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THE UNDER SECRETARY OF THE TREASURY w
FOR MONETARY AFFAIRS vﬂ/

WASHINGTON, D.C. 20220

FEB 12 1982 g

MEMORANDUM TO: Robert Hormats
FROM: Beryl W. Sprinkel (. {/

SUBJECT: U.S. Strategy for the Versailles Summit

Following up on our discussions yesterday, I am enclosing
both my comments on the draft letter to Attali on themes for
the Versailles Summit, and some initial thoughts on a U.S.
initiative for coordination of macroeconomic goals. My

thoughts on Henry Nau's strategy paper are detailed in this
note.

I have sensed in others of our group considerable fear
of another Summit discussion of macroeconomic issues and
policies. The strategy reflected in Henry Nau's draft paper
would involve throwing up a smoke screen to obscure the topic,
by diverting attention to other issues. I feel this strategy
is both unrealistic and overly ambitious. It is inevitable L//(
that we will have to address foreign criticisms of our macro-
economic policies. The President is committed to his program
for economic recovery, and we believe strongly that it will
succeed. Therefore, I see no reason to duck the issue, even
if that were possible -- which it is not.

I agree that there are a few specific initiatives that
we should pursue at Versailles. Our investment initiatives,
and some of our ideas in the trade area, are in that category.
And from our point of view, it is obviously of primary importance
that the Summit take up East-West economic issues, including
the Soviet pipeline. But some others of the proposed initiatives
are not worth the effort (e.g. "Structural Adjustment") and in
some instances conflict with the Administration's policy and

budgetary decisions (e.g. most of the "Energy Security"
initiative).
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Moreover, there is no purpose in straining for a grand
theme in order to try to make this Summit a "milestone" in
western economic relations. I thought it had been agreed
by most of us that public expectations of Summits as decision
points should be lowered and that the stress should be on
discussion and improving mutual understanding and cohesion.
In any case, Mitterand will try to be star of the Versailles
show, and we should keep in mind that next year's Summit will
be held in the United States.

I will be transmitting separately detailed comments on
the various theme papers next week, My comments on all of
these have a strong common core: the U.S. already has a
coherent and consistent approach to international economic
issues. It is a free-market oriented approach, based on
minimal government interference with private market activity.
We should not depart from this tenet as we part1c1pate in
the Summit preparations.

cc: Henry Nau
Enclosures






Coordination of Macroeconomic Goals

Macroeconomic issues will be of primary importance at
the Versailles Summit. Foreign economies are Jjust beginning to
recover from a prolonged period of slow growth, and unemployment
rates in most countries will still be rising from current
historically high levels at the time of the Summit. The dollar
has recently been strong on exchange markets; it could strengthen
further between now and June. EMS pressures caused by inflationary
French policies, and domestic political agitation over weak
European currencies, may intensify.

In this climate, political, strategic, and economic
considerations suggest that we will need to emphasize the positive.
The public posture on economic issues at Versailles should focus

on our community of interests: it should emphasize broad areas

of agreement and downplay specific disagreements. To help set this

kind of tone, the renewal of the Summit cycle in France gives
the opportunity to recall the positive spirit of first Summit at
Rambouillet.

At Rambouillet the setting was very similar. Western leaders
met at a time of slow growth, rising unemployment, high inflation,
and concern over exchange market developments. The response then
was one of unity, and can be again. Paragraph 5 of the Rambouillet
Summit Communique is still applicable:

"The most urgent task is to assure the recovery of our
economies and to reduce the waste of human resources involved
in unemployment. In consolidating the recovery, it is
essential to avoid unleashing additional inflationary forces
which would threaten its success. The objective must be

growth that is steady and lasting. 1In this way, consumer
and business confidence will be restored.”
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Against this background, the President and his economic
advisors will want to advocate and defend the President's strategy
for economic recovery and non-inflationary growth. The others
may perceive us as being on the defensive. We may therefore wish to
take an offensive tack: we could take this opportunity to put

forth a positive program for cooperation and consultation on

economic policies and coordination of economic goals. One cannot

be very sanguine about the practical impact of such an initiative
on countries' policies. However, strategically, it would move
us out of a defensive posture, and return us to one of offering

clear vision and leadership to our allies on economic matters.

U.S. Initiative

All the Summit countries have essentially the same long-run
economic goals: vigorous non-inflationary growth, reduced
unemployment, and greater stability of exchange rates.

These economic goals are obviously interrelated. The trade
and financial linkages of an interdependent world severely limit
any country's ability to insulate itself from the impact of
economic policies and performance abroad. For instance, it is
not possible for any one country to experience a vastly higher
inflation rate than that of its major trading partner and still
have a stable exchange rate.

The particular economic policies adopted by each Summit
nation must reflect its own unique historical, cultural, and
institutional characteristics. National sovereignty with respect
to economic policy is, and will continue to be, a basic feature of the

present international economic system. But we must remain sensitive
i

—
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to the consequences of our policy differences. If we really

—

wish to have more stable exchange markets, then we must recognize

that this implies limits on how far we can differ.

M
This was recognized in Paragraph 11 of the Rambouillet

Communique:

"With regard to monetary problems, we affirm our intention
to work for greater stability. This involves efforts to
restore greater stability in underlying economic and
financial conditions in the world economy."

