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Global Conference on Economic Growth and Development: A
Discussion paper

S

Introduction/éverview ad -
o X

The idea of a Global Conference on Economic Growth and gixégﬂww
Development (Gy Con;;) has emerged in the context of USG internal ‘4?vﬂ:7
preparations on developing country issues to be addressd at L:
the Versailles Summit. The G, Con; idea has appeared before
in USG internal discussions regarding possible initiatives
targeted toward developing countries. A draft version of
Secretary Haig's speech to the United Nations General Assembly
(September 1981) contained a proposal for an Global Conference
on Gfowth, but it was deleted in the final version. Haig's
speech, however, did refer to building "a new strategy for
growth." The President's speech to the World Affairs Council
of Philadelphia also referred to chartering a "strategic course
of a new era of international economic growth and development,"”
and enumerated U.S. economic principles that "can lead to the
cooperative strategy for global growth we seek."

In December 1981, Secretary Halg sent a memorandum to the
President which mentioned the idea of a "“UN Conference on Global
Growth and Development in 1983". Proposing this conference
would be used to attempt to preempt an undesirable form of
Global Negotiations (GN), while preserving the "Spirit of
Cancun” and meeting the President's four essential understandings
on "circumstances that would offer the prospect of meaningful
progress" in international discussions. According to Secretary
Haig's idea, the U.N. Conference would be preceded by four

planning conferences in 1982 covering the subjects areas of

DECLASSIFIED /27exS )
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Cancun: food and agriculture; energy; trade and commodities;

and money and finance. Ambassador Kirkpatrick, in a separate
memorandum to the President, stated her view that "we should

not propose or encourage such a conference -- at least at this
stage."

The purpose of this paper is to lay out for discussion (a)
the possible rationale for a G Con, based upon U.S. objectives
(tactical and/or substantive) which could be served by a properly
structured and managed conference; (b) tactical considerations
regarding locus for presenting/generating a proposal for a
G Con and probable receptivity of other countries; (c) the
internationally agreed pur?oses of the conference, an ideal
agenda, organization, operation; and (d) potential pitfalls of
a G Con and the methods and prospects for successfully
avoiding them.

A. Ratiogale for G,Conf,; U.S. Objectives (Tactical and/or
/ e

Substantive)

A G Con at this time could "mak@ sense" for several reasons.
First, the conference would be a logical extension of the quest
for a "cooperative strategy for global growth" cited by the
President. The conference would be a natural follow-up to the
Cancun Summmit. The conference also would serve to keep up
the appearance of continuing last year's high-level activity/
concern in the area of economic growth and development (starting

with the OECD Ministerial, running through the Ottawa Summit,
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CM postivgzgmosphericg {at least), if not clearing L/

up some popular misconceptions of U.S. policy. A G Con must

necessarily only serve these more general objectives since the
k k{j? Administration, for policy and technical reasons, has been
’EFAazo pursuing its specific policy approaches and possible new initiatives
¢ﬂi}!§Pﬁ within appropriate existing specialized international agencies.
ﬁ€$p5<§3 \ This latter point naturally raises the guestion of what a
Xﬁ QSK ) G Con would accomplish that is not already being done or could
\ﬁ’ V\* be done within existing mechanisms. For example, the series

of high-level meetings which last yearf provided a forum for
this Administration to present and argue its views on economic
relations with developing countries occutSagaiq)starting in
{k) May (IBRD/IMF Development Committee (May), OECD Ministerial
) (May)/Versailles Summit (June), and Bank/Fund Annual Meeting
(September». In addition, other extraordinary international e
conferences will take ?lace on trade (GATT Ministerial-November) -

(Dlie. Offemr St [otlon st e
“food) and energy (follow-up to New and Renewables Conferenceg).

Preparations are also underway to set the agenda for the UN
Conference on Trade and Development's (UNCTAD) Sixth
Meeting, scheduled for Gabon in 1983. (Before the notion of GN,
UNCTAD's quadrennﬁal conferences were the primary high-level
"North/South" negotiating conference.) The United States has been
actively pursuing economic policies and initiatives consonant
with the President's,development philosophy in these organizations
as well as 322&52:5;? (see attached listfﬁ%ﬁ?lﬁLﬁ&gz)

another question a G Con proposal{”raises is relationship
and interplay between the G Con and existing international agencies

and their activities. For purposes of this paper, a G Con is assumed
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to be an extraordinary event with no direct linkages to the operati
of established international organizations. Nonetheless, an
"activist" G Con could indiggéggg detract from the on-going work of
existing agencies, especially if developing countries perceive
anorrectly}that any policy pronouncements emerging from the
conference could influence these on-going activities. U.S. active
encouragement for conducting international economic discussions
via extraordinary channels (e.g., a G Con)couldALgtve to strenqﬂyen
developing countries' resolve to pursue the tactic themselve5
e.g., via GN or an equivalent.

Besides this potential for disruption, there is also the
possiblity of a "backlash" effect on international institutions.
The United States has endorsed certain unpopular policies and
analyses of the Bank (e.g., strict performance requirements in
structural adjustment lending and' the IBRD's study on Sub -

Saharan Africa) and&t/e Fund (conditionality). To the extent
that these institutions are pew closely associated (at the
political as opposed to the technical level) with implementation
of U.S. policies, there could be negative reperﬂg;ssions on
these institutions from developing country members, thus possibly
making their policy dialogue with developing countries less
effective or more difficult. (One of the conclusions of Treasury's
MDB Evaluation zas that‘%J} major strength of multilateral

S e
institutions was*1%4exert1ng economic policy leveragﬁx to
persuade countries to adopt appropriate economic policies,
leverage that the U, gl"(or any other.3méividwmal country) does

Cye e e Uy
not possesidf'The IBRD already has been subject to criticism fL///’

by African nations on its Sub-Saharan African study, which

some view as a "blueprint" of the U.S. Administration's approach

5
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to economic development (e.g., rational trade and exchange

rate regimes, price/market mechanismS to stimulate agricultural

production, reduced intervention by government),

With respect to the defensive tactical objectives, a

proposed G Con is unlikely to be regarded with favor as an

alternative to GN. As conceived in this paper (see belowy a

G Con would be a discussion forum, not-a negotiating one mdgzzting

recommendations to specialized agencies. A G Con, however,

could be fashioned to be a more palatable alternative to GN.

Th@stype of conference would then run the risk eglbeing regarded

as the "first stage" of GN -- but assuming another name.

¢E/r Finally, using a G Con as a follow-up to Cancun makes

UV§?W + the assumption that the G Con could be as well-managed and ,
o~ .
Loy _
‘L,’L\ "productive" as the Cancun Summit. That Summit had 1itth¢iuéﬂt%uT§d
.4

preparation and advanced documentation, occurred in the relatively
early days of the Administration's deep involvement in developing

its international economic policies, and was at the Heads of
I

1 gt

Yoo
State leve%,awith the U'S¥™ emphasizing the bilateral aspects}.
Replicating these conditions would be impossible, if for no

4t
other reason than,this Administration's views and performance

on development and trade have become more defined and well=~known
(MDB Assessment, GN, Caribbean Basin Initiative, MFA renewal, etcz),
Would this have a postive effect on achieving successful (in U.S.
terms) G Con?

B. Téiical Considerations/International Receptivitity

Renewed discussion on a G Conf have occured in the context
of preparations for the Versailles Summit. If a G Con were QMaUhuJ
wolhbidlt e tockial guarhan aiss a o whe Tou propeed o fach o
(o shousd e e i wosd offor Toe ———r



best prospects for international acceptance. 1Implicit in the
following discussion is the assumption that if the G Con were

proposed by the United States, many countries would resist/oppose

on principle (if for no other reason). Therefore, the proposal
G&puld be made by another country perceived as favorable to LDC
interests (e.g., Canada) or "emerge" from international discussions.

Versailles Summit: The communigue could call for a G

Con. This would give G Con high political profile and round

out the Summit communigque on "North/South" issues with a positive
action plan. The G Con could be proposed as "free-standing," unique
meeting with limited participation (a la Cancun) or plugged

into an international organization. On the other hand, Summit
participants' commitment to an untested idea risks being rejected

by developing countries (who likely would regard the idea with

some suspicion) and is contrary to the notion of keeping Summit

communigues less action-oriented than in the past.

Global Negotiations: If New York discussions on GN languish)
or if they pick steam, but in an unacceptable direction, the G Con
could be posed as an alternative to GN. This could place the
United States in a positive position of presenting serious
alternatives to pursue a global dialogue consistent with the
President's statements at Cancun. As noted above, developing
countries are unlikely to regard a G Con as a viable alternative
to GN; or, if the G Con were fashioned to resemble a GN process
(e.g., conferences covering sectoral issues reporting to a
central conferenceb then similar procedural eemsidexed problems

as with GN are likel’y to arise.



IMF/IBRD Development Committee (DC): The DC could recommend

that the Bank/Fund sponsor a G Con and undertakg{

itself to—pe&éosm(§§§;§f§§;?§§E§EE’(i.e.:waéé;dé,organizatioq/etc.).
The DC has a limited membership with a balance of industrialized,
oil-exporting, and developing country representation which

could facilitate G Con preparations while portraying the G Con

as being representative of all interests. The DC's review of

the IBRD's Sub Saharan African Study could serve as the vehicle

for proposing a general conference on growth. The DC's mandate,
however, coYEFs only "transfer of real resources" to developing
countries;aéé-has not been perceived as an activist, productive,

or responsive (to developing countries' interests) "North/South"

forum.

