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MEMORANDUM 

NATIONAL SECURITY COUNCIL UNUAS IFtED UPON R£MOV . , 
CLASSIFIED ENCLOSUIUi(S) /0 {I ~r 00 

UNCLASSIFIED 
~~~N'"f} <-> 

May 29, 1982 

ACTION 

MEMORANDUM FOR WILLIAM P. CLARK 

FROM: 

SUBJECT: 

HENRY R. NAU 

Further Versailles Summit. Briefing 
Materials for the President 

Since the Versailles Summit briefing book went to the 
President last week, several issues have arisen about which 
the President needs to be informed. I have attached a note 
from you to the Presiden·t · indicating what these items are 
and attaching a brief coverage of each of the issues for 
his information. 

RECOMMENDATION: That you sign the memo to the President 
at Tab I. 

APPROVE____ DISAPPROVE 

Attachments 

Tab I Memo 
A 
B 
C 
D 

to the President· . 
Review of Japanese Trade Package 
Summary of Schmidt's Speech 
Discussion US grain exports/credit restrictions 
Replies from Thatcher and Thorn - Highlights 

cc: C.Tyson 
J.Rentschler 

- iley 

UNCLASSIFIED 
w4T}ip;tN~~ 

~ 
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ACTION 

MEMORANDUM FOR THE PRESIDENT 

FROM: WILLIAM P. CLARK 

SUBJECT: Further Versailles Summit Briefing Materials 

Issue 

Do you need further information on several key issues at the 
Versailles Summit? 

Discussion 

You received a full briefing book for the Versailles Summit 
before you left for California. Since then, several addi­
tional materials have become available and are attached for 
your reading if you so desire. 

A brief review of ·recent Japanese trade package and 
key points for you to talk about with Prime Minister 
Suzuki (these points have been cleared by the relevant 
agencies). 

Summary of Chancellor Schmidt's speech on April 5, 
1982, which George Shultz mentioned to you noting 
that Schmidt was mad because nobody had noticed this 
speech. 

Discussion of relationship of US grain exports to our 
proposals to restrict credits to the Soviet Union. 

Highlights of replies from Thatcher and Thorn to your 
letter of May on your expectations for the Versailles 
and Bonn Summits. 

Recommendation 

That you read these materials as needed for your information. 

OK NO 

Attachments 

Tab A 
B 
C 
D 

Review of Japanese Trade Package 
Summary of · schmidt's speech 
Discussion US grain exports/credit restrictions 
Replies from Thatcher and Thorn - Highlights 

UNCLASSIFIED ~ 
~~ ,~~CW@NT Prepared by: H.R.Nau 
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SUMMARY OF CHANCELLOR SCHMIDT'S SPEECH 

TO HAMBURG OVERSEAS GROUP 

April 5, 1982 

According to Chancellor Schmidt, the German economy has 
turned around as a result of tough decisions to reduce real 
wages and maintain fiscal and monetary discipline, leading 
to a strengthening of Germany's current account and the German 
Mark (Schmidt was speaking before the Parliament rejected the 
revenue increasing aspects of his stimulus program while approving 
the spending aspects, thus increasing the fiscal deficit). 
He now awaits similar decisions in. other countries, principally 
in the US. 

Developing this theme the Chancellor made the following 
points: 

Inflation is the root cause of the present sickness of 
the world economy. 

Higher rates of public . and private investment are 
needed to increase employment but real interest rates 
in US, which have never been higher, prevent this. 

An industrial upswing will not occur before 1983. 

The most important key to this upswing is US policy. 
He approves US monetary policy but criticizes the 
budget deficit and expresses fear that the budget issue 
will go unresolved into the autumn. 

Other countries also have responsibilities. Those with 
current account surpluses (read .Japan) should open 
their import markets; those with current account deficits 
(read France and Italy) should e~ercise greater budgetary 
and monetary discipline. 