At the Summit, we should discuss this issue in terms of the

coordination of macroeconomic objectives. We must make it clear

that this coordination is aimed at objectives, on which the Summit

partners could presumably agree, rather than the specific set of
policies by which each country tries to achieve those objectives.
Within this framework of coordinating our objectives, we should
have meaningful cooperation and consultation on the economic

policies we each follow.

Fora for Development and Follow-Up

The fora involved in carrying out this initiative would not
be new ones. What would be required is re-energizing existing
fora and shifting emphasis. The process of cooperation and
consultation on macroeconomic policy takes place in multilateral
fora such as the Summit process itself, ongoing discussions in
the OECD (the EPC and its major sub-group Working Party 3),
Ministerial level meetings in the OECD and elsewhere, and meetings
of the IMF Interim Committee, the Article IV consultations, the
IMF surveillance process, the G-5, and the G~10. It also takes
place in frequent bilateral contacts at all levels.

(NOTE: We do not believe it would be a good idea to attack

the EMS directly in this rubric. While there are many grounds



for doing so, little would be gained. It is possible that the process
of formulating and targeting on common objectives would in itself

tend to generate movement within the EMS toward using more compatible
policies as a tool for greater exchange rate stability, rather

than just exchange market intervention.)

Treasury/IMA: SBrown
2/12/82
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I am pleased to take upvin this note the topics of the theme

US LETTER TO ATTALI ON VERSAILLES SUMMIT

and agenda for the Versailles Summit, which each country

agreed to address prior to our next meeting on February 27-28.

At Versailles, we begin the second round of annual Economic
Summits. These meetings have become invaluable not only as

a means of dealing with the priority policy issues confronting
the industrialized democracies, but also as a fixed feature

of the post-1973 international economic system inspiring confi-
dence in a period of intense change and uncertainty. By meeting
together on an annual basis, our leaders project to the world
the individual and collective responsibilities of our governments
to perserve and enhance the economic prosperity and security

of free countries. 1In this sense, the Economic Summits Aare
much more than economics, even though this remains thei:

subject matter.

The most important function served by the Economic Summits is

to allow for a thorough and far-reaching exchange of views among
the leaders. This type of exchange enables each leader to

gain a better understanding of the broad political and economic
perspective from which his or her colleagues are approaching
their individual and collective responsiblities. The result may
not always be concrete decisions at the Summit. Indeed, the
discussion wil >re relevant and significant if the leaders

do not have to spend a lot of time on negotiation of specific



et "nn,t~N§vertheless. the exchange can and does permit
Lz X "ot ol common view ssed in the communique

AN Toe T AN 1finence the way in which each leader makes
decisions once he or she returns home. National policies are
better informed as a result -of the Summit discussions, even

though these policies retain, as they must, their fully independent

character.

'In the US view, Summits should prodﬁce no more .or less than this
type of broad-based exchange and, where annrnnriate, agreement.
If they were to reach decisions on igrvan Fharr a3
be resented by countries that do not participate

if these meetings could demonstrate no broad agreement on
how the industrial democracies view current world problems and
expect to deal with them, they would be viewed as non-substantive
and would not produce the confidence or community that the free

world expects.

one
and framework for the economic discussions. This is particularly
true this year given the NATO Summit which follows two days
after Versailles. On political matters, we should seek to

consolidate and move forward the consensus that on our









INSERT A

Recent economic events have reminded us forcibly of the
high degree of interdependence among our economies. Macro-
economic policy issues will inevitably be of major impor-
tance in discussions at Versailles. No doubt our leaders
will again want to have a thorough and candid exchange of
views on economic policies and trends. But we can do more
than that: our nations should commit ourselves to working
together better to improve economic performance, in the
framework of a common view of our basic economic

objectives.

All our countries have essentially the same long-run
economic goals: vigorous growth, low inflation, reduced
unemployment, and greater stability In foreign exchange

markets.

At the Summit, we should discuss this issue in terms of
how we can improve our cooperation in the macroeconomic
area. This discussion could concentrate on coordination
of objectives, rather than the specific set of policies

by which each country tries to achieve those objectives.
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well being. In tiw Q yvmst,ucas, the railying point for
postwar trade negotiaiions, the reduction of tariff barriers,

is no longer that relevant. Tariff rates on most manufacturing
products are at historically low levels. Non-tariff barriers

by cohtrast represent serioﬁs obstacles. Yet experience and
consensus in dealing with these barriers in the manufacturing
-sector or in other sectors such as agriculture, investment and
services, are much more limited. We have onlv begun to establish
the principles that épplv in +his area and tl - have not

found a clear and simple such as tariff reductions

that is self =-evidently in the interest of a

Thus, there is more at play in international

in 1982 than simply the problems caused by €

There is the more fundamental question of tt

directions of the future world trading syste

War II, we found rational, predictable and equitable principles
to discipline national policies at the border. Can we now

find appropriate international rules to discipline sometimes
profound differences in how each country manages its own domestic
economy? While we need to insist upon full implementation of

the Tokyo Round, we also need to start developing new rules to

deal with new problems.

The GATT Ministerial takes place in November of this year. The
Summit countries should consider making the political commitment

to prepare for and use this Ministerial to begin a process of
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lconflict. Buj other threats have, also emerc
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inventorying, analyzinc
threats and opportunities confronting the international
trading system.