United Nations: The General Assembly could call for 3ﬁ
conference and have it take place in conjunction with the
interim review of the International Development Strategy (IDS)
for the 1980's (UN General Assembly review scheduled for 1984,
with preparatory work likely in 1983). 1IDS preparations will
entail contributions from regional UN commissions and other
international development agencies. Using the UN, however, is
likely to lead to a greater politééation of the G Con than

otherwise, and engage discussions on a less substantive plane.

c. Nature of Conference: Purpose, Agenda, Organization,

and Operations

An acceptable G Con could take various forms to achieve
U.S. national objectives. For discussion purposes, the paper makes
the following assumptions about such a conference: (a) it is

basically economic in nature (although the objectives it serves
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are primarily foreign policy); (b) participation should be

limited to some degree, at least avoiding communist bloc country
participation; (c) the conference should be primarily an information
exchange (rather than negotiations) and should have factufgl
documentation on economic issues as background; (d4) it
should avoiq/as much as possiblf,institutional policy issues
(e.g., IMF reform) or issues which are part of an institution's
operational work program (as opposed to just being dlscussed),

or
(e) the conference should avoid a North versus South p{é@n ad

(£) ié;reflect the U.S. economic principles as presented by the
President (trade, investment, assisbéséb self-sustaining food and
energy production, tailored development strategigs to individual
countries). Based upon these assumptions, the following is a
sample of the purpose, agenda, organization, and operation of a

G Con:

Purpose of Conference

The internationally agreed purpose of the conference could
be to:

—-—- promote shared understanding of world economic outlook;

-- explain national policies designed/in place to generate
growth;

—-5Ftress the key role of appropriate domestic policies
for promoting economic growth and development;

-~ underscore the importance of trade, investment, and private
financial flows for economic growth and the contributions of
official development assistance, particularly for low-income

countries;
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-- highlight impé&tance of mobilizing domestic resources for
growth; and
o A ,Gw

——ninformal consultations among economic officials on issues

of bilateral interest.

Agenda

The agenda would be constituted primarily of economic topics

designed to permit a wide ranging exchange of views. The agenda

would be designed to avoid broad sectoral subjects (e.g., trade,

energy, food) which are likely to be associated with previous

ﬁéﬁ%qﬁical "North/South" conferences. Recognizing that such

an agenda would be subject to international debate before it is

finally adopted, an initial agenda might include the following:

Prospects for World Economy

National Policies

Anti-inflationary objectives, (e.g., including monetary,
fiscal and regulatory policies)

Promotion of investment/savings

(especiallyy in food areas)
»,v ",..v’",h,‘ b' b‘l

Role of Government in Economic Mangement

Promotion of Productivity
YN G A, M_fr d?,(
International Policie

BOP Financing

Exchange Rates

Trade Regimes

Foreign Investment
External Financial Flows

Relationship of National and International Policies

LaternidToml Debt
Adjustment

Domestic Constraints
Terms of Trade

Worker Immigration
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Organization of the Conference

Secretarjiat support for the conferencaﬁ, country membership,
representation, preparation of background documentatioq,and
organization can have an op# important influence on the nature
of the G Con. A possible combinationuzg?%ﬁg)following:

Secretariat Support: Documentation/support by staffs of

IMF and IBRD;

Country Representation: Invitees would be the members of

IMF and IBRD. &kfw .
27 p L

Representation: Finance/Economic Ministry ré;;esentatives

invited as principal spokesman (with Foreign and Development

o~
Ministry participation). A Statistical Background: Document
‘.—-—-—/’

‘ . Lo _—
preparation using global statistics and regional and/or
"eight poles" breakout ({IE=—tightomizs identified by

IBRD President Clausen (ég%;ﬂ Western Europe; North America;
Japan, Eastern Europe; capital surplus oil-exporting;

newly industrialized; populous centers in Asiaj; and poverty-
stricken Sub-Saharan Africa countries).

Organization: Working Groups (chaired by IMF or IBRD

officials) reporting to plenary conference chaired by World
Bank President or IMF Managing Director (depending upon DC
Chairmanship for that year),
Operation
Reports of Working Groups would be oral and on responsibility
of Chairman (i.e., not agreed); the plenary conference would
present a final communique would be issued on the responsibility

of the Chairman and reporting on the conference discussions.
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OLZ;AL/ /47 as principal spokesman; (c) structuring discussion on
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D. Pitfalls for the United States/Avoidance Techniques

Even in the best of times, convoking an international
conference is fr#ught with potential hqﬂazards, not the least
of which is public rejection of an invitation to attend. Assuming
that the initial hurdles of having the conferencqﬂ idea adopted
are surng:r;ed, E&;‘gga)re some potentially seve‘lre pi’tf;iliﬁwué
totodel the UL S{¥ couddmbonisley with the G Con h"sxa\contrary
to our interests. Of course, there can never be a certainty
that any international conference will be "successful"y for
achieving our national objectives. However, there are pitfalls
peculiar to this particular exercise at this time, including
!

the following:

(A) Conference might be utilized as first phase of Global

Negotiations. The structure and agenda of the
é&f/i:%conference would be formulated with a view to avoid
ﬂ%ﬁ” in this specifically by (a) not having the conference
e 1)

under UN auspices; (b) Finance Ministry representatives

regional/country groups, not sector topics; (d) final
communigue a factual report and not an action agenda
for follow-up.

(B) Debates on institutional reforms (e.g., in IMF, IBRD)

would breaﬂout. The agenda could be used to attempt

to avoid this by designating economic issues without
direct references to the involvement of the specialized
international agencies in policies discussions (easy to

say, harder to implement).
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Recommendations contrary to U.S. policy and U.S. interests

(e.g., increases in concessional aid) will be stressed.

Keeping conference focused on information/idea exchange
may mitigade this, but a heavy dose will be inevitable.

Attacks on U.S. "policies™ (e.g., high interest rates,

trade protectionism, reduced contributions to MDBs)

will get prominence. We can attempt to avoid this

by pointing to long-term objectives, need to make
best use 0of scarce resources, and the need for others
not to close-up the international trade and financial
system. In an atmosphere of continued economigk
stagnation in the major economii% such attacks are

likely to be particularly vicious.
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Internat1onal Cooperation and Development-
Recent U.S. Actions G e 0L*
oA

At the Cancun Summit in October 1981, President Reagan offered
a positive program of action for development concentrated around
five principles. Outlined below are some of the actions the United
States has taken to implement each of these principles.

1. Stimulating international trade by opening up markets, both

within individual countries and among countries.

Our current efforts to carry out the US commitment to an open
international trading system are focusing on the ministerial meeting
of the GATT next November. We are holding consultations with several
developing countries on issues of common interest in preparation for
the Ministerial. Our goal is a strengthened and revitalized GATT.

The U.S. has ended controls on footwear imports from Taiwan and
Bouth Korea established by the previous Administration.

We sought a more liberal renewal of the multi-fiber agreement
than other industrial countries, allowing a renewed agreement which
assured benefits to all parties.

The US Administration has announced that it will seek legista-
tion by Congress to renew the generalized system of trade prefer-
ences (GSP) upon its expiration in 1985.

We have cooperated in the extension of the coffee and sugar
agreements and will be active participants in their renegotiation.

Last May, we joined the International Natural Rubber Agree-
ment, where we are working with other members to stabilize prices
despite difficult market conditions.

The U.S. remains active in negotiations for commodity
agreements designed to promote market development and research,
as in the ongoing negotiations on jute. Such agreements hold
promise for improving markets for many of the least developed
commodity exporters.

2. Tailoring particular development strategies to the specific A
needs and potential of individual countries and regions. l

The new US Administration has led an international rethinking
of development issues, leading to a new seriousness of purpose on
the part of governments and to an emerging consensus that neither
increasing foreign aid nor any likely restructruring of the inter-
national economic system is a panacea for the probelms of develop-
ment countries.

e
P
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The Administration has encouraged more pragmatic and effective
approaches to development, emphasizing open markets and private in-
itiative and taking into consideration the fact that trade and invest-
ment flows generate far more resources for development than conces-
sional assistance.

We have tailored our own development strategies to the specific
needs and potential of the individual countries and regions with
which we cooperate.

We have supported international policies which recognize
that the bulk of concessional assistance should go to the poorer
countries and that weathier countries should rely primarily on trade
and investment.

Working with other interested countries, the U.S5. has develop-
ed an intregrated approach to the development of the Carribean
Basin, using a variety of trade, aid, and investment measures to
establish the basis for rapid economic growth and political
stability in that region,

3. Guiding our assistance toward the development of self-sustain-
ing productive activities, particularly in food and energy.

The US Congress recently adopted the Foreign Assistance Act
for Fiscal Year 1982, funding key economic and security objectives
of the Administration and ending a long period of providing funds
only through continuing resolutions.

Appropriations for foreign economic assistance total $8.2
billion for Fiscal Year 1982, an increase of 10 percent above
the continuing resolution for the previous year. The Administration
is requesting an increase to $8.6 billion for Fiscal Year 1983
despite politically difficult cut-backs in many areas of domestic
spending.

We have completed a major assessment of the World BAnk and
other multilateral development banks, confirming continued US

support and finding a variety of measures to improve their effec-
tiveness.

Consistent with our effort to promote structural adjustment in
countries facing balance of payments difficulties, the U.S. sup-
ported the March 1981 decision of the International Monetary Fund to
continue its policy of enlarged access to the Fund's resources.

In January 1982, the U.S. and other donors agreed on a funding
arrangement for the second replenishment of the International Fund
for Agricultural Development (IFAD), for which the U.S. pledge is
$180 million.
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The U.S5. -has been working to implement President Reagan's offer
at Cancun to send US task forces to developing countries that
reguest assistance on how to solve their food and agricultural
development problems. The first task force will go soon to Peru,
and 6-8 more are planned before the end of 1982.

We supported the IMF's broadening of the Compensatory Financing
Facility to provide financial compensation to developing countries
for temporary increases in the cost of imported food.

The U.S. negotiated and signed an extension of the 1980 Food
Aid Convention which provides a framework for donor pledges for
food aid totaling nearly 8 million metric tons, of which the U.S
share is 4.47 million metric tons.

To help developing countries assess and take action against
their energy problems, the U.S5. has expanded its bilateral energy
assistance program, doubling in the past year funding for new
and renewable energy and starting a worldwide conventional energy
technical assistance program. 1In Fiscal Year 1983, development
assistance for energy should total $70-75 million, 50 percent more
than in Fiscal Year 1981.

We have carefully studied the World Bank's energy lending
program. We believe improvements can and should be made to increase
the "multiplier” effect of Bank loans. We also support the program-
med commitment of substantial Bank resources to the energy sector
($14 billion) over the coming 5 year period.

The United States played an active and constructive role in the ;-
UN Conference on New and Renewable Sources of Energy and, with minor
reservations, supports the Nairobi Program of Action.

Domestic o0il price decontrol has revigorated US production
and substantially reduced US oil purchases from world markets, a
major factor in the recent and continuing fall in world oil prices.

