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I.

OVERVIEW/OBJECTIVES

(To Be Provided)

State Department (3 pp.) (To Be Provided



II.

Scenario and Schedule

() Major Themes and Relationship to Issues

Economic Summitry - The Ottawa Summit is the seventh
of these annual meetings which have now been hosted by each
of the participants. (President of the European Community
is an eighth participant.) President Giscard and Chancellor
Schmidt sugested the meetings in 1975 to deal with the
effects of the first oil crisis.

Schmidt, the only remaining charter member of the
Summit, believes the meetings have been particularly useful
in concluding the Tokyo Round of Trade Negotiations in 1979
and generally maintaining an open and expanding international
economic system despite oil-induced economic setbacks.

The last three Summits at Bonn, Tokyo and Venice focused
on energy and involved negotiations on increasingly specific
and detailed items, such as oil import targets and coal pro-
duction goods.

The Ottawa Summit - Themes and Issues - This Summit is
characterized by new personalities (five of the eight 1 rtici-
pants), general economic stagnation (except Japan), and
political uncertainties, especially about U.S. and to a lesser
extent French foreign policies.

The Venice Summit in 1980 created the expectation that
North-South issues and foreign aid would be major themes
at Ottawa. Trudeau, the Ottawa host, has stressed these
themes and traveled in the past year to Africa, Latin America
and Asia. Economic difficulties in the Summit countries and U.S.
economic policies since January have shifted more attention to
macroeconomic and trade issues, especially interest rates,
exchange rates, fiscal policies and protectionism. Strategic
considerations led the United States to raise the issue of
trade and financial relations with the Soviet Union. Energy
issues are less prominent by contrast to recent Summits, but
no less important. While considerable consensus and progress
have been achieved in energy, vulnerability persists.

Political issues have not been central to previous Sum-

1 7 re vays 1 discussed on the marglns
ot tnese meetings and were discussed in a separate session at
Venice on Afghanistan. Schmidt has indicated that he
expects to discuss political issues at Ottawa, especially
arms control. Poland is sure to be a central interest.

Trudeau and the European Community will raise political aspects
of North-South issues, especially in Central America and
southern Africa.



U.S. Objective - Given economic difficulties and
political uncertainties, the Summit could be contentious
and downbeat, reflecting disarray and lack of confidence
among the Summit countries. Thus, the United States
seeks, above all to:

-- inspire confidence and optimism about
the prospects for international economic recovery
(bringing to bear internationallly what has hap-
pened domestically where 46% of the American people
believe things will get better, compared to 24% two
years ago);

- affirm a sense of fundamental political
unity among the major industrial countries, all of
which share democratic political institutions,
market economic systems and a belief in human
dignity and freedom (stressing thereby that these
countries are more than a power alignment or a group
of economic competitors):

- convey a firm and confident strategic view
of the basic challenges to the economic and security

interests of the industrial democracies, and a sensi-
tivity to the requirement for consultation and coopera-
tion among the industrial countries (making clear that

America is leading but cannot progress along).

U.S. Strategy - To achieve these objectives, the United

States should: -

- stress the priority of the task of domestic
economic recovery which depends primarily on domestic

(by implication, not international) policies and is
the basis for:

° resisting protectionism and launching
new trade initiatives;

) providing more assistance to developing
countries;
) reducing dependence on Soviet markets

Oor resources;

® accelerating energy investment and
transition from oil to other energy resources.

- focus attention on the accomplishments and

potential of economic systems in the Summit countries

(by implication, contrasting them with the communist

alternative) and the new determination and confidence

of the people (especially in the U.S. and France) to
succeed;



- direct discussion and conclusions to common
goals over the next two-three years where agreement
exists (lowering inflation, increasing employment and
productivity, further liberalizing trade, reestablish-
ing the balance with the Soviet Union, integrating the
developing countries into the international system,
etc.) as a way to contain -short-term disagreement over
choice of policy instruments (adjusting interest on
exchange rates, imposing restraint measures on trade,
timing of arms control discussions, etc.);

- reassure other countries about U.S. policies
toward the Soviet Union and use the fundamental agree-
ment among these countries on East-West security issues
(as reflected in Rome NATO meeting and Suzukil visit to
the United States) to put economic differences in con-
text and to elevate the significance of restoring
economic growth as a basic component of security for
these countries;

