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ENERGY

WE BELIEVE THAT SECURING ADEQUATE AND REASONABLY PRICED
ENERGY FOR THE FUTURE IS A CRITICAL GLOBAL ISSUE. IT IS AN
ISSUE FACED BY ALL COUNTRIES, AND AN AREA WHERE FALSE STARTS.,
MISGUIDED POLICIES AND MISUNDERSTANDINGS HAVE REPEATEDLY SET
US BACK IN OUR COMMON GOALS. WE NEED TO PRODUCE MORE ENERGY
FOR GROWING WORLD ECONOMIES., AND WE NEED TO USE THE ENERGY
WE PRODUCE--PARTICULARLY THE FINITE FOSSIL FUELS--AS
EFFICIENTLY AS WE KNOW HOW.

TO ACHIEVE THESE GOALS, WE MUST INCREASE INVESTMENT IN
ENERGY PRODUCTION AND ENERGY-EFFICIENT EQUIPMENT.

IT 1S MY FIRM CONVICTION THAT ONLY THROUGH GREATER
RELIANCE ON THE MARKETPLACE AND THE RESOURCEFULNESS AND
INGENUITY OF THE PRIVATE SECTOR CAN THE WORLD EFFECTIVELY
TACKLE THE ENERGY CHALLENGE AHEAD.

IN THE UNITED STATES, A RETURN TO MARKET PRICING AND
THE REDUCTION IN THE REGULATORY BURDEN HAVE PUT OUR PRODUCTIVE
AND INNOVATIVE PRIVATE SECTOR TO WORK IN THE CONTEXT OF A
STABLE AND PREDICTABLE ENVIRONMENT FOR LONG-TERM INVESTMENT
DECISIONS. THE EFFECT OF THESE CHANGES HAS BEEN IMMEDIATE
AND DRAMATIC--OUR USE OF ENERGY IS DOWN AND THERE IS A NEW
IMPETUS TO INVESTMENTS IN ENERGY EXPLORATION AND DEVELOPMENT,

IN ALL COUNTRIES SOUND NATIONAL ENERGY POLICIES ARE
INDISPENSIBLE. GOVERNMENTAL POLICIES HAVE A MAJOR IMPACT ON
WHETHER SUFFICIENT CAPITAL IS GENERATED FOR INVESTMENT NEEDS.
MARKET DETERMINED CONSUMER PRICES ENSURE THE MOST EFFICIENT
DISTRIBUTION AND USE OF ENERGY PRODUCTS. SUBSIDIES TO
ENERGY USE, ALTHOUGH POLITICALLY ATTRACTIVE IN THE SHORT
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RUN, LEAD TO MISALLOCATION OF RESOURCES THAT OVER TIME CAN
CAUSE FUNDAMENTAL DAMAGE TO THE ECONOMY.

LET US PUT ASIDE OUTMODED PERCEPTIONS OF PRIVATE
INVESTORS IN THE ENERGY FIELD. PRIVATE COMPANIES ARE THE
BEST SOURCE OF EXPERTISE AND CAPITAL FOR HYDROCARBON EXPLORA-
TION IN THE WORLD. THESE COMPANIES ARE MOST EFFECTIVE IN
EXPLORATION WHEN THEIR OWN CAPITAL IS AT RISK AND WHEN THERE
IS THE REASONABLE PROSPECT OF A FAIR RETURN FOR SUCCESS.

WE SHOULD WORK TOGETHER TO FIND WAYS TO FACILITATE
INVESTMENT IN ENERGY IN PROMISING AREAS, INCLUDING THE DEVELOP-
ING WORLD, WHERE THERE HAS BEEN LITTLE EXPLORATION TO DATE.

WE ALSO NEED TO THINK OF THE LONG-RUN ENERGY TRANSITION,
PARTICULARLY THE NEED TO INVEST IN NEW AND RENEWABLE SOURCES
OF ENERGY. THE UN CONFERENCE ON NEW AND RENEWABLE SOURCES
OF ENERGY REPRESENTED A GOOD START IN THIS FIELD.,

IN THE YEARS AHEAD, THE U.S. WILL BE INCREASING ITS
ENERGY ASSISTANCE TO DEVELOPING COUNTRIES. OUR AID PROGRAMS
EMPHASIZE TECHNICAL ASSISTANCE., IN ORDER TO HELP COUNTRIES
ASSESS AND SELECT THE MOST PROMISING ENERGY OPTIONS. WE
ALSO SUPPORT RESEARCH, SITE TESTING AND DEMONSTRATION OF
PROMISING TECHNOLOGIES, PARTICULARLY WHERE U.S. ASSISTANCE
COMPLEMENTS ACTIVITIES OF THE PRIVATE SECTOR.

WE SUPPORT ENERGY LENDING BY MULTILATERAL INSTITUTIONS.
I BELIEVE, HOWEVER, THAT MORE CAN BE DONE TO UTILIZE THESE
SCARCE PUBLIC SECTOR FUNDS TO CATALYZE PRIVATE FLOWS AS
WELL.
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World Bank Energy Lending

Criticism: The US has oppossed both the proposed World
Bank energy affiliate and an expansion of resources for World
Bank energy lending.

Response:

1. Most resources for energy investment must come from the
private sector. The Bank can play an important role by com-
plementing and catalyzing private efforts and by encouraging
host governments to adopt policies conducive to private sector
involvement.