4. Improving the climate for private cap1tal flows, particularly
private investment.

Discussions have been initiated with a number of interested
developing countries on a new prototype bilateral investment treaty,
designed to help facilitate bilateral investment relations.

A Bureau of Private Enterprise has been created within the
US Agency for International Development to help foster growth
of indigenous private sectors in developing countries.

Legislation for the U.S. Overseas Private Investment Coopera-
tion has been renewed, permitting OPIC to expand its support for
US direct private investment in middle-income developing countries
(from per capita GNP $1000 to $2950) and to facilitate US investor
participation in new markets. _
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, 2
We are seeking a greater role for the World Bank group to

act as a catalyst in stimulating private sector growth, e.g.
by encouraging greater use of co-financing and the development _
of local private capital markets. The U.S. is interested in the / 7
World Bank's current re-examination of the potential for some ]
form of multilateral political risk insurance arrangement. f

——
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Steadily increaisng capital expenditures and exploratory
activities by private US oil firms in developing countries has
led, in the past year, to discoveries of 0il and gas by American
firms in Guatemala, Ivory Coast, Brazil, Argentina, Thailand and
Colombia. Recently leased acreage in other areas in Africa and Asia
holds much potential as well.

B-19

5. Creating a political atmosphere in which practical solutions
can move forward, rather than founder on a reef of misguided
policies that restrain and interfere with the international
marketplace or foster inflation.

By strengthening its own national defense and cooperating with
other governments, the U.S. has helped re-establish an international
environment where developing countries can pursue their development
objectives without fear of external aggression.

US efforts to restore non-inflationary growth to our own economy
have already made progress in reducing world inflation. Growth will
lead to a larger US market for exports from developing countries, and
more rapid technological progress in the U.S. will help spread income-
creating higher productivity throughout the world.

The U.S. is continuously carrying out President Reagan's com-
mitment at Cancun to conduct a more formal dialogue with other
nations -- bilaterally, with regional groups, in the United Nations,
and in specialized international agencies.

We have pursued with a sense of urgency the Cancun decision
to support in the United Nations a consensus to launch global negoti-
ations on a basis to be mutually agreed. The US accepted the draft
resolution circulated by the President of the UN General Assembly as
amended to ensure that future talks offer the prospect of meaningful
progress as expliciting outlined by President Reagan at Cancun.

March 4, 1982
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UNITED STATES GOVERNMENT

pats:  March 3, 1982 memOI‘Cll'ldum
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ATTNOF:  Ben Zycher

suslECT: FEnergy Security Briefing Paper for the Versailles Summit,_
Intergovernmental Group Meeting
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The basic theme of the paper is “How to provide for L
'energy security.'" Beginning with a short discussion of the
Soviet gas pipeline, the paper is a mixed bag of general
support for "market principles" combined with appeals for
governments to do various things, both specified and not, to
increase "energy security." In general, the paper is poor and
contains specific arguments and proposals with substantial
inherent difficulties. The following discussion deals with the
various points in the order in which they arise in the paper.

(1) The discussion of the Soviet gas pipeline presents
three scenarios for U.S. policy:

(a) The Europeans abandon the pipeline
and the U.S. supplies "alternatives”
to diversify European energy sources.
These alternatives might include greater
U.S. coal exports. As a dgeneral
proposition, the alternatives are likely
to involve more rather than less
intervention in energy markets.

(b) The Europeans go ahead with the pipeline
despite U.S. . efforts to stop it.

(c) The Europeans go ahead with the pipeline,
the U.S. does not extend existing sanctiocns,
but the U.S. and the Europeans cooperate to
develop safety measures, e.g., more gas
storage, alternative gas supplies, etc.
This also is likely to lead to calls for
greater governmental intervention and activity.

Buy U.S. Savings Bonds Regularly on the Payroll Savings Plan

OPTIONAL FORM NO. 10
(REV., 7-76)

GSA FPMR (41 CFR) 101-11.6
5010-112
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(2) "...in this time of relative oil surplus, there is a
tendency to be lulled into complacency." The argument being

made here is that "we" should take action to encourage a
"diversified and safer" energy base. Some trumpet blasts are
then presented for the IEP sharing arrangements; finally )
concern is expressed that investments in key alternatives, such UVQQ\
as coal and nuclear, are not being made at sufficient rates. )
No specific proposals are made, but the tone of the discussion €?¢
can lead nowhere but to arguments for public sector subsidies

and spending. "Sufficient" is never defined, nor is there

presented any discussion of why (European) energy markets are

.not operating properly. Some potential for mischief exists

here.

(3) The paper urges that oil imports be reduced over

time. "Domestic alternatives" are to be "encouraged" as a
means toward achieving this goal. The paper urges also that
energy imports be "diversified." Both of these admonitions

seem to imply greater governmental intervention ("cooperation")
in energy markets. The paper does stress that "economic
pricing" of energy be the principal tool to achieve these ends,
but does not define what such pricing entails. All sorts of
proposals could be raised under this banner.

(4) The paper argues that "sufficient" stocks may help
avoid "panic" spot market behavior resulting in steep price
increases. This argument has some problems, but, more
important, the paper goes on to argue that stocks may deter the
use of oil production as a political weapon. We should urge
that this argument not be made. There is no evidence that
embargoes are effective or that oil producers have acted other
than as profit maximizers. The "o0il weapon" argument has the
unfortunate side effect of making the U.S. a supplicant toward
the Saudis and others. Moreover, it is important to note that
during the 1973 "embargo" Libya and Iraq refused to participate
(in the embargo and the production cutback, respectively).

This refusal took place despite the height of pan-Arab
emotional appeal and unprecedented Arab unity. Above all, the
refusal did not take place because of Libyan or Iraqi
"moderation."

(5) The paper argues that "marginal replacement costs" be
used as a guideline for energy pricing. Because of several
ambiguities in this concept, it is difficult to know if it is
correct in principle, but it raises all sorts of possible
suggestions for mischievous policy proposals.

(6) The paper urges that the IEP Emergency Sharing System
be reaffirmed as the major mechanism for dealing with oil
supply disruptions. Our usual arguments apply here:
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(a) Why should we endorse a nonprice
allocation mechanism? and

(b) 1in the absence of international price
controls, the IEP allocations would
be irrelevant anyway.

(7) 'The paper urges recognition "that the opportunity
exists over the next few years to increase strategic oil
inventories."” There is no consideration of costs or of private
sector stock responses. The paper then offers the standard
Mflexibility" argument: we should "“avoid taking binding
"decisions (on the use of oil stocks during disruptions) which
could jeopardize the effectiveness of response in times of oil
shortfall." This essentially argues that the government will
do the right thing during disruptions, and that there are no
private sector adverse effects of uncertainty surrounding
government stockpile policy.

(8) The paper urges that the pace of natural gas resource
development be accelerated in Summit countries. No suggestions
for implementation of this acceleration are offered. The paper
then argues that the IEA and EC develop emergency gdas
storage/production capacity. Clearly, this would require more
governmental activity.

(9) The paper urges that the development of coal shipment
facilities be stressed. This could lead to a whole series of
subsidy arguments.

(10) The paper argues for an international study group on
nuclear power and the fuel cycle, and for an international
cooperative waste management project. These problems have been
studied to death; furthermore, individual nations are wholly
capable of dealing with nuclear waste problems, as is France
currently.

(11) The study calls further for greater cost, task, and
facility sharing in order to reduce the costs of national
energy programs such as fusion, nuclear safety, and synfuels,
All we need are more Concordes! Have these people ever heard
of the private sector?

~ (12) The paper urges that the U.S. "continue to £ill the
SPR at a healthy rate" and that the government subsidize the
development of port facilities in order "to vigorously promote
U.S. coal exports." The paper also urges that legislation be
enacted "requiring an effective framework for financing port
improvements."11$11i$1
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(13) The paper argues that the U.S. "offer to contribute
(money) to a major nuclear waste facility." This may be a good
idea if waste storage, however safe, is a public good because
of the political problems involved in getting any one state to
accept a waste disposal site. Why this should be brought up at

Versailles is beyond me.

(14) The paper then argues that means be considered to
"promote energy production in developing countries" (why?) "by
such means as increasing the multiplier effect of World Bank
energy lending." Since the "multiplier," whatever it is, must
- be exogenous, this means more World Bank subsidies for

boondoggles.

(15) The paper ends by lecturing other nations on what
changes ought to be made in their enerqgy policies. Some of the
ideas are sound, while others are silly.

cc: JB, MF
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TRADE PRINCIPLES FOR VERSAILLES SUMMIT COMMUNIQUE W’ uﬁ;)
g %fﬁ L)ﬁé
1. The international trading system stands at an historic crossroad.
2. This system has achieved unprecedented progress through progressive
reduétion of tariff rates in the manufacturing sector.
3. The Summit countries reaffirm the central purpose of this system

to liberalize and open access to markets which is responsible for

the progress we have achieved.
4. The Summit countries express their determination to preéerve
and improve the existing system of international rules under GATT.

5. The Summit countries recognize, in particular, the need to bring

the developing countries more fully into the international trading
system, enabling these countries to enjoy the benefits and meet
the obligations of this systemn.

6. The Summit countries affirm that further liberalization beyond

existing areas covered by GATT benefits all countries and that this

objective must be pursued over the long run in other areas, such as
}'\i's L\—Le_c_khcnllo

gervices, investment and agriculture, if we are to preserve forward
i

A

momentum and avoid stalemate and protectionism in world trading

relations.

7. The Summit countries strongly endorse the GATT Ministerial

in November 1982 and call for an active agenda of trade negbtiations

in the 1980s.
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CONFIDENTIAL ATTACHMENTS

The Under Secretary of the Treasury
for Monetary Affairs

March 5, 1982

W
For Henry Nau and Bob Hormats

Attached are two papers
justifying our non-intervention
exchange rate policy. One, which
you have probably seen, was pre-
pared for testimony last May. The
other was recently prepared as
briefing material for the visit of
Belgian Prime Minister Martens.
The second paper updates the argu-
ments and alsoc gives some additional
data. I believe these two papers
will be sufficient.

