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DUMMAry

. There are four main themes for this XCSS:
N
YAVR %51 a Trade

'-- Stress U.s. prlorltles in the run-up to the OECD
Ministerial, Versailles Summit and GATT mlnlsterlal.

7’ —— (b) East/West
-- Overcome resistance to OECD work in this general area.

-- Engage our OECD partners on the Pollsh s1tuat10n and
U.S. sanctions.

'(¢) Energy Security

?;¥* -- Informally raise shared -OECD interests, including
ture supply and demand of primary energy resources.

Q,VY\ : (d) North/South.Diangue'

-- 'We face a damage limitation exercise, explaining the
U.S5. stand on Global Negotiations, post-Cancun.

II. Our main objectives are to:

(1) Use the XCSS as a forum to broaden the discussion on"
trade and other issues addressed at Key Biscayne. We want to
) .- report to our OECD partners.on.Key Biscayne and’ explain our -
SR - interests in managing shared OECD trade problems. We also want

to comment on the latest draft-of the OECD trade . study and
provide guidance to the Secretariat on the future of the OECD's
work on positive- aqjustment policies.

_(//.,«/s, 3UVO VAVN 7 AS
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(2) (Restricted .sessions) Share with our OECD partners the :
.. U.s. assessment 0of the Polish 51tuatlon, to help maintain- . S
TS e At oM RATO Mlnlsterlal.- R **””””V"‘Qf?»w ”*‘rV‘m&ti@rMm

(3) f(Corrldors and restricted sessions) Lobby for Heiga
Steeg, our- -preferred candidate to succeed van Lennep.

III. Potential Problems

On East/West, there is considerable reluctance among
neutral countries in OECD to sustain a work program on _
East-West econcmic problems.. Van Lennep has expressed interest
in revitalizing this WOVk program and we should follow his lead
at the XCSS.

Tne work on p051t1ve adjustment policies has received mixed
support. from -the OECD members. It may be difficult to achieve
a consemus on continuation of this work beyond next July.

e IV. Other Considerations

QN . ‘Many of the key issues will:.be discussed in restricted:-
sessions, i.e., other members of your dszlegation will not be
admitted. . There may be some bruised egos unless a role can be
found for Messrs MacDonald and Waldmann.
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RH Intro

-- I am going to ask Ray Waldmann to address this
agenda-item, but first will you permit me to go somewhat
far afield and make a few remarks on the wider issue of
adjustmnet, particularly as it affecté international

flows of goods, services and capital.

~- Somewhat later in this meeting, we will discuss
the Secretariat's Study of Trade in the 80s, é study
comﬁissioned by Ministers last year. We will also have
an oppértunity to hear about the Organization's work
on International Investment, in particular the national
incentives and disincentives which may influence investment

flows.

—-— These three items - Positive Admustment, Trade
Policy in the 80s and International Investment - are not
unrelated. In fact, takén togé£hér they suggest avﬁf;v54
cative theme which we may wish to develop for considera-
tion at this Spring's Ministerial. We have long past
the day when trade barriers, particularly tariffs, were
primary sourées of revenue for governments. Trade barriers
are, in effect, a means to insulate a domestic activity
from international.competition. Put another way, trade
barriers mask the adjustment process which would otherwise

be required of domestic industries, or other activities.
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EXECUTIVE COMMITTEE IN SPECIAL SESSION
January 21-22, 1982

SCOPE_PAPER

SETTING

The OECD/XCSS meeting, taking place against the backdrop of
continuing recession and the recent military-crackdown in -
Poland, provides a significant opportunity for communication
and coordination between the U.S. and its OECD partners.
Discussion at the XCSS will broaden the forum for trade»and
other issues addressed at Key Biscayne. It will provide a-
useful step in. the key_sequence of meetings to help manage

" shared OECD problems this 'year: the US-EC Ministerial in
Washington next month, bilateral talks with Japan, the OECD
Ministerial this spring, the Versailles Summit, and the GATT
Ministerial. ’ o - :

The situation in Poland requires close coordination and
consultation among the Western countries involved. We want to
demonstrate to the Soviets and to the Jaruzelski regime linkage
between the existing violation of the Helsinki accords and -
normal East-West economic interchange ‘and development. The EC .
‘Foreign Ministers recently issued a strong condemnation of the
military crackdown in Poland.  NATO Ministers agteed On-a
common position and also. decided to brief the .non-NATO allies
on their January 11 communique. The OECD/XCSS provides yet

. another forum (with a wider membership) to address this issue.

(
m\"vk.d' ""* wstiL g RN "

may ‘fiave been reached and a modest recovery (two. percent
increase in non-US OECD growth) is foreseen for 1982. - Some -
- European leaders, notably Chancellor Schmidt, continue to worry
. about the effects of the current recession on the industrial
- . . democracies. Unemployment in Europe is expected to rise over
" the next eighteen months to about 10 percent of the labor
force. This bleak situation, partly responsible for the
deteriorating international trade environment, points up the
need for closer consultation and cooperation in coming months
if we are to avoid a new era ‘'of protectionism.

The QECD : economy is.still. in. receSSion, although the; trough *,,;# i

U.S. OBJECTIVES . -

There are four main themes for this XCSS:
(a) . Trade -- this is an important opportunity to emphasize

US priorities in the run-up to the Versailles Economic Summit
and the GATT Ministerial, speCizically
' DECLASSIFIED
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-= need to avoid protéctionism;

-- improvement of the‘export credit arrangement;-.

-- definition of the trade égenda for the 1980;5; and
-- the need for positive adjustment -

(b) East/West -- We want to overcome resistance to OECD
work on East/West issues. And, we want to engage our OECD-
partners, especially non-members of NATO, on the situation in
Poland. Specifically,; we aim to:

-- . convey our assessment of Poland's current
economic/political situation;

-- dlscuss of recent Ua measures agalnst Poland and the °
USSR;

(¢c) Energy Security ~- The XCSS provides an opportunity
to help sh apt= the ulscu551ons ror the IEA and OECD Mlnlsterlals.

(a) North/South Dlalogue -- We face a damage llmltatlon
exarcise ‘'which takes into account discussions in the January
12-13 OECD North/South group, including continuing concern
about US stand on Global Negotiations, post-Cancun.

An elaboration of the above Obj°Cth°S, keyad to individual . -

H-"-x %“'\ **\ “' et ‘l!" ORI "‘4“-1"‘-‘."-3_‘?;“",‘;31"5-;: ) = fen S :«"15.';-";,..; *"*f’:-‘:-:w

Report on thes Work on-P051tive,Adjustment PoliciesA(PAP)

As the presént.phase of the organization's work on PAP:

winds ; the Secrétariat needs guidance on the disposition of
the AP group's r ~and the direction and institutional

locus of the future work program within the organization. 'This
item is expected to be controversial since several OECD
countries, including France, would like to see this troublesome
exercise to go away. We seek to:

-=- gain acceptance that the PAP work be absorbed by each
part of the OECD accordlng to.its specialization; and, most
1moortantly,

-- plant the idea at the G-§ dinner that the PAP :
"political statement,” to be made at the 1982 Ministerial,
will both sound an alarm about the current threat to the
maintenance of open international trade and investment

CONF;BENTIAL
3 .




J;us“w‘substagtlve DECD.work. ontlssues‘relatlng“to the. 1mportance,of
‘economic 1nt°rdependence. 'Food -and’ agrlcultur trade, '
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systems, and call for an expanlson of 1nternatlonal talks,
possibly in the GATT, on these issues.

The Trade Study

Following the recent Royaumont restricted meeting on the
"trade study” mandated by the 1981 OECD Ministerial, dglegates
will be asked to comment on.the Secretariat's latest draft.

Our objectives are to:
-- shape the study so that it is acceptable to us and our -
major trading partners, as a basis for a common approach to
the GATT Mlnlsterlal, and'
: - dlscuss informally w1th the Secretariat and key trading
partners follow-up to the.study, including practlsal work
programs and possible organizational arrangements.

North/South Dialogue

Discussions on the proposed Global Negotiations will resume
in January in the U.N. OZE2CD members will want to discuss the

_state of play on tnls issue, partlcqlarly in light of the

January 12-13 OECD NortQ/oouth Group - meetlng

Our general objestlve in the OECD is to seek support for
the priorities and five principles for positive action
announced by Prasident Reagan at the Cancun Summit. If time ‘
permits, we should point out the need to consider further ’ -

investment .and economic a381stance are funstlonal issues we may

" want to stress in ‘this year's OECD Ministerial. With respect

to Global Negotiations, we should re-affirm U.S. willingness to
engage in a new preparatory process on the basis of “the four
understandings expressed by. the President. at Cancun.

Report on the Work of the Committee on International Investment
and Multinational Enterorises (CIME) (restricted session)

We want XCSS endorsement of the expanded CIME and Trade
Committee work program adopted as a result of our initiative at

‘the October XCSS. At that time, we asked that the OECD accord

ongoing work on investment incentives and disincentives higher
priority. "~ We should ask for a report on work accomplished at’
the next XCSS.

CONFIDENTIAL
: N
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Distortions to Trade through Financing (;estrictéd session)

Chairman Paye requested this item, possibly to deflect
attention from the export credit arrangement. We have three
main objectives: -

- -- reiterate our oppos1tlon to export flnanc1ng practices
which distort market forces;

-- stress the importance of further improvements in the

" Arrangement on Guidelines for Export Credits, aimed at reducing

the subsidy element; and

-- prevent others (possibly the French) from turning
attention away from the Arrangement or linking it with other
trade gquestions.

East-West Economic Relations (restrictsd session)

The U.S. had first asked for this discussion, simply to -
update work done on our 1976 East-West initiative. However,
- the Polish situation has intervened and: van Lennep hopes to
- have a .substantive exchange of views on the political/

" economic aspects of that situation.

- At the Bureau dlnner (January 21) and Heads of Delegation
lunch (January 22), we should:

-- discuss, for the benefit of non-NATO conntries, U.s.

- ERERY R A RS w:.l" WAl ~_: ‘.s._,',‘% - #ipt rf" ‘\5.; “"-_'_'-;.’-‘;.':_l,_i,; s;w.:_i.;?;; 3

-~ report on action taken at’ tho January 14 credltors
meetlng, . _ .

-- seek support for energizing OECD's work on the main
issues in economic and trade relations with the centrally-
planned economies (such as East European -debt, subsidized:
credits East European role in GATT and other. international
economic organizations); and

-- discuss how the XCbS might handle East West issues in
the future.

Other business -

Discuss possible agenda items for future XCSS meetings,
1ncludlng

CONFioENTIAL
ety A
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-- Update on OECD investment work;

-- East-West economic issues; and

-- Ene?gy’security.

T P B e T T+ L v T AT SR TR 2 S SO O

TENTIAL

CONF

N



y

CONF JDENTIAL
X’_s_
SCOPE PAPER

Drafted:EUR/RPE/OECD:CBillo
1/15/82 X20326 (2652A)
Clearance:EUR/RPE:TERussell
~Commerce:SBilinski
E:MCasse
S/P:Luft
E3 :HRopp
EA/EP:WPiez
Treasury:SBrown
USTR:GFeketekuty

CONF IDBNTIAL
S N\



DEPARTMENT OF STATE
BRIEFING PAPER

ELECTION OF THE CHAIRMAN

U.S. OBJECTIVE

To support the re-election of Jean-Claude Paye as XCSS
Chairman.

ESSENTIAL FACTORS

The OECD Secretariat has informed us that the election of
the XCSS Chairman for 1982 is to be pro forma. The Secretariat
knows of no candldates other than the present chairman,
Jean-Claude Paye.

TALKING POINTS

-- THE U.S. SUPPORTS THE RE-ELECTION OF JEAN-CLAUDE PAYE AS

XCSS CHAIRMAN,

e e weh 3l
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OECD EXECUTIVE COMMITTEE IN SPECIAL SESSION
January 21-22, 1982

PLENARY AGENDA

1. Elecﬁion of the Chairman

2. Adoption of the Agenda

3. Report on the Work on Positive Adjustment Policies
4, The Trade Stqdy_

5. \North/South Dialogue

6. Other Business
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Positive Adjustment Policies

U.S. OBJECTIVES

As a result of a decision by the 1979 OECD Ministerial, a
Special Group of the Economic Policy Committee (EPC) on
Positive Adjustment Policies (PAP) was formed to manage a two
year investigation of structural adjustment issues. We seek to
wind-up this work in a satisfactory fashion. To do this we
need:

-- To affirm that the Special Group will go out of
existence in June 1982, and that no other Special Group will
replace it;

-- To gain acceptance that the PAP work be absorbed by each
part of the OECD according to its specialization, with the
Council -empowering the XCSS to coordinate the efforts of the
specialized committees in pursuing a work program on PAP and
requiring a periodic review of PAP activities by the XCSS; and

~-- To plant the idea, at the G-6 Dinner, that the PAP
"political statement" to be made at the 1982 Ministerial will
both sound an alarm about the current threat to the maintenance
of a free and open trade and investment systems, and call for

an expansion of international talks, possible in the GATT, on
these issues. ' '

ESSENTIAL FACTORS

‘g",‘.".’w-. R

et r il i The mdndat g o fivthe~PAP- Special~ Group will-expire.in. June. s .. .
1982. This will mark the completion of the second phase of the
PAP work. We favor allowing the mandate to expire at that
time. So far, most delegations share our view.

There has been preliminary discussion . within OECD on the
possible locus for future work on this subject. The Special
Group has performed some excellent analyses of the problems of
implementing policies -designed to promote efficiency in highly
political sectors. However, efforts at getting this work
released to the public have met with strenuous objections from
other member states and, in certain instances, from ourselves.

Van Lennep and most delegations believe a PAP coordination
and control role should be assigned to one committee,
preferably the EPC. EPC Chairman, Murray Weidenbaum, does not-
want it in the EPC -~ he thinks scarce Secretariat resources

CONFIQENTIAL y DECLASSIFIED
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could be better applied to other endeavors. While the Industry
Committee might be a logical choice, that Committee is viewed
as weak and ineffective. The Trade Committee already has a
full menu of work, notably the Trade in the 1980's Study. All
the other committees are too narrow in focus.