Germany and Japan because of their surplus balance of 
payments situation can decouple from American interest 
rates and lower their own interest rates without fearing 
devaluation of their currencies. 

An oil tax should be imposed only as a concerted ef,fort 
by the ma.jar industrial countries and dropped when oil 
prices rise again. 

International Monetary Fund and World Bank should be 
strengthened, and their behavior should not be determined 
by debtors. 

GATT must be preserved and strengthened. 



- 2 -

There is a need to guarantee orderly exchange market 
conditions and to limit erratic fluctuations in exchange 
rates but not resist market trends. 

LDCs need stable earnings from raw material exports but 
not by means of a worldwide commodity fund experiment. 

Aid remains indispensible, and Global Negotiations must 
finally get underway. 

Eastern economies suffer same crisis as Western economies 
but without resiliance and technological dynamism of 
the West. 
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The Reagan team was quick to pro- gested "limits" on credit subsidies 

claim success for its labors at the Ver- and loan guarantees to the Eastern 
sailles summit, apparently.. because it bloc and the Soviets, but the limits 
managed after months of discussion to weren't defined, leaving individual 
extract some exceedingly vague countries free to continue business as , 
promises from our allies about limit- usual. European spokesmen made it 
ing credit subsidies to the Eastern plain they plan to do just that. The Si-
bloc and the Soviets. berian gas pipeline, for which the 

To us, however, it looks as though West Europeans are providing billions 
Mr. Reagan, following the blueprint in subsidized credit and guaranteed 
laid out for him by the State Depart- loans, wasn't even mentioned, in the 
ment, gave more than he got. And be- communique despite Mr. Reagan's ini-
yond the nitty-gritty of the negotia- tial sharp objections to the deal. 
tions, we think the Versailles summit Mr. Haig & Co. hoped that by 
once again points up the flaw in the treading softly the U.S. could obtain a 
approach favored by Secretary of broader measure of agreement than if 
State Haig and others in the adminis- it stuck to a harder line, say by threat-
tration for dealing with our European ening to default the Polish loans. It , 
friends . should be obvious after the Versailles 

At Versailles the U.S. agreed to summit that this approach has failed. 
soften its opposition to intervention in It may even prove to have been ir-
foreign exchange markets, to forma- relevant. The implicit premise of the 
tion of a new IMF committee to pro- Haig approach is that the Reagan ad-
mote "convergence" of economic poli- ministration is politically out of synch 
cies and to a broader role for the UN with its allies. But before the ink was 
in the so-called North-South dialogue. even dry on the Versailles documents, 

Now we don't think the world will Germany's conservatives were deliv-
come to an end because of any of this. ering another electoral blow to Hel-
The administration and the Fed un- mut Schmidt's ruling Social Demo-

1 

derstand that intervention in foreign crats, this time in Hamburg's elec-
exchange markets could as easily be- tions. Some observers wonder if Mr. 
come an engine for renewed inflation Schmidt can last out the summer. 
as for monetary stability. And not Conservatives have also scored heav-
even France's Socialists, for all their ily in recent elections in France and 
talk about solidarity with the world's England. The reasons for this trend 
poor, have any real intention of turn- are arguable, but at least it suggests 
ing over Western treasuries to the that the European electorate is not an 
mercies of the UN. It's even possible, unalterable constant impervious to 
we suppose, that the IMF would pro- persuasion. 
mote "convergence" of economic poli- The best thing that could come of 
cies in the right direction, though Versailles would be for Mr. Reagan 
probably only over the dead bodies of and other travelers to ponder their 
a lot of internationalist bureau·crats failure to get anything meaningful on 
who like to solve all economic woes by Soviet bloc credits. For then they 
raising taxes. might start to sense that the policy of 

But at best this was a mess of pot- the lowest common denominator is 
tage, in return for which we received bound to fail, and that the way to lead 
precious little. The communique sug- an alliance is to lead. 
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