condition of the world economy is still precarious,
financial markets remain very nerysig, and ehe restoration of businass
confidance still has a leng way tea go. Az at Venlce last vear, the
principﬂ] prnh]!mﬁ af the world sconomy are inadequate growth, lnrge
corrent account imbalances, and the rumbling crisis of Third World
indebredness.

It must be the urgent priority of the Heads of Skate and Government
meeting in Torcnto to provide strong political leadership &0 as to bolster
business confidence = which is the key to Lnwvestment, trade and growth -
that their countries can cooperate effectively to lift the world onko a
sounder economic path for the 1590s,

The ICC believes thsat the leadership aof the countries represented at
the Toronto Summit i especially vital in thres main areas ;

1} Ta lmprove interpational coordination of natipnal economic policies in
the intercst of mere balanced and sustainable world growth. The principal
policy challenge facing the industrialised countries today 15 to reduce
world current account imbalances without precipitating recession or
sacrificing hard=won gaing on the inflation front. It is their shared
responsibility to pursue coordinated economic policies which,; in their
aggregate, convince the markets that the prevalling imbalances are belikg
steered firsly 4f gradually towards a much lower and sustainable level.

2} 7o achieve a =uccessful outcome to the Uraguay Round of multilateral
trade negotations, The fortheoming mid-term review of the Round at
Ministerial level must record S0 SubLtantive agreemehcs £o boost the
confidence of bBusiness and the financial markets at the half-way stage.
The 100 believes concrete progress is feasible as well as desirable in
Ehe following areas : rollback, dispute settlemant, trade policy review,
rrada-finance linkages, tropical produces, agricultors, subsidiss,
tariffs, trade-related aspacts of intellectual property righte, and a
framework for libkeralising trade in services. Action to amelicrate the
grigis conditions in world agriculture is esspecially wital.

3} To gradually resclve the problem of Third World indebtadness. A
successful strategy mist have four key elements : Faster growth in the
industrialised world, a more open trading environment £o improve access
far devaloping country eMports, growth-oriented strustural adjustment

in the indebted countries, and additicnal external Ffinancing in support of
effective adjustmont programmes. This broad strategy should underlie

Ehe case-by-case approach to debt problems which the ICC continues to
believe is correct since it enables adjustment programmes and £inancing
flows to be tailored to the circumstances of individual countries.




The MNeed for Strong Political Leadership

The Toronto Summic will ke opening exactly eight monchs to BEhe day
since "RBlack Monday", when world stock markets began a dramatic collapse
and the dollar dropped sharply in thely wake. Thase events in lake—=1987
were a painful vindication of the warning the IT0C had issued in 1Es
gtatement to the Venice Summit that there was a serions loss of business
confidence in the joint resclution of governments to confronkt effectively
the =any dangers facing the world economy. Regrettably, the Venice
meating itsell was widely regarded as a non—event which further eroded Ehe
credibility of thes participating governments. "Black Monday™ was in part
the verdict of the financial markekts on the fajilure of governments to live
up to their responsibilities, and indeed commitments, in an interdepandant
warld.

As 1987 drew Ea 3 plose, the outlook far economic growkh in the
industrialised countries, which was alresady modest enough, looked to be
further endangered by the orospect that consumers and investors would cut
back on their exoenditures. World recession appeared a serious
rossibility. In the event, such fears have fortunately failed to
paterialise, Indemsd, the first helf of 1980 has seen a number of
surprisingly favourable developmonts. The slump in equity prices appears
to have had a negligible impact on consumer demand,; particularly in the 035
where the negative effacks had been expected to be strongest, With
resiliont consumer demand, rapidly rising exports and growing investment,
15 egcononic orowth has remained robust, More welcome astill has been the
pronsunc=ad rise in the rate of growth of the Japanese economy and, very
cignificantly, its crientation towards domestic demand. Even in sluggish
Furope, growth in 1955 now looks likely to be somewhat higher than was
foreseen at the beginning of the year, In addition, in volume terms
igpaortant progress has been made to redece the current account imbalances
hetween the major trading countries; and, thanks to mpare Commltted
cooparation betwaen all the countries concerned, currency exchange rates
hava ramained relatively stable so far this year.

