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.FDFr PRIME MINISTER'S PARTY:

MEETING WITH DR MAHATHIR, 6 AUGUST: BRIEFING O DEFENCE PACKAGE
AND AIR SERVICES

L+ THE DEFENCE PACKAGE |S LIKELY TO BE THE MAIN _SUBJECT FOR
DISCUSSION WITH DR MAMATHIR. THE PRIME MINISTER WILL WISH TO
ASSURE HIM OF HER FULL SUPPORT FOR IT HE 15 LOOKING FOR
GCONCESSIONS ON AjD 1AYE nOAIR SERVICES., ON AID,

W CEP Y Y LINKAGE BETWEEN : IEFENCE SALES AND
THE PRIME MINISTER™F - ] AR

THAT OUR LATEST OFFER 15 AS FAR AS WE CAN 60. [F DR MAHATHIG

RAISES AR E§E¥ICEE, THE PRIME WMINTS WISH TO
ENCOURAGE WIM TO PERSUADE MAS TO CONTINUE TO TALX TO BRITISH
AIRWAYS, BUT ON A DROADER RANGE OF COMMERC|AL OPTIONS,
DEFEKCE PACKAGE —— ———
2y THE PRIME MINISTER 15 FAMILYAR WITH THE BACKGROUND TO
THE LDEFENCE PACKAGE, 0¥ 23 MARCH THE DEFENCE SECRETARY SIGNED A
PROTUCOL WITH THE FALAYS |AN MINISTER OF DEFENCE FOR THE SUPPLY OF
DEFENCE EQUIPMENT INCLUC|NG TOR4YADD A|RCRAF 6&&59!59 M|551LE5,|
qm ] ZERS AND SUBMARINES. T PAYNMENT wOULD BF c
ING THETPROCEEDS OF CROUDE OIL SALES EY PETRONAS, THEL”#LA?EFAH
STATE OIL COPORATION. i N CILITY, REQUIRING
ECGD COVER OF FOUNDS 200-30 MILLION WILL BE NEEDED. ECGD CAN
FROVILCE [T}, AT MALEYSIAN REQUEST TﬁE“PRDTﬁEgL INCLUDED A
REFERENCE TO A1D (UNSPECIFIED) IN SUPPORT OF NDH-=MIL |TARY
PROJECTS TC 20 PER CENT OF THE VALUE OF THE DEFENCE EQUIPMENT
(1.E. POURDS 200 TTLLION ACCORNTNG TO THE APPROX IMATE VALUAT 0N
UF POUNDS 1 BTLCTUN URIGINALLY PLACED ON THE EQUIPMENT COVERED fvy
THE PROTOCOL: POUNDS 30D MILL|ON ACCORDING TO LATER ESTIMATES BY
THE IRDUSTRY OF POUNDS T.5 BILLION)., LINKING AID TO DEFENCE
SALES CONTRACTS WOULT SUNIECT-MINISTERE TO SEVERE CRITICISM N
PARL FAMENT AKD (N THE OECD, ON 20 JUNE .FOLLOWING AN
INTER-MINISTERIAL MEETING MR YOUNBER WRATE TO THE MALAYS JAN
FINANCE MINISTER (DAIM) RULING OUT LINKAGE. AT THE SAME TIME QUR
HIGH COMMISSIONER SEMT A SEPARATE LETTER DEFER -
MILL |0 ; M OF POUNDS 773 ]
CN _ASSOCIATED EXPORT CREDIT COVE] 1ELE
218, THE ™ - T PPOINTMENT THAT T