2. We are unable to agree to the proposed expansion of the
Bank's energy lending or to suoport the creation of, or
participation in, the proposed new energy affiliate.

3. Improvements can and should be made in the Bank's energy
lending program which, within the limits of currently
pledged resources, will result in higher energy investment
in the developing countries. The Bank should be encour-
aged to promote developing country energy development
by increasing its multiplier effect on private energy
investment.

4. After we have had the opportunity to see the effe~+ of
these improvements and gauge the OPEC willingness to increase
its participation, we will also be able to judge what
additional resources, if any, should be provided to the
Bank for further energy development activities.

Facts: In response to a Venice Summit initiative, the Bank
proposed in 1980 an expansion of its FY 82-86 energy lending
from $14 to $30 billion, to be financed by creating an energy
affiliate whose capital, for a large part, would come from OPEC.

Since February 1891, the US has maintained the position that
it cannot support the proposed affiliate. Moreover, the in-depth
interagency report on the Bank energy lending program directed by
the Treasury recommends that the Bank reorient its current lending
activities, and questions the need for an expansion of Bank lending.
While France and Canada are the only strong supporters of the
affiliate among G-6 countries, there appears to be wider support
in the Group for expanded energy lending. The OPEC position on the
affiliate or expanded energy lending is not clear. World Bank
President Clausen has given no impression he will push for the
affiliate. Moreover, it appears that in response to our concerns,
the Bank is attempting to expand the role of private capital
investment in its energy projects.
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Certain major donors (Canada, France and Japan), have
pledged to increase their economic assistance and have accepted
(but few have met) the UN-sponsored aid target of 0.7 percent of
their Gross National Product. They have also supported additional
funding for certain international institutions (the International
Development Association and IBRD) and the creation of an energy
affiliate for the World Bank to expand its lending in this area.

The United States has not accepted the concept of numerical
aid targets since they are not indicative of specific country
needs or capabilities to absorb additional funding. 1Industrialized
countries' official development assistance averaged 0.3 percent
of their GNP in 1980, compared to 0.27 percent of the United
States. The United States, however, continues to be the largest
single donor in absolute terms ($7.1 billion in 1980; Germany was
second at $4.0 billion).

The Administration has begun to refocus the development
assistance issue by placing increased emphasis on the fact that
economic development and growth are fundamentally dependent on
the adoption of sound domestic economic policies which promote
savings and investment, maximize efficient utilization of scarce
resources, and achieve effective balance of payments adjustment.

International trade, investment and commercial capital flows
of the private sector, are substantially more important for most
developing countries than foreign assistance to long-term, non-
inflationary economic growth. The U.S. performance in this area
is excellent. Our capital markets are more open than others and
U.S. banks are heavily involved in loans to developing countries.
Earnings of developing countries from exports to the United States
alone amount to double the foreign aid from all industrial countries
and the United States accounted for over half of industrialized
countries' investment in developing countries over the past 10 years.

We continue to recognize that official economic assistance has
an important role to play, especially for poorer countries. You
joined in the Ottawa Summit Communique commiting Summit countries
"to maintaining substantial and, in many cases, growing levels of
Official Development Assitance" and to-"direct the major portion
of our aid to poorer countries." Contrary to misimpressions, your
proposed budget for foreign assistance, even as Jjust revised,
actually increased this year, and Congress has authorized fulfillment
of U.S. pledged contributions and subscriptions to multilateral
development banks, including the International Development
Association. We will focus our bilateral assistance on the vital
development constraints of food production, energy and population.

In addition, special emphasis will be placed in institution building,
technology transfer and increasing the role of the private sector in
development.




CONPIDENTFAL

Developing countries must recognize that borrowing should be
used to facilitate-~not simply postpone--needed adjustments. To
adjust to new economic conditions, compete in world markets,
and attract private investment and capital flows, they must make
greater efforts themselves to adopt appropriate economic policies
and maintain a favorable investment climate. We will seek to
channel and to those countries adopting hospitable policy frameworks
which mobilize their domestic resources and promote healthy private
sector growth. Furthermore, our internal assessment of the multi-
lateral development banks (MDBs) concludes that the MDBs can also
play an important role in advising developing countries on such
policies, as well as using resources available to them to attract
additional private funds for development projects.

Developing countries have sought a restructuring of the inter-
national monetary system focusing on measures to: (1) ease macro-
economic policy conditions the International Monetary Fund attaches
to its loans; (2) create additional international liquidity through
substantial creation of Special Drawing Rights linked to development
criteria; (3) increase their role in international monetary deci-
sions; and (4) cancel debt as a means of "resource transfer".
Developing countries have long argued that the international
monetary system in general, and decisions of the IMF in particular,
are unfairly dominated by the major industrial countries.
Industrialized countries as a whole share our interest in maintaining
a stable international monetary system, but often seem more willing
to accommodate changes sought by developing countries (e.g. France
on SDR creation linked to development).