- the problems of investment and all the attendant
problems of liberalizing the movement of
capital

- trade in services and high technolog
elements in future ecenomic growth

- trade with developing countries and the thorny
question of safeguards and structural adjustment
which must be addressed if we are to open to
developing nations the full benefits of the postwar
trading system

- trade in agriculture for the mutual benefit of

MR

ergy security is also a critical element of the changing
internay gﬁal econo scene we face. After two shap¥ering

oil pyice s‘sﬁgs, ene v markets have:;%221llze- "at least enoudh

to oreed tﬁe pos:falllty of =Y false sense ojfcomplacency. In

\ /
ruthy we face~ contln f g and even mor-volverse’;;g difficult

threats. After the flrst \_l shoc /he West ‘rallied to protect
/ N ‘L’ . - .

its ener‘§ securlty agalnst 01 dxsruptibns primarily in the

Persian(épf%. Today the _‘reat o‘xéhch disruption continues,

\w

intensified by qulet jgdroachments in ) tae/reﬁigg::r tra-regional
/ 7 N
warfare between ’r'-’and Iran, and the : 1nulng/Arab Israeli

S0 -

/ /—ﬁ

- ‘he threat of czfigyatively lowér ecngf_c growth,

compounded in thé short run by déclining rasd oil

prices, which undercuts development and investmgnt l




INSERT B

In our relations with developing countries, we must
continue our efforts to formulate a response to the
challenge of development which is realistic and suited
to contemporary economic realities. Our focus must
always be clearly on the importance of mobilizing these
countries' own internal productive capacities, rather
than on the limited scope for doling out fragments of
existing wealth. We want to give further thought to
whether or not it might be useful to suggest any

specific initiatives in this area for the Versailles

Summit. We may want to advance some ideas in this regard

at a later date.

15
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inevitably affected and constrained by the nature of broad
political and strétegic relations between East and West.

We further noted that these economic contacts can never

serve as substitutes fér, or be allowed to undermine, the
collective political will of the West to resist the heavy-
handed buildup and use of military force by the Soviet

Union. In implementing this principle, we recognized the
complexity of the problem and the differing economic interests
of the allies: |

- We called for stregthening significantly controls
on strategic exports which has subsequently led to
renewed high-level consultations in COCOM.

- We urged prior planning for use of trade controls
in contingency situations such as we have subsequently
experienced in Poland.

- We asked that greater attention be paid to the issue
of leverage and subtle political influence that
derives from excessive Western dependence on Soviet
exports and markets, particularly in the energy sector.

- We called for greater consultations among Western
governments to ensure that we utilized our own economic
and financial power vis-a-vis the East in ways that

enhance our common goals.

The Summit countries sh=>~= = -bstantial degree of consensus
in e~m~ ~f these areas. inuins ffe: in others.
We uild on the excellent results of the high-level COCOM
meeting in January. We must continue to work toward comple-~

mentary and reinforcing economic as well as political actions to
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Treasury Comments on "Energy Security' Theme Paper

On the attached copy of pages 1-2 of the draft theme
paper on "energy security'" we have marked a number of
changes, designed to limit the paper to statements which
are consistent with present U.S. policy and budgetary
approaches and decisions. There seems little point in
trying to induce a recantation of our basic free-market
approach in the name of developing a Versailles Summit
initiative.

All that is left after we have put in our changes is
a general call on our Summit partners for more complete
market-orientation in energy pricing -- including our
welcome acceptance of the current period of weak o0il
prices which has been caused by market forces -- and the
exhortation to the Europeans to avoid dependence on
Soviet natural gas. Since the Soviet natural gas
question is one we will certainly cover in any event
under the East-West rubric, it makes sense to us to
drop "energy security' as a distinct Summit theme.

For the most part, the material on pages 3-6 and Annex
is inconsistent with U.S. policies, or an inaccurate
description of U.S. energy policy. We have deleted pages
3-4 and 6, plus the Annex, altogether. Page 5 was retained
only to mark down inaccuracies about U.S. energy policy.
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II. Energy Security Objectives

The major long term objectives in promoting Western
energv securi!—n chAanlA Ra &w~AfFAalA.

- glversiry energy 1mports, Dut nNOT 1n Sucn a way
that just trades off security problems (i.e.,
European dependence on Soviet gas instead of
Middle East oil).

i S ——— — - Casa
° !he economic pricing of
energy, which has proven to be effective in promoting new
supplies and encouraging energy efficiency. As other fuels
begin to displace oil, however, it is essential that the
security implications of these new dependencies be carefully
assessed and remedies sought -- especially if imports come
from politically unstable or potentially unfriendly sources.

Over the short term energy )y ca enhanced
by an increase in o1l and gas st rither 10 terms of
inventories or shut in productio 'ity in OECD surplus
countries. High levels of stock de

cushion of time which allows for ....c< seflection and therefore
more prudent decisions by governments during a crisis.
Furthermore, if sufficient stocks exist, companies and
consumers are less likely to engage in panic spot market
buying which in the past has resulted in steep overall price
increases. Stocks also have a deterrent effect on producers
who may wish to use 0il or gas as a political weapon.