: L - a
POUNDS 200 MILL ION WOULD MOT ALL BE |N THE FORM OF ATP GRANT AND
INDICATED THAT DR MAHATHIR WOULD NEED FURTHER CONCESSTONS 10 SELL
THE PACKAGE TO HTSCEBTNET. QU HIGH COMMISSIONER WROTE AGAIN TO
DAIM DN 27 QULY (IN TERMS AGREEN RY THE PRIME MIN)|STER AND
COLLEAGUES) STATING THAT WE WOULD BE PREPARED TO CONSIDER
SYMPATHETICALLY THE POSSIBILITY UF PROVIDING FURTHER SUPPORT IF
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PROGRESS WERE MADE IN USING THE POUNDS 200 MILLION AND THE
MALAYS | AN GOVERNMENT PUT FORWARD FURTHER ECTGIBLE PROJECTS,
SPRECKLEY TOLD DAIM ON INSTRUCT IONS THAT THIS OFFER REPRESEMTED A
MAJOR EFFORT OM CUR PART TO MEET MALAYSIAN WISHES AMD THAT 1T WAS
AS EIE AS WE COULD GO. WHAT INDICATIONS WE HAVE SUGCEST THAT THE
MALAYSTANS WTLL ACUEPT THIS. UNLESS SPREAD OVER A VERY LONGC
PERIUD HIGHER FICURES COULD LREATE ATP BULGET PROELEMS,
CROWDING QUT SUPPURT FOR PROJECTS ELSEWHERE AND REQUIRE AN
iﬁEEEﬂSE I% THE ECGD COUNTRY LIMIT WHICH wOULD BE DIFFICULT To
BREE .
3¢ THIS PROBLEM HAS MELD yp NEGOTIATION OF AN MOU ON THE DEFENCE
PACKAGE PROPER. DR MAHATHIR NOY ACCEPTS IT CANNOT BE SIGNED ON &

AUGUST AND HAS SUGGESTED SIGHNATURE DURING M TO THE UK IN
L&TE SEP EB. WE HAVE REPLIED THAT TT“TE”%GJ EARLY TO LDEC |DE
OF TIMING DR EI1GNATORIES., OUR PREFERENCE IS FOR SIGNATURE BY
DEFENCE MINISTERS AND TO AVOID TYIng QURSELYES TO ARITIFICIAL
DEADL INES,

AIR SERVICESR

%+ THE BRIEFING WE HAVE ALREADY PROVIDED CONTA NS DACKGROUND ON

AR SEAVICES. THE MALAYS|ANS HAVE SINCE HINTED THAT WITHOUT
AGREEMENT ON SIXTH AND SEVENTH WEEKLY FREQUEMCIES TO LONDON FAR
MAS [INSTEAD OF THE PRESENT FREQUENCY OF ELVE FLIGHTS PER WEEK)
MAJOR COMTRACTS IN THE DEFENCE PACKAGE MA BE LOST. DR

MAHATHIR HAS TOLD OUR HIGH COMMISSIONER THAT HE HOPED THE PRIME
“INISTER WOULD PRESS BA TO BE MIRE FORTHCOMING |4 THE|R
WEGOTIATIONS WITH MAS,  THE PRIME MINISTER WILL NOT WISH TO RAISE
THIS SUBJCCT HERSELF - BUT IF IR MAHATH IR DOES S0. SHE MAY WISH 1N
ADCITIOH TO DRAW ON THE FOLLOWING WHICH 13 OBE FORTHCOMING THAN
THE LINE IN THE URICINAL BRIEFING AND |5 BASED ON SUBSENUENT
DiSCUSSION W|TH BRITISH ATHWANS, [f THE PRIME MINISTER May ALSD
WISH TG BE AWARE THAT THE BR T|5H A|RP JTHORITY'S PROPOSALS
FOR RUMNING MALAYSIAN AlBPORT NOW LOOK LIKELY TO BE ACCERTED,

2« THERE SHOULD SE RO L GE WITH THE NEFENCE PACKAGE : NIR
SERVICES MUST BE CONSICERED ON THEIR OWN MER|ITS. WE HOPE THAT &