Private financial markets have demonstrated a remarkable
capacity to meet the financing needs of borrowers and lenders,
and will continue to have the primary role in recycling funds
from surplus to deficit countries. The supplementary role of the
IMF is to use its resources to promote sound programs of economic
adjustment. The success of the IMF's efforts to maintain a stable
monetary system depends on ensuring that the policy conditions
associated with its loans require appropriate economic adjustments
and policy responses in borrowing countries. The IMF has adapted
in a number of important ways to meet the changing economic
circumstances and needs of its members. We welcome further
adaptation to reflect changes in the relative economic positions
of the Fund's members as long as the changes continue to be based
on economic criteria. We have viewed efforts to radically
restructure the decision-making process of the IMF, as mis-
guided since they are likely to undermine international confidence
in its ability to foster a stable monetary system.
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High U.S. interest rates are perceived as postponing global
economic recovery and ralsing developing countries' borrowing
costs. Our monetary policy, of course, is not one of high interest
rates but is designed to ease inflation which adversely effects
the U.S. and the world economy. We have embraced the fight against
inflation as the highest priority of the international community,
as noted in the Ottawa Summit Communique. As inflation subsides,
sOo too will interest rates. U.S. pursuit of domestic policies to
ensure a strong U.S. economy, and hence a healthy international
one, will contribute much more than development assistance
measures to long-term, sustainable economic growth in the develop-
ing countries.

Key Points to Make

-- Sound domestic economic policies and the external
factors of trade, private investment, and commercial capital flows
are more important for most developing countries than assistance
measures for achieving long-term economic growth.

~- Developing countries need to make greater efforts to
adopt rational economic policies and maintain a favorable invest-
ment climate.

—— Multilateral development banks and other foreign assist-
ance can play an important role in promoting sound national
policies and attracting private financial resources for develop-
ment.

-- Private financial markets are managing the recycling of
surplus funds; existing international institutions play a supple-
mental role.

-- International financial institutions must be allowed to
operate in accordance with economic criteria if they are to
continue to enjoy wide international support.

-~ Combating inflation should be the number one economic
priority of the international community.

-~ Qur bilateral assistance will concentrate on the vital
development areas of food, energy and population, with special
emphasis in institution building, technology transfer and increas-
ing the private sector role.




MONETARY AND FINANCE
RECOGNITION OF GREATER ECONOMIC INTERDEPENDENCE AMONG

NATIONS PLACES A PREMIUM ON ALL NATIONS WORKING TOGETHER TO
ACHIEVE GREATER PROSPERITY, HOWEVER, WE CANNOT LOSE SIGHT
CF THE FACT THAT ECONOMIC DEVELOPMENT IS FUNDAMENTALLY DEPENDENT
ON EACH OF OUR OWN NATIONAL ECONOMIC POLICIES AND THE STRENGTH OF
THE PRIVATE SECTOR. EQUALLY IMPORTANT, WE MUST APPRECIATE THAT
THE EXTERNAL CONTRIBUTIONS OF TRADE, PRIVATE INVESTMENT AND
COMMERCIAL CAPITAL FLOWS RESPONDING TO INCENTIVES OF THE MARKET
PLACE ARE ESSENTIAL INGREDIENTS TO ACHIEVE LONG-TERM, NON-INFLATIONARY
ECONOMIC GROWTH AND DEVELOPMENT,

FOREIGN ASSISTANCE AND INTERNATIONAL DEVELOPMENT AND
FINANCIAL INSTITUTIONS CAN PLAY AN IMPORTANT ROLE IN REINFORC-
ING AND SUPPORTING DEVELOPMENT EFFORTS. BUT ASSISTANCE CANNOT--NOR
CAN WE PRESUME THAT IT SHOULD--DISPLACE OR SUBSTITUTE FOR THESE
ESSENTIAL INGREDIENTS., WE RECOGNIZE THAT FOREIGN ASSISTANCE WILL
BE OF PARTICULAR IMPORTANCE TO POORER COUNTRIES, AND WE WILL
CONTINUE TO SUPORT THE EFFORTS OF ALL DEVELOPING COUNTRIES TO
ADDRESS THE PROBLEMS THEY FACE AND UNDERTAKE ADJUSTMENTS. WE
WILL CONCENTRATE OUR EFFORTS ON ALLEVIATING CONSTRAINTS IN THE
VITAL AREAS OF FOOD, POPULATION., AND ENERGY., WITH EMPHASIS ON
INSTITUTION BUILDING, TECHNOLOGY TRANSFER AND INCREASING THE ROLE
OF THE PRIVATE SECTOR. ”

ADJUSTMENT OF ECONOMIC POLICIES TO NEW ECONOMIC CONDITIONS
IS A NECESSITY. IT IS IMPORTANT THAT BORROWING BE USED TO
FACILITATE--NOT SIMPLY POSTPONE--NEEDED ADJUSTMENTS. WE WILL
SEEK TO GIVE PRIORITY IN OUR BILATERAL ASSISTANCE TO THOSE
COUNTRIES WHICH DEMONSTRATE A SERIOUSNESS OF PURPOSE IN MOBILIZING
THEIR OWN RESOURCES AND PROMOTING HEALTHY PRIVATE SECTOR GROWTH,
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THE UNITED STATES WILL HONOR RECENT INTERNATIONALLY NEGOTIATED
AGREEMENTS RELATED TO REPLENISHING THE RESOURCES OF THE MULTILATERAL
DEVELOPMENT BANKS. THEY CAN AND SHOULD ACTIVELY PROMOTE SOUND
ECONOMIC POLICIES AND ATTRACT PRIVATE FINANCIAL RESOURCES FOR
GROWTH AND DEVELOPMENT OBJECTIVES,

