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G-5 vs. G-7

The Italians and Canadians are smarting from public disclosure of
a recent G-5 deputies meeting in Paris. Those countries consider
that meeting -- intended to be secret -- as inconsistent with the
Summit Declaration creating the G-7 for economic surveillance.
The G-5 will meet at the end of this week, but have expanded to
inc ude the Italians and Canadians. The Japanese in particular
favor retaining the G-5 (expande =~ ad hnc to include Italy 4

inada) as a coordinating forum for a.. issues but surveillance,
which would be the province of the G-7., From my viewpoint, the
distinction between the G-5 and G-7 is almost meaningless and
should be abandoned.

Tha-8

Final agreement should be : iched on an eighth replenishment of
the International Development Association (IDA). The U.S. has
already accepted an IDA-8 replenishment of $11.5 billion over
three years, implying U.S. payments of $958 million annually.
This would represent a 28% increase over the IDA-7 replenishment
of $9 billion ($750 million per year from the U.S.). The size of
the overall replenishment may be increased, however, if Japan :
prepared to contribute additional funds in exchange for a large
voting share in the World Bank.

New TMF Managing Dirert+or

The 4F will name a successor to Jacques De Larosiere, who last
week announced his intention to resign by the end of the year.
The post is by tradition filled by a European. The leading
candidate is H. O. Ruding, the Minister of Finance of the
Netherlands and Chairman of the Interim Committee.

The S. position is reasonably well defined on all of the issues
noted above. However, it is worth noting that there has been
almost no interagency coordination of the U.S. position. Even
State appears to have been cut out. 1In past years, Treasury has
used '“e International Monetary Group (IMG) to bring in other key
agencies -- State, the Fed, NSC, CEA and OMB, but that group has
not :t for several years. The Economic Policy Council has never
considered such issues. Same story with Treasury: what's mine is
mine; what's yours is negotiable.










The second track would seek to engage the Congressional
process at each crucial decision point in order to prevent
further damage to our interests.

The Rndget Conference

The first decision point in the process is likely to be the
budget conference, scheduled to begin this week. We have
diff «ces among the agencies represented in tl SIG over what
w should support in the budget conference - the Senate version
is larger in the aggregate and generally superior in every
account with three exceptions:

(1) the Inman Diplomatic Security Initiative -- the Senate
does not allow enough outlays even to accommodate the modified
Inman package recommended by the Senate Appropriations
Committee in the FY 1986 Urgent Supplemental.

(2) USIA -- the Senate version falls $80 million short of
the 1986 freeze level -- the minimum judged necessary by | IA
to conduct its operations. The House version is more
favorable, but still many millions below the freeze.

(3) Board for International Broadcasting (BIB) -- again the
House version is more favorable, although it is well below the
level BIB requires to keep Radio Free Europe/Radio Liberty,
Inc. from declaring bankruptcy at current exchange rates.

Our obvious approach should be to support the Senate
version and seek additional outlays from outside Function 150
to cov @ Inman, USIA, and BIB. This would entail a functional
total higher than either of the two versions, which will be
difficult to achieve.

If in the end we must live within the Senate aggregate,
State, AID, USIA and BIB believe that our first priority should
be to maintain the integrity of our institutions. By
protecting foreign affairs agency operating bases, and by
continuing our security enhancement program, we preserve the
underpinning of policy without which our other 150 programs
could not survive under the best of funding scenarios.

ns in
funding for countries which desperately need to improve their
external and internal security -- to include counter terrorist

forces. Such a situation could also increase the threat to
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Finally, appropriate senior Administration officials should
~211 Appropriations subcommittee Chairmen Obey, Smith, Kasten
idman to encourage them to seek a fair 302(Db) process 1in

LuLa \_:anuu;ttee .