- e e T S s o . s .
g o S R R Y -on' —ReCl »___; -3 2 Bl A0

AT artedsda chony prrmeniaa oo Wy A sahede oo

i ;ﬂ“erial ahg Verg aill-? EcopdmichSummit
offTes ALY to expa“yﬁ e concépyof eneryy segdrity
/And setw £f amewo . for 2, Lobs ectlo “of™»jindustridhifed
countrle-/»energy strategi#s. The® low1ng ‘leme;’g W,

comprise an Sy nergy sec 1t aCkaﬁfi alch COUlévﬁz cons Maered
by MiMisters ah§ Head¥ of S:gﬁgé‘, L % N
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IV. US Measures to Support International Initiatives

In support of these international efforts, the US
might consider initiating a number of domestic measures. 1In

37

some cases this would require significant policy choices and —F““‘hgi

Al

a:d"-.-

expenditures, includi ible reversal of some recent Yvul.
Cgsséiiggﬁ*/t were made purely ¥ grounds, pe ‘1
without reference to energy security implications. (A sampl€ 4 e deeis'st

of these measures might include:

wey Tahken Wi
: . acepunt Tt
- Continue to fill the SPR a h lthy rate.
(How conld SPR dpcision 02T ?uw Teohed 2t 2«1:264—) Secuncts?) ?M"ﬁhd&/ bim sl f
-- Lend government support to accelerate US coal exports pros: over
(e.g., include $35-50 million in the FY 1983 budget Some #f 1l
for Baltimore Harbor dredging to ensure timely completlon disalssions
of the needed work; support enactment of legislation it COVRE,

reguiring an effective framework for financing port
improvements).

- Impose an oil import fee as an energy security
measure. This would create market incentives
for further oil back—-out, free up some secure

0il supplies for European consumption, and raise
revenues for energy security measures, C&d% A&4/
He's
-- Introduce accelerated natural gas decontrol wiHh

legislation. Decontrol would increase the efficiency is5we ®?

M

of US natural gas use, encourage expanded domestic gUuuh&n o —

production and thereby back-out oil and reduce &{ [l
American competition for long-haul (particularly WinAta
african) LNG supplies. pre

- Offer to contribute to a major nuclear waste facility.
Tr.is coulé alleviate significer: US public concerns
about nuclear waste buildup and facilitate an
expanded nuclear power program.

ecuntriesr—by—suveh-means—es—increaséig the multiplier
effect of We%%é-ﬁank)%nergy lending.

]
V. Other Summit Country Initiatives .

Other Summit countries have considerable scope for
1mprov1ng their energy policies and security. The attached
Annex includes a short check list of key energy policy and
security deficiencies in Summit countries as reviewed by the
IEA Group on Long Term Cooperation. 1In general, other
Summit countries should be encouraged to:

CECLASSIFIED CONFEDENTIAL
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Treasury Staff Comments on "Trade Overview"
for Versailles Summit Preparations

-- Canadian economic nationalism is a problem for many
European countries as well as the United States -~

thus the issue has broader appeal them indicated in
paper.

-- Last paragraph on page 1 should be redrafted. Might
suggest following:

"While our Summit preparations should focus on long-
term issues of common concern, rather than volatile
current confrontations, our concerns and actions oOn
these issues are clearly related to the current
concerns discussed above. They are exemplary of
general long-term issues we may wish to have the
summit address, such as subsidies, and investment
issue like excessive nationalization.”

-~ We_want the Summit to consider a number of investment
issues =- not just "trade-related investment."

-—- Middle paragraph and tick points on page 2, listing
"other possible priorities," should be deleted. These
issues are already treated in existing fora. Adding

another layer would be a bureaucratic and jurisdictional
nightmare.

(Annotated copy of paper is attached)



£DVANCED TECHROLOGY FORUM OBJECTIVES

o to further economic development;
o 'to encourage reduction of barriers to trade;

o to promote the diffusion of .advanced technology,
erbodied in product, services and the knowledge
base;

o to facilitate mutual cooperation among nations and
among companies consistent with the need to preserve an
environment ofE%nnﬁa&mii{E]competltlon,

rev the stat f internati 1 dev nt and
on g adfance ectorsd

o to examine the nature of government involvement in these
sectors and the possibility of resultant economic
and trade distortions;

to enable governments to develop long range outlooks,
mechanisms and develop principles th BTt

institut® crises situations rela o these
sectors;

o to enable govern

\//
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Treasury Staff Comments on "High Technology"
Paper for Versailles Summit Preparations

This paper is confused/confusing: the reader is left with
no idea what the U.S. is trying to accomplish. The reason for
this is fairly clear -- the drafter was trying to write a paper
giving lip service to free market ideas while proposing
interventionist U.S. initiatives. This may be an accurate
reflection of the difference of opinion in the trade policy
community over what we want to do. The drafter may have in mind
going in two directions at once: bashing the Japanese for being
too successful at the same time we try to dismantle European
restrictions.

We would propose tightening up the initiative by redrafting
the page of U.S. objectives to remove its interventionist elements.
Our suggestions are marked on the attached page.

: Ceonatd , Pl A;F
Peshority e RA, Date j@ﬁizu

Ralph V. Korp
Classitied by P
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ACTION BRIEFING {NFORMATION

Inter-Office Memorandum

Date: fpebruary 9, 1982

For: Assistant Secretary Leland

From: Thomas Leddy L

Subject: Summit: Comments on State Draft of 2/8/82 on

Proposed Versailles Summit Initiative -- Trade Effects
of "Domestic" Policy

State has asked for comments on the attached draft paper,
which attempts to make something out of the "Positive Adjustment"”
issue suitable for the Versailles Summit. This will be discussed
along with other "initiatives" at the February 11 meeting at State.
We should try to get our comments to State tonight.

Our comments, also attached, are designed to make the
initiative more modest and realistic. More generally, however, we
have serious doubts whether this will fly. It won't accomplish
anything concrete so its sole virtue would be as a "smoke screen."
It would probably also be difficult to sell this to the White
House as being worthy of the President's attention.