A SMOOTHLY FUNCTIONING INTERNATIONAL MONETARY SYSTEM IS
ESSENTIAL TO A PROSPEROUS WORLD ECONOMY. PRIVATE FINANCIAL
MARKETS, SUPPLEMENTED BY EFFORTS OF EXISTING INTERNATIONAL
TNSTITUTIONS, ARE HANDLING THE PROCESS OF FINANCING PAYMENTS
DEFICITS. THE DEMONSTRATED CAPABILITY OF THE INTERNATIONAL
MONETARY FUND TO EVOLVE AND ADAPT TO CHANGES IN THE WORLD ECONOMY
AND TO THE NEEDS OF ALL ITS MEMRERS IS A CORNERSTONE OF STABILITY
IN THE INTERNATIONAL ECONOMY SYSTEM, HOWEVER, THE SUCCESS OF
IMF’S EFFORTS TO MAINTAIN A STABLE MONETARY SYSTEM DEPENDS ON
ENSURING THAT THE POLICY CONDITIONS ASSOCIATED WITH ITS LOANS
REQUIRE THE APPROPRIATE ECONOMIC ADJUSTMENTS IN BORROWING COUNTRIES.

THE FIGHT AGAINST INFLATION MUST BE THE HIGHEST PRIORITY OF
THE INTERNATIONAL COMMUNITY, HIGH INTEREST RATES ARE PAINFUL FOR
ALL OF US, BUT WE MUST NOT EVADE OUR RESPONSIBILITY TO ATTAIN
LOWER INTEREST RATES ON A LASTING BASIS. THIS WILL NOT COME
THROUGH SHORT-TERM MEASURES, WHICH WOULD INEVITABLY THWART OUR
EFFORTS AGAINST INFLATION, BY STEADFAST PURSUIT OF OUR DOMESTIC
POLICIES WE WILL, IN THE LONGER TERM, ACHIEVE LOWER INTEREST
RATES, STRENGTHEN THE U.S., ECONOMY AND CONTRIBUTE TO A HEALTHY,
LESS—INFLATIONARY WORLD ECONOMY,
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IMF Financing and Conditionality

Criticism: The developing countries claim that the
amount of financing available from the IMF is inadequate
to deal with their balance of payments needs and that the
economic policy conditions associated with IMF financing
are excessively harsh and damaging to their development
efforts.

Response:

l. With re-emergence of large balance of payments
deficits and financing needs over the past few
years, the IMF has moved dramatically to increase
its resources and expand members' access to those
resources.

L, P

2. Consequently, recourse to the IMF's financing has

E increased rapidly.

resources available to the IMF are used prudently
in support of soundly designed and effectively
implemented programs of economic adjustment. This
is critically important for the IMF as an institu-
tion, to individual borrowing countries, and to
the world in general.

‘ 3. The need now is to assure that the substantial
}

Facts: The IMF is the principal source of official
financing for countries experiencing temporary balance of
payments difficulties. The availabiltiy of IMF financing
is conditioned upon the borrower adopting economic adjust-
ment policies that will correct its balance of payments
problem and place its external position on a sustainable
basis that can be financed from non-IMF sources, primarily
private markets. 1In recent years, the IMF has substantially
expanded its resources available for balance of payments
financing and members access to those resources. Quotas
have been doubled since 1977 (to a total of about $69
billion) and the IMF has borrowed significant amounts
(includiow a recent $9 billion loan from Saudi Arabia
and $2 billion from other countries). A member's access
to IMF resources is now multiple of its quota. Consequently,
the IMF's financing commitments have increased sharply and
in 1981 (through July) loans are being made at an annual
rate of $16 billion, more than double the pace set last
year.

The US and other major countries have become increasing-
ly concerned that IMF supported adjustment programs have
not been adequately implemented despite the substantial
commitment of IMF resources. The effectiveness of the IMF's
efforts to promote sound economic policies in borrowing
countries is critical to the achievement of a more stable
world economy and maintenance of the financial integrity
of the institution. We are working with IMF management
and other countries to improve IMF conditionality.

—CONELBDENTLAL——
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Developing countries and smaller developed countries are also
pressing to accelerate the quota review, pointing to the current
rapid utilization of IMF resources. The US has firmly opposed any
acceleration in light of the IMF's storng financial position and
concern about Congressional reaction to further requests for IMF
funding at a time of budgetary stringency.
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U.S. Bilateral Economic Assistance Program

Criticism: The United States is failing to meet its responsi-
bilities in providing economic assistance. The US ranked 13th
among the seventeen members of the OECD in terms of the
percentage of GNP allocated to official development assistance
(ODA) .

ResEonse:

1. The United States will provide the largest single amount
of economic assistance of any country in the world.

2, It is true that budget stringencies and economic problems
at home will limit the growth of US assistance over the near
term.

3. Therefore, we will concentrate our efforts on making our
aid more effective.

4, This will be accomplished in several ways:

a) Concentrating assistance in those countries that
adopt a policy framework appropriate to domestic resources
mobilization and healthy private sector growth.

b) Emphasizing a blend of technical assistance and resource
transfer that will promote the strengthening of public

and private institutions in the developing countries so as
to ensure self-sustaining growth,

c) _Using bilateral aid as a tool to increase private
capital flows, thus augmenting total resource flows.