Given these problems, plus the original goal of PAP, which
was to develop an analytical framework for future analyses
conducted by all the OECD's committees, we do not favor
continuing PAP work by any Special Group or charging any one
committee with taking the lead on PAP issues. The Council
should empower the XCSS to provide leadership, as needed.” Each
committee should use the lessons learned from PAP when
investigating structural issues. The macroeconomic
implications could be studied by the EPC's Working Party One.

The OECD Secretariat hopes to produce an "opus" on the PAP

‘experience, entitled the Final PAP Report. Whether the

Secretariat ever publishes such a document is not of critical
concern. to us. What is important is the substance of the
"political statement” on positive adjustment that will be made
by the 1982 OECD Ministerial. The U.S. is now drafting a
proposed political statement which will:

-- Sound the alarm that structural adjustment issues have
proven very difficult to deal with, and that failure to solve

these problems will threaten the maintenance of our free and
open trade and investment systems; -and

-- Call for an expadsion of international negotiations, not/
just among OECD countries, on all forms of trade and investmen
issues.

}‘; d"g)‘h’g‘h{

statement so as to make it as forthcomlng ‘as p0551ble. Some
OECD members are trying to solve pressing domestic problems
through various adjustment schemes that have an adverse effect
on the international trade and investment systems. Our goal is
not to lose the ground gained through the 1978 Ministerial's
PAP political statement -- the Positive Adjustment General
Orientations. We aim to avoid regression and, perhaps, even
expand upon that base. We hope to circulate our draft
political statement to G-6 capitals in late January.

 CONFRDENTIAL
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TALRKING POINTS

-- We would like to réconfirm whaf was agreed upon at the
November 1981 PAP meeting: the Speciél Group's mandate will be
allowed to expire in June 1982,

-- This does not mean that the organization's work on
positive adjustment should end; rather} we favor charging all
committees of the organization with incorporating a
consideration of positive adjustment into their work programs.

-- Moreover, we ask that the Council empower the XCSS to
coordinate the efforts of the various committees in pursuing an

active PAP work program.

(For your use at G-6 Dinner only:)

~-- We are concerned about the rise of structural assistance

schemes designed to aid ailing domestic industries, but which,
in turn, can seriously distort trade and investment patterns.
-- We realize the difficulty we have had in dealing with

politically sensitive issues such as textiles, telecommunica- /

PR T ~ - gt a4 e LA} - o, nml L e wra . S e S . 2 b i .
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tions, and government support for promising industrial f

f

!

activities, in PAP discussions. v /
-- We think the PAP political statement that will be made at
the 982 Ministerial is an e#cellent opportunity to sound a
alarm about thg growth of these and other sophisticated
economic distortions. The political statement should also
recommend ways to déal with these problems.

-- We will prepare a first draft of the PAP political
statement‘in_order to stimulate discussion. 1In late January we

hope to circulate it to you for your comments and suggestions.

!
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Repor£ on the OECD Trade Study

US. OBJECTIVES

To shape the Trade Study in a way that will
make it acceptable to us, and to our major OECD
trading partners, as a basis for a common approach
to the GATT Ministerial.

ESSENTIAL FACTORS

Secretary General Van Lennep's draft study,
» "Issues to be Addressed in the Trade Field in the 1980's",
P . was discussed in a restricted meeting at Royaumont in
N -December, and will be distributed at this XCSS meeting
for review by delegations and by the OECD Committees.
SO The final study will be submitted to the OECD Ministerial
o meeting in May.

US representatives (Under Secretary Rashish,
Ambassador MacDonald)offered comments on.the paper at
Royaumont, drawing on the scope paper attached at Tab A.

In presenting the draft to the XCSS, the Sécretary
General is expected to invite general comments, and
subsequently to focus discussion on the following topics:

o ~- The inter-relation between trade and adjustment
iy S T i i v DT ObLems - and:macro«economlcdpollc1es affectlng b
inflation, unemployment interest rates, real
wages and productivity (paragraphs 28-43 and

52 of the Study).

o e ot
gy

-- The view that the dividing line between trade
policie omestically-oriented micro L////
economic policies have become increasingly
blIurred; and the guestion as to whether more
systematic attention needs to be paid to

potential distorting effects on trade of such
policies. (paragraph 46-58 of the Study).

-—- Trade in relations with the developing
countries, including ways of encouraging their
development through trade policies and of
convincing them of the benefits of the market
system as well as ways of bringing them into
the system (paragraphs 74-76 of the Study).
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-— The Royaumont meeting did not come to definite
conclusions on any of these-issues. A summary
of the Royaumont discussions, prepared by our
OECD Mission and based on conversations with the
OECD Secretariat, is attached at Tab B.

TALKING POINTS

-- We welcome the Secretary General's draft. The
Secretary General's draft of the Trade in the 80's Study
focuses attention on major trade issues, and will serve
as a source of ideas to be drawn on in preparing for
the GATT Ministerial. We encourage members to take an
active part in committee work on the paper.

If there is a substantive discussion of the draft,
the Delegation can make the following points:

-- While we support the idea of increased coordination
between trade and general ecohomic policies, the discussion
of the inter-relationship of these policies is unsatisfactory.
The links that the paper suggests exist between the interna-
tional monetary environment .and trade developments are not
necessarily causal or injurious.

e - -

~ =-=- Trade relations with developing countries should
be given additional emphasis in the Study. It could
identify some specific areas in which common interests of
developing and developed countries provide a basis for
negotiations. For example, the paper might discuss
- ‘ prospects for achieving a reduction in LDC trade and
W eltee IV Vi nvestment fharrierstintexchange tESr=improved iaccess vt s i
DC markets.

N
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, - B Vs, OBJECTIVES
INFO OCT-08  ADS-DP  AID-B7  DNR-10 EUR-12  SS-10  CIAE-af..

€608  EA-i@  OODE-DS K-8} §0-15  NWEA-D6  WSCE-03  _ THE U.S. OBJECTIVE AT THE ROYAUMONT HEETHIG SHOULD BL TO
NSAE-08 COME-B§ SS0-DB  L-£3 LAB-04 TRSE-B0 OF1C-87 BEGIN TO SHAPL THE MENU OF SUBJECTS ALONG LIMES OF INTER-
CEA-F1  OHB-B)  SIL-0%  INRE-DS FRB-83 AGR-B1  JCAE-8D EST TO THE U.S. THE GOAL HERE 4S TO DEFEMD V.S. HTERESTS
sP-82 /1S R ’ WHILE LISTEHING TO THE OBJECTIVES AND PRIORITIES OF OTHERS
) WITH &-VIEM TO BUILDING A COMHON UNGEKSTANDING OF THE
DRAFTED 6Y USTR: KW ADAHS:ERW : . ISSUES, IN OTHER WORDS, THE ROYAUMCHT HEETING IS NOT
APPROVED BY USTR: R SELF : LIXELY 70 LEAD TO A GROUF B CONSENSUZ ON SOLUTICHS TO OUR
EUR/RPE: € BILLO .~ TRADE PROBLEMS, BUT MAY AT LEAST FGRGE A COMMOM UNDER-
USTR: F HONTGOMERY N STANDING OF WHAT THE RIGHT OUESTIONS ARE. THUS, THE
Leememmmm e e—eaeane 833650 1701531 /18 SECRETARIAT'S DRAFT KOTE #$ HOT INTEMDED TO PRGVIDE URI-
0 1700521 OEC 8} FIED ANSWERS, BUT TO STIMULATE THOUGKT AHD DISCUSSI0U BY
FM SECSTATE MASHDC OECD MEMBERS, THE .S, WOULD LIKE YO HIGHLIGHT DUR PRIOR-
TO AREMEASSY THE HAGUE IHHEDIATE JTY INTEREST N IMVESTHENT, AGRICULTURE RND TRADE IW
AKEMBASSY PARIS IKMEDIATE SERVICES. (SEE FURTHER DISCUSSION Hi ANNEX, PP. 1B, 11,
~ 12 RESPECTIVELY,)
Llﬂl:ﬁp;ﬁf?:ctat USE STATE 332519 VAN LENMEP BAS SUGGESTED THAT THE ROYAUKOHT MEETING B
DIVIDED INTD THREE SESSIONS, THE FIRST DCLALING WITH OUOTE
MAGUE PASS RASHISH IMHMEDIATELY, PARIS FOR OECO/AMB KATZ TRADE, GEMERAL ECONOMIC POLICIES AHD STRUCTURAL CHANGE END
- OUOTE, THE SECOND WITH GUOTE-MEW AHD OLD QUESTIONS FOR
E.0. 12065 W/A . - TRADE PDLICIES END OUOTE, AMD TEE THIRD WITH QUOTE THE
) ' PROCESS OF INTERHATIONAL COOPERATION ON TRADE 1SSUES
T4GS:  ETRD, OECD END' QUDTE
SUBJECT: USG SCOPE PAPER ON SECRETARY GENERAL VAN LENNEP'S A.  TRADE, GENERAL ECOMOMIC POLICIES AID STRUCTURAL
DRAFT RCTE ON TRADE ISSUES FOR THE 1988$ CHANGE
1, TRRDE POLICY STAFF COMHITYEE APPROVED THE FOLLOWING IN THE FIRST SESSION, THE U.S. DELEGATION HAY WiISH T0O
GUIDAKCE (TPSC 31-178 REV. 1} FOR DISCUSSICN AT ABEAYE DE
ROYAUHOHT, OECEMBER 18-28. ADCITIOKAL ERIEFING HATERIALS EXPLORE APPRDACHES T0 NORTH-SOUTH TRADE ISSUES., FOR EX-
WILL S HAMD CARRIED BY AMBASSADOR HACDOWALD. AKPLE, PARTICIPANTS COULO O\LSCUSS POSSIBLE TRADE-OFFS
BETVEEN THE ACCEPTANCE OF OBLIGATIONS (BIMDING OF RATES,
2, BEGIN TEXYT: TITLE: SCOPE PAPER OUOTE ISSUES TO BE ELYATRRTTOROFRRETTRARY LICEMSING) BY ADVANCED LDCS AKD
) ADDRESSED 'K THE TRADE FYELD IM THE 1930°S EHD CUOTE, REDUCTTON OF DISCRIMINATION AGAINST THEH (€.G., SELECTIVE
"A. W RESPONSE TO THE OECD COUNCIL OF MINISTERS’ REQUEST SAFECUARDST EBY OEVELOPED COUNTRIES, THE FIRGT SESSTON §$
70 DEVELOP A PROGRAM OF STUDY WITH{M THE ORGANIZATION ON ACSUTEXPECTED YO THCLUDE A DISCUSSION OF THE POSSIBILITIES
TRAGE N THE $688°5, SECRETARY GEMERAL VAK LEKNEP RAS PRE- OF CLOSER INTERHATIONAL COOROINATION OF DOMESYIC ECOHOMIC
PARED A DREFY HOTE SETYTIHG OUT THE HAIH FEATURES OF THE POLICIES, [SPECIALLY POLICIES HAVIHG A& SIGNIF ICANT JMPACY

ECONDMIC, STRUCTURAL AMD INSTITUTIORAL SETTIHG !N WHICK THE ON EXCHANGE RATES.

WE AGREE THAT DOHESTIC POL ICYMAKERS
TRADIHG SYSTEHM WilL 8E OPERATING (N THE 1838°S.

SHOULD TAKE INTO ACCOUNT THE INTERHATIONAL IMPLICATIONS OF
THEIR ACTIONS, BUT DOUBT THAT THE DEGREE oF COORNNATIDN

B. THE PURPOSE OF THIS EXERCISE IS TO IDENTIFY THE MOST, " ... . . THE DECD, SIUDY-SUGGESISUS FEASHBLES % Sarile 20eer

W a3 R HRORANT FUTURE. TRADE YAHD' TRADE“RELAVED “I1S60ES “FOR' RE" MR
§ PORY 10 OECD MINISTERS BY MAY 1332. 1T 1S EXPECTED THAT ON U.S. PARTICIPANTS MAY WISH TO STATE OUR SUPPORT FOR POSI-
SOME OF TRESE ISSUES WORK WiLL CONTINVE IN ANTICIPATION OF TIVE ADJUSTHENT POLICIES. THIS WORK 1S HOTED IN PARAS.
THE GATT MINISTERIAL; OTHERS WilL REMAIN OH THE OECD AGENDA 34-36 OF THE SECRETARIAT DRAFT NOTE. AS THE SECRETARIAT
POIHTS OUT, DOMESTIC HEASURES ARE OFTEM COHPLEMENTED BY -~
OR A SUBSTITUTE FOR -- TRADE HCASURES. THE DIVIDING LINE
BETWEEN TRADE POLICIES AND HOST OTHER ECOMORIC POLICIES
C. VAR LEWNEP KAS PRODUCED A DRAFT MOTE: QUOTE ISSUES To HAS BECOME INCREASINGLY BLURRED. THE CONSEQUENCE HAS BEEW
BE ADDRESSED I TEE TRADE FIELD IN TRE 1980°S END QUOTE - A L05S OF TRAWSPARENCY. THE U.S. WOULD LIKE TO SEE THE
FOR DISCUSSION &T THE RESTRICTED OECD MEETING TO BE HELD WORK OF THE OECD'S POSITIVE ADJUSTHET GROUP PUBLISKED AND
- AT KEBAYE OF ROY2UMORT, DECEMBER -18-20. SPECIFIC U.S, VARTS THE OECD TO CONTINUE THIS ACTIVITY FOLLOVING THE
COMHENTS OR THIS DRAFT ARE ATTACHED IN AN AKREX 10 THIS EXPIRATION OF THE GROUP'S HANDATE IK JULY 1982. WE WOULD

FOR YEARS TO COHME,

PAPER. VELCOME DISCUSSION OF THIS HATTER AT THE ROYAUMONT MEET=
i ING.