If you need something more, let
me know. It's my understanding
that presently this will be available
for our use. We may want to consider
at some point whether or not the
shorter and more recent paper could
be adapted for distribution to our

summit partners.
Y —

{

Beryl W. Sprvinkel

s

CONFIDENTIAL ATTACHMENTS
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THE SECRETARY OF THE TREASURY
WASHINGTON

February 16, 1982

MEMORANDUM FOR THE HONORABLE CRAIG L. FULLER
ASSISTANT TO THE PRESIDENT FOR

CABINET AFFAIRS P
;
SUBJECT : Briefing Material on U.S. Intervention
. Policy for the President's Meeting

with Belgian Prime Minister Martens

We have been unable to obtain the complete briefing
material on economic issues prepared for the President

for this meeting, and are, therefore, unaware of whether

the issue of intervention policy has been dealt with in
that material. As you know, economic issues appear to
be among the most prominent which the Belgians may raise

-during their visit, and, therefore, we are providing the

following material for the President's meeting:

1) Tab A. Talking points on U.S. intervention
-a0 A
policy.

2) Tab B. A chart showing the decline in the

value of most major currencies relative to
the dollar.

3) Tab C. A memorandum from Under Secretary .
Sprinkel which sets forth the European -
viewpoint on U.S. intervention policy and
explains the rationale for our policy.

D

David L. Chew

CONFI DkﬂTIAL ATTACHMENTS
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EXCHANGE RATE AND INTERVENTION POLICY

.-

Our exchange rate pollcy is one of non-intervention except
during periods of "dlsorderly conditions.”

We will intervene when disorderly or cr151s conditions affect
the dollar exchange markets. —-.

The dollar exchange market is massive and highly efficient.
We believe in free markets. Intervention by governments
cannot be in sufficient size to affect egquilibrium levels.

Our duty as the major reserve and trading currency nation is
to achieve growth and price stability at home. Thus the
dollar will be firm and respected and will ensure the health
of the international monetary system. Our trading partners
"will gain. . -

Unanticipated intervention destablizes exchange markets
whereas a policy of minimal intervention provides certalnty,
thereby stabilizing the market.

Years of high interest rates and massive intervention in
international markets did not prevent the dollar from falling
. sharply from 1976 to 1980. Similarly, heavy intervention from

July 1980 to early 1981 did not prevent the dollar from
rising strongly.

"With instant communication and vast integrated international
markets, the Government is unable to hold the international
value of its currency at an artificial level. If it tries, it
will first waste its international reserves, then its
international credit lines. Who pays for this? . The taxpayer.

CONFIDENTIAL ATTACHMENTS

Y
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Percentage Increase (or Decrease) in the Value of Ma;or Foreign Currencies
and the SDRin Terms of the Dollar (above or below Cost as of March 1973)
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THE UNDER SECRETARY OF THE TREASURY
FOR MONETARY AFFAIRS

WASHINGTON, D.C. 20220

MEMORANDUM FOR THE HONORABLE WILLIAM P. CLARK
ASSISTANT TO THE PRESIDENT FOR
NATIONAL SECURITY AFFAIRS

Subject: EEC Concerns Over U.S. Intervention'Policy

_ Since mid-February 1981, when the United States adopted

‘de facto a policy of limited intervention in foreign exchange
markets, West Europeans (and, to a lesser extent, the Japanese)

" 'have complained intermittently about what they perceive as a U.S.

attitude of "benign neglect"™ toward the dollar. Recently, as

U.S. interest inched upwards and the value of the dollar rose on

" foreign exchanges, these comp1a1nts have become more vocal.

Among other modifications in the U.S. macroeconomic policy, the EEC
seeks to sway the U.S. Government toward a more activist stance in
foreign exchange market, that is, it would like the U.S., to sell
_dollars in exchange for foreign currencies so as to slow the appre-
ciation of the dollar.

Arguments for Intervention

Arguments for and against foreign exchange intervention are .
-complex and subtle but at the most basic level exchange rate fluctu-
ations affect a country more severely the larger its external sector
(foreign trade and finance) is relative to its domestic sector. -

. In this respect, EEC countries have a stronger interest in having
exchange rates stabilized (by whatever means) than the more
self-sufficient United States. The U.S. does have a stake in a rela-
tively stable pattern of exchange rates that produces in the long run
a sustainable path of external balances. It is our firm belief, how-
ever, that such a stable pattern can be achieved only as a result of
convergence of macroeconomic policies of the countries concerned.

We realize that under some circumstances, especially when the cause
of a movement in the exchange rate is readily identifiable and/or
reversible, massive official intervention, especially when coupled
with other supporting actions or pronouncements, can temporarily
affect the exchange rate. It has been amply demonstrated,

however, that such intervention is not costless and its effects are
by no means certain.

Given these considerations, the policy of the United States is
not to foreclose the option of influencing the exchange rate via
intervention when there is a preponderance of evidence that such a
measure would be beneficial. Basically, we stand ready to intervene
when the foreign exchange market becomes disorderly in the wake of

mom, i’fr_éfmw CONFIDENTTAL — Classifed by F/U.k
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an extraordinary occurrence, but we are fundamentally opposed to the
notion that the dollar exchange rate can and should be managed by
countering market forces by means of sustained sales (or purchases)
of dollars in exchange for foreign currencies.

Two broad rationales for intervention are commonly invoked in
the theory and practice of international finance: . ohe to.dampen
short-term exchange rate fluctuations, the other to affect the level

‘of exchange rates. The justification for the first rationale is to

be found in occasional spasms of speculative frenzy in the foreign
exchange market; the justification for the second usually is the
presumed divergence between the actual exchange rate and what is
deemed to be the equilibrium exchange rate.

Regarding the first justification, empirical studies do not

lend support to the contention that exchange rate movements '

were exceptionally erratic since the U.S. ceased intervening é/7
a year ago. If the link between interest rate differentials and y5: Gl
" exchange rates is recognized and recent volatility of U.S.

interest rates is taken into account, the residual variability

"of exchange rates during the past year has not been out of line

-with that in the preceding periods, characterized by truly massive

U.S. official intervention. Furthermore, total official interven-

tion by foreign monetary authorities over the past 12 months was

very large which has not prevented the exchange rates from moving

around substantially. It is extremely doubtful that dollar sales

by the U.S. in addition to the $30 billion sold over the past

year by foreign monetary authorities in the exchange market would

have a made noticeable contribution to exchange rate stability.

Turning to the second justification -- affecting the level of

" exchange rates -- it appears to be the true focus of European

.. concerns. Even though EEC representatives speak about the volatility
" of exchange rates, they are primarily displeased with their levels,
that is, with a high value of the dollar in terms of other currencies.

Ll

-

Two principal sources of this displeasure can be identified.
The first one is that raw materials (in particular oil) priced in
dollars cost more in terms of European currencies. This means that
EEC countries have to export more in order to earn the foreign
exchange needed to import a given volume of raw materials --
their terms of trade deteriorate. The second source of European
displeasure is that in order to prevent their currencies from
weakening against the dollar, they feel compelled to keep their
interest rates higher than they would like to in the light.of
their domestic output and employment targets.

It would be fair to presume that the Europeans would insist less
on resumption of official U.S. intervention if the dollar could‘be
‘'weakened as a consequence of a drop in U. S. interest rates. The
‘difference of opinion between the U.S. and the EEC amounts then to
the prescription of policy measures likely to result in lower
interest rates in the U.S. The EEC prescription is to expand the

“CONFIDENTIALL
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dollar money supply which can be accomplished by the Fed either by
selling dollars for U.S. Treasury securities (open market
operations) or for, say, German Treasury securities (exchange
market intérvention). Our prescription is to hold on to the
course of steady and restrained expansion in money supply which, in
time, will inevitably break inflationary expectations, bring down
nominal interest rates in the U.S. and possibly moderate somewhat
the upward pressure on the dollar relative to other currencies.,

In essence, then, the EEC puts forward a familiar argument about

‘the defective policy mix of the Administration: too loose fiscal

policy and too tight monetary policy. Quite apart from the soundness

of this argument and from the merits of adjusting the policy mix in
order to accommodate our allies, U.S. monetary policy does not appear
excessively tight in comparison with the policies pursued by other major
foreign countries and U.S. fiscal policy (deficit as percentage of

GNP) is definitely not too loose as compared to policies of our
partners. '

Response to EEC Criticism

We should point out to the Europeans that we are somewhat ‘
puzzled ourselves by the persistence of high real interest rates and are
very uncomfortable with them; that, while we recognize that these
high rates contribute to the strength of the dollar, it is our belief
that there are other potent factors accounting for a strong dollar,
e.g., political and psychological factors and, primarily, what is
perceived by the market as a progressive divergence between the U.S.
and EEC in their respective emphases on fighting inflation versus
stimulation of employment. We should make clear our firm belief in
in the total futility of short-term fully sterilized intervention
as a means of influencing exchange rate levels in the medium and
long-term and our skepticism with regard to the efficacy of such
intervention in contributing to exchange market stability.
Furthermore, we ought to convey to the Europeans that we regard
non-sterilized intervention as having roughly the same long run:
effects on monetary aggregates as open market operations and, -
consequently, that their request to bring about a weaker dollar is
equivalent to a reguest to expand our money supply, possibly well
in excess of our intended targets. Finally, we should impress upon
them that, barring a deliberate return to an inflationary monetary
policy, resorting to the expedient of short-term tampering with
interest rates and exchange rates will make the Fed's task of
steadying the rate of monetary growth more difficult, generate
greater uncertainty in the market place, lead to an increase in
inflationary and risk premiums embedded in nominal interest rates
and thus be self-defeating.

On balance, we are unwilling to intervene because: (1) it
would complicate the conduct of our domestic monetary policy, and

EONTIDENTETAL
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(2) would not prevent the dollar from further strengthening as long
as political and economic factors are perceived to favor the U.S.
currency.
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based on the principles of non-discrimination and open markets,
but the U.S. domestic economy provided a solid foundation for
the growth of the world economy.,

For example, a healthy U.S. economy provided a diversified
»and growing market for the exports of other nations. 1In turn,
U.S. consumers benefited from the imports of raw materials and
less expensive goods from abroad, while U.S. workers and agri-
cultural producers benefited from exporting food, goods and
services to a growing world economy. To be sure, some particular
jobs became obsolescent because of imports, but a healthy and
growing U.S. economy and growing foreign markets usually enabled
workers to quickly find other, often better jobs. Overall
employment and income per capita in the United States is higher
than it would be if international trade were restricted.