There are better issues available to us in the trade and
investment area -- ones where we might hope to achieve some concrete
result rather than just waste time and energy.

If you approve, we will get these comments to State.

Approve kﬂ’////w}

Other
Iy
Attachments
Initiator Reviewer Reviewer Reviewer Reviewer
Surname BROWN/IMA  _CHAVES/ITT NIC/ITI KORP/ID

Initials/Date 4 % /L ’/'l&> ety j}’ P V?Ilk /

OS F 10-01.2 (6-77) which repiaces OS 3275 which may be used until stock is depleYed.
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Treasury Comments on State ﬁepartﬁgau Braft Paper of 2/8/82
on Versailles Summit initiatives
Trade Effects of "Domestic® Policy

We have a fundamental question as to whether the U.S. government
should really try to engage the Summit once again with the "Positive
Adjustment" concept, which was already addressed at the Bonn Summit
in 1978 (see attached section of communique). Assuming that there
is some desire to go forward with this, we would have a number of
comments on the initiative being proposed in this paper. Basically
any initiative in this area should be more modest and realistic.

A. The Proposal for Versailles

We would limit the specific proposal to a reaffirmation of
the positive adjustment principle in the Summit communigque. A
suggested specific rewording follows:

"l. A two-year work program on "Positive Adjustment Policies"
in the OECD is drawing to a close with the 1982 OECD Ministerial.
The OECD has found areas where most OECD countries are in violation
of the positive adjustment principle. For instance, in steel, the
EC is trying to adjust, but many initiatives it has adopted to ease
the political and "human”" burdens of adjustment have exacerbated the
previously-existing dumping problem. In the automobile industry,
both the U.S. and the EC know that they need to adjust but both
have taken actions which slow the pace of adjustment. Due to the
severity of the adjustment burdens, it is not surprising that such
action has been taken. To the Japanese, both we and the EC would
have to admit that it would be possible for the adjustment to proceed
more gquickly -- but would also argue that the aggressive Japanese
posture is certainly not helping matters. 1In the Japanese case,
trade-distorting measures are less transparent, taking the form not
of targeted sectoral measures to delay retrenchment of declining
industries, but broader systemic interventions, controls, and
traditions, which boost exports and domestic capital formation,
while limiting the scope for import penetration.

2. All OECD countries agreed to the desirability of Positive
Adjustment in the Declaration on Positive Adjustment Orientations
adopted at the 1978 OECD Ministerial. Although this Declaration
encompassed a broader range of policies affecting structural adjust-

ment in general, it contained specific reference# to trade distortions,

as did the 1978 Bonn Summit communique. The OECD countries also
made a commitment in the QOECD Trade Declaration of 1980 to pursue
positive adjustment policies and to foster further trade liberali-
zation. We should attempt to get a reaffirmation of the positive
adjustment principle, and its particular importance to the trade
area, in the Versailles communique, perhaps accompanied by a
collective mea culpa.”

A8




[Delete paragraphs 3 and 4 of the State draft.]

(NOTE: We believe that the action proposals in the State draft
are not realistic. (a) Most of the concrete follow-up suggestions
for the OECD appear to be a waste of time. However, to keep some
momentum and awareness Of the issue alive, PAP (including transparency
of measures affecting structural adjustment) could be maintained as an
area of continuing concern in the relevant OECD committees, including
especially the annual EDRC country reviews. The EDRC is already
charged with bearing PAP in mind in its review process, and could
economically add a systematic annual review of those issues to its
surveys. The fact that these are published promptly and read by a
wide audience is not a small benefit. (b) The Summit should not
have to concern itself with procedural questions and housekeeping
details in the OECD. Only the proposed "guidelines" exercise would
be of enough significance to merit Summit attention. But there is
essentially zero chance that negotiations on such "guidelines"
could reach a successful conclusion. (c) Finally, it does not
seem productive to locate a PAP "guidelines" exercise in the OECD
in order to avoid the criticism that we are trying to renegotiate
the GATT subsidies code. Many specific positive adjustment issues
are subsidies issues and, in fact, we soon may well begin trying
to renegotiate/refine the GATT subsidies code. Why bother to
clutter an issue we want to make real progress on with a fuzzy
OECD program of work on the topic?)

B. Background Section

In second paragraph on Page 1, would want to make clear to
reader that domestic pressures which require a slower or less

pronounced adjustment process are largely political pressures.

The paragraph beginning at the top of Page 2 listing specific
trade problems could use some revision. One element of the steel
guestion is subsidies to European producers, but there are many
other factors as well. 1In agriculture, the EC is not the only
sinner: the U.S. and Japan are at fault as well. On autos, the
obvious problems are mostly with the U.S. and the EC, although
Japanese aggressiveness and intransigence are not helping matters.
We should avoid talking about an under-valued yen since there is
no evidence that the Japanese are deliberately rigging the market

-- and more generally because we would not want to open the door
here to a discussion of exchange rates.
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‘Exerpt from 1978
Bonn Summit Communique

EXHIBITS o 481

At jeast year's Downing Street summit we rejected a protectionist course for world
trade We agreed to give a new impetus to the Tokyo Round. Our negotiators have
fulfilled that commitment. Today we charge them, in cooperation with the other
participants. to resolve the outstanding issues and to conclude successfully the detailed
negotiations by Dec. 1§, 1978,