D. THE PURPOZE OF THE ROYAURMOMT MEETING 't TO OBTAIN FIRST )

REACTIONS TO THE SfCRETARIAT'S DRAFT MOTE, SPECIFiICALLY: B. NEW AND OLD QUESTIDNS

) GUIDANCE ON WHETHER THE RANSE OF ISSUES AMD QUESTIONS THIS ECLECTIC SESSION, MHICH COVERS SECTIONS 1V-VI OF THE

COVERS ADEQUATELY THE MAJOR PROBLEMS THAT CAW BE FORESEEN DRAFT HOTE, 1S DESCRIBED BY VAK LEMNEP AS RELATING T0

FCR THE 1980°S; AND PRACTICES, COUNTRIES AND ACTIVITIES THAT HAY NOT BE

ADEQUATELY COVERED BY EXISTING TRAOE RULES., - SPECIFIC
COHHENTS O THESE SECTIONS ARE PROVIDED IN THE AMNEX TO
1SSUES, THIS PAPER AND IN THE BRIEFING BOOKS FOR THE MEETING,

( SUBJECTS WHICH DESERVE SPECIAL "HENTIOH ARE INVESTRENTY PER"

DEGMSSW'ED Lmﬁ FORMANCE REOUIRENENTS, AGRICULTURE AND THE INTERHATIONAL

: |CIAL USE
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{2) SUBSTANTIVE DISCUSSION OF SOME OF YHE HORE (HMPORTANT v
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TRADING SYSTEH,

€. THE.PROCESS OF IRTERNATICKAL COCPERATION ON TRADE
1SSUES . .

THE THIRD SESSION WILL BE USED T0O DRAW CONCLUSIONS FROM
THE EARLIER DISCUSSIONS AND TO SUGGEST DIRECTiONS FOR

. FUTURE WORK, THE RELEVANT SECTION OF THE OECO DRAFT HOTE
(SECTION V11} COMTAIKS OME SUGGEST!ION THAT IS PARTICULARLY
TROUBLESOHME. I PARA, 1D}, THE HOTE SUGGESTS CONSIDERA--
TI04 BE GIVEN TO ALLOWIRG GUOTE REPRESENTAT]VES OF CONSU~

MER GROUPS, OFFICIALS N CHARGE OF HATIONAL COMPETITION
POLICY, OFFICIALS OF INTERHATIONAL ORGAHIZATIONS END QUOTE
TO INITIATE ACTICH UNDER THE CCMSULTATION OR DISPUTE
SETTLEHENT PROVISIONS OF INTERMATIONAL TRADE AGREEMENTS
VWE BELIEVE TRERE ARE SOUND REASONS FOR VESTING THE RESPON-
SIBILITY FOR RESORTING TO SUCH PROCEDURES {N GOVERNKENTS.
HOWEVER, WE RECOGNIZE THE OLSIRABILITY OF GERERALLY F KD~
ING VAYS TO INCREASE CONMSUMER INFUT IN TRADE MATTERS END
TEXT, - -
© 3, BEGIN YEXT OF ANNEX: TITLE: ARALYSIS OF QUOTE ISSUES
TO BE ADDRESSED IN THE TRADE FJELD IK THE 1880°S ENO =
QuoTE,

A. INTRODUCTION

B. AT THE JUNE 1881 OECOD- WiXISTERIAL, SECRE-

TARY GEHERAL VAM LENNEP WAS IBVITED TO DEVELOP A PROGRAH
OF STUDY ON MAJOR TRADE {ISSUES TO BE ADDRESSED (H THE
1888S, THIS INITIRTIVE WAS DESIGNED TD IDERTIFY THE-HOSY
YMPORTANT TRADE AND TRADE-RELATED ISSUES FOR A REPORT 10
OECD MINISTERS BY MAY 1582, THE SECRETARIAT HAS PREPARED
A DRAFT NOIE IDENTIFYING SOHE OF THESE ISSUES. THE- -
ROYAUHONT HEETING PROVIDES AN INITIAL FORUM FOR fHFORHAL
DISCUSSIOR PRIOR TO THE HOTE"S FORMAL DISTRIBUTION TO THE
COUNCIL ARD OTHER SPECIALIZED OECD COMMITTEES., -

€. MHRJOR THEHES IK THE PAPER

D. MILE THERE 1S HO CEHTRAL FOCUS N TRE PAPER, IT DOES
HIGKLIGKT CHANGES N THE TRTERNATIONAL TRABING SYSTEM AND .
n ,v,‘“,,ﬂi{. HEED: 10 DENEL OF, :EN'ECUVL‘RESPONS{S‘ IO:’HOSE'“MGES "‘
“THE HOST SlGNIF‘CANT CHANGES WHICH ARE ADDRESSED IRCLUBE:
THE TMCREASING INTERDEPEHDEMCE OF MACROLCONOHIC AWD -
TRADE POLICIES; THE CHANGING NATURE OF BUSINESS ACTIVITIES
VITH THE GROWTH OF HULTINATIOMAL EWTERPRISES; VHE INCREAS-
ED VOLUME OF TRADE WITH THIRD COUNTRIES ARD THE IHCREASED
NUHBER OF ACTORS IN THE TRADIMG SYSTEM (PARTICULARLY-THE
NEWVLY INDUSTRIALIZED COUNTRIES ANO SEVERAL NON-HARKET -
ECONOMY COUNTRIES); THE INCREASED VOLUME OF TRADE IN SER~
VICES AND THE REED TO BRING ZERVICES, AGRIF *RADE AND -
COHMHODITY TRAOE MORE FULLY UNDER THE DISCIPLIRE OF THE
GATT; AND, FINALLY, INCREASING CIRCUHVENTION OF THE MULTI-
LATERAL PRDCESS 'THROUGH BILATERALISH AHD COUHTERTRADE -
ARRAHGEMENTS. - -

E. WITHIN THE COKTEXT OF THESE-CHANGING PATTERNS IN
TRADE, THE PAPER OUTLIKES £ HUMBER OF KEY THEMES:

{1) KEED FOR A CLOSER LINK BETWEEK MICRO- AND MACROECOMOHIC
POLICIES - THROUGHOUT THE TEXT TKZRE IS A RECURRING SUGGES-
TIOK THAT YRAGE AND INDUSTRIAL POLICIES CAN NO LORGER BE
DEVELOPED |K ISOLATIDN FROX MOMETARY AND EXCHANGE-RATE
POLICIES. THE PAPER CORTENDS TRAT ATTEMPTS TQ ADORESS THE
THIN PROBLERS OF MIGH INFLETION AND RISING UNEHPLOYHENT
Will BE 7nE host INPORTANT SIKGLE FACTOR IN THE EVOLUTION
OF tHE woRLD TRADING SYSTER tH THE 1SBES, 1T ALSD HOTES

LIMITED
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THAT CHANGES M THE INTERNATLIOMAL MOMETARY SYSTEH (iM-
CLUDING GROWTH OF THE SYSTEM &S A WiOLE AND GROWTH OF
INTERHATIONAL INDEBTEDNESS) AND THE HOVE 1O HORE FLEXIBLE
-EXCHANGE RATES ALL HAVE SIGNIFICANT [FFECTS OH YRADE. BE-
YOND COORDINATION OF TRADE AMO HOMETARY POLICIES AT THE
NATIONAL LEVEL, A KEY OUESTION THAT 1S ASKED IS WHETHER
IMTERMATIOMAL COOPERATION COULD (OR SHOULD) BE STREMGTHEM-
ED TO AVOID UMOULY RIGIO OR VOLATILE EXCHANGE RATES, AND
THUS EASE THE PROBLEHS FOR TRABE AND IKDUSTRIAL POLICY WHEM
EXCHANGE RATES GET OUT OF LINE WITH TRENDS IN UNDERLYING
COMPETITIVE STRENGTH.

{2) STREMGTHEMING THE WULTILATERAL PROCESS - THE
THEME WHICH APPEARS THROUGHOUT THE PAPER 15 THAT
RECEKT DEVELOPHENTS HAVE UWDERMINED THE STREKGTH OF THE
MULTILATERAL PROCESS. THESE DEVELCGPHENTS INCLUDE (1)

THE INCRERSED PARTICIPATION OF THE WICS IR TRE TRADING
SYSTEM AND THEIR RELUCTANCE TO ACCEPT AODITIONAL RESPONS!-
BILITIES ALONG WITH THL BENEFITS OF THAT PART{C!PATION AND,
{2) AN VKCREASEO TREMD TOWERD BILATERAL OR TRILATERAL
DISPUTE RESOLUTION WHICK FALLS OUTSIDE THE MULTILATERAL
PROCESS. THE PAPER CONTEMDS THAT WE HUST FIND WAYS T0
STRENGTHEN THE SYSTEM, IF THERE 1S SUFFICIERT POLITICAL
VILL To DO 50

SECOHD
SEVERAL

{3} HEED TO ADDRESS TRAOE PROBLENS OUTSIDE HANUFACTURING -

~ AGRICULTURAL, COMMOODITY AMO SERVICES TRADE ARE COMTINUVALLY
HENTIONED AS THREE AREAS WHERE ADDITiONAL WORK COULD BE
OONE ~TD PROVIOE EXPANOED INTERRATIONAL TRAOE DISCIPLINE.

"THERE ARE VARYING HISTORICAL AHD PRACTICAL REASONS WHY GATT
RULES FOR THESE SECTORS ARE NOT AS WELL-DEFINED AS FOR
TRADE IN HANUFACTURES, HOWEVER, THE PAPER SUGGESTS THAT IN
THE 1330°S ADDITIONAL DISCIPLINE ¥N THESE SECTORS HUST BE
GIVEN CAREFU{ CONSIDLRATION. v

{4} COUNTERVAILING POWERS ~ THE COMCEPT OF QUOTE COUNTER-
VAILIKG POWCRS END OUOTE APPEARS HUMERDUS TIMES IN THE
PAPER. THIS CONCEPT IS USED K SUGGESTING THAT LBCS AHD
OTHER POTENTIALLY AFFECTED PLAYERS SHOULD BE INCLUDED IK
BILATERAL OJSPUTE SETTLEMENT CONSULTATIOWS. 1T 1S ALSO
HENTIONED N THE SUGGESTION THAT CONSUHERS, AND OTHER KON~

. -GOVERKHMENT_ERTITIES SHOULD Bf-ABLE J0 RﬂRYIClPﬂTE N DlS:#»t**f AT e
PUft’EETTlEHEHT HECHAN{SHS T0° BALANCE THE HEAVY EHPHASIS ON
BUSINESS, LABOR AND BUREAUCRATIC INPUTS IN THE PROCESS

THtS APPROACH TO QUOTE COUNTERVAILING POWER END QUOTE WOULD
LIHIT NATIONAL GOVERNHMEWTS® CONTROL OVER THEIR DISPUTE
SETTLEHENT CONSULTATIONS, THE ENSTITUTIOHAL IHPLICATIONS
OF PROVIDING CONSUMERS AND OTHER AFFECTED PARTIES WITK
COUNTERVAIL ING POWERS ARE MOT DISCUSSED. -

F. U.S. CONCERNS WITK THE PAPER

G, 1K GENERAL, THE PAPER IS A CONMPREHEWSIVE, RELATIVELY
UNBIASED COMPILATION OF {SSUES AND OUESTIOHS WHICH FACE US
IN THiS DECADE. THE EVEKNESS OF TREATHMENT OF VIRTUALLY

ALL ISSUES IN THE PAPER IS PERCEIVED TO BE A WEAKHESS BY
HARY WO HAVE READ IT. HOWEVER, #7 SHOULD BE HOTEQ THAT IT
IS NOT THE SECRETARIAT'S HANDAYE TO PRIORITIZE ISSUES,
RATHER TS HANDATE IS TO IDENTEFY THE TRADE .PROBLEHS WHICH

MUST BE ADODRESSED ARD ASSIST MEHMRERS N APPROALKING THOSE
PROBLENS.

H. THERE ARE SEVERAL ASPECTS OF THE PAPER WHICH VE VIEW

WITH CONCERMN. A LIST OF U.S. SUGGESTIONS FOR IMPROVING THE
PAPER FOLLOWS,

(1) HONETARY/TRADE LINKAGES (PARAS, 37-44) - WHILE WE
SUPPORT TRE IDEA OF INCREASLD COORDINATION BETWEEN YRADE

FICIAL USE
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AKD GENERAL ECONOHIC POLICIES, YHE DISCUSSION OF YHE IHTER~
RELATIONSHIP OF THESE POLICIES 1S UNCATISFACTORY, THE
LINKS THAT THE PAPER SUGGESTS EXIST BEVWEEH THE INTER-
NATIOHAL LONCTARY ENVIRONHMENT AND TRADE DLVELOPMINIS: ARE

NOT NECESSARILY CAUSAL OR INJURIOUS, AS THE PAPER (NDICATES.

WE DISAGREE WITH SOME OF THE BASIC SUGGESTIOHS MADE AND
GENERALLY FEEL THAT IT IS KOT PRRTICULARLY USEFUL TD PURSUE
THIS CONTROVERSIAL ISSUE 1IN THIS PAPER.

2} PRODUCTIVITY. AND REAL WAGES (PARAS. 31-33} - TKIS
SECTION IS UNCLEAR BUT SEERMS TO IMPLY THAT COUNTRIES SHOULD
ADOPT SONE KIND OF AN INCOMES POLICY FOR HANABING waGE
RATES.