In the realm of international finance, the United States
also played a highly significant role in the evolution
of the world economy during the postwar period. The large
'size of U.S. financial markets and the relatively low rate
of U.S. inflation during the postwar period encouraged others
to use the dollar as a unit of account and a‘medium of exchange
when making‘international transactions. In other words, trade
related transactions émong foreign countries were more often
than not quoted in dollars and paid for in dollars instead

of their own national currencies,
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The dollar has also been the dominant foreign currency in
which foreigners save as well as borrow. For example, not only do
foreign residents hold most of their international financial
assets in dollar denominated assets, but most of their external
borrowing is denominated in dollars. In short, the dollar has
played a central role in facilitating the growth of international
transactions including financial transactions as well as trans-
actions in goods and services.

During the last decade or so, however, the United States has
too often been a source of instability rather than a source of
stability in the world economy. Although I believe that many have
exaggerated the relative decline of the U.S. economy, we need to
put our own domestic economy in order not only for domestic
reasons, but also to reestablish the U.S. economy as a source of
stability in the larger world economy. This administration
rejects an international monetary policy based on indifference
or benign neglect.

In statements to the American public, the Eresident and his
key economic officials have concentrated primarily on the
domestic objectives served by that program; The President's
program, however, also is structured to achieve important

international economic objectives:
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First, monetary and price stability on the domestic
front will go a long way towards permanently restoring
confidence in the dollar.

Second, monetary and price stability also will
contribute to stability in international as well as
domestic financial markets.

Third, a more stable domestic growth rate will reduce
the volatility of U.S. import flows and thus contribute to
economic stability in other countries.

Fourth, a more dynamic and innovative U.S. economy

will provide larger market opportunities for foreign
producers and better domestic job opportunities for those
whose jobs are affected by foreign competition. Thus,
protectionist pressures will recede and U.S. consumers

will continue to enjoy the benefits of imports of goods and

raw materials.

In short, the domestic objectives of the Reagan Administra-
tion's economic program are consistent with our overall
international economic policy objective of restoring the U.S.
economy and the dollar as a source of stability and growth
for the rest of the world economy.

In the remainder of my testimony I plan to focus on the
implications of the Reagan Administration's policies on the

foreign exchange markets.
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The Foreign Exchange Markets

The term "foreign exchange markets" is commonly used but
more often than not misunderstood. While most of us associate
currency traders and dealers in cities like Zurich, London,
Chicago, and New York with the foreign exchange markets, a
foreign exchange market exists wherever currency transactions
take place - which more often than not occur over the telephone.
Although commercial banks play an important role by facilitating
currency transactions, hundreds of thousands of individuals and
institutions engage directly in exchange market transactions
everyday. In addition, it is impossible to draw a line between
foreign exchange market transactions and transactions in other
markets. All of us have an indirect impact on the exchange
markets through the economic decisions we make in our daily
lives. For example, if I choose to buy a domestic car instead
of a foreign car, my decision indirectly affects exchange rates.

An exchange rate is the price of one currency in terms of
another and, like any price, is determined by supply and
demand. 1In turn, fhe supply and demand for different currencies
are influenced by more fundamental economic factors including =--
among others -- changes in relative inflation rates among

countries, changes in relative unit labor costs due to

differential increases in productivity, shifts in the composition

of demand for goods and services, energy market developments,
technological innovations, and shifts in real rates of return

among countries. Other fundamental economic factors include

2
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government measures designed to influence international trade
flows and international financial flows.

In addition, the supply and demand for currencies in the
exchange markets are influenced by éxpectations about future
developments in the fundamentals. For example, if market
decision makers expect the future U.S. rate of inflation to fall
relative to the rate of inflation in other countries, the dollar
likely will stréngthen even if the current rate of inflation
is relatively high.

During the last decade or so, not only has there been a
relative deterioration in many of the domestic economic
fundamentals that influence the external value of the dollar
but there also has been greater volatility in these fundamentals.
The deterioration contributed to an erosion of confidence in
the dollar while the volatility exacerbated fluctuations in
dollar exchange rates not only directly, but also by undermining
expectations. Looking to the future, the international monetary
policy of this administration will concentrate on strengthening
and stabilizing the domestic economic factors which have under-
mined the dollar during the last decade of so. In shorf, our
exchange market policy can best be described as a "return to
the fundamentals."

U.S. Monetary Policy and the Dollar

Exchange market participants and theoreticians may not
agree on what determines exchange rates or when exchange rates
are in equilibrium, but I think that most would agree that

domestic monetary policies have an overriding bearing on the

9T
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behavior of exchange rates. 1In this connection, the efforts of
the Federal Reserve to achieve a pefmanently lower, noninfla-
tionary rate of monetary expansion deserves the support of the
Congress and the American public. 1In addition to the domestic
benefits, we believe that such a monetary policy is fundamental
to restoring long-term confidence in the dollar.

But the transition to a noninflationary rate of monetary
growth needs to be managed in a way that minimizes domestic and
international economic dislocations. Given the high money growth
and inflation rates of the last decade, I believe that a steady
and predictable decline in the rate of monetary growth will
facilitate thag transition with the least economic disruption.
This also has been the stated objective of the Federal Reserve
since the change in monetary policy procedures implemented
in October 1979, but the use of credit controls during the
spring of 1980 complicated the ability of the Federal Reserve
to achieve a steady reduction in money growth rates.

The money-interest rate — exchange rate oscillations during
the past year have posed some domestic money management diffi-
culties for other major currency countries. Most governments,
however, have muted their concern about U.S. interest rates
because they understand and strongly support the long run objec-
tives of the Federal Reserve. The forebearance of other
governments is appreciated, but the impact of U.S. economic
shifts on other countries provides one more reason for us to
conduct the transition to a non-inflationary economy as smoothly

as possible.
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Other Domestic Policies and the Dollar

I would like to briefly mention other elementé of the
President's economic program which I believe will have a favorable
impact on the dollar because they will improve the competitive
position of U.S. goods and services vis—-a-vis foreign goods and
services and because they will establish a more favorable U.S.
investment climate not only for foreigners, but also domestic

investors who might otherwise invest abroad:

(1) regulatory reform will reduce the cost of doing
business
(2) reduction in marginal tax rates will increase

incentives for working, saving, investing, and
innovating
(3) restrained government spending will free productive
resources for use in the private sector
(4) the removal of 0il price controls will encourage
0il production, discourage 0il consumption and
thus reduce 0il imports
(5) a more balanced approach to environmental considera-
tions will encourage more energy production
I should note that an improvement in the competitive
position of the U.S. economy and the development of a more
favorable investment climate will not necessarily result in a
current account surplus for the United States over the near term.
Although the United States in recent quarters has experienced a
modest current account surplus, I would not be surprised if it

moved toward a deficit this year or next. 1In part, this is
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likely to occur because the OPEC surpluses will remain large
while a portion of the excessively large deficits in some
other countries will likely be shifted to the United States
because of the recent appreciation of the dollar and domestic
economic developments in some of those countries.

Because many instinctively believe that a current account
deficit is a sign of a weak economy and automatically leads to a
weak currency, I would like to take a few moments to discuss
some popular misperceptions about the relationship between
current account balances and exchange rates. Different views can
be found among theoreticians-and market participants alike, and
while I do not agree with those who argue that current account
developments have no impact on exchange rates, I also disagree
with those who find a simple definite relation between current
account balances and exchange rates.

A current account deficit does not necessarily result in a
weak currency. If a current account deficit occurs in association
with a non-inflationary monetary policy and a relatively high real
rate of return on investments because of a dynamic and growing
economy, net capital flows into a country are likely to offset the
current account deficit and contribute to a stable currency. In
other words, a stable dollar in the face of a U.S. current account
deficit would represent the attractiveness of the U.S. economy

as a place to invest funds.
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On the other hand, a current account deficit in conjunction
with rising inflationary expectations, declining productivity,
and perceived structural problems is a receipe for a sharply
declining currency. Such circumstances existed in the United
States, for example, during late 1977 and early 1978. U.S.
inflation rose relative to foreign inflation rates, U.S.
productivity fell relative to foreign productivity, and domestic
price controls and other regulations encouraged energy consump-=
tion and discouraged energy production. As a consequence,
Americans and foreigners were reluctant to hold dollars and the
dollar fell against other major currencies. Even when the U.S.
current account began to improve sharply by mid 1978, the dollar
was subject to periods of -weakness because of continued high
inflationary expectations and a perception that the U.S. economy
had deep structural problems.

In addition to misunderstandings about the relationship
between current account balances and exchange rates, there also
exist misunderstandings about the relationship between the
current account_balance and domestic employment. The latter
miéundergtandings often have their roots in simple paradigms
which suggest that a current account deficit\acts as a
drag on economic growth and employment. As indicated earlier,
however, a sustained deficit may reflect a dynamic and growing
economy providing high return investment opportunities to
foreign as well as domestic investors. 1In such circumstances

the deficit can easily be financed by net commercial capital

nl
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flows. The net flow of resources attracted from abroad actually
permits a higher rate of investment, a higher rate of employment,
and a higher income level than would be attainable otherwise.

Other Factors and Exchange Rate Adjustments

Although we are confident that the President's program
will reestablish the dollar as a source of international economic
stability, this does not preclude variations in exchange rates
over time. For one thing, fluctuations in inflation and other
economic factors in other countries can result in exchange rate
movements. To the extent that such fluctuations are the result
of improper domestic policies in other countries, we hope that
other governments also will give a high priority to achieving
price stability and better economic performance.

Restrictive trade measures and direct and indirect capital
controls also have an influence on exchange rates. Such measures
not only distort the flows of goods, services and capital among
countries, but shifts whiéh are motivated by domestic
protectionist pressures or other reasohs.alsd contribute to
exchange market volatility. Since such actions are undesirable
per se, this administration remains éommitted to a more open and
competitive international economic system.