-—- suggest that our flexibility and sensitivity
to preserve consensus and unity on East-West issues,
including East-West trade, be reciprocated by flexibility
on the part of some of the other countries on North-South
issues, particularly a willingness not to insist on
premature procedural and institutional initiatives, such
as the Global Negotiations and expanding World Bank
energy lending, when these initiatives are not substan-
tively ripe. -



(B) Scenario and Schedule
SCENARIO

Sunday: Reagan Bilateral with Mitterand -- The
President should seek to:

- strike an alliance with Mitterand to ensurez
that the final communique is optimistic about economic
recovery and growth in the industrial countries; Reagan
and Mitterand are the two men of vision at this Summit,
the one calling for a new beginning and the other for a
new deal. They represent a new optimism and confidence
on the part of the people to solve the economic problems
they face. Reagan can use this alignment with Mitteranc
to counter the skepticism of other Summit countries;

- emphasize his concern for unemployment and
hence the role of the tax reduction part of his overall
economic recovery package. Mitterand's understanding
on this point will help to counter suggestions by other
Summit countries that the U.S. back off the tax part of
its fiscal policy;

-- reassure Mitterand, who may advocate inter-
vention to achieve more stable exchange rates, that
the U.S. will intervene in exchange markets when these
markets become disorderly;

-~ obtain Mitterand's agreement to reach an
export credit agreement by the end of this year;

- stress to Mitterand that U.S. policy in the
Third World is aimed at social and economic change,
but that none of us can accept a world in which some
countries are able to intervene massively in the
affairs of other countries without penalty. U.S.
policy seeks to protect nonalignment in the developing
world so that economic development can be given priority
attention, not to threaten nonalignment with a new
polarization based on East-West criteria.

Sunday: Reagan Bilateral with Schmidt -- The
President should seek to:

- rwi = 7 "7: on ther to Tfirm
the basic poiaitica institutions ana purposes
of the Summit countries, stressing that the Summit
countries must not be perceived by the outside world
as merely a power alignment or a group of economic
competitors. Schmidt is the swing leader in terms of
broader political and security objectives of the U.S.
and is susceptible to the argument that the Summit
communique must reflect more than economic agreements
or disagreements if it is to be properly understood
by the outside world;



- ask Schmidt to help put conflict over interest
rates into perspective, noting that U.S. monetary policy,
as the Germans know best, will work in the near future
and that the U.S. in any case remains a good partner
willing to discuss and review its policies with the
Summit countries at any time;

- stress to Schmidt the extent to which we have
remained flexible on East-West issues in general, includ-
ing trade issues, and urge that he lead the other
countries to display similar flexibility on interest
rate and North-South issues;

- secure Schmidt's agreement that the North-
South discussion at the Summit should focus on substance
and not on procedure or institutional issues, such as
Global Negotiations and World Bank energy lending. The
U.S. and German positions are close on the substance of
North-South relations emphasizing private sector flows
as well as aid for the poorer countries. Schmidt sees
an opportunity to exploit dissatisfaction in the develop-

ing world with Soviet policy but understands that the
industrial country approach must be realistic to be
credible and to be consistent with present budget con-
straints; N

- obtain Schmldt s agreement to resist French
or Community proposals to isolate Japan on the t1 2
issue or to put forward a new protectionist proposal.

Sunday: Reagan Statement at the Opening Dinner --
This statement portrays the President as a statesman with a
firm and confident view of the world. It strikes the basic
themes of optimism, political unity, and cooperation on major
economic issues which the President expects this Summit to
emphasize.

Monday: Reagan Breakfast Bilateral with Thatcher --
The President should seek to:

- galn Thatcher's agreement to spec1f1c outcom
. " 3t trade area -- high-level COCOM meetin
v 1 7 4
focused on the Yamal p: 2 and alternatives;

-- urge Thatcher to stick with us on a realistic
approach to North-South issues., .



Monday: Morning Plenary Session -- Macroeconomic
and trade issues., President pushes themes of optimism,
agreement on near-term economic objectives and longer~term
trade objectives, which places short-term disagreement on
mechanisms into perspective, and confidence which precludes
changing policies every other day.

Monday: Afternoon Plenary Session -- North-South
and East-West 1ssues. President pursues a trade-off between
North-South and East-West issues. He pushes hard on East-
West issues in order to back off other Summit countries on
North-South issues, accepting as a final position some
follow-up discussions on East-West issues (which is our
ultimate objective in any case) and insisting that the other
Summit countries coordinate in preparations for North-South
discussions at Cancun and thereafter.