(3} IWVESYNEWT PERFCRHAWCE PEQUIREMENTS (PARA., 62) - THE -
DISCUSSIOR OF TRACE-RELATED [HVISTHENT [SSUES IK THE PAPER
1S NOT SUFFICIENTLY BALANCED. THE QUESTIONS IN THE SECTION
TEND TO EHPRASIZE THE POTENTIAL BEREFITS OF INVESTHEMT [H~
CENTIVES WITHOUT ADDRESSING THE COSTS. WE BELIEVE THAT

THE QUESTIGNS SHOULD BE REVISED TO DETERMIRE TO WHAT

EXTENT AND UNDER WHAT CIRCUHSTAMCES INVESTHENT INCENTIVES
AND PERFORMANCE REQUIREMENTS CCMTRIBUTL TO TRADE ARD ~

INVESTHERT DISTORTIONS AMD LESS EFFICIENT INDUSTRIES., WE
COULD ALSD SUGGEST THE ADDITION OF A OUESTION SUCH AS GUOTE
TO WHAT EXVEHT DO iHVESTHENT INCENTIVES AND PERF ORMANCE
REQUIRENENTS POSE DIFFICULTIES FOR THE GROWIH OF WORLD
TRADE AND THE FUTURE OF THE OPEN TRADIHG SYSTEM EHD OUOTE.

{4} AGRICULTURE AND THL INTERWATIONAL TRADING SYSTEM: HUCH
REMAIRS TO BE DOHE IN EXTENDING THE COVERAGE OF INTER-
HATIONAL TRADE RULES T0 AGRICULTURAL TRADE. ALTHOUGR THIS
IS LIKELY 10 BE AR AREA OF PARTICULAR SERSITIVITY TO THE €C
AT TRE HOMENT, THIS IHFORHAL MEETIHG SHOULD BE USED TO TAKE
SOURDINGS ON THE PROSPECTS FOR IHPROVING COVERAGE OF AGRI-
CULTURE BY THE GATT OR THE CODES.

5} AGRICULTURAL COMMODITY STABILIZATION {PRRAS. 77~

82) - LAHGUAGE' IN THE TEXT !NDICATES A POSITIVE ATTITUDE
TOWARD ADDITIONAL CORHODITY STABILIZATION AT A TIHE WHEN
WE AR WIDELY STATING THE VIEW THAT ADDITIOWAL PRICE-
RELATED CDHHODITY AGREEMEMTS WOULD HEITHER BE KELPFUL NOR
DESIRABLE, WHILE WE ARE NOT IX FAVOR OF PRICE STABILIZA~
TION AGREEMENTS, ME WOULD WOT OPPOSE AGREEMEWTS DESIGNED

. TO PROHOTE INFORHATION EXCHANGE AND, RESEARCH N(ﬂ DEVE{DPQ .
¥t um"mwm

--g,‘__.\ v ,.&,,,,”. Ceda i

{6) AGRICULTURAL EXPORT SUBSIDIES (PARAS. 78, Hi) -
COVERAGE YHDER GATT - THE DISCUSSION OF HOW TO IMFROVE THE

© QUOTE INTERPERETRATION END QUOTE OF HATIONAL AND INTER-

HATIONAL AGRICULTURAL MARKETS SUGGESTS THAT ONE POSSIBLE
SOLUTION MIGHT BE THE LIMITATION OF EXPORT SUBSIDIES WITH
EVIDENT TRADE DISTORTING EFFECTS. 1T IS OUR VIEW THAT
SUCR EXPORT SUBSIDIES ARE ALREADY COVERED UNDER THE GATT,:
HOWEVER, WO FULLY SUPPORY THE OEJECTIVE OF FURTHER
STRENGTHENING THE NEANS TO LiMIT SUCH SUBSIDIES.

{7) RIGH TECHNOLOGY TRADE -~ THE PAPER 1S NOTABLY LACKING IN
ANY REFERTHCE TO TRADE IN MIGH TECHNOLOGY GOODS AND SER-
VICES (EXCEPT AS §T RELATES TO STRUCTURAL ADJUSTMENT).
BECAUSE COUTRIES MOV RECOGHIZE THE IMPORTANCE OF HIGH
TECHNOLOGY TO GROWTH, THEY TEHD TO FOLLOW SPECIAL POLICIES,
SUCH AS TAX INCENTIVES, TO 3TiHULATE THIS GROWTH. THESE
POLICIES HAVE GIVEN RISE TOPROBLEMS IN HIGH TECHMOLOGY
TRABE. THE U.S. HAS SUGGESTED ON NUMEROUS OCCASIONS THAT
THIS LTEM BE CONSIDERED ON ANY AGEHDA OF TRADE ISSUES FOR

WE STRONGLY URGE THAT iT BE IHCLUDED IN THE
PAPER. )

 TELEGRAW &

) COUNTERVAIL 111G 'POVERS (PARAS. 83-97) - AN EXPANDED ROLE

7“—’.' FOR THIRD PARTIES (COUNTRIES OR INBIVISUALS) IM THE DISPUIEL

SETTLEMENT FROCESS. VOULD. SIGNIFICANTLY COMPLICATE THE GATT

PROCESS AND t1i OUR VIEM WOULD BE A SERIOUS MISTAKE, IN THE
CASE OF CCUSUMER IMPUT, THE U.S. ALRLADY TAKES COMSUHER
PNIERESTS INTO ACCOUNT AS A MORMAL PAKT OF OUR POL ICYHAKING
FROCESS AND BELIEVES CONSUMER INPUT 1S THPORTANT. HOWEVER,
VE FEEL DECISIONS Of HOW TO IHCORPORATE CONSUMER VIEWS
SHOULD BE A HATTONAL DETERHINATION. -

(5] TRADL X SCRVICES = GIVEW STROMG U.S. SUPPORT FOR D15~
CUS31ONS ON SERVICES, WE WOULD LIKE TO SEE HORE EMPHAS!S
PLACED ON SERVITES IN THE PAPER, END EMNEX. HAIG

N
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e ACTION $S-10 . 4. THE PRINCIPAL SOURCES OF THESE NOTES ARE DEPUTY
/ crmmmemmmme e ceeammsecenesram e n—————— S — T SECRETARY GEMERAL HYERSOW AND NOTETAKER SERGE DEVOS,
\ INFO RPE-D1 OECD-BL /882 A3 DEPUTY TRADE DIRECTOR. BOTH FELT THAT MEETING WAS
I e - VERY USEFUL AND GENERALLY-VIHDICATED THE GENERAL
INFO OCT-28  ADS-08  INR-1§ EUR-12 EB-88  (0-I5  $S0O-0O . OUTLINE OF THE SECRETARIAT PAPER AND ITS MAIN CONTENT
1-83 TRSE-p8 STR-13  INRE-BP SP-B2 /@13 W _ THE FOLLOWING IS FROM DEVOS’ NOTES AS REPORTED TO
e —— —eee251786 2317517 /41 us: .
0 2317162 DEC 81
FM AMEHBASSY PARIS . --(8) TRADE AND GENERAL ECONOMIC POLICIES
T0 SECSTATE WASHDC IHMEDIATE 7893 . .
[HFO AMENBASSY BRUSSELS . S. THE DEBATE ON MACRO-ECONOHIC POLICIES STARTED
USHISSION GENEVA : WITH PARTICIPANTS DIVIDED REGARDING TRADE EFFECTS
/z”f 7 THE “EXTREHME® POS)TION TAKEN BY MANY WAS THAT DOMESTIC
CONFIFENT I AL SECTION B1 OF B4 PARIS 33987 J;/’ POLICIES HUST STAND ON THEIR OVN VEIGHT AWD ARE WOT
— ! DEPENDENT ON EXTERHAL RELATIONS. STILL, 1T WAS .

& a ’
USOECD \\\-._—‘—‘_,;s”’ AGREED THAT THE EXTERNAL-EFFECTS MUST BE TAKEN INTO

CONSIDERATION 11t DOMESTIC POLICY FORMULATIONS

BRUSSELS PLEASE PASS USEC WASS (U.K. AND REPRESENTING THE EPC} WAS PARTICULARLY

INSISTENT ON THIS POINT AS WAS JOLLES {SW1ss).
DEPARTHENT FOR E-UKDER SECRETARY RASHISH ’ . PAYE (FRENCH) POINTED OUT THE !MPORTANCE OF SOLVING
EB AND EUR/RPE UREHPLOYMENT PROBLEMS AS IMPORTART ASPECT rOR

CONS{DERATION.
USTR FOR AHBASSADOR MACOOHALD

6. ALL AGREED THE ISSUES WERE COMPLEX AND MOTED

£.0. 12065: GDS 12/23/87 (AMBASSADOR A. KATI) OR-H THAT LONG AND SHORT TERM EFFECTS CAN BE DIFFERENT.
TAGS: ECON, ETRD, OECD™ IN THIS REGARD, THE RECENT WP-3 DISCHSS{ON ON JAPANESE
SUBJECT: SECRETARY GENERAL VAN LENNEP’S RESTRICTED POLICIES WAS CITED AS A PARTICULARLY PERTIHENT CASE
-- HEETING AT ROYAUMONT - SECRETARIAT NOTES ) IN POINT. * THE JAPANESE DECISION TO REDUCE PRIME
-- ON HEETING INTEREST RATES. WAS ACCEPTED AS A REASONABLE STEP
X T0 REFLATE THE ECOHOMY, THUS EVENTUALLY (NCREASING
REF: STATE 332519 ) + DEMAND AND IMPORTS. THE SHORT TERM EFFECT WOULD BE
- . ’ TO DEPRESS THE VALUE OF THE YEN AND CONTRIBUTE FURTHER
i CONFTBQETIAL (ENTIRE TEXT) TO JAPAN’S TRADE SURPLUS. 1T WAS SUGGESTED THAT
£t e IF TRADE REPRESENTATIVES HAD BEEN PRESENT, THEY
‘V,,__; . 2. SUMMARY: TO ASSIST UNDER SECRETARY RASHISH AND WOULD HAVE BEEN LESS ACQUIESCENT IN THE JAPANESE MOVE.
\\Q AHBASSADOR MACDONALD 1IN THEIR REPORT OH THE ROYAUMONT .
- MEETING (AT WHICK NO MISSION OFFICERS WERE NOT PRESENT), 7. 1K THE DISCUSSION ON EXCHANGE RATES, CONSIDERABLE
NISSION OBTAINED THIS REPORT FROM SECKETARIAT NOTE- . ATTENTION WAS GIVEN TO THE SUGGESTIOR IH THE SECRETARIAT
TAKERS. HIGHLIGHTS, AS DESCRIBED BY THEM, WERE (R} PAPER (PARA 44) THAT NOT ENOUGH ATTENTION IS PAID TO
DISCUSSION ON MACRO-ECONOM!C/EXCHANGE RATE/TRADE LINK- THE EXTERNAL EFFECTS ON MOMETARY AND EXCHANGE RATE

AGES WITH GENERAL COKCLUSION THAT THESE ARE IMPORTANT
fNTER-RELATIONSHIPS, THAT SECRETARIAT PAPER WENT T0O .
FAR IN ITS IMPLIED SUGGESTIONS ON COORDINATION,
THAT THIS NOULD BE DIFFICULT TO ACHIEVE EVEN |F: AD- o ‘f’%1fu L
L Z*E i‘e e _,-;

T NISRELE; "BUT “FHAT HACKU POL I CY HAKERS-OUEHT 10 mr"'“ E R A
ATTENTION TO TRADE IMPLICATIONS OF THEIR ACTIONS; ; ? = !
(B} EXCHANGE OF VIEWS OM KEY CURREMT TRADE 1SSUES .
(TEXTILES, STEEL, AGRICULTURE) AND "PROBLEM OF JAPAN"
WHICK URDERL INED THE COMPLEX!TY AND DIFFICULTY OF
TRADE RELATIONS WHILE NOT PROVIDIHG FOR
: ~ OPT{MISH ON THE FUTURE; (C) EXTEMSIVE DISCUSSION
ON MICRO-ECONOMIC ASPECTS (STRUCTURAL ADJUSTHENT,
SUBSIDIES, TRADE-RELATED IHVESTHENT QUESTIONS,
RESTRICTIVE BUSINESS PRACTICES) AND THEIR DIRECT
EFFECTS OH TRADE, WITHOUT CONCLUSIONS BUT WITH USEFUL
SUGGESTIONS OM MODIFICATIONS IM THE SECRETARIAT PAPER;
D} ON THE QUEST!OH OF TRADE WITH THIRD COUNTRIES,
FOCUS PRINCIPALLY ON LDCS WITHAGREEMEHT THAT WE
* MUST BE READY TO OFFER THEH SOMETHIMG AT GATTA
HINISTERTAL ANO SUGGESTION JHAT FURTHER EXCHAMGES
OF VIEWS AMONG IMDUSTRIALIZED COUNTRIES IS_ESSENTIAL
AND (E) A PROPOSAL THAT POSSIBILITIES FOR CLOSER
COORDINATION AMOMG OECD, GATT AMD IMF BE FNVESTIGATEO,
STARTING PERHAPS WITH A MEETIHG AMONG HEADS OF THESE
INTERNATIONAL ORGANIZATIONS.
C 3. REVISED SECRETARIAT PAPER WILL BE FURTHER RE-
' VIEVED AT THE JANUARY 21-22 XCSS MEETING AND THEN

DISTRIBUTED TO ALL INVOLVED OECD COMMITTEES FOR . . / DECLASSlFlED

FURTHER COMHENTARY AND ACTION. END SUMMARY. . /
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POLICIES AND THE “QUESTION OF WHETHER INTERNATIONAL

" COOPERATION COULO BE STREKGTHEHED SO AS TO AVOIO

. EXCHANGE RATE VOLATILITIES,

._‘.'

uoTEn-1nnT OR"THE FOS IT19¢: S1DE GOVERNHENT" HoOLp e

UNDYLY RIGID OR VOLATILE EXCHAWGE RATES." BOTH

JOLLES AND DENMAN (EC) EXPRESSED COMCERN OVER RECENT
SAYING THAT EFFORTS

NEED TO BE MAOE TO COWTROL UNDER OR OVERSHOOTING., PAYE
FELT THAT COUNTRIES CANHOT BE EXPECTED TO RESOLVE

TRADE {SSUES UNLESS APPROPRIATE STEPS ARE ALSO TAKEN

IN DOMESTIC POLICIES ~ E.G., INTEREST RATES

8. BOTH RASHISK AND MACDONALD OUTLINED U.S. MARKET
EMPHAS!S IN DOMESTIC POLICIES AND THEIR EFFECT ON
PRODUCTIVITY, INVESTHENT, ETC. TO MAKE THE

U.S. HORE COMPETITIVE INTERHATIONALLY. JOHNSTONE
(CANADIAN) EMPHASIZED THE MEED FOR DOMESTIC POLICIES
EFFECTIVELY TO REDUCE INFLATION, IKCREASE EHPLOYMENT,
ETC. DENHAR AND STEEL (FRG) COMMENTED THAT IF

NOTHING [S DONE ABOUT JAPAN, NONE OF THESE PROBLEMS

CAN BE LICKED. THEY NOTED THAT IN THE TRADE FIELD

WE HAVE A SET OF INTERNATIONAL RULES AND CONVENTIONS
BUT NOTHING COMPARABLE IN DTHER AEAS.