Theze achievemoants, however, are in relation to & situation for 1988
which once threatansd o be much worse. They should not distract
ateantion from the facra that the condition of the world economy 18 still
presarious, financial markets remain very mervous, and the restoration of
busincss canfidence still has a long way to go. Moreover, although
curront farecasts ara for the industrialised countries to grow on AVerago
at around 3 per ecent during 1988, that Ffigure will be too modest to make a
positive impact on Buropsan unemployment, or to raise significantly the
export earnings of (ndsbted developing countrias. Fhile the terms of
trade of developing countries have been recovering with the rise in
commodity prices, their aggregate debt now amounts te § 1.2 trillion,
having risen by $ 95 billion in 1987. This huge burden continues to be a
ing jor drag on their investment, develcopment and creditworthiness - and on
the growth prospects for the world econcmy as a whale, And deapite
encouraging evidence that current account imbalances have begun to fall in
yolume terms, they will continue to remain wvery large In the next few

YEALE .




Fimally, the ICC wishes to record its concern at recenktly-emerging
§lOgns,; wWLEALn Ehe deueiupﬂd Hﬂrld, of econamic nationalism and P[gtectic-
nism towards inkerpational investeent, We strongly believe that an open
investmant climate 15 crucial to the faster growth of international trade
and the world economy. We therefore welcome the undertaking of Ministers
at the DECO Council meeting in May this year to resist pressures
against foreign investment and to fulfil and strengthen their
internaticnal commitments in thix area,

As at Venice last year, the principal problems of the world economy
today are inadeguate growth, large current account imbalances, and the
rumbling crisis of Third World indebtedness. It must be the argent
priority of the Heads of Btate and Government meetlng in Toronto Eo
bolster business confidence = which 1% the key to investment, trade and
growth = that their countries can cooperate effectively to lift the world
onto @ sounder and healthier economic path for the 1990s. & start has
been made which has borne some fruit in the past six momths. Bubk i is
only a start and there is still & wvery long way Lo go. Business is
looking to Toronto for the strong political leadership and unambiguous
apirit of cooperaticn which it had hoped, but failed, to see emerge from
the Venice Summit a year ageo.

The [0, representing business throughout the world, believes that
the leadership of the countries represented at the Torontd Summit is
pepoctally wital in thres main areas ¢ to improve international
cocgrdinatisn of national ecconomic poalicies in the interest of more
balanced and mare sustsinable world growth: to achisve a susessaful
aorcome to Ehe Urguguay Round of muitilateral trade negotiakiong; and EO
aradually resoclve the proklem of Third World indebtedness.

Policy Coordination and Structural Adjustment

With national economies as interdependent as they are taday, active
poliey coocrdination by the main industrialised countries 1§ crucial Ed
imnrowving the performance of the world economy. Those countries should
build on the us=ful stepgs they have already taken to establish cffectiwve
arrangaments for the systematic, collective monitoring of ecdnomic
fundamentals and the promotion of necessary adjustsents to national macro-
and micro-econonic policies.

The principal palicy challenge facing the industrialised countries
today 1s to reduce current account imbalanges 1h order to ensure more
svenly-balanced and sustainable sconomic sxXpansion. Exchange rate
adjustments can be only part of that process. They have to be
complamented by an appropriate mix of fiscal, monetary and structural
adjustment policies. Specifically:

= Taa OSA must persevere with the reduction of its Federal budget deficit,
stimulate private sector savings, and maintain its monetary policy
obiactive of keaping inflation in check;

- Japan must seek to sustain its recent rapid growth and the orientation
towards domestic demand while, at the same time, maintaining price
stability. In addition, various micro-egonemic reforms in taxation,
agricultore &nd its distribution system would help accelerate the process
of reducing Japan's external surplus;




= ag for Europe and Canada, the main task is still to break down
structural rigidities which impede faster non-inflationary growth., Here
the priorities must be to reduce government regulation and taxation of
sooRomElc activity, curb industrial and agricultueral subsidies, and further
liberalise labour and financial markets;

= Fipnally, to go beyond the countries represented at Toronto,; certain
newly=industrialized countries in Asia with high growth rates and large
aurreant account sarpluses have Ehe ability and the responziblliley to
cantribute towards the redustian of global ishalances By sxpanding
domestic demand, apraluing their esxchange rates, and liberalising their
imports.

tn the basis of present policies, and at current exchange rates and/Sor
interest rate differentials, the pawinding of the large current acsount
imbalances in the industrialized world geams likely to be & slow and
laboricus process. In other words, the world will have to live for the
faraseeabkle foture with a Uf carrent acocount deficit which, in dollar
terms, will remain very high = unless the U8 plunges into recession, which
would be in the interest of no-one, In such cireusstances, the Ffinancial
markets will remain nervous. A sluggish reduction of the UE current
account deficit and/or a sharp rise in US bond yields could trigger a
fright in the world'as foreign exchange and/or eguity markets. If a repeat
of the events of late-1987 ia eo be avoided - and they can hawve left
little doubt about the strong lnterackion today of bond, stock and foreign
exchangs markets = there must be close coprdination among all geovernments
in the industrialised, and mewly=-industrialised, world to pursue policies
which in their aggregate convince the markets that the prevailing current
account imbalances are being steered fiemly if gradually towards a much
lower and sustéainable level, Redocing world current account imbalances
without precipitating recession of saccificing hasd-won gains on the
inflacion front is, im particulsar, the shared responsibility of all the
countries represented at the Toronto Sammit.