Tf There Tg No Budget Resolution

The differences between the House and Senate on defense,
taxes and other issues may make a settlement of the budget
resolution impossible. If the conference bogs down, the
Appropriations subcommittees will begin marking up based on
tl! ' separate budget resolutions' notional 302(b)
al ‘ations. In the 150 area, the first likely subcommittee to
do so will be the Obey subcommittee (House Foreign Operations),
[ ‘'haps as early as next week. In that event, the SIG will
reconvene to recommend an Administration posture for that

mark- > and beyond.

Nechisleo Plas—

Nicholas Platt
Executive Secretary






RERRARERRRHEER]
. Ul

NATIONAé_

SEOUL @585 DTG: 8887421 OCT 85 PSN: 22809
ANBOB5 488 TOR: 281/08101 CSN: HCES13
DISTRIBUTION: CHLD-Bf SI1GU-81 LAUX-B1 WIGG-81 DANZ-@}

/885 A2

PAGE 01
Z0BS3!

WHTS ASSIGNED DYSTRIBUTION:
SIT:
EOB:

OP IMHED

STU2889

DE RUEHUL #85@85/81 2818753
0 9897421 OCT 85

FM AHEMBASSY SEOUL

TO SECSTATE WASHDC IMMEDIATE 5662

UNCLAS SECTION @1 OF @6 SEOUL 18585

STATE TO ALL DIP AND CONSULAR POSTS AS APPROPRIATE

FOR UNDER SECRETARY WALLIS, ASSISTANT SECRETARY MCMINN
FROM U.S. DELEGATION

E.0. 12356: N/A

1. SUMMARY. SECRETARY BAKER GAVE TWO STATEMENTS AT
OCTOBER 5 MEETING OF IMF INTERIM COMMITTEE. MORNING
STATEMENT SUMARIZED U.S. VIEWS ON WORLD ECONOMIC
OUTLOOK, PROGRESS ON LDC DEBT PROBLEMS, ACCESS TO INF
RESOURCES, AND SDR ALLOCATION. IT ALLUDEO BRIEFLY TO
U.S. SUGGESTI{ONS FOR STRENGTHENING THE DEBT STRATEGY
AND TO THE SEPTEMBER 22 G-5 AGREEMENT, NOTING THAT
THESE WOULD BE ELABORATED IN OCTOBER 8 ADDRESS TO
IMF/1BRD ANNUAL MEETINGS. AFTERNOON STATEMENT
PRESENTED DETAIL ON U.S. VIEWS ON USE OF TRUST FUND
REFLOWS. DESPITE MEDIA REPORTS TO THE CONTRARY
SECRETARY BAKER 010 NOT REPEAT NOT BEGIN QUOTE BACK
OFF END QUOTE U.S PROPOSAL. INSTEAD, HE CHALLENGED
OTHER MEMBERS TO CONSIDER A BOLD APPROACH, INVOLVING
MORE INTENSIVE IMF/IBRD COLLABORATION THAT WOULD
COMBINE THEIR RESOURCES AND EXPERTISE TO PROVIDE A
FRAMEWORK FOR THE GENERATION IF COMPREHENSIVE ECONOMIC
PROGRAMS, AND STATED U.S. WILLINGNESS TO CONSIDER
SEEKING ADDITIONAL RESOURCES TO SUPPORT SUCH AN
APPROACH. DETAILS ON REACTIONS TO U.S. PROPOSAL ARE
BEING PROVIDED SEPTEL. END SUMMARY.

2. BEGIN TEXT OF MORNING STATEMENT:

STATEHENT BY SECRETARY BAKER BEFORE THE iMF INTERIH
COMMITTEE, SU {, OCTOBER 6, 1385 (MORNING SESSION)

HR. CHAIRMAN, MR. MANAGING DIRECTOR, FELLOW GOVERNORS:

- LAST SPRING WE HAD AN IMFORTANT DISCUSSION OF THE
POLICIES WHICH COULD HELP IMPROVE AND SUSTAIN GROWTH
IN ALL OF NUR COUNTRIES OVER THE MEDIUM TERM. WE MADE
NO SPECI COMMITMENTS ON MEASURES WHICH EACH OF US
WOULD TAKF  BUT QUR DISCUSSIONS HELPED TO UNDERSCORE
THE IHPC  NCE OF JOINT EFFORTS TO REACH QUR COMMON
OBJECTIVES.