-~ (B) TRADE AND STRUCTURAL CHANGE

8. DEBATE WAS LESS FOCUSSED ON TH1S SUBJECT.
GENERALLY IT WAS AGREED THAT A DISTINCTION BETWEEN
DECLINING AND PROMISING INDUSTRIES CAMNOT CLEARLY
BE HADE. SIHILARLY, ON GOVERNHENT INTERVENTION,
IT WAS AGREED THAT HO CLEAR CUT JUDGMENTS CAN BE
HADE A PRIOR! OM HHETHER THESE ARE GOOD OR BAD. RASHISH
INTERVENE TO ACCELERATE THE ADJUSTHENT PROCESS BUT

THE U.S. 1S LOOKING MORE TO MACRO-POLICIES TO

ACHIEVE THIS EFFECT. HE ADDED THAT SERVICE INDUSTRIES
HUST BE PART OF THIS GENERAL PICTURE.

18, DENMAN, OBSERVING ON THE CONSIDERABLE GOVERNMENT
SUPPORT FOR R ARD D "ELSEWHERE™, FELT THAT

PROTECTIVE MEASURES FOR INDUSTRIES [N DIFFICULTY WERE

ALL RIGHT FOR "SHORT PERIODS® SUCH AS FIVE YEARR., OTHERS
WERE DOUBTFUL ON THIS POINT.

--(C) * TRADE IN SERVICES

" 1), OH TRADE IN SERVICES, NEARLY ALL--EXCEPTING

RASHISH AND MACDONALD--SAID, IT WAS TOO EARLY TO

GO TO THE GATT MINISTERIAL. DENMAN SAID WE ARE NOT
YET READY TO LAUNCH NEW NEGOTIATIONS IN THIS AREA.
STEEG SAID THERE IS SLOW BUT SURE PROGRESS IN THE
TRADE COMMITTEE BUT WE ARE NOT READY FDR THE GATT
JOLLES AMD COLLIANDER (SWEDEN) AGREED. JOHMSTONE
SAID CANADA WAS STILL EXAHIHING THE QUESTION AND

1S NOT YET IN POSITION TO SAY WHETHER SERVICES
SKOULD BE ON THE GATT AGENDA. THE JAPANESE WERE
SILENT,

o RS TN e m
R L h R AV ee' s _,’.,..,_ LAt d h.-ayr-l_‘-.g,h’-'ésr»s‘f;.a <

DENMAN EMPHASIZED THAT THE FUNDAMENTAL PRINCIPLE OF
THE CAP WILL REMAIN UNCHANGED, THOUGH MODIF [CATONS
ARE POSSIBLE. .
13, OFSCUSS{ON FOLLOWED ON QUESTIONS OF AGRICULTURAL
AND STEEL SUBSIOIES AND "FAIR SHARE OF THE MARKET".
JAPAN DEFENDED ITS POSITiON ON THE ACCESS QUESTION
THE U.S. SAIO THAT SAFEBUARDS SHOULD BE ADDED TO

THE HAIN PROBLEM AREAS. OTHERS SAID THIS WAS MAINLY
A GATT QUESTION. (NCTE: SECRETARIAT HOTES

WERE JUMBLED AKD |NCOMPLETE AT THIS POINT OF THE
-DISCUSSIONS.)

--{€) TRADE RELATED INVESTMENT lSSUES AND RESTRJC°
TIVE BUSINESS PRACTICES.

14, MACDOHALD .SAID THE SECRETARIAT PAPER GAVE THE
IMPRESSION THAT THE HULTINATIONALS ARE GUILTY UNLESS
PROVEN INNOCENT AND HE THEREFORE HAD STRONG RESERVA-
TIONS ON THESE POINTS IN THE PAPER. ALSO, ON THE
QUESTION RAISED IN THE PAPER ON THE EXTENT TO WKICH
INVESTHENT PERFORMANCE REQUIREMENTS ARE 1N ANSWER

TO RESTRICTIVE BUSINESS PRACTICES, MACDONALD FELT
THIS WAS PURELY A CANADIAN POINT WHICH WE ARE PRE-
PARED TO EXAMINE OBJECTIVELY BUT NOT ONE WHICH
DRIVES THE LDCS WHO HAVE DIFFERENT REASONS; THEREFORE,
THE PAPER SHOULD BE CHANGED.

. - M
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--(F} TRADE WiTH THIRD COUNTRIES
15. PARTICIPANTS AGREED THAT WE HAVE 7O BE READY
AT THE GATT MINISTERIAL WITH SOMETHING FOR THE DE-
VELOPING COUNTRIES. JOLLES URGED THAT OECD COUNTRIES
DEVELOP A PROCESS FOR EXCHANGING VIEWS AND IDEAS
IN THIS REGARD.  (NOTE: KO DEC!SION WAS MADE
ON PROCEDURE BUT DEVOS NOTED THAT MO OBJECTIONS WERE
RAISED.} GRADUATION WAS HUCH DISCUSSED BUT NO
CONSENSUS REACHED ON WHAT SHOULD BE DONE.
16, ON THE LDCS, PABTICIPANTS GENERALLY AGREED:
(R) IT IS DIFFICULT TO BRING THEM FULLY INTO THE
GATT SYSTEM, ONE OF THE PROBLEMS BEING THAT WE
SET A BAD EXAMPLE BY NOT FULLY APPLY!NG THE RULES
TO OURSELVES; {5} EMPHASIS SHOULD BE ON BRINGING THEM
MORE INTO THE CONSULTATIVE PROCESS; AND (C) WE NEED

- TO HAVE A BETTER F1X ON WHAT LDCS WANT AND WHETHER
TH1S IS COHPATIELE WITH THE SYSTEM WE HAVE
DEVELOPED.
17. ON EAST/WEST ECOKOMIC RELATIONS, THERE WAS
GENERAL AGREEMENT THAT NOT MUCH CAN BE DONE UNDER
PRESENT CIRCUMSTANCES.

-- (G} THE PROCESS OF INTERNATIONAL COOPERATION ON
TRADE ISSUES

18. DENMAN AND PAYE WERE PESSIMISTIC ABDUT OUR

ABILITY TO HANDLE WELL THE PROBLEMS OF THE 1388S.

THEY FELT THAT DEFENSIVE MEASURES WOULD NEED TQ BE

*TAKERYROR™ COURTRIES T SURVIVE DOMESTIT PRESSURES” ~>*7 B
OTHERS WERE SOHMEWHAT MORE OPTIMISTIC ON RESOLVING

DOMESTIC PROBLEMS AND MAINTAINING THE FREE TRADE
PRINCIPLE.

18, TEESE (AUSTRALIA) SAID WE SHOULD LOOK

AT EXISTING INTERNATIONAL RULES ARD SEE TO WHAT

EXTENT WE CAN IMPROVE OR MAKE BETTER USE OF THEM.
OTHER PARTICIPANTS FELT WE CANNOT GO MUCH FARTHER )
IN RULE-MAKING AND SHOULD LOOK MORE TOWARDS IMPROVING
CONSULTATIVE HECHAHISMS. JOLLES CAUTIOHED THAT WE
SHOULD NOT MAKEPROGRESS IN RESOLVING TRADE PROBLEHNS
DEPENDENT OH PROGRESS IN COORDINATING OTHER POLICIES
(MACRO~ECONOMIC, MOMETARY, ETC.}.

28. 1N DISCUSSING THE ROLE OF THE OECD IN THE
CONSULTATIVE PROCESS, RASHISH FELT TS STRENGH

LIES IN IT BEING A BODY WHICK DEALS WITH ALL ASPECTS
OF MACRO, MICRO AND TRADE MATTERS; TS WEAKNESS

IS THAT IT HAS FORCE PRIMARILY IN MORAL SUASION.
HACDONALD ADDED THAT THERE HAY ALSD BE STRENGTH IN
NOT FORCING COMMITMENTS ON THE CONSULTATIVE PROCESS
BUT NOTED THAT IN SOME AREAS, SUCH AS MNE'S

AND EXPORT CREDITS, COMMITHENTS HAVE BEEN MADE.

21.  IX LOOKING AT_OTHER INTERNATIONALINSTITUTIONS
SEVERAL PARTICIPANTS (DENMAN, STEEG) SUGGESTED THAT

CUN‘F.}:\DENTIAL
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EFFORTS HIGHT BE MADE TO DRAW THE OECD, GATT AND
IMF CLOSER TOGETHER IN THE COMSULTATIVE PROCESS. T
WAS SUGGESTED THAT, AS A FIRST STEP, THE HEADS OF
THESE THREE BODIES MEET TO SEE WHAT MIGHT BE DONE
BEYOND THAT, "SUGGESTIONS WERE NON-SPECIFIC, WITH
SOME THOUGHT OF A .COMBINED MEETING WITH EACH
BRINGING PART OF TS CONSTITUENCY WITH IT, TIHING
WAS ALSO LEFT [NDEFINITE, THOUGH SOME SUGGESTED
IT WOULD BE MOST USEFUL IF SUCK A MEETHNG (OR
HEETINGS) WERE HELD BEFORE THE NEXT OECD MINISTERIAL.
HENTION WAS MADE OF THE DIFFICULTY OF
EXCLUDING UNCTAD. MIYAZAK! {JAPAN) APPEARED TO TAKE
LEAST KINDLY TO THIS IDEA, SUGGESTING SEVERAL TIMES
THAT MORE ATTENTIOH SHOULD BE GIVEN TO IHPROVIHNG
THE FUKCTIONING OF OECD IN INTER-DISCIPLINGRY -
DISCUSSIDNS. STEEG SAID THAT “COMBINED MEETINGS®
IN THE OECD - E.G., MACRO-ECOHOHIC HlTH TRADE PEOPLE -

EURS 19}

- WAS NOT THE WAY TO GO,

22,  THE SEVERAL REFERENCES TO “COUNTERVA{L MG
POWER® IN THE SECRETARIAT PAPER WERE SEVERELY
CRITICIZED AND THE SECRETARIAT SAID IT WOULD MAKE
APPROPRIATE HODIF ICATIONS.

=~ {H} SECRETARIAT CONCLUS!IONS:

23, HMARRIS (SECRETARIAT) GAVE THE FOLLOUING SUMMARY
OF THE MAIN ISSUES:

== (&) NEV WORK

EXPORT PROMOTION N A GENERAL SENSE,
-~ ’ {.E., BEYOND EXPORT CREDITS

SUBSIDIES (DI§TINCTl0N‘BETuEEN SUBSIéIES
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- AND POSITIVE DOMESTIC MEASURES)

D TO THE TwO ABQCVE)
- - TRANSPARENCY (RELATED TO THE TwO ABOVE)

- -- RESTRICTIVE BUSINESS PRACTICES
- - MACRO~ECONOMIC LINKAGE
- -- TRADE RELATIONS WITH DEVELOPING COUNTRIES

- - FAIR LABOR STANDARDS (NOTE: NOTE
- REALLY DISCUSSED AT ROYAUMONTMEETING)

f—— - EAST/WEST PROBLEMS -~ THOUGH NOT MUCH AT

- M PRESENT
- B8) AREAS TO CONTINUE WORK .

- - TRADE IN SERVICES
- -—- _EXPCORT CREDITS

- - PERFOhMANCE REQUIREMENTS AND OTHER
- TRADE-RELATED INVESTMENT QUESTIONS

- - AGRICUL TURE

- . - IMPROVING INTERNATIONAL COOPERATION
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Q\' ‘ NORTH/SOUTH ISSUES STATUS OF GLOBAL NEGOTIATIONS

U.S. OBJECTIVES

-~ Seek support for the priorities and five principles
for positive action outlined by President Reagan at the
Cancun Summit: (1) Opening markets, (2) tailoring develop-
ment strategies, e.g. the CBI, (3) -guiding assistance,
espec1ally toward food and energy production, (4) improv-
ing the climate for private capital flows, and (5) creatlng
a polltlcal atmosphere for pract1cal solutions.

-~ With respect to Global Negotiations (GNs), reaffirm

US willingness to engage in a new preparatory process on the
basis of the four understandings expressed by the President

at .Cancun: (1) Practical orientation toward specific develop-
ment potential or obstacles, (2) respect for the competence,
functions and powers of the specialized agencies, (3) orienta-
tion toward mutually beneficial growth and development, and
(4) an atmosphere of cooperative spirit. :

-- Reaffirm our position that the'beginning of GNs is-
subject to prior mutual agreement on procedures, agenda, and
+'1me frame. '

- ESSENTIAL FACTORS

The Cancun Summit demonstrated widespread concern
about certain global problems, e.g. food, energy, and
protectionism and proved that world leaders can discuss
such probléms in an atmosphere of cooperative spirit free : -
of mutual recrlmlnatlon. Since Cancun, progress has been -
madein THE trade ared  th the £6rm-'o £ planfiing: for- tHe-GATT“~~uwf‘*,n\ Bt
ministerial. - Otherwise, there has been little new movement :
toward the practical solution of. global problems, and
disproportionate attention has focused on yet one more
attempt by the developing countrles (G-77) to launch GNs
in the UN General Assembly. .

b ,-..u..ﬂ;_ “,.