Monday: Reagan Bilateral with Suzuki -~ The
President should seek to:

- encourage Suzuki to support the U.S. on East-
West security and trade issues, reassuring Suzuki that
the U.S. intends to play an active and cooperative role
in North-South affairs;

- point out to Suzuki that the U.S. and Japan
bear special responsibilities, as the two largest
importers of oil, - to prepare for another short-term
0il supply interruption, noting the importance of
strategic stocks;"™

- reassure Suzuki on U.S. coal and nuclear



SCHEDULE

(No final schedule of bilaterals, etc. has been set.
What follows is a suggestion of meetings on which
the scenario is presently based.)

Schedule - The President arrives at Montebello on Sunday after-
noon. If it is possible, he could schedule two bilaterals on
Sunday afternoon before the opening dinner scheduled for 7:30 p.m.
The first bilateral could be with Mitterand and the second with
Schmidt. In this way he would touch base (immediately with the
two key swing leaders at the Summit. He could then schedule a
third bilateral at breakfast on Monday morning. The British have
requested such a meeting and could be asked to host the breakfast.
At the end of the breakfast, Reagan and Thatcher could invite
President Thorn of the European Community to join them. In this
way, the President could meet briefly with the two Community
officials at the Summit, the British who are in the Council chair,
and President Thorn who represents the Commission. That leaves
the possibility of a bilateral with the Italian Prime Minister
sometime Monday afternoon after the plenary session. The last
bilateral could be scheduled at breakfast on Tuesday with the
Japanese Prime Minister. The President could host this breakfast
and in this way demonstrate-some special consideration for the
Japanese. This might be appreciated by the Japanese, both at home
where Suzuki encountered criticism from his last visit with the
American President, and at the Summit where the Japanese will be
on the defensive on some issues such as trade. Trudeau is the
host for the meeting and will have seen the President in Washingtc—
on July 10. A separate bilateral with Trudeau would seem to be
unnecessary.

The schedule for dinners, luncheons, plenary sessions, etc.,
at the Summit is as follows:

Sundav, July 19 MONTEBELLO

19:30 Dinner in honor of Heads of State and
Government given by the Prime Minister
of Car la.

Dinner in honor of the Foreign Ministers
given by the Secretary of State for
External Affairs of Canada.

Dinner in honor of the Finance Ministers
given by the Deputy Prime Minister/Minister
of Finance of Canada.



Monday, July 20 MONTEBELLO

09:30 First Session of the Summit: Heads of
State/Government may meet initially among
themselves for a short period followed by
a session with ministers present.

12:30 Luncheon for Heads of State and Government
given by the Prime Minister of Canada.

Luncheon for Foreign Ministers given by the
Secretary of State for External Affairs of
Canada.

Luncheon for Finance Ministers given by the
Deputy Prime Minister/Minister of Finance
of Canada.

14:45 Official Group Photograph

15:00 Second Session of the Summit: (with ministers
as required and with the possibility of a
further limited session among Heads of State/
Government.)

OTTAWA

17:30 Press briefing by the Prime Minister of
Canada in the National Arts Centre Theatre.
MONTEBELLO

19:30 Reception for invited guests at the Papineau

Manor given by the Prime Minister of Canada.

20:30 Dinner in honor of the Heads of State and
Government, the President of the Commission
of the European Communities and Ministers
given by the Prime Minister of Canada.

Tuesday, July 21 MONTEBELLO

« 7
OTTAWA
09:00 - 09:55 Delegations arrive in Ottawa.

10:00 Third Session of the Summit (East Block).
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OTTAWA

12:30
for
13:00

15:00
17:15

17:30

Luncheon in honor of the Heads of State and
Government, the President of the Commission
European Communities and Ministers given by
the Governor General of Canada at his Resi-
dence (Government House).

Final Session of the Summit (East Block).
Departures for the National Arts Centre.

Joint Press Conference by the Heads of
Delegation in the National Arts Centre
Opera.

Delegations depart from Canadian Forces
Base Ottawa (South) later Tuesday or
Wednesday, July 22.

The Prime Minister of Canada will host an
informal reception Tuesday evening for all
members of official delegations remaining in
Ottawa that evening.