Eunc 1ARIAL

- SINCE THAT MEETING, THE UNITED STATES HAS GIVEN
CONSIDERABLE ATTENTION TO WHAT WE COULD DO, I[N CONCERT
WITH OTHER NATIONS, TO HELP IMPROVE THE CLIMATE FOR
GROWTH AND STABILITY IN THE GLOBAL ECONOMY.

CURRENT OUTLOGK

- THE GLOBAL COMMUNITY HAS MADE CONSIDERABLE
PROGRESS IN THE PAST FEW YEARS IN REDUCING INFLATION
RESTOR!NG GROWTH, AND DEALING WITH THE INITIAL
FINANCIAL STRAINS OF THE DEBT PROBLEM. THE STRONG
U.S. RECOVERY THAT BEGAN IN LATE 1982 HAS PROVIDED A
STRONG (MPETUS TO TRADE AND GROWTH IN OTHER K  ONS
NOW THE BENEFITS OF GROWTH ARE SPREADING MORE WIDELY,
AS ECONOMIC POLICIES WHICH HAVE BEEN PUT IN PLACE OVER
THE PAST TWO TO THREE YEARS ARE BEARING FRUIT

= THIS IS TRUE NOT ONLY FOR OTHER (HDUSTRIAL
NATIONS, BUT FOR MANY DEVELOPING Ct 'RTES AS WELL.
REAL GROWTH IN THE INDUSTRIAL WORLD WILL REMAIN ABOVE
3 PERCENT THIS YEAR, DESPITE MORE MODERATE U.S.
GROWTH, DUE TO STRONGER DOMESTIC DEMAND OUTSIDE OF THE
UNITED STATES. iT IS APPARENT THAT JAPAN AND GERMANY
IN PARTICULAR, ARE RELYING LESS ON EX ~LED GROWTH
AND ARE BEGINNING TO GENERATE SUSTAINED DOMESTIC
EXPANSION. THIS SHOULD RESULT IN STRONGER INDUSTRIAL
COUNTRY GROWTH NEXT YEAR fN THE 3-1/2 - 4 PERCENT
RANGE.

- OECD INTEREST RATES ON AVERAGE ONLY HALF AS
HIGH AS THEY WERE FOUR YEARS AGO. INFLATION RATES IN
THE MAJOR INDUSTRIAL COUNTRIES ARE AT THEIR LOWEST
LEVELS N ALMOST 28 YEARS, REFLECTING A FIRM

FOUNDATION FOR A MEDIUM-TERM EXPANSION OF
NONINFLATIONARY GROWTH.

- THE INDUSTRIAL NATIONS ARE THUS PROVIDING A SOLID
FRAMEWORK FOR GROWTH IN THE DEVELOPING NATIONS. IT IS
CRITICAL, HOWEVER, THAT THIS GROWTH BE REINFORCED BY
FIRM RESISTANCE TO RISING PROTECTIONIST PRESSURES IN
ORDER TO ENSURE THAT LDC EXPORT MARKETS REMAIN OPEN

BT
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SUBJECT: SECRETARY BAKER'S SPEECH AT OCTOBER 6 MEETING

PROGRAMS AND FINANCING TO FOSTER ADJUST NT AND
CATALYZE ADDITIONAL SOURCES OF FINANCINuw rOR THESE
POOREST COUNTRIES.