Facts: The US has several major budgetary instruments to support
our assistance objectives and strategy: the Development Assistance
accounts ($1.9 billion requested for FY 82); the Economic Support
Fund (ESF) ($2.6 billion requested for FY 82); and PL 480 food aid
($1.6 billion programmed for FY 82). The FY 82 budget request calls
for a 16 percent increase in foreign assistance.

In 1980, estimated US ODA was over seven billion
dollars, over 26 percent of all the assistance provided by
the OECD. US ODA in 1980 was greater than all the assistance
provided by all members of OPEC combined.

UNCLASSIFIED
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U.S. Contributions to the
Multilateral Development Banks (MDBs)

Criticism: The U.S. is backing away from its support

of the MDBs.

Response:

1. This Administration is continuing effective U.S. par-
ticipation in the multilateral development banks. We
have made a firm commitment to take action to provide
our share of resources under the MDB agreements which
were already negotiated when we came into office.

2. A great deal has already been accomplished. Author-
ization legislation has been obtained for the full
amount of our $12.8 billion request for U.S. subscrip-
tions and contributions to the MDBs.

T v s e by et

3. FY 1981 supplemental appropriations have also been
obtained for the first U.S. installments to IDA VI
and African Development Bank capital and work is now
proceeding in Congress on the Administration's request
for other necessary appropriations for fiscal year 1982.

4. We continue to see a major role for the banks. We think
they can help promote even greater economic and social
progress, based on market-oriented principles, and con-
tribute to a more stable and productive economic system
which will benefit all countries.

Facts: Authorization. Legislation has been enacted authorizing

the full amount of $12.8 billion requested by the Administration
for U.S. subscriptions and contributions to the MDBs. This total
includes $3.24 billion for IDA VI; $8.8 billion for the World
Bank General Capital Increase (GCI); $360 million for shortfalls
in authorizations previously approved for the Inter-American
Development Bank (IDB) ($345 million) and the Asian Development
Fund (ADF) ($67 million). The authorization was included in the
Omnibus Budget Reconciliation bill.

Appropriation. Congress aproved an FY 1981 supplemental
appropriation of $500 million for the first installment of the
U.S. contribution to IDA VI in June. Following approval of the
authorization legisltion in August, the U.S. Government was able
to agree to contribute and to make available the first install-
ment of its contribution to IDA VI, thereby permitting the
replenishment agreement to come into effect. The supplemental
appropriation also contained $18 million for the first of five
annual installments of U.S. capital subscriptions to the African
Development Bank (AFDB); however, those funds cannot be used
until the regional members of the bank complete their ratifica-
tion of non-regional membership which is not expected to take
place in the near future.
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The FY 1982 Foreign Assistance Appropriations Bill was
reported out of Committee in the House of Representatives on
September 17, with the Committee approving the Subcommitee
on Foreign Operations' recommendation of the requested levels
for IDA VI and the African Development Fund (AFDF), no funding
for the African Development Bank (AFDB), and 10 percent reduc-
tions from the requested levels for the other banks.

Although the scheduling of House debate on the bill has not
been settled, there are indications that amendments for additional
reductions will be proposed from the floor. On the Senate side
the Foreign Operations Subcommittee of the Senate Appropriations
Committee, has deferred consideration of the bill originally
scheduled for September 17, in order to learn more details of the
Administration's current budget proposals. The Chairman of that
Subcommittee has indicated his intention to set lower levels for
the banks, including $530 million for the second installment to
IDA VI.

On September 14, the House of Representatives adopted a
continuing resolution for FY 1982, providing for funding of MDB
programs at the level of last year's appropriations. The Senate
is expected to act on the continuing resolution in the next few
days.

In a letter to Secretary Regan, The Chairman and Ranking
Minority Member of the House Appropriations Subcommittee on
Foreign Operations noted that the continuing resolution (H.J.
Res. 325) would be operative for a period of only one month and
asked that no U.S. funding be provided to IDA under the terms of
the resolution. There is a strong possibility, however, that
another continuing resolution may be passed at the end of the one
month period. This would be the third consecutive year for
funding the banks under continuing resolutions.
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Implication of the U.S. Economic Recovery
Program for Developing Countries

Argument: The budgetary implications of the President's
economic program imply further reductions in U.S. foreign
assistance and the resulting high U.S. interest rates
disrupt exchange markets making private borrowing too costly
for many developing countries.

Resgonse:

1. We have stated that we will stand behind U.S.
multilateral commitments and we will preserve our
bilateral programs, especially for the poor countries.

2. The economic program is designed to reestablish the
sort of vigorous, non-inflationary growth in the U.S.
economy that is a critical element in the environment
for healthy, world economic development.

3. Economic progress is principally determined by each
country's own economic policy and the health and
dynamism of its private sector -- not by official
assistance.

4, High U.S. interest rates do pose a particular, if
temporary, problem for some developing country borrowers.
This problem will diminish as U.S. inflation itself
moderates, reducing the inflation premium now embedded

in our interest rates.

Facts: The Economic Recovery Program is made up of four
mutually reinforcing, interdependent elements -- consistently
restrained monetary growth, curbed government spending, tax
reduction and regulatory relief. Together these will restore
strong, non-inflationary growth to the U.S. economy.