III. BACKGROUND PAPERS

(A) Multilateral Issues



Macroeconomic Issues

Objectives

Macroeconomic issues will be the most contentious and
thus threaten to subvert the theme of unity at the Summit
unless they are handled properly. The United States seeks two
specific outcomes: ;

- Agreement that whatever is said about the economic
situation in the communigue or by the Summit leaders when they
return home it must be positive. Short-term policy differences
should be put into perspective by highlighting agreement on
basic objectives ~- reduced inflation, increased investment,
productivity and employment, and increased efficiency in govern-
ment and other sectors of the society.

- Affirmation of international cooperation among the
Summit countries premised on the primary role of domestic
responsibilities and policies and a sensitivity to the need
for continuous explanation and understanding of what each
industrial country is seeking to achieve through its policy.

The United States should indicate that 1s is prepared to discuss
and explain its policies in any forum at any time, and, would
support a series of discussions &¥e¥ the various sectors of our
socfties about the prospects and problems of growth in the
1980s.

Context

As for past Summits, the Chairman of the U.S. Council of
Economic Advisers prepared the background document for the macro-
economic discussions. The paper, generally supported by others
in the preparatory discussions, concluded that countries need a
more medium-term orientation of policies, less "fine-tuning,"
and greater emphasis on free markets. All agreed that strong
anti-inflation policies must be maintained. More recently,
however, the French have argued that reducing employment should
be a co-equal policy objective -- and led the fight on this issue
at the June OECD Ministerial.

The overriding issue in this area is U.S. interest rates, yet
the debate reflects a broader lack of understanding and confidence
in the Administration's Economic Recovery Program, along with
é 19 constraints each leader faces in dealing p|
his or her own domestic situation, making it convenient to b:
the United States.

The Europeans and the Japanese see the Economic Recovery
Program as a combination of tight money and easy fiscal policy.

- They attribute the strength of the dollar to our high
interest rates, and complain that the corresponding



depreciation of their currencies has increased import
prices and inflation, delaying their own economic

recovery and making unemployment painfully high.

To prevent further depreciation of their currencies,
they must increase their interest rates, reducing
investment and driving their economies into a pro-
longed recession.

The basic foreign criticism is that the Economic Recovery

Program is placing the entire burden of fighting inflation on

monetary policy.

Tax relief is judged to be inflationary (they take
a Keynesian view of the tax cuts).

The operating procedures of the Fed are considered
by many to be unnecessarily destablizing in terms

of interest rates, and this combines with announced
U.S. policy not to intervene in exchange rate markets
to create fears of instabilities.

U.S. inflationary momentum is expected to take a long
time to dissipate, causing a collision between rising
demand for money and more slowing growing supply.

The other Summit participants will applaud the obijectives

of our Program but will strongly challenge specifics and inter-

national side effects.

In Germany, Schmidt faces growing pressure from the
left to adopt expansionary policies to reduce un-
employment. The Bundesbank, however, wants to reduce
inflation and supports U.S. monetary restraint.
Schmidt is caught in the middle and finds U.S. policy
a convenient target.

The French are concerned because a strong dollar and
U.S. anti-inflation policies conflict with Mitterand's
desire to increase social transfers, raise the minimum
wage, and nationalize key industries.

The British opubliclv support our pollcres, partly

they fear their recovery will be 1 g slow
European growth and high interest rates.

The Italians complain that their exchange rate depre-
ciation is worsening their already large external
deficits, soaring budget deficit (8% of GNP, largest
of the Summit countries), and high inflation. But
they are unlikely to tighten dome¢ ~: policy in 1y
event.



- The Canadian dollar has remained stable. Only
recently have the Canadians begun to critize U.S.
interest rates focusing on the effects on LDC
borrowing costs.

- The Japanese have reduced interest rates as ours
rose. Recently, they too have stated that a falling
yen will worsen their inflation performance.

Two basic recommendations have emerged from other Summit
[ -ticipants:

- Tighten U.S. fiscal policy (postpone the tax cuts)
to reduce financial market pressures and thus lower
interest rates; or,

- Cooperative foreign exchange market intervention
to prevent unwanted depreciation of European
currencies (a recommendation spearheaded by the
French).

Key P~ints to Make

- The strength of the dollar is not solely a function
U.S. interest rates, but also the strong U.S. balance of payments,
growing market confidence in the U.S. commitment to anti-inflation
policies (and skepticism about European commitments), and worry
over political unrest in Europe.