TASK FORCE ON CONCESSIONAL FLOWS

- WE ALSO WELCOME THE WORK OF THE TASK FORCE ON
CONCESSIONAL FLOWS. IT CHARGES DONORS AND RECIPIENTS
TO ASCERTAIN THAT AID IS USED EFFECTIVELY IN PROMOTING
FCONOMIC GROWTH, IN PROMOTING STRUCTURAL REFORM AND IN
F OMOTING DEVELOPMENT. THE TASK FORCE RECOGNIZES THE
SEVERE CONSTRAINTS AFFECTING THE VOLUME OF AID FLOWS
AND CLEARLY, IN SUCH AN ENVIRONMENT, ONLY PROGRAMS

! 'CH ACTIVELY AND EFFECTIVELY SUPPORT APPROPRIATE
DEVELOPMENT POLICIES DESERVE CONTINUED SUPPORT.

CONCLUSIONS

- FURTHER ACTION IS NEEDED ON THE PART OF BOTH
DEVELOPED AND DEVELOPING COUNTRIES TO PROMOTE
SUSTAINED ECONOMIC GROWTH, TO MAINTAIN NECESSARY FLOWS
OF CAPITAL, AND TO PRESERVE AND EXPAND OPEN MARKETS,
THE UNITED STATES REMAINS COMMITTED TO THIS PROCESS,
AND TO INSTITUTIONS LIKE THE WORLD BANK THAT HAVE AN
ESSENTIAL ROLE IN PROMOTING THESE GOALS AMONG THE
DEVELOPING COUNTRIES.

- fAS EADWARR T e AR T MG VYD ON Tt
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WALKER
BT










NATIONAL SECURITY COUNCIL

WASHINGTON, D.C. 20506
"UNCLASSTFIED WITH 7955
CONFIL._JTIAL ATTACHMENT

INFORMATION October 4, 1985

7
iMORANDUM FOR ROBERT C. MCFARLANE |
- .

FROM: STEPHEN IﬁfﬁANZANSKY/HEtEN E. S00S

SUBJECT: African Economic Initiative {

Treasury plans to announce a major African Economic Initiative
which, like the recent G-5 meeting, has not been cleared by the
NSC or with the President. Treasury has been discussing this
initiative with State and AID for several months. The 2 was a
Wall Q#»~~t Tournal article on it a week ago (Tab A), and State
........ +vun a cupy of a proposal (Tab B). Helen called Treasury
and was told they could not provide a copy. Treasury advised OMB
that they would not provide them a copy unless instructed by
Baker who is on an airplane. Steve called Darman directly and
was supplied a copy at 7:00 PM this evening.

The proposal involves a joint IMF/World Bank Facility for Econom-
ic Reform which is designed to reschedule IMF and other debt for
up to 50 years on a low-int rest basis. Eligible countries would
be those with 1) low per capita income and reliance on conces-
sional aid; ~) protracted balance of payments problems, and 3)
willingness to undertake comprehensive economic policy reform.
The funds would come from the IMF Trust Fund ($2.7 billion);
existing World Bank funds ($1.8 billion); the Sub-Saharan African
Facility ($1.3 billion) and donors. From the U.S. they would
like to absorb the Economic Policy Initiative which the Presic 1t
announced 18 months ago, or scarce ESF funds. We think that
would be a mistake, since the program has resulted in significant
policy reform, directed in large part at reforms promoting
private sector development. State, however, has agreed to the
change.

While not exclusively directed at Africa, all but 6 African
countries would qualify for the program, in terms of income
levels. Not all African countries need the program, however.

vvvvvv ser 1> a w1y pius. The IMF has dealt with stablllzatlon
without regard to growth criteria, which it considers to be
outside its domain. However, how a country implements stabi-
lization factors such as credit ceilings and imports can impact
heavily on growth. This deficiency has led to a great deal of

UNCLASETRTEN rawmy
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While we expect this to be discussed as a U.S. proposal in Seoul,
we are unclear whether that means there will be a major

¢ 1wouncement by Baker, or merely a statement read to the interim
committee., Perhaps the form and content of the announcement are
being massaged on the airplane. If you and Don Regan agree that
t 2 announcement should be made by the President, some contact
will have to be made with the delegation on the plane to clarify
wt = it is that ¢ n be announced ar to top any pre-conferenc
"leaks" by Treasury here or in Seoul. Your decision.