The general importance of improved U.S. economic perfor-
mance for the rest of the world's economy is well known. It
has specific relevance to the developing countries. As that
program succeeds, demand for developing countries' exports
will substantially increase. Moreover, our own protectionist
pressures, which could otherwise harm developing country
export receipts, will be defused as employment and investment
opportunities in the U.S. expand.

A strong, non-inflationary U.S. economy however does not,
nor can it, in itself assure sustained economic progress
in the developing world. Nor do ever-increasing official income
transfers for development. What is critical in determining
development progress is the set of national policies each
country adopts so as to make its own best use of a strengthened
world economy and such official resources as may be available.

UNCLASSIFIED




Importance of National Policies

Argument: A developing country's own economic and social
policies are a critical factor in economic development.

Resgonses:

1. Any country's economic performance is primarily a
function of its own economic policies and actions. In
order to achieve their developing potential and
increase the economic well-being of their people, we
believe that developing countries need to adopt and
pursue rational, market-oriented, economic policies.

2. Policies cannot avoid needed adjustments or put short-
term political objectives ahead of economic efficiency
or the long-run economic development performance of
the country.

3. We allocate our aid in an effort to reinforce sound
national policies.

Facts: Many developing countries will have pursued economic
policies which ignore or distorted market forces and deterred
domestic as well as foreign investment. These policies include
such things as price controls on energy, or food. The former
has led to excessive demand while reducing or eliminating
incentives for domestic agricultural production, thereby con-
tributing to the world hunger problem. Controls and national-
ization policies have also often discouraged investment and
capital accumulation and have often been biased away from small
producers and towards capital intensive investment.

Developing countries have therefore often been reluctant
to undertake needed adjustments because such change risks
political disruption. There is, however, an increased
acceptance by the developing countries of the view that
long-term success in development and political stability
regquires the adoption of rational, market-oriented economic
policies but reinforce sound programs.
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UNCLASSIFIED

Role of the Private Sector

Argument: The private sector should be the primary

force in economic development. We are relying domestically
on our own private sector to bring about more vigorous
economic growth. We believe that many developing country
economies can benefit from policies that give the private
sector a greater role.

Response:

1) Private sector participation provides economic
incentives to work and invest while decentralizing
economic decision making to the production unit.

In the United States we are moving to revitalize our
economy by eliminating excessive regulations and
government intervention.

2) The US will support policies in developing countries to
expand private sector involvement by working to
eliminate USG disincentives to US private
sector involvement in developing countries;
exploring new ways to create a more open climate
for trade, investment and capital flows; increasing
AID's private sector orientation (creating a
special Private Sector Bureau); improving other US
programs that support the private sector in
developing countries; supporting efforts of individual
developing countries to create a more favorable
internal climate for foreign and domestic private
sector activity; strengthening the role of the
multilateral institutions in their support of
developing country private enterprise; increasing
the involvement of individual US firms and private
business associations in providing management and
technical training for developing country personnel;
and seeking more effective ways to bring together
developing country enterprises and US suppliers of
appropriate technology.

Facts:

The role of private enterprisé in developing countries is
almost totally dependent on their own national policies. Key is
the climate for investment - both domistic and foreign.

Net new US direct investment in developing countries in 1980

is estimated at $8 billion. This includes transfers of significant
amounts of technology and training.
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Brandt Commission Report

Criticism: The United States is not taking the Brandt
Commission's Report seriously.

Resgonses :

1. The United States does take seriously the issues raised
by the Brandt Commission Report. I am here in Cancun
because I agree that the state of the world economy in
general,. and that of the less developed countries in
particular, merits new and high level attention.

2. I reject the hypothesis of the report that the world
is or should be divided in two camps of north versus
south.

3. While the report calls for several remedies with which
we agree, such as emphasis on the importance of agri-
cultural production, increased energy supplies and open
trade, the report also calls for some politically
impossible ideas (massive transfers to the South)
or very poor areas (SDR-AID Link) in the structure
of the world economic system.

4. Nevertheless, the report is useful in focusing global
attention on these important development issues before
the world community.

Facts: The Report of the Independent Commission on
International Development Issues, chaired by Willy Brandt, was
issued in February 1980. It's alarming description of the
economic state of most developing countries is essentially
correct, 1f perhaps overstated. However, many of the report's
proposals for remedies to the developing countries' problems are
neither new nor realistic.

We recognize the important role -which the international
community can play in assisting the developing countries'
own development efforts. However, economic performace
of the developing countries is primarily a function of their
own actions and policies. Uneconomic pricing policies for
food, other agricultural products, and other domestically
produced or imported products or services have often been
the source of poor economic performance. Similarly, protect-

UNCLASSIFIED




CONFIDENTIAL

Differentiation vs. Universality

Argument: Policies and actions to promote development in
developing countries should be tailored to the needs of
individual countries or groups of countries.

Responses:

1. The international community should recognize the
diversity of the developing countries and differing needs of
countries at different levels of development and in varying
circumstances.

2. Treating developing countries as a monolithic bloc
makes it more difficult for developed countries to respond
to legitimate developing countries needs.

3. Differentiating among developing countries is not an
effort to break developing countries unity, but is an
attempt to address development problems more realistically.

Facts: Developing countries are an extremely diverse group.
Their resource endowments, population structures, and state

of economic development vary dramatically. The appropriate
international support for development efforts varies accordingly.
The problems of each country or group of countries are best
addressed by policies specifically designed to their circum-
stances or regions. Universal measures applied to all developing
countries can lead to a misalloction of resources. Develop-

ing countries resist a differentiated approach, especially

in international economic negotiations.