The Craguay Round

Protectionism is a major threat to world growth and the ICC has
throughout its existence fought againat it. We therefore strongly
gupposrted the launching of the Uruguay Round of multilateral trade
negotiations amd welcomad the re-affirmation by Ministars at Punta dal
Este of their compitment to liheralising international trade.

Unfortunately, the spirit of goodwill and compromize which
characterised the Punta del Este meeting has been followed bBY an incréade
in tensions and disputes im internaticnal trade relations. Tt is & matter
of particular concern that the disputes have been predominantly among the
countries represented at Toronto = who cught £o be prowviding leadership by
satking a good example to the rest of the warld,

The I0C beliewes that a successful outcome to the Uruguay Round will
be an indispensable element in any credible strategy te shift the world
goonomy onta a8 higher growth path in the 1990a. Though a successful
outcome is in the clear self-interest of developing countries, which sust
therefore make an active and positive contribubion to the negotiations,
the primary responsibility rests on the industrialised nations, and
particularly on the Us, EC and Japan, The opportunity of the Uruguay
Raurd must be seized to reverse protectionism, liberalise trade further,




and strengthen GATT disciplines. A major objective must be to restore
faith in the fairness and dependability of the multilateral trading
system. That means fair rules, ¢lear rules, and enforceable rules. All
this is essential for business confidence. Producers, investors, traders
and job-creators must have a known, stable and reliable framework in which
to make decisions for the longer term.

[}

The ICC has welcomed the decision to hold a mid=term review of the
Uruguay Round at Ministerial level this coming December in the country
whare the Toronto Sommit participants are meeting. We believe it is wvital
that Ministers use that occasion to send out a positive signal; especially
ta the warld business community and the financial markets. And a positiwve
signal will be that the Round has somé concrete agreements to its credit
by the time of the Montreal review. Demonstrable, gubstantive prograss in
a number of arsas of the pegotiations would give a major boost to business
confidence. To that end, we call uwpon the participants in the Toronto
Summit Eo give their negotiatars a clear directive from the highest
political level. In this context, we recall that the Declaration issued by
the participants in last year's Venice Summit reiterated the principle
agreed at Punta del Este, namely : '..... agreements reached &t an sarly
stage might be implemented on & provisional or definitive basis by
agresment mrior to the formal conclugion of the negotiations®.

The ICC baliswves that concrete progrezs ia the following areazs of the
Uruguay Found negotiations ought to be feasible as well as desirahle
by che time of the HMontreal reviewv ;

{i} FRollback : At Punta decl Este, Ministeras bound themselves ko the
“progressive isplementation” of the rollback commitment during the
Eimeframe of the negotiations. It therefore seems reasonable to amxpack
that & mid-term review will include evidence of scme progress im this
Ared.

{ii] Erocedursl areas : The ICC takes the view that a number of areas

of the negotiations concern primarily procedural matters which can and
should Be dealt with separately since, unlike substantive issues, they are
not the real steff of trade-offs inm a normal bargaining process. 5Such
areas are dispute settlement, trade policy review, greater Ministerial
invalvement in the work of the GATT, and the strengthening of policy=
Formatian linkages in trade and financial matters. We understand that the
negotiating groups on the Functioning of the GATT System and on Dispute
Satklemant have both made considerable progress already. We have high
hopes of them in the mid-term view.

{iii) Tropical products : The TICC is also pleased that significant progress
has apparently been made to date in the nagotiating group on Tropical
Products. The Punta dal Este Declaration provided for special attention
and early implementation in this area; and we trust that the Monktreal
meeting will produce a concrete agreament for the benafit of a large
number of poor countries.