- The United States does not gain from high interest rates
but is also suffering severe pains in key domestic industries
affected by high interest rates -- automobiles, homebuilding, the
thrifts and small businesses.

- The Economic Recovery Program is designed to do exactly
what they want, to lower U.S. inflation and interest rates while
promoting a strong domestic economy which will be needed to absorb
Eui »ean and Japanese exports.

- The deficit in the U.S. budget is smaller than in many
other countries (1% of GNP compared to 4.5% in Germany and 2% in
Japan) and we are reducing it further, making additional cuts

2 as they did in March and April because

- My budget program is proceeding on course in Congress
and we are progressively convincing the skeptics that this package
will work.

The above points are developed further in special papers at
Tab on interest rates, fiscal pol :y and exchange market inter-
vention.



Trade Issues

Objectives

The United States seeks to contain short-term conflicts
over trade, urge adjustments through basic domestic economic
recovery measures, and direct attention to longer-term goals
for trade discussions in the 1980s in the context of economic
expansion.

-~ To present and explain our view that the problem of
adjustment to changing world trade patterns can best be met by
policies which reduce economic rigidities and improve macro-
economic performance in our domestic economies.

-- To insist that protectionist policies are unacceptable
means of dealing with current economic problems.

- To seek agreement substantially reducing or eliminating
official export credit subsidies by the end of the year.

- To seek to reaffirm the commitment of Summit partici-
pants to full and effective implementation of the Multilateral
Trade Negotiations agreements.

- To reaffirm the U.S. view that agreements must also be
reached on issues left unresolved at the close of the MTF,
particularly a GATT Safeguards Code.

- To take the leadership to establish and prepare for
another round of trade negotiations in the 1980s, supporting
the OECD Van Lennep study, a proposed GATT ministerial meeting
in 1982, and raising the possibility of setting a deadline for
the beginning of a new round of trade negotiations.

Context

The Japanese prepared the trade background paper for the
Summit (suggested by the United States to put the Japanese out
front on the trade issue while resisting European pressures to
isolate Japan).



The European Community has sought to make Japanese trade
policies an issue at the Summit. At its recent meeting in
Luxembourg (June 29-20), the European Council "reviewed the
Community's relations with Japan and. . .agreed that in Ottawa
strong emphasis should be paid . t a broad span of questions
relating to the smooth function"df the open and multilateral
world trading system, including excessive concentration of
exports in sensitive sectors."” The Council further "stressed
the need for effective openness of domestic markets, in
p¢ ticular the Japanese market" and called for the "fullest
possible use of (the Community's) bargaining power as an entity.
The Europeans are concerned in particular about Japanese automo-
biles, semi~conductor and electronic consumer exports to Europe.

The European Community, which had a $20b. trade deficit
with the U.S. in 1980 and is plagued by internal disputes over
agriculture, fisheries and steel, has also criticjized the United
States. The Germans are particularly critical of,0.S.-Japan
automobile agreement*, while the British complain about U.S.
natural gas prices and the boost this gives to U.S. exports of
synthetic fibers and chemical products to Europe. The Community
further complains about the U.S. trigger price mechanism (TPM)
which sets a price below whlch foreign imports of steel face anti-
dumping actions.

Multilateral trade issues include unfinished business from
the Multilateral Trade Negotiations (MTN), especially the failure
thus far to agree to a safeguards code. Such a code v 11d estab-
lish common practices for dealing with surges in imports, in the
absence of which discriminatory arrangements and an erosion of
market-determined international competition have become more
common, particularly in Europe. Other issues include:

- The Multi~-fiber Agreement where the Europeans are
seeking a substantial tightening of market access for
developing country exports of textile, apparel and
synthetic fibers.

- An agreement on official export credits which France
rejects.

The issues most relevant to a new round of trade negotiation
in the 1980s include:

- Services is a rapidly exr 1ding area of internat! 1al
trade but one which is still heavily regulated.

- Investment incentives and performance regquirements
(export performance and minimum local content require-
ments) often have serious trade distorting effects.




- Developing countries are increasingly important
participants in world trade markets and are rapidly
developing their export capacity in the area of
manufactures. While working to reduce restrictions
on the exports of developing countries, the United
States will seek to ensure that the more advanced
LDCs undertake trade committments commensurate with
their stage of economic development and that the
benefits of differential trade treatment are directed
increasingly to the poorer LDCs.