15 We note with satisfaction the renewal of the pledge to maintain an open-market
oriented economic system made by the O.E.C.D. Council of Ministers last month.
Today's world economic problems tannot be solved by selapsing into open or

--concealed protectionism

19. We welcome the statement on positive adjustment policy made by the O.E.C.D.
ministers There must be a seadiness over time to accept and facilitate structural
change Measures to prevent such change perpetuate economic inefficiency. place the
burden of structural change on trading partners and inhibit the integration of
developing countries into the world economy. We are determined in our industrial,
social. structural and regional policy initiatives to help sectors in difficulties, without
interfering with international competition and trade flows. ’

20 We note the need for countries with large current account deficits to increase

“gxports and for countries with large current account surpluses 1o facilitate increases in
imports In this context the United States is firmly committed to improve its export
performance and is examining measures to this end The Prime Minister of Japan has
stated that he wishes to work for the increase of imporns through the expansion of
domestic demand and various efforts to facilitate imports. Furthermore, he has stated
that in order 1o cope with the immediate situation of unusual surplus, the Government
of Japan i« taking a temporany and extraordinary step of calling for moderation in
exports with the aim of keeping the 1otal volume of Japan's expors for the fiscal year
of 197& at or below the level of fiscal 1977.

21 We underline our willingness 10 increase our cooperation in the field of foreign
private investment flows among industrialized countries and between them and .
dereloping countries We will intensify work for further agreements in the O.E.C.D.
and elsewhere

22 In the context of expanding world economic activity, we recognize the
requirecment for better access to our countries” markets for the products of the
deseloping countries At the same time we look to increasing readiness on the part of
the more advanced developing countries to open their markets to imports.

22 Success in our efforts to strengthen our countries’ economies will benefit the
developing countries. and their economic progress will benefit us. This calls for joint
action on the basis of shared responsibility. '

24 In the vears ahead the developing countnes, particularly those most in need. can
cour’ or us for ar increased flow of finanzial assistance and other resources for therr
deveiopment The Prime Mimster of Japan has siated that he will strive to double
Japan's official development assistance in three years We deeply regret the failure of
the Comecon countries to take their due share in the financial assistance to developing

countries and invite them once more to do so.

25. The poorer developing countries require increased concessional aid. We suppor
the soft loan funds of the World Bank and the three regional development banks We
pledge our governments to support replenishment of the International Development
Association on & scale that would permit its lending to rise annually in real terms.

26 As regards the more advanced developing countries, we renew our pledge to
suppon replenishment of the multilateral development banks’ resources. @ the scale

needed 10 meel the growing needs for loans on commercial terms. We will encourage
governmental and private cofinancing of devclopment projects with thesc banks.

The cooperation of the developing countries in creating a good investment climate
and adequate protection for foreign investment is required if foreign private investme nt
is to play its effective role in generating economic growth and in stimulating the transfer
of technology

We also refer to our efforts with respect10 developing countries in the field of energy
as outlined in paragraph 15 and 16.

27. We agreed 1o pursue actively the negotiations on a Common Fund to a successful
conclusion and to continue our efforts 1o conclude individual commaodity agreements
and to complete studics of various ways of stabilizing export earnings

SOV WD P
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MEMORANDUM

-

NATIONAL SECURITY COUNCIL

February 26, 1982

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK

THROUGH : CHARLES TYSONW/(

FROM: DONALD GREGG V%

SUBJECT: Japanesé Request for Bilateral Meeting with
President Reagan During his European Trip

Political Counselor Hiroshi Fukuda called on me late yesterday
afternoon to request the opportunity for Prime Minister Suzuki to
meet with President Reagan during his trip to Europe in late Spring.
Fukuda noted that it had become, as he put it, "semi~-customary" for.
Japan's Prime Ministers and US Presidents to meet once a year. Suzuki
has been strongly hoping for a meeting with the President in Europe,
and for this reason has not suggested a visit to Washington. Fukuda
said that this meeting would cover both economic and political issues.

I was noncommittal in responding, and made the point that I was not
involved in planning the President's European trip. I said I would
pass Fukuda's request forward. Fukuda said that he had not mentioned
this to the State Department, feeling that this was a matter more
properly discussed directly with the White House. Fukuda mentioned
the morning of June 7 as being an ideal time for a meeting, from the
Japanese viewpoint. This would be after the completion of meetings
in France and prior to the President's departure for Rome.

I called Charles Tyson immediately after the meeting to alert him to
this request. He suggested that I write this memorandum.

Following Chuck's suggestion, I will give Fukuda his number and will
withdraw at least temporarily from this negotiating loop.




MEMORANDUM

SYSTEM II:
ADD-ON

90124

NATIONAL SECURITY COUNCIL

SEC?@T
March 4, 1982

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: HENRY R. NAU

SUBJECT: Haig's Memo re Sending a Special
Emissary to Europe

Haig's memo, which I understand he has already discussed
with you, suggests sending a special emissary to Europe to
discuss the critical 'state of our economic relations with
Europe (Tab I). He recommends George Schultz for this
purpose.

The idea of a special emissary has merit. The Europeans

and especially Schmidt are greatly exercised by U.S. economic
policies. These missions are good for handholding and
expressing sensitivity to European concerns. But they also
have some drawbacks. ~Several gquestions should be raised:

1. Assuming Schultz consults only, are we prepared
to do anything about requests which Schmidt or
others might make for a change in our economic
policies?