Since 1973-74, when they saw the power of the OPEC
cartel to raise oil prices, the developing countries have
sought to force concessions from the industrial countries by
maintaining a united front, especially with the OPEC
countries. This approach leads to a proliferation of
demands. Every country's needs or wants, no matter how
irrelevant or even contradictory to other countries, must be
included to maintain unity. For the same reason, the
demands cannot be given any order of priority. The net
result is a "take it or leave it" package of radical reforms
affecting the entire international economic system.

CORPEBENTIAL ﬁﬁms’@wm

S i B










UNCLASSIFIED

Regionalization

Argument: Cooperative regional approaches to economic
issues should be thoroughly explored and implemented where
appropriate.

Responses:

1. The regional approach enables developing countries,
donors, and international institutions to coordinate
activities to allow for greater impact of development
efforts through reinforcing national efforts.

2. The regional approach can take advantage of expertise
already developed by some countries in a region to assist
other countries with similar problems.

3. Cooperation among nations of a particular region
on trade and other economic issues can often provide
far greater economies of scale and more efficient resource
allocation than a strictly national approach.

4. Regional development programs reinforce the UN objective
of economic cooperation among developing countries (ECDC).

Facts:

The US is currently involved in several regional
efforts to coordinate development.

Caribbean Basin Initiative: The US proposed the CBI as a
program to coordinate actions by the Caribbean nations,
donor countries, and international financial institutions in
the areas of trade, investment and foreign assistance to
complement the region's own development efforts.

ASEAN: We are committed to a close working relationship with
the Association of Southeast Asian Nations (ASEAN). We

have benefitted considerably from a better understanding of
ASEAN's views on multilateral issues and ways to strengthen
our bilateral commercial ties.

ECOWAS: The United States already works closely with the
Economic Community of West African States (ECOWAS) as it
strengthens economic ties among the countries of West
Africa. We consult closely on trade and investment issues
and look forward to increasing cooperation.

UNCLASSIFIED
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Population

Argument: Consistent with traditional concern for human dignity
and the quality of life and in keeping with US interests, the

US will continue to provide assistance for voluntary family
planning and encourage all countries to give careful consider-
ation to population issues.

RESEODSE :

1. Over the past decade, about half of all population
assistance to developing countries has come from the US.

The US will continue to play an active role 1in 1lnternational
population assistance progress.

2. We urge growing involvement of other donors and an
increasing commitment of the developing countries
themselves to voluntary family planning.

Facts: World population is likely to increase from the current

4.5 billion to over 6 billion by the year 2000, with 90 percent

of this increase occurring in low income countries. This growth
will seriously affect economic development aspirations, exacera-
bating the problems of malnutrition, overcrowded cities, unemploy-
ment, deforestation and water supply. These changes will also bring
an increased potential for social unrest, urban crime and mass
migration.

Increasing numbers of dev~loping country leaders, including
Lopez Portillo, Gandhi, Moi anu Suharto, have spoken out in supp~+t
of voluntary family planning programs. They and others, including
representatives from Austria, Japan and China, may use the
occassion of the Cancun meeting to urge higher levels of inter-
national assistance for population programs.

Population and family planning program assistance has been
highly successful. 1In recent years, some thirty developing
countries, including China, Indonesia, Tunisia, Thailand,
Columbia and Mexico have brought down birth rates significantly
through concerted national efforts. However, at present no more
than one-third of all couples in developing countries have access
to basic family planning information and services, and shortage
of funds is now the most serious constraint to further progress in
population and family planning. Further fertility reduction in
most countries will require considerably greater efforts in moti-
vation and expansion of family planning services.
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Human Resource Development

Argument: Developing country efforts to expand basic education,
train key personnel and strengthen local training and research
capacities are essential to sustained economic growth and social

improvement. Increased international support for these efforts
is recommended.

RESEODSQ :

1. The US offers valuable education and training expertise
and experience in support of developing country efforts.
However, strong and sustained local leadership is needed
to make necessary investments, initiate needed reforms and

insure that trained people can employ their talents and
skills.

2. The US views as mutually advantageous the transfer of
technology through training, professional exchanges and
cooperation between US industry, universities, other
public and private insitutions and their developing
country counterparts.

3. US development assistance programs will continue to
support t+n human resource objectives: expansion of basic
education upportunties to include women and the rural poor,
and strengthening the technical, scientific and managerial
leadership of developing country insitutions.

Facts: Six hundred million adults in the developing countries
cannot read or do simple calculations. The poorest and most
rural developing countries enroll as few as 20 percent of their
children. Such low levels of education constrain productivity,
social and economic participation, and new technologic, fertility
and health practices. Strong and consistent empirical evidence
supports basic education as one of the best economic as well as
social investments a developing country can make.

Some 300,000 foreign student currently study in the US, most
are from developing countrles. About 7,000 are US-sponsored, the
remainder are sponsored privately or by their own governments.
Most government-sponsored students return home on schedule. US
bilateral development assistance for education/human resources is
$110 million (8 percent of total); $30 million supports basic

education. Training in agriculture, health and other fields is
$80-100 million.
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Natural Resource Development

Criticism: The U.S. and other industrialized nations
are consuming a disproportionate share of the world's natural
resources at the expense of economic growth in the Third World.