The UNGA was adjourned December 18 without acting on
a draft resolution to launch GNs in 1982. Although the
G-77 spokesman blamed the US for intransigence, the Group
itself could not agree on a united response to US-proposed
amendments to a compromise draft attributed to UNGA

- President Kittani of Iraq. Kittani ‘asked Ambassador Naik of

Pakistan to continue informal consultations in the new .
year. It is not likely that these will have proceded very

far by the time of the XCSS meeting, and the status of GNs
may stillbe uncertain.
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At the‘ﬁeeting, other delegations will probabiy ask
the US representative to explain the US position on GNs.
They may trot out stock arguments in favor of GNs in an
attempt to get the US to go along with amendments offered
by the EC as. a compromise between the G-77 and the US.

| - TSE us bESIRES TO PRESERVE THE COOPERATIVE SPIRIT

OF CANCUN AND WOULD. LIKE TO SEE MORE PROGRESS TOWARD THE
PRACTICAL SOLUTION OF GiSBALVPROBLEMS; PLANNING FOR THE
GATT MINISTERIAL IS A POSITIVE EXAMPLE, |

-- WE ARE DISAPPOINTED THAT THE ISSUE OF GLOBAL
NEGOTIATIONS CONTINUES TO BE APPROACHED IN A WAY THAT IS
UNLIKELX TO LEAD TO PRACTICAL SOLUTIONS.: .

-- THE US IS WILLING TO ENTER IN A NEW PREPARAEORY
RROCESS ON GLOBAL NEGOTIATIONS PROVIDED THERE IS
ACCEPTANCE OF. THE FOUR UNDERSTANDINGS PRESiDENT REAGAN .
EXPSESSED AT CANCUN, INCLUSING,RESPECT.FOR-THE CQMEETEHCE;
FUNCTIONS, AND.POWERS OF THE SPECIALIZED AGENCIES.. |

-- WE HAVE INSISTED SINCE DECEMBER 1979 THAT THE

%¥$#§$BEGINNINGyQF~GLOBALaNEGOT&AT1©NSgIsbSUBJEQ$¢?OrMUIUAL;W§3y¢;¢@£Q

AGREEMENT ON PROCEDURES, AGENDA, AND TIME-FRAME. ASSUMING
AGREEMENT 1S REACHED, THE.US WOULD'iHEN.JQIN IN THE
LAUNCHING OF GLbsAL NEGOTIATIONS. S

-- WE GAVE CONSIDERATION AT THE HIGHEST LEVEL TO THE
DRAFT RESOLUTION ATTRIBUTED TO UNGA PRESIDENT KITTANI.
CONSISTENT WITH THE_?OUR UNDERSTANDINGS, PRESIDENT REAGAN |
DECIDED_THAT_CERTAIN CHANGES HAD TO BE MADE IN PARTICULAR

TO PROTECT THE SPECIALIZED AGENCIES AND THAT THE WORD -

LIMITED 5EFICIAL USE -
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: ) "PRELIMINARY" WAS NECESSARY TO ENSURE TgAT THE PROPOSED
" CONFERENCE WOULD REACH AGREEMENT ON PROCEDURES AND AGENDA
BEFORE THE BEGINNING OF GLOBAL NEGOTIATIONS. '
—- (IF ASKED) WE REVIEWED THE AMENDMENTS OFFERED IN
DECEMBER BY THE EC BUT FOUND THAT THEY DID NOT MEET OUR
CONCERNS, THEY DO NOT PROTECT WITH SUFFICIENT’CZARITY THE - -
COMPETENCE, FUNCTIONS, AND POWERS OF THE SPECIALIZED -
AGENCIES, AND THEY DO NOT ENSURE THAT AGREEMENT WILL BE
REACHED ON THE PROCEDUﬁES'ANb AGENDA BEFORE THE BEGINNING OF
GLOBAL NEGOTIATIONS . |
—= IF OTHER COUNTRIES ARE SERIOUS ABOUT GLOBAL
NEGOTIATIONS, WE WOULD URGE THEM TO GIVE THE SAME HIGH-

LEVEL CONSIDERATION TO THE US-PROPOSED AMENDMENTS AS WE DID

' "TO THE KITTANI DRAFT.

T T TV WL Ay W ST -
T A A A e e T
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Executive Committee in Speciél Session
January 21-22, 1982

Other Business

US OBJECTIVES

-- To expand the XCSS agenda to include items of prime
concern to the United States.

ESSENTIAL FACTORS

The XCSS was originally established to deal with the inter-
relationship among monetary, trade and investment issues. The
XCSS, in other words, is supposed to have a broad overlook of
international economic relations. '

Recently, we have had success in steering the XCSS agenda
away from exclusive focus on North/South issues to include
items of concern to the US and other OECD members, such as
international investment issues, positive adjustmént and trade
in the 1980's. .

We want to build on these efforts and maintain current
momentum.
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-- WE WOULD LIKE TO EXPAND THE XCSS AGENDA TO INCLUDE
ISSUES OF PRIME CONCERN TO THE OECD MEMBERS. WE HOPE
INVESTMENT MATTTERS WILL APPEAR ON THE AGENDA FOR THE NEXT
XCSS.

-- AT FUTURE XCSS MEETINGS IT WOULD BE USEFUL TO EXPLORE
WAYS TO REVITALIZE THE OECD'S WORK PROGRAM IN THE FIELD OF

EAST-WEST ECONOMIC RELATIONS.

“
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Executive Committee in Special Session

January 21-22, 19382

' OTHER BUSINESS

Drafted:EUR/RPE/QECD:CBillo:cg
1/14/82:x203286 (27244)

Clearances: EUR/RPE:TERussell
E:MCasse
EB/EWT:WBeachner
Commerce:;SBilinski
Treasury:SBrown
EA/EP:WPliez
S/Pp:DLuft
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OECD WORK ON INVESTMENT

U.S5. OBJECTIVES

ToO galn XCSS endorsement of an expanded work program on
investment issues.

ESSENTIAL FACTORS

1. Background. Last October, we proposed in the XCSS
an expanded OECD effort on investment issues. Subseguently,
in the Committee on International Investment and Multi-
national Enterprises (CIME), we suggested a work program
which called for priority attention to the problem of
performance reguirements imposed by OECD members and by non-
members, together with a continuation of OECD efforts on the
use of investment incentives and a strengthening of the
national treatment principle. We also initiated a discussion
on the performance reguirements issue in the Trade Committee.
The Trade Committee in November and the CIME in December in
general supported the U.S. initiative although some concerns
were expressed which are detailed below.

2. Overall U.S. Objectives on Performance Reguirements.
Our goal is an increase in the international discipline and
restraint over interventionist government actions which can
distort international investment and trade flows and influence
business decisions. Within the OECD, this could take the form
of a strengthened OECD Trade Pledge or an extension of the
1976 OECD Declaration and related Council Decisions on Invest-
ment. Future action could also include seeking consideration

;ﬂiwﬂrﬁaﬁ“of trade—related~perfoxmanceurequlrements st EhemGATTF wmthismifinic s o s %

Ministerial in the fall, but we would not include discussion
of that in the present XCSS.

3. OECD Work Program on Incentives/Disincentives and
Performance Reguirements. The CIME's work program on
incentives/disincentives includes a survey of performance
regquirements, an analysis of their impact on trade and
investment flows, and of their relationship to existing OECD
and GATT instruments. A few key non-OECD countries would be
included in the survey. The CIME would also seek the views
of the Business and- Industry Advisory Committee (BIAC) and
the Trade Union Advisory Committee (TUAC). Following the
initial CIME survey, the Trade Committee would initiate
a work program on trade~-related performance reguirements.

4. Other OECD Work on Investment. There has, in _
general, been less disagreement within the OECD regarding
future work on national treatment. The CIME in December
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approved a work program involving: 1) an updating of the
Committee's 1978 Report on National Treatment; 2) further
efforts for transparency and clarification, 3) assessment of the
relative importance of exceptions to national treatment,

and 4) examination of ways and means to extend the principle.

In addition to this work program, we seek a reaffirmation of

the commitment of all OECD governments to the national

treatment principle and concrete agreement to reduce national
treatment exceptions over time.

X,

The CIME also has an ongoing effort on guidelines relating
to multinational enterprises. The Nordics and a few
other delegations place relatively greater emphasis on
this aspect than we do. If the guestion arises, U.S. delegates
should indicate that we favor a work program balanced between
the guidelines and the other investment issues.

5. Goals for this XCSS Meeting. The CIME and Trade

Committee chairmen are expected to report to the XCSS
on the results of their respective meetings on these issues.
XCSS endorsement is needed as the issue involves several
committees. We should use this opportunity to reiterate the
urgency and importance of the work program of the CIME and
Trade Committees. While the majority generally supported the
U.S. initiative, several concerns were raised in earlier
meetings and the U.S. delegate may need to address them at
the XCSS if other delegations restate them. The concerns
were: 1) that the proposed work program would overload the
Secretariat; .2) that the work would duplicate similar work
being done under IBRD auspices; and 3) that non-OECD countries
should not be included in the performance requirements survey.
e In addltlon, the Canadians have. argued that the OECD work
RIS TS HoWIA PN e 10dEY AN e xaminat i'on—of “MNE ‘practices-whichs "dah et By na irihiny

governments to impose performance requirements. (We have

taken the position that this question could be included

conceptually as part of the broad performance requirements

issue, but that the Secretariat should not be asked to do

any original research on this guestion.)

6. PFuture Consideration by the XCSS. We will likely
want to include investment 1ssues on the agenda of the
Spring OECD Ministerial but should leave our options open ' U
now on this question. If investment is discussed at the
Ministerial, we might also want to include the subject on
the agenda of the next XCSS. In any case, we should
encourage the XCSS to continue to monitor developments.




TALKING POINTS

\& —--— THE INVESTMENT AND TRADE COMMITTEE CHATRMEN AND
THEIR COMMITTEES ARE TO BE COMMENDED FOR THEIR LEADERSHIP
AND EFFORT IN MOVING THE OECD FORWARD ON THESE IMPORTANT
TRADE AND INVESTMENT ISSUES.

-- WE SHOULD BUILD ON PAST EFFORTS, ESPECIALLY THE
1876 INVESTMENT DECLARATION AND ASSOCIATED DECISIONS, TO
EXPAND AND STRENGTHEN OUR COUNTRIES' COMMITMENTS TO FREE
CAPITAL FLOWS. WE SHOULD PINPOIN& THE DISTORTING EFFECTS
OF PE?EQRMANCE REQUIREMENTS AND DEVELbP WORKABLE PROPOSALS
FOR ADDRESSING THIS PROBLEM IN A MULTILATERAL FRAMEWORK. WE
SUPPORT THE ADOPTION BY THE COMMITTEES OF THE WORK PROGRAM
ON INVESTMENT INCENTIVES AND DISINCENTIVES, WITH PARTICULAR
EMPHASIS ON PERFORMANCE REQUIREMENTS. WE ALSO SUPPORT THE
DECISIéN TO INCLUDE BOTH OECD MEMBERS AND NON-MEMBERS "IN
THE STUDY.

.. e
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THE INDUSTRY COMMITTEE, DEVELOPMENT ASSISTANCE COMMITTEE,

AND THE CAPITAL MOVEMENTS COMMITTEE, CONTINUE REVIEWING
WORK IN THEIR AREAS WHICH COULD CONTRIBUTE TO IMPROVED
INVESTMENT FLOWS.
—--THE OECD -WORK ON INVESTMENT INCENTIVES AND DISINCEN-
TIVES, COMBINED WITH THAT BEING DONE  BY THE WORLD BANK, WILL
- ESTABLISH A FOUNDATION FOR AN EXPANDED COMMITMENT TO AN
OPEN INVESTMENT CLIMATE IN BOTH THE DEVELOPED AND DEVELOPING

COUNTRIES. THE GLOBAL ALLOCATION AND USE OF RESOURCES MUST
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<; ﬂ BE MADE AS EFFICIENT AS POSSIBLE ANQ NOT BE DISTORTED BY THE
USE OF INCENTIVES AND DISINCENTIVES' OR OfHER SIMILAR
NATIONAL PRACTICES.

- Oﬁ TEE NATIONAL TREATMENT PRINCIPLE, THE U.S. IS
CONCERNED THAT A FEW MEMBER COUNTRIES MAY NO LONGER SHARE
THE CIME'S ORIGINAL COMMITMENT TO STRENGTHENING OF THE
PRINCIPLE. WE SHOULD WORK TOGETHER AND SUPPORT AN IMPROVED

' NOTIFICATION PROCESS. AND CONSULTATIVE MECHANISM AND WE
SHOULD- CONCENTRATE MORE ON IMPROVING THE CONDITIONS OF
ACCESS AND OVERALL TREATMENT OF SERVICES INDUSTRIES.

-- THE OECD WORK PROGRAM ON NATIONAL TREATMENT WILL

REFINE AND EXTEND PREVIOUS EFFORTS. WE SHOULD ALL REEXAMINE

OUR NATIONAL PRACTICES WHICH MAY BE EXCEPTIONS TO NATIONAL

TREATMENT, AND WE SHOULD ACCELERATE MOVEMENT TOWARD ELIMINATING

OR REDUCING THESE EXISTING EXCEPTIONS.

39 ==. WE _RECOMMEND THAT  THE XCSS CONTINUE TO FOLLOW THESE

= - 7 3 % .5 . "
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ISSUES CLOSELY.

TALKING POINTS FOR CONTINGENCY USE

—-— (If other dels raise concerns that these initiatives

could detract from work on the guidelines, U.S. del should

respond along the following lines:) WE FAVOR A WORK PROGRAM

THAT IS BALANCED BETWEEN INCENTIVES AND DISINCENTIVES,
NATIONAL TREATMENT, AND THE GUIDELINES, AND WE FEEL THIS
SHOULD BE REFLECTED IN THE ALLOCATION OF SECRETARIAT

- RESOURCES.