.wur FORWARD CAN DE FOUND WHICH WILL ALCOW WAS TO OPERATE

@

ADDITIONAL SERVICES TO LONDON, OF COURSE BRITISH AIRWAYS ARE Now
A PRIVATE COMPANY—BUT WE URDLRSTAND THAT THEY WOULD BE PREPARED
TO LOOK AT % RANGE OF COMMERCIAL OPTIONS AND OTHER |DEAS FOR
DEVELOP | K6 THE UK/MALAYSTEN MARKET. DR MAHATHIR MIGHT THEREFORE
ENCOURRRE ™A TU CONTINDE THEIR DIALOGUE WITH BA ON THIS BROADER
BASIS. THE PRIME MIN|STER MAY WISH To AVOID BEING DRAWH FURTHER.
MAS HAVE REPEATEDLY FAILED TO PRODUCE FIGURES TO JUSTIFY AW
INCREASE [N SERVICES, BA'S [DEA {S THAT THE TALKS COULD BE
HROADENED Duf‘Tuggﬂv:H ARRANGEMENTS WHICH WOULD PENEFIT POTH

AIRL INES PAS, BA RAVE WOT TOLD S WHAT TDERS THEY HAVE
s SALANCING BCHEFITS ARE COMMONLY SOME SORT OF
CS:E%%%&IiﬂH_EﬁiﬁEMT EXTRA PASSENGER RIGHTS OR DEVELOPMENT OF
ﬂ:éé S, BUT THESE ARE FOR THE AIRLINES, NOT GOVERNMENTS, TO
'L:| & -
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MALAYSIA: POLITICAL AND ECONOMIC ROUND-UP
SUMMARY

1, A5 A RESULT OF FIREM ACTION BY DR MAHATHIR THE POL |TICAL SCENE

IS. CALM AMD PUBLIC CRITICTSM HAS BEEN SILEWGED. HE IS FULLY N
COWTRCL . HIGH COMMODITY PP1bEE HAVE CONTRIBUTED TO AN ECONOMIC
HEEQRERI AND A HIGH _RATE OF GROWTH, MALAYSIA'S INTERNAT I OMAL
INTERESTS REMAIN LIMITED AND THE MAJOR EVEMNT ON THE HORIZON |18
THE COMMONWEALTH HEADS OF GOVERNMENT MEETING MEXT YEAR,

BETAIL i
POLITICAL

2, THE POLITICAL CLIMATE IS CALM, ON THE SURFACE AT LEAST. FIRM
ACTION BY THE AUTHORITIES LAST NOVEMEBER TO STAMP OUT RACIAL TENSION
HAS CONTINUING EFFECT. DR MAHATHIR HAS ALSD DEALT FIRMLY WITH
THE QPPOSTTTON FROM WITHIN HIS OWN PARTY AND [N THE HAT|ONAL

- L 3 UTGRES

COALITION MOST RECENTLY, THE SUSPENSION OF UPREM J
WAS PUT A STOP TD WHAT HE SAW AS A THREAT € ¢|MG FREQOM THE JUDTCTERY
nmg THE LEGAL FRDFESaIGN. THE PRIME MINISTER'S HAND IS5 ON ALL THE

IMPUE[IHI:E'?EHS END ROBODY CAN AT THE MOMENT PREVENT HIM
FROM CONSOLIDATING LEGISLATIVE _ACTION, AND BUILDING UP THE NEW UMNO.

——k
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3. LEADERS OF THE PARLIAMENTARY OPPOSITION REMAIN IN DETENTION

AND THEIR FOLLOWERS ARE VERY NERVOUS ABOUT TAKING ANY STEPS WHICH
MIGHT CREATE FURTHER TROURLE. NEW UMNO APPEARS TO BE MAK|MG
PRUGRESS IN RECRUITING MEMBERS AND SETTING UP ITS ORGAMISATION.