Clearly, the NSC and the President have been left out of the
process. We understand Treasury has been discussing a proposal
for Latin American and other middle income countries as well, and
we should insist upon participation in that process immediately.

Ph%;%gfhgdahl concurs.

Attachments

Tab A Wall Street Journal article of Sep 20

Tab B Proposal

Tab C "Final Proposal®™ and Statement by Secretary Baker
cc:

John Poindexter

CHMENT
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-+ ne : S years ($75-100 million annuczlly). These
resources could be used for an cxpanded SSA facilit

-= Other donors: an additional $750 million would be
obtained from others to extend the S5SA.

E 1eff+as The ectablishn nt of such a facility coul - be an-
impo: vaut means of achi sing U.5. objectives.

, © Would provide substantial additional rer irces to low

income countries facing serious and protracted balance ¢
payments problems. o . -

The costs to the United Stztes would be very modest,
basically involving a reprocgramming of reecourc 3 £r-m
bilateral to multilateral uses.

: . : e
Helps recipients 2et major rer yment ¢ ligations c er t
next few years, including IHF ol igations,

Provides a comprehensive approach conbining demand
management and structural reforms.

Strengthens IMF/World Bank cooperation.







Mr.

Statement by Secretary of the Treasury
ques A. Baker, III
at the IMF Interim Committee Meeting
on Uge of Trust Fund Reflows

October 6, 1985

Chairman:

Our discussion this morning confirms that in spite of a number of

positive signs in the world economic outlook, the economic

conditions in most of the poorest countries which rely primarily

on concessions” financing have not noticeably improved. The

economic facts bear witness to this situation:

o Economic growth in the poorest countries in recent years

has averaged 1.8 percent annually, and in some countries
living standards are currently at the levels of 15 years

ago.

Their trade and current account deficits have not improved

despite recovery in the world economy, 14 are not

v 3 .

Debt servicing difficulties in these countries have
resulted in the imposition and intensification of trade
n /i 1ts 1 :rictions ¢ 1 in _-owing arrears on

financial obligations, both domestic and exterr 1,



including substantial arrears to the IMF, which are

Qeakening the financial integrity and monetary character

e

~

of the‘Fund.

The ~'{F has provided balance ¢~ payments financing and advice in
the context of economic adjustment programs for many of these
countries in recent years. The World Bank has also mounted an
effort to assist these countries, through both project, sectoral
and structural adjustment lending. But, these programs have met
with only limited success. In part this reflects ina :2quate
action by the countries on the fundamental reforms needed to
create the conditions for sustained growth and development. It
also reflects, however, an adverse external environment and
natural disasters. Finally, the lack of success also reflects
“the fact that the problems of the poorest countries transcend the
traditional role and policies of the Bank and Fupd and the need

for closer cooperation between the institutions.

We now have before us an important opportunity to develop a new

approach to reverse the economic decline facing the poorest

countries. The United States proposes that a new joint IMF/World
nk ' v

e: ertise of both institutions in coordinated, comprehensive
conomic programs that would promote structural adjustment and

growth.









ot o

In our view, an effective response by all major donoi cou.
result in direct new donar contributions for the full period

in egzess of $1 billion,”which cov”1 be suppler 1ted by other
World Bank funding sources. Mr. Chairman, a joint facility
combining the resources and expertise of the Bank and Fund would
introduce a new element in our efforts to overcome poverty iq\the
poorest countries. It provides a mechanism to obtain more
consistent and effective policy advice by improving coordination
and strengthening cooperation between the Fund and Bank. It
would initiate mutually reinforcing policies that could bre¢ k the
cyc 2 of failure of recent years and create the conditions for

sustained growth and development. And, most important, it would
prov: *» tangible evidence that the world community is responding
in a constructive, cooperative manner and on a significant scale.
to assist the poorest countries, thus providing renewed hope to

the : countries.

I hope you will join me in this initiative and give your strong

support to the proposal.