7N
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-- (If raised, regérding duplication of work between

IBRD and OECD.) WE DON'T BELIEVE THERE IS SIGNIFICANT

DUPLICATION. THE IBRD STUDY WILL NOT BE AVAILABLE UNTIL
1983 AT THE EARLIEST; WILL NOT FOCUS ON THE PARTICULAR
IMPACT ON THE OECD COUNTRIES, AND WILL BE LIMITED TO A VERY
FEW SECTORS AND A FEW COUNTRIES. .

-~- (If raised, regarding practices of MNEs which cause

countries to impose performance reguirements.) WE DO NOT

OBJECT CONCEPTUALLY TO INCLUSION’OF THIS QUESTION IN THE

OECD STUDY. WE THINK THAT THE OECD SECRETARIAT SHOULD DRAW
ON EXISTING INFORMATION IN DEALING WITH THIS QUESTION AND
SHOULD NOT BE ASKED TO UNDERTAKE AN EXTENSIVE .RESEARCH

EFFORT ON IT. IN GENERAL, WE THINK THAT THESE PRACTICES ARE
MAINLY AIMED AT INFLUENCING TRADE FLOWS AND ARE NOT PRIMARILY
RESPONéES TO PRACTICES.OF MNESs.

~~ (If raised, regarding excessive workload for the

_%Secretarlat ) WE RECQGNIZE THAT THE WORK PROGRAM WILL

o art v 3 N - A e s AR
R~ - PR ..«x. . ‘ Loty W .‘au"v‘ ...'w?',:.d.-:..?... L T

REQUIRE A CERTAIN AMOUNT OF SECRETARIAT RESOURCES. WE
BELIEVE, HOWEVER, THAT INVESTMENT ISSUES FULLY DESRRVE

HIGH PRIORITY OECD CONSIbERATION AND THAT THE WORK

PROGRAM ADOPTED BY THE CIME WILL NOT IMPOSE AN UNDUE BURDEN.

-~ (If raised, regarding inclusion of non-OECD members

in the study of investment incentives and disincentives.)

WE BELIEVE THE USE OF INVESTMENT INCENTIVES AND DISINCENTIVES
IS A GLOBAL PROBLEM. OUTSIDE THE OECD, THE LDCS, AND

PARTICULARLY THE NICS, HAVE SUCH EXTENSIVE ECONOMIC RELATIONS

3k
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WITH THE OECD COUNTRIES THAT WE FEEL THEIR INCLUSION IN THE
FUTURE WORK PROGRAM TO BE NECESSARY FOR A MEANINGFUL
ASSESSMENT OF THE PROBLEM. iN ADDITION{-CERTAIN OF THESE
COUNTRIES IMPOSE PERFORMANCE REQUIREMENTS EXTENSIVELY AS

A MATTER .OF POLICY.

3+
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Y. (W NARADATE_ﬂzﬂ/a EAST-WEST ISSUES

U.S. OBJECTIVES

-- To engage in a substantive exchange of views on the
situation in Poland as well as on US measures imposed against
Poland and the USSR.

- To share information and judgments about the situation
in Poland and Eastern Europe.

-- To overcome the reluctance (opposition) of a number of

OECD member countries to support actively work on economic
relations with CMEA countries in the OECD.,

ESSENTIAL FACTORS

The work of the OECD on East/West economic questions has
fallen short of our expectations, although the Secretariat has
prepared some excellent papers on the economic situation in the
Eastern European countries and phenomena such as countertrade.
We have been disappointed with member State participation in
and the guality of discussions of East-West economic issues in
the Trade Committee's East-West Working Party, founded at our
initiative in 1976. Many members have been unwilling to
participate actively in these discussions because of their
"political content.”™ It is important that we do not discuss
this issue in East-West political terms; therefore the stress o

.1z, ON-€COnomic:interdependence between-OECD. -an@- CMER | v dudrad: et swterdi i licsn, 0 0 avite

During meetings last fall with senior Department officials
(Rashish and Eagleburger), OECD Secretary General van Lennep
suggested that he would take the initiative in trving to
revitalize East-West work in the OECD, but would need strong
U.S. support.

At the January 22 working lunch, Secretary General van
Lennep will briefly review the work of the organization on this
subject and raise some of the issues bearing on economic and
trade relations with centrally planned economies. 1In
particular, van Lennep is expected to dwell on the debt
situation of the Eastern European countries and its
implications, and on the extent to which the centrally planned
economies should be encouraged to play a more active role in
the international trading system.

We should endorse van Lennep's interest in energizing the

OECD's work on East-West economic relations and seek support -
for putting East-West issues on the agenda for the next XCSS.

c&ﬁEIDENTIAL

GDS 01%;3{82




CONFIDENTIAL

\\ -2 -

The exchange of views on East-West at the January 22 lunch
will also give us an opportunity to discuss our concerns over
the situation in Poland and to review developments since the

January 11 NATO Ministerial. (See separate briefing paper on
Poland) .
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TALKING POINTS

- OUR FRIENDS AND ALLIES ARE ASKED TO AGREE NOT TO TAKE
ANY STEPS THAT WOULD UNDERCUT THE ACTIONS‘TAKEN BY THE US
GOVERNMENT‘AGAINST POLAND OR THE USSR.

- WE HAVE ASKED OUR ALLIES TO TAKE PARALLEL MEASURES
APPROPRIATE TO THEIR CIRCUMSTANCES.

-- POLITICAL AND ECONOMIC SANCTIONS SHOULD BE REVERS-
IRLE; MAXIMIZING THE SCOPE FOR REDUCING SANCTIONS IN CASE OF
BETTER PERFORMANCE ON' HUMAN RIGETS BY THE JARUZELSKI REGIME.

_— INCREASED REPRESSION IN POLAND, OR GREATER SOVIET
INVOLVEMENT WILL LEAD TO FURTHER US AND WESTERN STEPS.

-- THE WEST SHOULD BE READY TO CONSIDER ADDITIONAL AID
FOR POLAND IF MARTIAL LAW IS LIFTED, CIVIL LIBERTIES RESTORED,
AND GENU;NE NEGOTIATIONS BEGUN AMONG TEE GOVERNMENT, CHGRCH AND
SOLIDARITY.

-~ THE INCREASINGLY DIM ECONOMIC PROSPECTS AND MOUNTING

-DEBT BURDENS' OF EAST EUROPEANLCOUNTRIES;ANDﬂTHE;USSRxANDhTHEwm3x_,

IMPLICATIONS THESE HAVE FOR OECD MEMBERS WARRANT CONTINUED
ATTENTION TO CMEA ECONOMIC QUESTIONS BY THE OECD.

-- WE WELCOME THE SECRETARY-GENERAL'S EFFORTS TO ENERGIZE
OECD WORK ON THE.STRICTLY ECONOMIC ASPECTS OF OECD
INTERDEPENDENCE WITHE EASTERN EUROPE AND THE SOVIET UNION.

-- THE SECRETARIAT HAS PRODUCED SOME FIRST RATE STUDIES ON
ISSUES SUCH AS COUNTERTRADE, ECONOMIC REFORMS AND CURRENT
ECONOMIC CONDITIONS IN THE EAST. HOWEVER, STRONGER SUPPORT AND
MORE ACTIVE PARTICIPATION BY MEMBER GOVERNMENTS IS NEEDED. WE
ARE PREPARED TO LEND OUR SUPPORT AND PROPOSE THAT THE XCSS
DISCUSS TIESE ISSUES ON A MORE REGULAR BASIS.

CONFIDENTIA
\ .
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 OECD Eﬁecutive Committee in Special Session
January 21-22, 1982

Distortions to Trade through Financing

US Objectives

1. To reiterate our opposition to export financing
practices which distort market forces.

‘2, To stress the importance of further improvements in
the Arrangement on Guidelines for Export Credits, aimed
at reducing the subsidy element.

3. To prevent others (possibly the French) from
turning attention away from the Arrangement or linking
it with other trade guestions.

- " Essential Factors

The US has long opposed export financing practices
which, through interest rate subsidization, distort market
) forces in international trade. We believe financing should
%ﬂ}“%w%hﬂ-be neutralized::as-a. .competitive.factor.  Since:.1978,..we. have::
sought revisions that would bring the Arrangement on Gu1de11nes
for Officially Supported Export Credits (the Arrangement)
more closely into line with current financial market conditions..

i3 Ao -
£ \«v:,.l‘,:?,'.-«"

Our objective is to establish an international regime
under which export credits bear interest rates and maturities
reflecting market conditions. Interest rates should
be no lower than the cost of borrowing to governments in the
currency concerned. 1In practice, there has been significant
opposition to such a differentiated rate system, especially
from France.

At their October meeting, participants in the Arrangement
agreed to increase minimum interest rates to 10-11 1/4
percent, depending on the relative wealth of the borrower,
and to tighten the provisions on mixed credits. Countries
~ with low market interest rates were allowed to charge their
market interest rates or 9.25 percent, whichever is higher.
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Earlier, the US had agreed with the main partners of Airbus
Industrie, (UK, FRG and France) to set minimum interest rates
on large commercial aircraft at 12%. (Aircraft, nuclear power
plants and ships are not covered by the Arrangement.)

The US is also interested in other improvements in the
multilateral guidelines on export credits. There are several
problems that need to be addressed:

-- guidelines for sectors not covered by the Arrangement,
especially nuclear power and general aviation aircraft;

-- curtailment of the use of mixed credits (tied aid
credits) to gain a commercial advantage; and

-- extension of the discipline of the guidelines to
countries not members of the OECD.

TALKING POINTS

-- THE US REMAINS COMMITTED TO THE REDUCTION AND EVENTUAL
ELIMINATION OF OFFICIAL EXPORT CREDIT SUBSIDIES.

-~ LAST OCTOBER, WE WERE ABLE TO MAKE A siGN;FICANT
BREAKTHROUGH TOWARD THIS OBJECTIVE BY RAISING THE MINIMUM
EXPORT CREDIT INTEREST RATE FOR MOST CURRENCIES TO 10 PERCENT.

THIS WAS A LAUDABLE FIRST STEP. HOWEVER, INTEREST RATES ON

LONG-TERM GOVERNMENT INSTRUMENTS IN SEVERAL MAJOR CURRENCIES . ...

T

B LR
ARE SIGNIFICANTLY HIGHER THAN 10 PERCENT.

- THEREFORE, WE NEED TO CONTINUE THE WORK BEGUN LAST
OCTOBER. WE EXPECT FURTHER MOVEMENT IOWARD MARKET INTEREST
RATES AT THE MEETINGS OF THE PARTICIPANTS IN MARCH AND MAY,
MINIMUM EXPORT CREDIT RATES SHOULD TAKE BETTER ACCOUNT OF THE.
VARYING LEVELS OF INTEREST RATES IN DIFFERENT CURRENCIES.

- WE WILL BE EXPLORING OTHER AREAS WHERE INTERNATIONAL

EXPORT CREDIT PRACTICES CAN BE IMPROVED. INDUSTRIAL EXPORT

44
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SECTORS NOT NOW éOVERED BY THE ARRANGEMENT -- SUCH AS NUCLEAR
POWER AND AIRCRAFT -- MIGHT BE INCLUDED UNDER ITS DISCIPLINE OR
PREFERABLY AN EVEN STRONGER DISCIPLINE.

--  MIXED CREDITS SHOULD ALSO BE SUBJECTED TO STILL

GREATER DISCIPLINE.
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MACROECONOMIC OUTLOOK-OECD AREA

Overview

In most non-US CECD economies, the struggle to beat back
inflation and adjust to the second major oil shock continues
to receive top priority. However, the length and depth of the
recession threaten to undermine further the consensus on
continued anti-inflationary policies, which has already been
deserted by France. The recession is also increasing protectionist
pressures and exacerbating trade tensions, especially around
the US, the EC, and Japan.

Non-US OECD inflation is declining, but improvement is
slow.. The average inflation rate in these OECD countries
peaked in 1980 at 11.4 percent but eased to about 10.5 percent
in 1981. - Among the large OECD countries inflation rates now
range from about 5 percent in Germany and Japan, to about 18
percent for Italy. Inflation in the non-US OECD area should
continue to decrease this year, probably falling to about 9
percent. While inflation appears to be following the same
pattern of decline as in the period following the first OPEC
price shock, unemployment is still rising and could reach an
average of 7.8 percent this year (up from 7.2 percent in

©..1981). However, high interest rates throughout the OECD have eased
‘modestly, reflecting continued weakening of private credit
* demands, a sharp decline in US rates, and the recent devaluations

of the French Franc and Italian Lira within the European
Monetary System. With stable dollar prices for oil, the 1982
non-US OECD current account deficit should fall again (perhaps
to around $30 billion). . Under .this key assumption, moderate

o recovery-isiin prospedt fort1982F Overall; *nonlUS T OECD ‘Growth i i e

should reach 2 percent (up from .75 percent last year).
The expected second-half 1982 upswing in the US should -
also help strengthen the recovery in the remainder of the OECD.