{iv) Agriculture : The ICC takes the very strong view that the Montreal
meeting must demonstrate some measure of concrete progress in the compleX
but core area of agriculture, Business continues to be extremely
concerned about the state of world agricultural production and trade.

we: deeply deplore the distortions and diversion of resources which
existing asgricultural support systems have brought about, at encrmous cost
to taxpayers and consumers in the industrialised world, and to the




agricultural sector in many developing and smaller developed countries.
Wa also fear that international disputes in this area are souring trading
relations generally, with adverse consequences for other secters. WHe
balieve world agriculeture iz in such a seate of erisis thar refora is
urﬂent now to reverse averproduccion and competitive ﬂubﬁidising. Sonc
initial steps in that direction must form part of the mid-term review.
The Mimisterial meeting of the DECD Council in May 1987 raised hopes of
real reform in agriculture by an agresment which wag Eorthright amnd
pracige in its analysie af bath the prablems and the necessary solukions.
A month later, the Veniece Summit ondorsed the cosslitments in ehat
agresment and highlighted the "urgency™ of the agricultural problem. Since
then there Ras bean precious little Eign of urgency; the fins wards af
spring last vear have essentially remained just that. It is high time
that the governments represented in Toronto gave a bold lead to translate
them ints action on the scale required,

{w¥} Other areas : Finally, the ICC belisves that the mid-term review
could and should &lse produce some concrete progress in the arsas of
subsidies, tariffs, trade-related aspects of intellectual property rights,
and a framewocrk for liberalising trade in services. Since the ICC attaches
pajor importance to the new fssues in the Round, we would also urge
Ministers at Montreal to give clearer direction £ the pioneering work

on trade=-related investment measures.

Third World Indebtedness

Third world indebtedness continues o wWweigh heawvily on the prospects
for the world econamy as a whole, 1n addition to itks abwvioos drag on the
development efforts af many poor countries who are suffering low growth,
falling living standards, rising anesploynent, and enviconmental
degradation. Despite the attention devoted to this major problem over the
past half-decade, it is still wvery muchk to the fore. Although 1987 saw
the first sigrnificant fall in the debit=-export ratio of Thicd World
connsries since the onset of theqdebt crisis; the IMF s forsecasting that
their aggregate ratio is likely to be 130 per cent Lo 19839, whicn is
significantcly higher than the 120 per cent recorded ln 1982,

The ICC has continually stressed that thers are four Rey slements in
a successful strategy for resolving the debt problem : faster growth
in the industrialised world, a more open trading enviranment to improve
geepas for developing country exports, growbth-oriented structoral
gaqustment in the indebted countries, and additional axternal financing in
support of effective adjustment programmes. This broad strategy should
anderlies the case-by-case approach to debt problems which the ICC
continues to believe is ecorrect since it enables adjustment programmes and
fimancing flows to bBe tailered to the circumstances of individoal
counkrisa, In particular, different approaches are neceszary towards the
small low-income countries and the hsavily-indebred middle-income
eounkEries.

The ICC wery much welcomes the trand towards growing sconomic
liberalisation amd the encouragement of private enterprise throughout the
developing world. Such an evolution will inject more Flexibility into
Third wWorld economies and consequently a greater capacity For ongoing
structural adjustment. Within current structoral &djustment programmes,
the emphasis should be on promoting privatisation, strengthening the local
agriculrural sector, and liberalising external trade regimes, as well as
the pursult of sound fiscal, monétary and exchange rate policies. The
Uruguay RBound negotiations provide an excellent opportunity for many
hicherto inward=locking developing countries to lock themselves more




firmly 1neo the world economy a5 well as to seek a reduction in
induserliallised COUntry barriers ©o their BEXpEOrTH.

The ICC welcomeas a number of steps governments have taken owver the
past year which are conducive to easing the debt problem. We consider
the creation of the Multilateral Investment Guarantes Agency to be an
impartant achisvement which will &55ist the highly desirable process of
ipereasing the flow of direct foreign investment to developing countries.
e alasn welpome the recently=agreed increase inm the gensral capital of
thée World Bank, the creation of the IMFP's External Contingency Mechanism
and its Eshanced Structural Adjustment Fasility, the strefigthening of the
IMF'"s Extended Fund Fadility, d4nd the specidl assistance arrangements for
gub-Saharan Bfrica. It is essential, however, that thase snlarged
afficial resporces are used efficiently to support affeckive programmes of
structural adijustment and macro-econonic reform,

Thae ICC has constantly called upon the commercial banks to maintain
their landing to countries which have embarked on necessary internal
reforma, and we hawve urged them to display flexibility and innovatiwveness
towards bthe debt problem. We welgome the emergence of the "menu-approach"
of new financing options - such as debt-equity swaps, debt-bond
conversions and other forms of debt exchange = as an impartant development
which permits debtors and creditors to share the discounts on existing
debt asd the potential benefits from successful structural adjustmant.