Even if all governments were able to implement and maintain
appropriate domestic economic policies, various economic develop-
ments would continue to influence exchange rates over time.
Technological developments, shifts in the composition of demand
for goods and services, and economic advances in the developing

countries are among the many factors that will influence exchange
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rates over time. Gradual exchange rate changes reflecting real
economic factors are part and parcel of a continuing adjustment
process of relative prices to evolving economic conditions at
home and abroad. This brings me to another aspect of what

has traditionally been a part of international monetary policy
and that is government intervention in the exchange markets.

U.S. GOVERNMENT INTERVENTION IN THE EXCHANGE MARKETS

During much of the postwar period, under what became known
as the Bretton Woods system, governments held their exchange rates
fixed against the dollar by intervening in the exchange markets
whenever supply of and demand for their currencies were not in
balance at the desired exchange rate. The U.S. government did
not intervene in the exchange markets, but instead stood ready
to buy and sell gold against dollars at a fixed price with foreign
governments. As national economies became more developed and as
trade and financial linkages among countries became more extensive,
shifts in the underlying economic fundamentals among countries,
including shifts in relative inflation rates, confronted govern-
ments with the choice of either adjusting their exchange rates
or intervening massively in the mafkets to maintain fixed rates.

During the early seventies, the postwar Bretton Woods
system of fixed but adjustable exchange rates collapsed. An
increasingly expansionary U.S. monetary policy and a decline
in the international competitive position of the U.S5. economy
accelerated the collapse, but the end of the fixed rate system .

would have occurred in any case since excessively rigid rates
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prevented gradual adjustments to real economic shifts. The era
of floating rates began in March 1973. Foreign governments,
however, continued to intervene periodically in the exchange
markets to influence rates. In addition, the U.S. government also
adopted a policy of being prepared to intervene in the exchange
markets.

The Secretary of the Treasury is the chief financial officer
of the United States. 1In close cooperation with the Federal
Reserve, he establishes U.S. exchange market intervention
policies. Both the Treasury and the Federal Reserve engage in
exchange market operations in close coordination to ensure
consistency with overall U.S. international monetary and financial
policy. The Federal Reserve Bank of New York acts as agent for
both the Federal Reserve System and the Treasury when exchange
market intervention occurs.

Since U.S. exchange market policies have a direct impact
on other major currencies, U.S. authorities have traditionally
consulted with the financial authorities of other major currency
countries. In order to fulfill its multilateral obligations
under the Articles of Agreement of the IMF, the U.S. Treasury
also has the responsibility to keep the IMF informed of its
exchange market policies consistent with the IMF's role as

overseer of the international monetary system.
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During the past few months we have devoted a considerable
amount of time developing this Administration's exchange market
policies. We have reviewed the history of U.S. exchange market
intervention policies with primary emphasis on the period
following March 1973. We have consulted with officials at
the Federal Reserve and we have sought the views of financial
and monetary officials in other major currency countries.

We have talked to academic specialists and reviewed a good deal of
the burgeoning theoretical and empirical literature on the subject
of exchange rates. 1In addition, we have sought guidance from
previous Treasury officials and participants in the market. 1In
the remainder of my testimony, I will briefly summarize the
lessons learned from U.S. exchange market experience since 1973
and then outline the approach of this Administration to the
exchange markets.

U.S. Intervention Policies Since 1973

The current era of floating exchange rates began in March 1973
when most major industrial countries abandoned efforts to maintain
fixed exchange rates against the dollar. Although rates were no
longer held fixed, many governments outside the United States
continued to intervene in the exchange markets from time to time
to influence their exchange rates. Initially the United States
continued a policy of non-intervention, but periods arose when
exchange market conditions led the United States to intervene.
Such periods arose for example in the summer of 1973 and from

late 1974 to early 1975.
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In July 1973, Secretary Shultz and Federal Reserve Chairman
Arthur Burns issued a joint statement that active intervention
would take place at whatever times and in whatever amounts were
appropriate for maintaining orderly market conditions. 1In
November 1975, in the "Declaration of Rambouillet" following the
economic summit, the heads of governments stated their agreement
to act to counter disorderly market conditions or erratic
fluctuations in exchange rates. Although the difference between
the statements may appear to be one of nuance, the latter state-
ment more accurately reflected what in effect was a minimalist
intervention policy on the part of Secretaries Shultz and Simon.

Secretary Blumenthal also began his term of office with a
strong disposition in favor of minimal intervention in the
exchange markets. However, official U.S. statements were inter-
preted as favoring a decline in the dollar in order to reduce
the U.S. current account deficit. During the last quarter of
1977, the dollar fell sharply when accelerating infiation and a
deteriocrating current account balance emerged along with press
reports rejuvenating the "talking down the dollar" theme.

Using Federal Reserve swap arrangements, the United States
intervened heavily in support of the dollar beginning in October
1977. With pressure continuing, the Treasury announced in early
January 1978 that it had directly established a DM swap agreement
with the Bundesbank and that it would join in forceful operations
to counter disorder. The Treasury also announced that other
sources (including the U.S. reserve position in the IMF) were

available if needed. In total, the U.S. sold $2.9 billion net

of foreign currency in support of the dollar between October 1977



—-16=

and March 1978, financed by Federal Reserve and Treasury drawings
under swap agreements. When the exchange markets stablized in the
second quarter through summer, the U.S. was able to acquire $2.1
billion‘of foreign currencies net, permitting repayment of a
substantial portion of the earlier swap drawings.

In April 1978, pursuant to the notification provisions of
the IMF Articles, the United States notified the IMF that:

"...exchange rates are determined on the basis of

demand and supply conditions in the exchange markets.

However, the (U.S.) authorities intervene when necessary

to counter disorderly conditions in the exchange markets".

The definition of "disorderly markets"” was left open and of
necessity subject to interpretation by officials. Although at
times intervention was heavy, it is fair to characterize U.S.
policy until late 1978 as one in which intervention was the
exception and not the rule.

In late 1978, however, the character of U.S. intervention
changed. 1In August of 1978 pressure on the dollar renewed amid
spreading recognition of serious U.S. economic problems--including
iqflation and inadeqdate energy adjustments -- and growing
skepticism that the Carter administration had effective policy
plans to deal with them. An economic speech by President Carter
in mid October was designed to restore confidence, but the
substance of the speech had the opposite impact. Faced with almost
chaotic markets, the President announced a dollar rescue package
on November 1, 1978. A major element of this program was a

commitment to a more active intervention policy, to be funded
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by mobilizing large foreign currency resources including the
issuance of foreign currency securities (which became Kknown

as Carter bonds).

From November 1, 1978, until shortly after this Adminis-
tration took office in January 1981, U.S. intervention in the
exchange market often reached massive proportions by historical
U.S. standards (although not by the more activist standards of
many foreign governments). At times, the U.S. government
intervened in the exchange markets to retard declines in the
dollar by buying dollars with foreign currencies. At other
times when the dollar was strong, the previous administration
intervened and bought foreign currencies with dollars. When the
Carter administration left office, it had purchased sufficient
amounts of foreign currencies to repay all foreign currency
liabilities arising from swaps and offset other foreign currency
liabilities (Carter bonds). U.S. net holdings of foreign
currencies amounted to about $5 billion.

In my view the Carter administration placed too much
emphasis on treating the symptoms instead of the underlying
economic problems. As a consequence, it found it necessary at
times to engage in high levels of intervention to defend the
dollar.

Current Intervention Policy

On the Carter Administration's departure from office,
intervention was being conducted at a relatively high level,
virtually on a day-to-day basis, with the objective of using the
periods of dollar strength not only to cover earlier foreign

currency liabilities, but also to build foreign currency
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reserves. This was the first time, at least in recent history,
that the United States had embarked on a conscious policy
of building up foreign currency reserves.

In light of this situation, we scaled back U.S. intervention
purchases of foreign currency beginning in mid February. At
that time, our own thinking about intervention policy was
taking shape and we had come to the preliminary conclusion
that an activist intervention policy was neither needed nor
desired.

Now that our review is completed, we can be more specific
about our intervention policy. In conjuction with our emphasis
on the economic fundamentals, we intend to return to the more
limited pre 1978 concept of intervention by intervening only
when necessary to counter conditions of disorder in the market.

As in the past, we will not attempt to define disorderly
mar ket conditions in advance. When making a decision concerning
whether exchange market conditions justify intervention, we
will consult closely with authorities in other major currency
governments. As also in the past, the Treasury and the Federal
Reserve will keep the public informed regarding U.S. exchange
market intervention policy.

With Congress' support of the President's economic program
and a successful Federal Reserve policy of gradually reducing the
rate of monetary growth to a non-inflationary level, we believe
that the likelihood of disorderly conditions will be significantly
less in the future. However, we cannot predict the future. Since
unforeseen circumstances at home or abroad can cause disorderly

conditions, intervention may at times be necessary.
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In our judgement, there are a number of reasons why an
activist intervention policy is not justified. As I indicated
earlier in my testimony, exchange rates reflect the outcome of
a large number of decision makers with each evaluating a complex
array of information about political and economic developments
worldwide. .During the last decade not only did the number of
individuals and institutions engaged directly in exchange market
transactions grow dramatically, but their knowledge and experience
with floating rates also deepened. In effect, markets have
become more efficient in evaluating and adjusting to new infor-
mation. Significant and freguent intervention by governments
assumes that a relatively few officials know better where exchange
rates should (or shouldn't) be than a large number of decision
makers in the market, and that public funds should be put at risk
on the basis of that assumption.

Before any government engages in an activist intervention
policy, it also has a responsibility to determine whether more
»fundamental domestic economic changes are in order. 1In addition,
it should be reasonably sure that exchange market intervention
is not destabilizing from a longer term perspective. For example,
a case can be made that some exchange market intervention in the
past was destablizing in the sense that it kept the dollar away
from its equilibrium and contributed to the steepness of its
later decline.

Efforts to manage exchange rates also can make it more

difficult to follow the correct domestic monetary policy.