2. Will the Schultz visit relate to the Buckley
mission? Furope associlates the pipeline with
the need to stimulate employment and deal with
the current economic malaise in Europe. Certainly
Schmidt will discuss the pipeline with Schultz.
Are we creating alternative channels for consulta-
tion on this issue?

3. Is there adequate opportunity to deal with sub-
stantive issues when the President meets here
with Mitterrand and perhaps communicates extensively
with Schmidt before the Summit?

If we are serious about accommodating European sensitivity
to economic issues, there may be more significant steps that

we can take. We should know where we are heading before we
consult.

’7%% LR D
Norman Bailey concurs. | ?QL?:?MO} ,}g’ ﬁ{l&}b
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° SECRET
e .
AT LI THE SECRETARY OF STATE SENSITIVE ;

. WASHINGTON v

g2 ctagd #3323

February 24, 1982

MEMORANDUM FOR: THE PRESIDENT i
From: Alexander M. Haig, Jr. @ A Tk
Subject: U.S.~European Economic Relations -

We have had several discussions recently on the
critical state of our economic relations with Europe.
As you know, there is an urgent need to address European
and Japanese views that our actions are seriously aggra-
vating their economic troubles. It is not possible to
overemphasize the political danger of letting this
situation.drift until the June economic summit.

To convey your personal concern, and to begin
containing this crisis well in advance of the summit,
I recommend that you approve an urgent ~- and highly
confidential -- mission to key capitals (i.e., Paris,
London, Bonn and Tokyo). The purpose of this mission
would be to obtain an authoritative assessment of the
international economic situation. (including trade,
monetary and energy-related issues) as well as of the
problems which have arisen in our economic relations
with these countries. Included in the assessment '
would be recommendations on how to proceed with this
effort in the time remaining before the summit.

{1

Much depends on the choice of the proper emissary.
I recommend George Shultz, and ask that you call him
with a request gquietly to undertake this mission.
George is singularly well qualified. He is cne of our most
knowledgeable private sector Americans. He enjoys a close
relationship with Schmidt and made a similar trip for
President Nixon. George'!s talks would be with heads of
state or their designated representative. This mission
_ would be strictly confidential, with no disclosure of
.. his. trip. 'He 'should travel alone, thus -avoiding the . ..
. publicity. of a. larger prlvate group. " His guldance L
;Ufshould come - dlrectly “From. .you: and’ your 'Cabinet. Knowl=... '
"edge.of the trip.---and any ‘recommendations -- should %
" be kept entirely out. Of theé bureaucracy, limited only..
to you, Don Regan, Bill Brock and me.
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A Shultz mission would serve to bleed off some
of the European concerns over the interest rate
problem. It would demonstrate you are willing to
listen to their concerns and hopefully would blunt
public criticism while our rates are high and our
domestic debate volatile. Finally, the mission
would provide wvaluable insights into current allied
thinking on this sensitive issue. We can expect
our allies to welcome the mission; however, we
cannot rule out some resistance by the new govern-
ment in Paris, given its difference from the Giscard
Administration which suggested the last private
mission by George Shultz. You may need, therefore,
to raise this matter rather firmly with Mitterrand
when he visits.







THE SECRETARY OF STATE
WASHINGTON

Dear Don:
Thank you for your letter of March 10.

I like your suggestion that we offer to consult more
closely with our European friends on the possibility of
achieving coordinated policies among us to advance our
common objectives of wvigorous growth, low inflation, and
stable exchange rates. Given the differences we have with
the Europeans on how best to attain these objectives, we
may not succeed gquickly in persuading them to accept our
approach. But the fact that we are inviting an open and
candid discussion of the matter, looking to the possibility
of a coordinated approach, should help to alter their
perception that we are indifferent to their concerns.

I look forward to receiving Treasury's paper on this.
subject later this week.

With warm regards,

Alexander M. Haig, Jr.

The Honorable
) Donald T. Regan,
Secretary of the Treasury.

35
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THE SECRETARY OF THE TREASURY
WASHINGTON

March 10, 1982

Dear Al:

Thank you for your letter of February 26 concerning
our economic relationship with Western Europe. I share
your concerns about the economic problems within the
Alliance, and I am well aware that Europeans frequently
urge us to intervene in the foreign exchange market as
well as to lower interest rates.

We have rejected their requests for intervention,
except under conditions of disorderly markets, simply
because intervention does not work and almost certainly
has negative economic consequences. Furthermore, given
the differences in respective domestic economic policies,
it would be impossible to avoid conflicts over the appro-
priate degree of intervention, thus adding to our political
problems.

The underlying source of strength in the dollar, and
hence the source of the weakness in their currencies, lies
in the fact that we are making much better progress in
subduing our inflation. Exchange rates can remain reasonably
stable only in an environment of coordinated economic policies
which restore a low level of inflation in all major countries.
Therefore, efforts at policy coordination should be directed
toward achieving less inflation.

As you may be aware, it is the intent of the U.S.
Delegation to the Summit planning exercise to offer to
consult more closely with our European friends on the
possibility of achieving coordinated policies among the U.S.
and our Summit partners, designed to subdue inflation and
stimulate real economic growth. This proposal will be in
response to their expressed concerns and, if implemented,
will yield more stable exchange rates and eliminate pressures
to intervene.

Treasury 1s now preparing a paper along these lines
which will be available for inter-agency review about
March 17. We expect to present it to the Cabinet Council
on Economic Affairs and, if a consensus emerges, I will

39



recommend to President Reagan that such an initiative be
pursued at the Versailles Economic Summit. I believe such
an initiative would be responsive to European concerns and
could make a major contribution to achieving low inflation
and faster economic growth--objectives shared by all the
Summit countries.