Individual Countries

Among the larger European economies, Germany's restictive
monetary and budget policies have been spurred by its fear cf
inflation (6.0 percent in 1981 was high by German standards)
and its efforts to defend the DM in the face cf large current
account deficits ($16 billion in 1980 and $8.5 billion in 1981).
Recession has hit this stalwart economy fairly hard. Real output
declined by more than 0.5 percent in 1981 and latest indications
are that growth this year will be between 1 and 1.5 percent,
significantly less than previously anticipated. Unemployment

3 January 8, 1982
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could reach 6 percent (or 1.6 million workers) in 1982, up from 3.8
percent in 1980. However, inflation is easing considerably and should

( help bolster an export-led recovery in the second-half of 1982, The
Socialist government in France is determined to expand the economy as
rapidly as possible while relying on incomes policy to ease the in-
flationary effects of expansion. The government is banking on higher
minimum wages and transfer payments to stimulate consumption and
increased state interventionism to stimulate employment. Real GNP
stagnated in the first half of 1981, but recovery began in the third
guarter and should continue into 1982 with growth reaching 2% to 3
percent. Inflation, already a major problem at about 1l4% percent in
1981, will probably be aggravated by government policies. In the U.K.,
there 1s no wavering in the government's determination to hold to its
policies of reducing the rate of inflation by strict control over money
supply growth and of restoring the conditions for faster real growth
through reduced government involvement in the economy. However, real
output is in its second consecutive year of decline while unemployment
has now risen to well over 10 percent. As a result, Thatcher is coming
under increasing attack from all sides, partlcularly within her own
party. Considerable progress was made against inflation last year (12
percent compared to 18 percent in 1981) and should continue into 1982.
The third guarter 'of 1980 brought the first positive real growth in two
years, and the recovery should continue into 1982. Unemployment will
-continue to rise, but at a declining rate. The Italian economic slump
seems to be deepening.Third guarter 1981 output dropped 1.6 percent

. Tollowing a second guarter decline of 1.2 percent. Meanwhile, anti-

7-- inflation policies have been less effective than elsewhere with prices

' Increasing by abouft 20 percent in both 1980 and 1981. The projected
economic picture remains gloomy with higher unemployment rates and a
large current account deficit expected in 1982. Major problems include
large government deficits, widespread indexing and weakened foreign
trade competltlveness.

.o« ., A c ‘,}
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G i Sapan & 1nflatlon TERtE fell B percent 98T ana should *
continue to moderate this. year. The external sector is expected to

pave the way to stronger growth in 1982 (at about 4 percent) as witnessed
by a projected current account surplus near $18 Lkillion. Much of this

N surplus will be due to Japan's enormous (perhaps $18 billion) bilateral
trade surplus with the US, and the EC ($10 billion). After performing
better than expected durlng the first half of 1981, the Canadian
economy switched gears in the third guarter (real output fell by 4.2.
percent). Unemployment, already a problem at 7.5 percent in 1980,
reached 8.3 percent in October 1981. Meanwhile inflation\worsened
last year (up to around 12 percent) and little relief is in sight.

In the- smaller OECD economies, reduced growth in major trading
partners has hit exports and weakened economic performance (real
output rose by about .8 percent last year, down from 2 percent in
1980). Some export—led improvement can be expected in 1982, but
overall growth will still be low (less than 2 percent). Countries

. especially affected by worsening performance include Austria,

(" 3elgium, Luxembourg, the Netherlands, and Sweden. Inflation in the

. smaller OECD countries’ should averagé about 12.0 percent this year,
down from 14.0 percent in 1981.

Attachment: As stated
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TABLE NO. 1
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(.. West Germany
3

V-Change in CPI Current Account Unemployment Rate

Real Growth, GNP i in
5 - (B11 US §)

79 80 81 82 79 80 81 82 79 80 81 82 79 80 81 82

—— > —— ——

Actual - . 4.5 1.8 4.1 5.5 | -5.5 -16.4 3.8 3.8
. 2
Treas (Jan) ~0.6 0.9 - 6.0 5.2 ~9.0 2.0 N.A. N.A.

OECD (Dec) -1.0 1.3 w3 5.8 4.3 -8.5 1.8 5.0 6.0

Official (Oct) -1.0 1.0-2.0
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DRI (Dec) ~1.0 1.4
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WEFA (Dec) 1.1 0.7 MR 5.8 5.6 | ~8.1 =4.2 ‘ 4.7 6.2
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Notes to Tables: ' 5

DRI is Data Resources Inc. (Lexingtqﬁ, Massachusetts) '
WEFA is Wharton Econometric Forecasting Associates (Philadelphia, Pennsylvania)

¥

e TRl AN
TR T
NS

N.A. - Not Available

LR 'CS*"“ Eo :r’,-";_;\;_;: .

- CONFIDENHAL

Th

.
e R



Actual

Treas (Jah?
OECD (Dec)
Official (Oct)
DRI (Dec)q

WEFA (Dec)

Real Growth, GNP

79 80

y

2
3

J‘i”f ‘1:1

o

TABLE NO. 2
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OECD (Dec)

of ficial (Nov)
prI (Dec)
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Real Growth, GNP
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-2.0 1.0
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Real Growth, GNP

Actual

Treas (Jan)
OECD (Dec) 0.0
Official (Sept) 0.0

DRI (Dec) 0.3

WEFA (Dec) 0.0

#. TABLE NO. 4

X, Italy
Change in CPI

79 80 81 82

18.7 17.0

19.3 16.0

F g

19-20 17-17.5

20.4 19.4

]

Dt et PR AL L e N v b

Ny

PR

19.1 16.9

* o . Yo
SR e

w
it

i rg‘-‘g_i'_:\".l’é':

.
o2
=5

PR ALy h
L L

Gl

~ CONFIDENTHAL-

»
.

Lot g

\

Rev it
3

i

Current Account

(Bil US §)
79 80 81 82

5.2 -9.8

-13.6 -11.5

Rate

bh



i

3 »"’;r{‘

’

7

D
v

TABLE NO. 5
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Real Growth, GNP i Change in CPI Current Account Unemployment Rate
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ANNEX

U, S. ECONOMIC OUTLOOK

The recession in the U.S. is continuing into 1982, but
there are signs that downward momentum 1s diminishing. -
Following a sharp drop in the fourth gquarter of I981 (estimated
at about 5% percent), real GNP is expected to decline much
more moderately in the current quarter and then stabilize,
setting the stage for a fairly vigorous expansion in the
second half of the year (at about 5 percent). The unemployment
rate -- now at 8.9 percent (as of December, 198l) -- could
reach 9 percent or even slightly higher before it turns
downward during the second half of the year. Meanwhile, the
inflatjon picture is showing significant Improvement. T
Increases in consumer and wholesale prices have subsided
quite markedly in the past year. They should moderate even
further in 1982, with consumer prices perhaps down to 7-7.5
percent (almost half of 1980 rate of 13.5 percent). Wage
rates and the GNP deflator have not performed as satisfactorily,
but are expected to show substantial improvement during the
course of 1982.

Interest rates are now well below their 1981 peaks.
Short-term rates are already about 4 percentage points below
what they were just several months ago. This pattern of
overall decline in interest rates should continue at least
for the first half of the year and help bolster the anticipated
recovery. One uncertainty in the interest rate picture is
the possible effects of large Federal deficits. Actions to
reduce these prospective deficits through further cuts in
non-defense. expenditures and .measures. to-expand. revenues..are: . -,
now being considered. ' '
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ENERGY-IMPLICATIONS OF CURRENT
SUPPLY/DEMAND OUTLOOK

U.S. OBJECTIVES

-~ To encourage the build-up of 0il security stocks
during this ravorable market perlod :

-- To encourage further deregulation of national
energy markets (e.g., natural gas price decontrol) which
might be more difficult polltlcally under "tight market
conditions. :

-- To prevent the renewal of any pressure from some of
our European allies for a formal sub-trigger crisis mechanism

.and/or highly interventionist stock management policies

during an oil supply crisis.

ESSENTIAL FACTORS

The facts show a decllne in IEA oil consumption of 8%
between 1979 and 1980, and we expect another 5-7% decline -
between 1880 andA1981. Although much of this decline is

‘attributable to long-term structural change, 'a significant

portion may be due to cyclical, and therefore rever51b1e,

'factors such as weather and economic act1v1ty.

If the present slow energy growth environment continues
over the longer term, IEA nations' net o0il imports can .
be expected to fall to 21 million barrels per day in 1985
and to 18-19 mb/d in 19%0. Throughout the decade, total

. Energy use may grow at only a 0.5-1.0% annual rate. In this
“envirdnient’, & key €netgy “T'ssue will "be™ the~rate" at which I an -y

industrial economies switch from o0il to such conventlonal

alternatlves as coal, nuclear power, and natural gas.

If investment in more eff1c1ent plant and in non-oil
energy sources is delayed by a combination of complacency,
high interest rates, and poor economic growth, developed
country oil consumption could be higher than anticipated
with substantial upward price pressure in the second X
half of the 1380's. -Demand pressure would be aggravated

by fairly rapid increases in OPEC and in other developing
countrles. -
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-~ We believe that large stocks and the ffee;play of
market forces offer the most effective protection: against

supply interruptions. In the U.S. the decrease in commercial
stocks is being partially offset by SPR purchases, including
a long term contract.with Mexico. Since the Reagan admini-
stration took office, the U.S. has more than doubled the
amount of o0il in the Strategic Petroleum Reserve, which is
presently at a level of one-quarter of a billion barrels of
0il. We are continuing to £ill it at a rate of 300,000
barrels per day. At the same time, we remain committed to a

multilateral approach to oil emergencies -- as set out in
the International Energy Program —-- rather than a unllateral
approach. .

January 7, 1982
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EXECUTIVE COMMITTEE IN SPECIAL SESSION
January 21-22, 1982

POLAND

U.S. OBJECTIVES

-- Our objectives with regard to Poland are two-fold.
First and foremost we seek to reduce repression. This could be
achieved by ending martial law, releasing the detainees and
restoring a dialogue with the Church and Solidarity. The
second is to avoid turning a defeat for the East into a defeat
for the West. To this end, we must take concerted action with
a view 'to improving the situation in Poland.

ESSENTIAL FACTORS

The Polish economy is in a shambles. 1In 1981, national
income dropped 15%, the third straight year of decline; coal
production slumped to its lowest level since 1974; production
of meat declined 25%; dairy production declined 8%; the supply
of consumer goods was down 10%; exports dropped 14% and 1982
interest payments on Poland's debt to the West will amount to
$605 million. There is no justification for these appalling
statistics. Poland can and should be a prosperous and
productive country. Western nations must encourage a return to
reform and renewal and .assist in _.Poland's ecopomic. recovery,“

PThus”our ‘actions must be aimed toward decrea51ng repression in

Poland and toward a readiness to assist in rebuilding the
economy when the repression is lifted.

TALKING . POINTS

-- THE SPECIFIC STEPS THE U.S. IS TAKING NOW ARE AIMED AT
THE LIFTING OF MARTIAL LAW, RELEASE OF POLITICAL PRISONERS AND
A RESUMPTION OF THE QROCESS OF NEGOTIATIONS. THEY ARE
REVERSIBLE, MAXIMIZING THE SCOPE FOR COMPROMISE AMONG ALL
PARTIES IN POLAND.

~=- ON DEBT, WE HAVE AGREED WITH OTHER CREDITORS NOT fO

INVOKE THE "EXCEPTIONAL CIRCUMSTANCES" CLAUSE AT THIS TIME. WE
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DO NOT WISH TO PUSH POLAND INTO A DEFAULT WHICH WILL DESTROY
WHAT REMAINS OF ITS ECONOMY.

~-- THE U.S. HAS TAKEN NO ACTION TO INFLUENCE PRIVATE
BANKERS IN REGARD TO POLISH DEBTS.

-- ON HIGH TECHNOLOGY LICENSES, THE U.S. HAS ASKED COCOM

PARTICIPANTS TO AGREE NOT TO SEEK EXCEPTIONS FOR SHIPMENTS TO

" POLAND.

[

-- .ON EXPORTS OF ENERGY ITEMS TO THE USSR, THE U.S. HAS
SUSPENDED ISSUANCE OF LICENSES TO PUT PRESSURE ON THE SOVIET
UNION TO CEASE ITS INTERVENTION IN POLAND.

--IN ALL THE ECONOMIC SANCTIONS WE HAVE INITIATED, OUR
INTENT IS NOT TO DAMAGE FURTHER THE POLISH ECONOMY OR TO DO
LONG-TERM DAMAGE TO THE>SOVIET ECONOMY . OUR INTENT IS TO GET

THE POLISH MILITARY GOVERNMENT TO STOP REPRESSIVE ACTIONS AND

TO ENCOURAGE. THE USSR-TO CEASE.ITS.INTERVENTION..IN POLISEwawQRﬂQﬁ&*ﬁ%ﬂ%

AFFAIRS.

~- WE ARE CONTINUING OUR HUMANITARIAN ASSISTANCE TO POLAND
AND CONSIDERING INCREASING IT. WE ARE ENCOURAGING OTHERS TO DO
LIKEWISE.

-~ TO BE EFFECTIVE, WE NEED THE ACTIVE SUPPORT AND
ASSISTANCE OF OUR ALLIES. CONCERTED ACTION WILL HAVE THE
GREATEST CHANCE OF TURNING THE SITUATION IN POLAND AROUND;

-- IN THiS CONNECTION, WE ARE COUNTING ON ALLIES AND
FRIENDS NOT TO UNDERCUT ACTIONS ALREADY TAKEN BY THE U.S. IN

REPLY TO THE REPRESSION IN POLAﬁD.
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International Trade Problems /

U.S. OBJECTIVES

To share with OECD meémbers our concerns about
the deteriorating intermational trade environment,
and our view that close cooperation is essential in
the coming months if we are to avoid a new era of
protectionism.

..

ESSENTIAL FACTORS

Trade tensions, aggravated by the current
recessions in the United States and Europe, pose a
serious threat to maintenance of an open international
trading system.

TALKING POINTS

-- All trading nations must resist protectionist
pressures, particularly now, when economic
conditions are difficult.

-~ The economic measures taken by the Reagan
Administration will revitalize the U.S. economy,
) - which will in turn benefit our trading partmers. -
AR T RO L e A S o Hd U S econOmy TETESSEN AT S YA strong’ PR TS T e
trading system. i
-~ We are profoundly concerned by impediments to
free trade, whether tariffs or other barriers to
fair market access, export financing practices
or internal subsidies and other measures which
permit unfair competition.

-- We all have dn interest in drawing developing
countries further into the intermational trading
system, and helping them stimulate their economies
through trade and private investment.

-~ There is a need for a continuing consultation
between and among trading countries. The recent A
quadripartite discussions in Florida, the bilateral
US-EC and US-Japan consultations, the US-EC
Ministerial-Level discussions next month, the OECD
Ministerial and the GATT Ministerial are all part of
this process.
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