50D
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If domestic monetary policy then gets off track, the basis
will have been laid for future exchange rate shifts. In short,
there is a danger that governments will end up chasing after
their own mistakes. |

Although we do not expect to intervene in the exchange
markets on a regular basis, we will continue to monitor closely
developments in the exchange markets as we do in the other
financial markets. The information obtained in those markets
provides valuable insights into the performance of the economy
as well as guides for government policy makers. 1In addition, we
will evaluate capital and exchange market developments in order
to ascertain whether direct or indirect government controls or
regulations are disrupting the performance of markets and
exacerbating exchange rate fluctuations. Direct and indirect
controls are often used, for example, to influence banking and
other capital flows. 1In addition, exchange market intervention
by governments needs to be monitored and evaluated in order
to insure that such intervention is not in fact destablizing.
We plan to pursue such efforts on a bilateral basis and within
the surveillance procedures of the International Monetary
Fund.

In this connection, we believe that much more needs to be
learned about what factors influence international economic and
financial flows. Thus, we welcome and will make every effort to
encourage research work of scholars and market participants.
Regarding research work on exchange markets and exchange

exchange market intervention, I have asked the staff of the
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Treasury, in cooperation with the Federal Reserve, to explore
ways of making available more detailed historical data on
U.S. exchange market intervention.

In conclusion, and so that there is no misunderstanding, I
want to state once again that the Reagan Administration intends
to emphasize the fundamentals in its approach to the dollar and
the exchange markets.

This is fully consistent with our undertakings in the IMF
to direct our economic and financial policies toward the
objectives of orderly economic growth and price stability; and
to seek to promote stability by fostering orderly underlying
economic and financial conditions and a monetary policy that
does not tend to produce erratic disruptions.

A predictable noninflationary rate of money growth combined
with cuts in marginal tax rates, control of government expendi-
tures and constraints on regulatory excesses are the key elements
of our strategy to regain growth and stability. We are making
every effort to persuade the Congress of the merits and necessity
of our program and we strongly support the Federal Reserve in its
objective of achieving a noninflationary money growth rate. If
unforeseen developments, however, trigger disorderly conditions

in the exchange markets, we stand ready to intervene.
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OTHER QUESTIONS

The Committee's letter of invitation requested comments on
several other specific questions, including the roles of the IMF
and the multilateral development banks, U.S. participation in
those institutions, and the possibility of a return to the gold
standard.

With respect to the role of the IMF in the system, I feel
strongly that the IMF has played an important positive role over
the years, in fostering international monetary cooperation and
the growth of an open and interdependent world economy. Today,
at a time of large world payments imbalances, the IMF is well-
equipped both to meet disturbances that might threaten the
stability of the system and to help countries address their
serious economic problems. The Fund's role is not, essentially,
the provision of finéncing, although that is an important part
of the picture. 1In my view, the key to the IMF is its role in
encouraging, in fact requiring, that countries using its resources
adopt sound economic policies designed to correct their balance
of payments problems.

It is critically important that the IMF retain this function
and that it continue to require specified and appropriate
economic policy measures as a condition for its financing. I
readily acknowledge that the nature of the adjustment programs
required by the Fund must evolve over time with changes in world
economic conditions., For example, the IMF is in present
circumstances giving greater attention, along with its traditional

emphasis on demand management, to changes of economic structure
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required by the energy situation, and to "supply side" questions
such as incentives for savings and investment and the elimination
of impediments to efficient resource allocation. This is appro-
priate,vand such considerations have a role to play in designing
policy conditions. But it would be a serious mistake to yield

to pressures to weaken the concept of conditionality itself, both
in terms of the health and stability of the world economy and 1in
terms of sustaining support for the IMF as a monetary institution.

With respect to the development banks, the Reagan Adminis-
tration attaches great importance to prompt and favorable action
on the legislation now before the Congress. We recognize the
essential support that the development banks have provided, and
continue to provide, for orderly economic development; the long
record of bipartisan Congressional support for U.S. participation
in these institutions; and the critical need for the United
States to carry out international agreements already negotiated.
It is particularly urgent to have approval of legislation for
IDA VI and the African Development Bank, for which funding is
needed this fiscal year.

At the same time, U.S. participation in these institutions
has been a significant proportion of both present and projected
foreign assistance levels. The question of funding levels for
the banks was necessarily a part of our budget planning, and
the MDBs could not be exempted from our program to get immediate
control over Federal spending. For the critical years 1981 and
1982, the President's proposals reduce the last Administration's

appropriations request for the MDBs by $540 million and $936
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million respectively. This approach is designed to enable the
United States to carry out its share of internationally negotiated
agreements and still meet the demands of a tightly disciplined
overall U.S. budget.

From a longer-term perspective, the Reagan Administration is
aware that a number of serious questions have been raised about
U.S. participation in the multilateral development banks,
including the size of U.S. contributions, U.S. influence in the
banks, and the size, growth and orientation of bank lending. We
intend to address these issues and have initiated a comprehensive
interagency assessment to evaluate the costs and beneifts of our
participation, including all U.S. interests affected and the
ability of the banks to increase their efficiency. We plan to
establish an overall policy framework for U.S. participation,
and to identify the major policy opjectives which should be
pursued in any future replenishment negotiations the United
States might participate in.

With respect to the role of gold, the Committee is aware
that the Secretary of the Treasury will soon be establishing a
Commission to study and report to the Congress, with recommenda-
tions, on the role of gold in the domestic and intérnational
monetary systems. This has been an area of increasing interest,
stimulated in part, I believe, by the persistent problem of
inflation of this country, and I feel that the question needs a
thorough and serious airing. We plan to make an announcement

soon on establishment of the Commission and initiate its work
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promptly. We will want to consult with the Congressional and
other participants about the Commission's work program and
schedule, and we look forward to cooperating with the Congress

on this project.
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1. SUMMARY: TRADE COMMITTEE (TC) SUCCESSFULLY
COMPLETED DETAILED CONSITERATION OF PAPER ON ISSUES TD
BE ADDRESSED IN THE TRADE FIELD IN THE 1980S. GIVEN
THE PREVAILING PESSINMISTIC ATTITUDE OF THE EC REPS AT
THE MEETING, THE US DEL AND CHAIR STEEG HAD TO EXERT
PERIOLIC PRESSURE TO ACHIEVE PRAGMATIC CONCLUSIONS
WHICH CAN SERVE AS A POSITIVE BASIS FOR THE SECRETARY
GENERAL’S PAPER. MEETING REVEALED WEAK SUPPORT AND/OR
OPPOSITION TO A NUMBER OF US POSITIONS, E.G. MONETARY
POLICY, EAST/WEST TRADE. SECRETARIAT WILL PRODUCE
DRAFT WRITTEN SUMMARY OF DISCUSSION LATER THIS WEEK.
DELEGATIONS WILL HAVE A WEEK IN WHICH TO SUBMIT
COMMENTS. TC APPRCVED WITH NO CHANGES THE AGRICULTURE
STUDY AND AGREED THAT FCLLOW-UP WITHIN BOTH TC AND
CCMMITTEE FOR AGRICULTURE IS NECESSARY. DISCUSSIDN OF
TRADE IN SERVICES SHOWEL SUPPORT FOR US POSITION TO
INCLULE ITEM IN GATT MINISTERIAL AGENDA AND GENERAL
RECOGNITICN THAT ITEM WILL HAVE TO APPEAR IN OECD
MINISTERIAL

COMMUNIQUE. DATE CF NEXT MEETING SET FOR APRIL 15-16,
1982. END SUMMARY.

2. TC TISCUSSION PROCEELED FROM VERY GENERAL COMMENTS
BY US, EC AND SWISS REPS TO A DETAILED CONSIDERATION OF
THE TRATE ISSUES PAPER (SG(82)1) BASED ON THE CHAIR'S
OUTLINE AS PRESENTED IN HER LETTER OF FEBRUARY 16 (SEE
REFTEL A). FOLLOWING ACCOUNT IS KEYED TO NUMBERED
PARAGRAPHS CF THAT LETTEF WHICH GAVE SUGGESTED
DISCUSSION TOPICS DERIVED FROM THE TRADE PAPER.
STEEG'S ORAI SUMMARY WILL RE DISTRIBUTED IN WRITTEN
DRAFT AT THE END OF THIS WEEK. DELEGATIONS WILL BE
GIVEN UNTIL MARCH 15 TO PROPOSE CHANGES. MISSION WILL
TRANSMIT ASAP.

iNi?RRELATIONS BETWEEN MACRO ECCNOMICS AND TRADE (PARAS

3. THEFRE WAS A GENERAL CALL FOR MACRO ECONOMIC
OFFICIALS TC TAKE ACCOUNT OF EFFECT DN TRADE OF MACRO
ECONOMIC FOLICY, THOUGH NO EXPLICIT SUGGESTIONS WERE
MADE AS TO HOW THIS PROCESS WOULD TAKE PLACE. THE
DISCUSSION THEN QUICKLY MOVED TO AN ATTACK ON EXCHANGE
RATE FLUCTUATICNS. INTERVENTIONS BY THE EC, NORDICS,
AND JAFAN STRESSED THE ATVERSE IMPACT ON TRADE OF
EXCHANGE RATE VOLATILITY, AND CALLED FDR GREATER
INTERNATICNAL COOPERATION TO SMOOTH OUT THE

FLUCTUATIONS.
—LIMITED OFFICIAL -USE
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4, THE EC REP MAINTAINED THAT FLUCTUATIONS IN EXCHANGE
RATES TO HAVE AN IMPACT ON TRAIE. THESE FLUCTUATIONS
COULD NOT BE AVOIDED COMPLETELY, BUT THE PEAKS SHDULD
BF REMOVED. HE OBSERVED TEAT THERE IS NO INTERNATIONAL
COOPERATICN IN THE MONETARY FIELD TO TAKE CARE OF THIS
PROBLEM.

5. THE JAPANESE REP STATED THAT EXCHANGE RATES SHOULD
ADDRESS THE FUNDAMENTAL ECONOMIC SITUATION OF ELCH
COUNTRY, AND THERE COULL BE BETTER MANAGEMENT AND
INTERNATICNAL COOPERATION WITHIN THE CONTEXT OF
FLEXIELE RATES. HI¥ SAID THAT JAPAN WOULD GIVE MORE
THOUGHT AS TO HOW THIS COOPERATION COULD TAKE PLACE.