I will be interested in learning your response to our
draft proposal.

With best wishes.

Sincerely,

T s

A

Donald T. Regan

The Honorable
Alexander M. Haig, Jr.
Secretary of State
Washington, D. C. 20520

HO
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THE SECRETARY OF STATE
WASHINGTON

' February 26, 1982

Dear Dons

By now Tim has probably reported to you on our very
fruitful conversation of last Thursday. As mentioned then,
I am deeply concerned about our economic relationship with )
Western Europe and pressures on the Alliance. I kNOW YOU -ucimsioicosuc s
share many of these concerns, and are working with your
colleagues to promote constructive economic cooperatlon with
Europe to help reduce tensions and address the economic
problems before us. - . L H

I am particularly pleased that you are thinking of ways
of dealing with the question of exchange rate intervention_
to help meet some of the Europeans' concerns while maintaining
our market-oriented approach. THis €ould bé of major importance
from a psychologlcal point of view, by demonstrating sensitivity
to a point which concerns the Europeans greatly. During the
several months ahead it will be particularly important to stay
in close touch with European officials at all levels to explain
our position, any legislative developments which impact on the
U.S. economy, and how we and Europe can develop a better
consensus On our economic objectlves.

During this critical period, let's get together with Mac
Baldrige and Bill Brock every few weeks to get advice and to
ensure that we are on the same wavelength on these matters.

I have also asked Larry Eagleburger and Bob Hormats to be in
touch with Tim, Beryl and Marc toward the same ends.

With warm regards,

Alexander M. Baig, Jr.

The Honorable
Donald T. Regan,
Secretary of the Treasury.
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON . LﬁQQL
,j?,

March 13, 1982

MEMORANDUM FOR MURRAY L. WEIDENBAU%bﬂp
FROM: WILLIAM P. CLARK

SUBJECT: Travel to Paris by Murray Weidenbaum
and Jerry L. Jordan .

#1257

I have your notice that you and Jerry Jordan will be traveling

to Paris on April 19-23 and April 29-30 for OECD meetings.
These meetings immediately precede and follow the next
preparatory meeting for the Versailles Summit, which will be
held in Provence on April 24-25. I am sure that you and
Jerry will try to use these meetings to advance our Summit
objectives. The UK will be preparing the Summit paper this
year on macroeconomic and monetary issues. It would be
useful to have this paper reviewed by the EPC Bureau as has
been done in the past. Can this be done without offending
the British? The macroeconomic and monetary issues will
undoubtedly attract the greatest interest. We have our work
cut out for us to maintain a steady course and inject a
measure of confidence and purpose in the management of
economic problems in the alliance.

S
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MEMORANDUM 41257
NATIONAL SECURITY COUNCIL

March 5, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: HENRY R. NAU/;_‘G-D

SUBJECT: Travel to Paris by Murray Weidenbaum and
Jerry L. Jordan

Weidenbaum indicates in two separate memos that he and Jerry
Jordan of the CEA will be traveling to Paris for OECD eco-
nomic meetings on April 19-23 and April 29-30 (Tab II).

Your note to Weidenbaum (Tab I) points out that these meetings
immediately precede and follow the next Summit preparatory
meeting in France on April 24-25. It asks that he and

Jordan use these meetings as effectively as possible to
advance our Summit objectives. State concurs.

RECOMMENDATION: That you sign the memo to Weidenbaum at
Tab I. Jim Rentschler concurs.

o

APPROVE L DISAPPROVE

Attachments
Tab I Memo to Weidenbaum
II Memos from Weidenbaum

cc: Norman Bailey
Don Gregg



THE CHAIRMAN OF THE
COUNCIL. OF ECONOMIC ADVISERS

WASHINGTON
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MEMORANDUM FOR WILLIAM CLARK
ASSISTANT TO THE PRESIDENT
FOR NATIONAL SECURITY AFFAIRS

FROM: MURRAY L. WEIDENBAUM ,IIV\'\/

SUBJECT: Travel to Paris, France

In compliance with the President's memorandum of February 22,
this is to request approval for me to travel to Paris, France

to chair a meeting of the Economic Policy Committee of the
OECD.

The two-day meeting is scheduled for April 29 and 30. I
will be accompanied by Michele Fratianni, a Senior Staff
Economist with the Council.
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' F’Q)ruary 27, 1982

MEMORANDUM FOR WILLIAM CLARK
ASSISTANT TO THE PRESIDENT
FOR NATIONAL SECURITY AFFAIRS

A )
FROM: MURRAY L. WEIDENBAUM IV\A/

SUBJECT: Travel to Paris, France,
by Jerry L. Jordan

In compliance with the President's memorandum of February 22,
this 1s to request approval for Jerry L. Jordan, Member of the
Council of Economic Advisers, to travel to Paris for duty in
connection with the Economic Development Review Committee
(EDRC) meeting, and the Economic Policy Committee Working Party
1 and Working Party 3 meetings of the OECD.

Mr. Jordan will be the only participant from the Council's
staff in these OECD meetings.

He will leave Washington on or about April 19 and return on or
about April 23, 1982.

The list of OECD meetings he is scheduled to attend are:

The Economic and Development Review Committe
Meeting on the U.S.

Working Party No. 1 and Working Party No. 3
of the Economic Policy Committee.
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