THE CHINEEE AND TRDTAN BLLTES IN THE NATOMAL COACTTTOW HAVE
COMCLUDED THAT THEY H#vE MO CHOICE BUT TO FOLLOW THE PRIME MINISTER'S

LEAD AND TU SUPPOR Fg NATIOMAL UMITY. DR MAHATHIR'S
UPPOMNENTS WITHIN TH HthT =GLlT1 AL COPMMORTTY MAVE HAD TO
ACCEPT THAT DIRECT CHALLENGE WILL GET THEM NNWHERE AND THEY ARE

ALMOST ALL KEEPING THEIR HEADS DOWN, THOUGH THEY CONTINUE TO REJECT
HIS AUTHORTTY,

b, DR MAHATHIR'S SKILL IN USING THE WEAPONS H1S POSITION GIVES
HIM, AND HI§ VERY UN-MALAY WAY OF DEALING DIRECTLY AND

FORCEFULLY WITH ANY MANIFESTATION OF CPPOSITION, MAKE HIM
UNASSAILABLE AT THE MOMENT, HIS CRITICS AND OPPONENTS ARE REDUCED
TO GRUMBLING IN PRIVATE, AND TO WISHFUL THINKING ABQUT THE
POSSIBILITY THAT HE HLGFT MAKE SOME CONSILIATORY GESTURES,
HOWEVER, COMPROMIBE |5 NOT DR MAHATHIR'S STYLE,

ECONOMIC

%. IPEH$3EHELEED BY THE FAEP 1;25 TEEEEE KOMIC S1TUAT EICE;T|NUEE
v D BY SUSTAINED |MPROVEM TQTH“:ﬁﬁ%ﬁﬁTT?f%i 3
GROWTH OF OVER 7 % FOR TIE YEAR—TS WOW BEING SPOKEN OF AND THERE
ARE MANY I1NDIC TTlns OF REMEWED COWFIDENCE., THE CONSTRUCT ION
IKDUSTRY , FOR EE&*PLE, WHICH HAD BEEN BECALMED FOBE THE LAST

COUPLE OF YEARS, IS NOW DEGINNING TO TAKE UP AGKIN' AND THERE ARE
SIGNS OF INCREASED FOREICN INVESTMENT. DOMESTIC INVESTMENT IS
STILL VE H? E;JGﬁI“H AR D [HEh THOUGH CHINESE BUSINESSMEN ARE FINDING

1T EASIER T0O MAKE MONEY , HUHEER OF THEM COMTINUE TO SEE THEIR
EVENTUAL rUTUEE QUTSILE HALATSI#.

INTERNAT IONAL

6. IN RECENT MONTHS MALAYSIA HAS NOT PLAYED A PROMIMENT PART
ON THE INTERNATIONAL STAGE AND THIS SEEMS LIKELY TD CONTINUE,
E?DLGHEEE-HIEJAMEﬁHEiLAT-ngP#THE SECURITY EGUMEJL. DEhEHFﬂhLGHE
HER ASEAN COUNTRIES, ESPECIALLY INDONESIA, OV |MDO-CHIN
WITHOUT TAKING ANY PROMINENT ROLE, WE HAWE MEARD LI1TTLE RECENTLY
ABOUT TRADITIONAL MALAYS [AN HOEEBY-HORGES LIKE THE ANTARCTIC,
THOUGH CRITICISMS OF THE PROTECTIDNIST TERDEMCIES OF THE DEVELOPED
WORLD STILL SURFACE FAIRLY REGULARLY. THE PRIME MINISTER'S
DECISION TO INVITE THE COMMOMNWEALTH HEADS OF GOVERNKMENT MEETING
HERE IN 1985 HAS PRODUCED SOMETHING OF AN AEQUT-TURM IN ATTITUDES
TO THC COHMONWEALTH. THE SUCCESSFUL ORGANISATION OF THIS EVENT

I5 BEGIKKNING TO PRE=-DCCUPY THE GOVERNMENT.
SPRECKLEY
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