Resgonse :

1. There is a correlation between economic growth and
resource consumption. We, however, reject the notion
that "excessive" resource demand by any country or group
of countries is a constraint on the economic development
of others.

2. Our collective concern should rather be on how to
increase and sustain resource availability over the
long term in view of continuing population growth and
industrialization. This has been relatively neglected
by economic and development planners...and significant
progress is possible.

3. Excellent opportunities for expanding resource avail-
ability exist through improved planning, better
management, conservation and technological innovation.
The U.S. is now making substantial reductions in
energy and raw materials usage through a combination
of these measures. This is a profitable area f~r
increased international collaboration, and we
stand ready to share our experience and knowledge.

Facts: There is no evidence that reduced resource consump-
tion by the U.S. would stimulate greater economic growth in the
developing countries. A much stronger argument can be made that
U.S. economic prosperity has historically had a significant,
positive impact on developing country economic and social development.

Future worldwide economic growth will depend on both expanding
supplies of minerals and energy, and on maintaining the produc-
tive capacity of water resources, forests and soils. However,
many poor nations are now finding their development programs
being undercut by the degradation of their natural resource base
on which food production and industrialization critically depend.

Rich and poor nations thus have shared interest in finding
and exploiting new sources of energy and minerals, reducing waste
and inefficiencies in use, and improving the management of
renewable resources. The U.S., as a world leader in resource
management and conservation, is in a strong position to engage
the developing countries in effective cooperation in this
area, and to change the tone of the recent North-South
dialogue on resource development issues.
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Development-Oriented Science and Technology

Argument: International cooperatiove research combined with
strengthened science and technology institutional capacities
in developing countries can yield a high return from the
resources available.

Response:

1. Science and technology can play a major role in the
continuing development of all nations, particularly of
developing countries. Pay off from the new high-yielding
varieties of wheat andf rice now range from $4-6 billion
annually.

2. Strengthening the capacities of developing countries
in science and technnology, given funds avaliable,
can best be accomplished through better utilization
of existing resources to reinforce domestic programs
in both public and private sectors.

3. We are examining ways in which US development assistance
programs can be made more responsive to science and
technology objectives of developing countries.

4. We are hopeful that our continued cooperation and
that of other nations, particularly oil-exporting
nations, will help accelerate the scientific and
technological growth of these countries.

Facts: At the 1979 UN Conference on Science and Technology for
Development (UNCSTD), the international community was called
upon to assist developing countries in strengthening their
capacities in science and technology. Since then, science

and technology issues have arisen as a discrete subject in a
number of international meetings. One result of UNCSTD was

a UN resolution calling for long-term financing of science

and technology activities. A controversial proposal for a
global fund is now under discussion within the UN.

The US and most other developed countries are opposed
to the creation of new special funds. The US supported
creation of an initial two-year interim fund (1980-1982),
but remains under political criticism for failure to meet
our $10M FY 81 pledge to that fund and our lack of support
for a long-term fund.

An independent mission by a group of developing country
Ministers visited several OPEC countries in June and reportedly
succeeded in obtaining Arab support for science and technology
activities, including the potential for major funding. The
Ministers plan to visit leading developed countries and visited
the United States on September 15, 1981.
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Election of UN Secretary General

Criticism: Foreign Minister Salim A. Salim of Tanzania
is challenging incumbent Kurt Waldheim for the position of UN
Secretary General (SYG), a race which will be decided in the
Security Council most probably in November. The US should take
a position.

Response:

1. Though we have high regard for Secretary General
Waldheim and Foreign Minister Salim, we have not
taken a position on any of the known or potential
candidates for UNSYG.

2. The election will not take place until later in the
session, and we will defer any commitment on the SY¥G
election until it is clear who all the candidates are.

Facts: Waldheim's term expires on December 31. He has
announced his candidacy for an unprecedented third five-year
term. His only announced challenger, Salim, is considered a
strong opponent, having won the endorsement of the Organization
of African Unity in June. The Tanzanian campaign for Salim,
stagemanage” by President Nyerere, has stepped up in recent weeks
in an attempc to nail down non-aligned and regional group support.

There is a possibility that a Latin American may enter the
race. The names most frequently rumored now are Organization
of American States Secretary General Alejandro Orfila and Wald-
heim's Personal Representative on Afghanistan, Perez de Cuell=ar
of Peru.

The UN Charter states that the General Assembly, upon the
recommendation of the Security Council, appoints the Secretary
General. Because the veto applies in the election of a Secretary
General, all five permanent members of the Council must agree, or,
at the minimum, not cast a negative vote. The Security Council
will probably begin to meet informally in November to lay out the
groundwork for the voting, e.g. set the method of balloting,
and to determine who the candidates™ are. Subsequent to these
preliminaries, the actual balloting will take place in the
fifteen-member Council. Although other permanent members of the
Security Council have not revealed their positions, we believe
UK, France, and USSR are leaning to Waldheim while China prefers
Salim.

CONEEFBENTTAL "

DICLACTTIED
Aviory_Stalt waive

wﬂ_Q%:jUﬁﬂnﬁg Hﬁéfguny







	Withdrawal 243745
	Withdrawal 243746
	Withdrawal 243747
	Withdrawal 243748
	Withdrawal 243749
	Withdrawal 243750