€. THE US REP BEGAN BY NOTING THAT THE XCSS WAS SET UP

EXPRESSLY TC DEAJ, WITH BROAD ISSUES SUCH AS THE
INTERRELATICNSHIP CF MACRO ECONOMIC AND TRADE ISSUES.
THEREFORE, XCSS AND THE EPC WOULD BE THE BEST FORA FOR
CISCUSSING THE INTERRELATIONSHIP OUTLINED IN THE
CHAIR’S LETTER; HE WAS LESS ENTHUSIASTIC ABOUT THE TC
GIVING INDICATIONS OF WHICH AREAS OF MACRO ECONOMIC
POLICY SHCULD TAKE ACCOUNT OF TRADE PROBLEMS. HE
AGREED THAT TRADE POLICY OFFICIALS SHOULD BRING
SPECIFIC PRCBLEMS TO THE ATTENTION CF MACRO ECONOMIC
PCLICY MAKERS. HE GRANTED THERE IS SOME RELATION
BETWEEN EXCHANGE RATES AND TRADE THROUGH THRE
EQUILIBRATING EFFECT OF EXCHANGE RATES ON TRADE.

CITING AN OECD SECRETARIAT DOCUMENT "THE EFFECTS OF
EXCHANGE RATE FLUCTUATIONS ON TRADE" (DES/IN(82)1), HE
STATED THAT THE USG LOES NOT SHARE THE CONTENTION THAT
EXCESSIVE VOLATILITY OF EXCEANGE RATES HAD A NEGATIVE
EFFECT CN INTERNATIONAL TRADE FLOWS. HE EXPLAINED THAT
THE USG DDES NOT HAVE AN EXCHANGE RATE PCLICY TO ATTACK
INFLATION BUT RATHER HAS AN OVERALL MACRO ECONOMIC
FOLICY WHICH IS DESIGNEL TO FIGHT INFLATION AND WHICH
MAY EAVE AN INDIRECT EFFECT ON EXCHANGE RATES. EE
OPINED THAT IT WOULD BE INAPFROPRIATE TO SINGLE OUT ONE
ASPECT OF MACRO POLICY FOR DISCUSSION.

7. SUPPFDRTING THEE US, THE CANADIAN REP NOTED THAT
EXCHANGE RATES MIRROR THE UNDERLYING ECONOMIC
CONDITICNS CF COUNTRIES AND STRESSED THE EQUILIBRATING
EFFECT ON TRADE CF EXCHANGE RATES. HE CITED A RECENT
IMF PAPER (SM/81/21¢ OF NOVEMBER 2, 1981) WHICH REFUTES
THE CONTENTION THAT VOLATILE EXCHANGE RATES
SIGNIFICANTLY AFFECT TRATE FLOWS.

EXPORT INCENTIVES (PARA &)

8. ALL REPS INTERVENING (US, EC, CANADA, SWITZERLAND,
NORDICS, AUSTRALIA AND JAPAN) SUPPORTED THE OBJECTIVE
CF IMIRCVING THE ARRANGEMENT ON EXPORT CREDITS, THOUGH
THE EC REP STATED THAT COUNTRIES COULD REAT WHAT THEY
WANT INTO CHAIR’S FHRASING IN FARA 5. BOTH THE FINNS
AND SWISS SAIT THAT COUNTRY CLASSIFICATIONS UNDER THE
CONSENSUS SHOULD BE BASED ON ECONOMIC, NOT POLITICAL
CONSIDERATICNS.

©. CANADA AND THE EC REPS HAD PRDBLEMS WITH THE
RECOMMENDATION THAT THE TC UNDERTAKE WORK CN EXPORT
INCENTIVES. THE CANADIAN REP REMINDED THE GROUP OF
GATT ACTIVITIES AND AGREEMENTS IN THE FIELD OF EXPORT
SUBSIDIkS. EC REP SAID HE CDULD AGREE TO DISCUSSION DF
THEE ISSUE, EUT DOUBTED THAT IT WOULD BE POSSIBLE TO
STRENGTHEN INTERNATIONAL DISCIPLINES.

POSITIVE ADJUSTMENT (PARAS 6 AND 7)

1@. DELEGATIONS GENERALLY SUPPORTED FOR THE WORK
CF THE DECD GRCUP CN POSITIVE ADJUSTMENT POLICIES. AS
THE PAF GROUP IS CURRENTLY IN THE PROCESS OF WINDING UP
ITS WORK, THFRE WAS GENERAL AGREEMENT TO DISCUSS THIS
ISSUE IN MCRE DETAIL AFTER RECEIVING THE FINAL PAP
REPORT.

LIMITED- OFFICIALUSE
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A COMMCN VIEW ON WESTERN APPROACH TO COUNTERTRADE
MATTFRS, TC SHOULD SEEK FOLICY GUIDANCE FROM

MINISTERS. HE NOTED THAT DIVERGENCE OF VIEWS LEFT OECL
COUNTRIES OPEN TO EXPLOITATION BY EASTERN EURCPEAN (EE)
COUNTRI®S. IN THE MEANTIME, THE EXPERTS GROUP SHOULD
CONTINUE WORK ON EXPORT CREDITS AND THE TC/WP SHOULD
CONTINUE WCRK ON COUNTERTRADE. -EC REP NOTED THAT IT IS
NOT REALISTIC TO EXPECT INTEGRATION OF EE COUNTRIES
INTO THE INTERNATIONAL TRADING SYSTEM TO PROGRESS
FURTHER, GIVEN THE RECORL TO DATE OF FAILURE ON TRUE
RECIPROCITY. WORK IN OECD ON COUNTERTRADE AND DEBT
SHOULD CONTINUE BUT, HE OBSERVED, USEFUL WORK IS
FROGRESSING ON THESE TOPICS IN OTHER FORA.

AGRICULTURE (PARA 24)

21. TC CCMBINED DISCUSSION OF PARA 24 AND THE
STUDY ON PROBLEMS OF AGRICULTURE TRADE

(AGR(82)4/TC (82)3) JUST COMPLETED BY THE JOINT TRADE
AND AGRICULTURE COMMITTEE. AFTER ONE TRIVIAL COMMENT
BY JAPANESE THE TC "AFPROVED THE STUDY AS PRESENTED.
FOLLCWING APPROVAL, THE US REP INTERVENED SAYING THAT
THIS USEFUL REPORT DESERVES WIDE DISTRIBUTIDN. IT
DEMONSTRATES THAT THE PURSUIT OF AGRICULTURAL POLICY
CRJECTIVES NEED NDT BE INCOMPATIELE WITH THE GOAL OF
IMPRDVING THE FUNCTIONING OF INTERNATIONAL MARKETS. HE
ADDED THAT USG BELIEVES APPROPRIATE FOLLOW-UP SHOULD

"TAKE PLACE IN BOTH AGRICULTURE AND TRADE COMMITTEES.

EC REF AGREED THAT FOLLCW-UP SHOULD OCCUR IN BOTH
CCMMITTEES. SIMILAR WORK IS BEING UNDERTAKEN IN THE

"GATT. TO IMPROVE THE RULES, HE SAID, CNE HAD TO
"CONSIDER WHO AND WHAT ARFE CUTSIDE THE CURRENT

STRUCTURE. HE CAUTIONED THAT THE PROBLEM DF
AGRICULTURAL ADJUSTMENT IS A DIFFICULT LDNG TERM ONE

"WHICH SHOULD EE LOOKED AT CAREFULLY. HE CONCLUDED THAT

THE SECTOR REQUIRES A CONCERTED MULTILATERAL APPROACH
WHICH REDUCES PROTECTIONISM AND INCREASES TRADE
LIBERALIZATION. AUSTRALIA, NEW ZEALAND AND CANADA ALL
PRAISEL REPORT AND CALLEL ¥OR FOLLOW-UP. THE CHAIR
WELCOMEL AGREEMENT ON THE REPORT AND CONFIRMED A

. CONSENSUS ON FOLLOW~UP BUT WITH SOME DISAGREEMENT ON

WHERE AND HCW. TOPIC WILL BE LEFT DN THE AGENDA OF THE
TC. MINISTERS WILL BE REQUESTED TO EXPRESS THEIR
VIEWS. MISSION COMMEINT: GUIDANCE WILL BE REQUIRED ON
USG VIEWS ON FOLLOW-UP. END CCMMENT.

FISHERIES (PARA 25)

22, TC AGREED TO RETAIN THE FISHERIES TOPIC FOR

FUTURE WORK ALTHOUGH THE COMMITTEE ON FISHERIES WOULD

.OBVICUSLY HAVE FIRST RESPONSIBILITY. IN RARE

APPEARANCE AT TC, ICELANDIC REP CALLED FOR

*LIBERALIZATION OF TRADE AND REDUCTILN OF SUBSIDIES IN

THE SECTOR. CANADIAN, NORWEGIAN AND US REPS SUPPORTED
THIS PCSITICN. EC REP POINTED OUT FISHERY AGREEMENTS
FREDATE 206 MILE LIMIT AND ADJUSTMENT WOULD HAVE TC
TAKE PLACE TD COMPENSATE FOR THIS LIMITATION.

PRIMARY COMMODITIES (PARA 26)

23. TC AGREED ON NEED FCR FURTHER WORK ON
COMMODITIES WITH VARIETY OF SUGGESTIONS FOR TCPICS TD
STRESS . U5 REF-SUPPORPED- SUMMARY —£¥ WORK PRESENTED IN

PARA 2€. EC REP REQUESTED WORK ON PRICING POLICIES,
PARTICULARLY DUAL PRICING. HE WAS ALSO INTERESTED IN
EXPORT BARRIERS. AUSTRALIAN REP WANTED MORE ATTENTION
CN OBTAINING BETTER DEMAND FORECASTS WHICH HE
CLASSIFIED AS TRADE ISSUE. TO SWEDISH REP THE ISSUE IS
IMPORTANT IN REGARD TO LDC NEGOTIATIONS, WITH MORE WORK
NEEDED ON TARIFF ESCALATION ANT EXPORT INCOME
STABILIZATION FOR THAT PURFPOSE.

TRADE IN SERVICES (PARA 27)

24, TRADE COMMITTEE WORKING PARTY (TC/WP) CHAIRMAN
(STAHNKE) REPORTED ON RECENT WP ACTIVITIES IN FIELD OF
TRADE IN SERVICES., HE NOTEL THE THREE PAPERS ON
OBSTACLES IN THE CDNSTRUCTION, ENGINEERING AND

—HIMITED-OFFICIAL, USE

bl









