- An increasing number of governments are negotiating
bilateral arrangements to assure supplies of oil and
raw materials, giving rise to a creeping bilateralism
which overrides multilateral trade committments and
distorts trade patterns.

- Differences in national antitrust laws with respect
to treatment of international restraint agreements
give rise to inequalities in standards applied to
companies operating in the international market
place.

The United States has resisted the tendency to gang up on
Japan and maneuvered to have Japan prepare the background paper
for the Summit discussions. This compels Japan to meet the
criticism it faces but puts it in a constuctive rather than defensive
role. There may be some value in keeping the Japanese on the
peint. One way to do this is to pick up on Prime Minister
Suzuki's call for a new round of global trade negotiations during
his recent tour of European capitals (called the Suzuki Round
in the press).

Key Points to Make

- The United States seeks to bolster and expand the
commitment of other participants to a more open system of
international trade.

- The U.S.-Japan automobile agreement is not a classical
protectionist agreement nor does it shift undue burden to other
countries (special talking points are at Tab ).

- The recent U.S. decision on shoes reflects U.S. deter-
ly 1« : 4
purposes.

-- The United States urges the conclusion of a Multi-
fiber Arrangement that recognizes the legitimate interests
of LDC exporters, an export credit arrangement by the end of
this year, and a safeguards code for GATT.

- The United States wonders if it is useful to pick up
on Prime Minister Suzuki's call for a new round of trade negotia-
tions in the 1980s and set a date and some tentative goals for
these negotiations.



North-South Issues

Objectives

- To protect U.S. concern for the economic well-being
of all countries and especilally for the poorer ones.

- To make clear that a revitalization of the productive
base of the world economy is necessary to continue to expand
the role of public ailid and institutions in development.

- To convince others that our aid efforts should focus
on the key development problems of food production, population
grow+th and energy.

-~ To stress that the principal responsibility for
development lies in sound domestic economic policies in LDCs
as well as industrial countries.

- To note the importance and encourage the role of
private trade, investment and finance in development.

- To stress that freedom from outside intervention is
the right of every sovereign state and a requirement for
political stability and economic progress.

- To postpone a dec151on on global negotiations and
urge a serious approach to any global dialogue with LDCs based
on close cooperation among the industrial countries to influence
the objective and agenda of this dialogue.

- To resist a premature commitment to expanded lending
by the World Bank for energy development, stressing that the
Bank has a vital role to play but that additional public financ-
ing may not be necessary if Bank reorients programs to facilitate
flows of private capital.

Context

The Venice Summit instructed the personal representatives
to review and report to the next (Ottawa) Summit on aid policies
and procedures and other contrlbutlons to the developing countries.
The special inte: 3t in &~ °° \ tl
¢ 3ire to capitalize on 1 Uz ,
to attract more O > money into development, to increase aid com=-
mittments, and to launch a new global dialogue between North and
South.

Early drafts of the North-South paper adopted a mea culpa
approach bemoaning the irakility of Summi+ ~~n+riag to "do more"
., In the prepar: 'y discussions, wue vuiaced States




emphasized a more realistic approach, starting from the serious
economic problems in both industrial and developing countries
and stressing the substantial role of private sector trade,
investment and finance as a complement to official aid. The
paper now reflects a general consensus on the relationship of
growth and aid and the need to concentrate bilateral aid on food,
energy, population and manpower, training; it also contains,
however, continuing disagreements on specific issues, such as
launching of global negotiations in New York and the endorsement
of an expanded World Bank lending program for energy development.

Discussion of aid policies and other relations with LDCs
have focused in the past on aid, the role of global institutional
reform, and the adverse impact of defense expenditures and securit,
assistance in LDCs (all points stressed by the Brandt Commission
report).

Other Summit participants will be pushing for new commit-
ments on aid. We should avoid commitments but note that despite
our budgetary constraints, our proposed FY 82 program is 16%
higher than FY 8l1. We favor concentration of limited aid resourct
in key areas -- food production, population, energy and institutic-al
development and technology transfer and adaptation.

The U.S. believes that while aid remains a vital factor
for many of the poor countries, more attention should be given
to non-aid measures. Trade; investment and financial flows are
many times the magnitude of official aid flows. 1In 1980 non-oil
LDCs exported $90 billion worth of manufactured goods, earning
four times the amount of official aid in that year. Investment
flows are still the most efficient means of transfer of technology
and management training to LDCs. And commercial banks supplied
$37 billion of loans to LDCs in 1979 or nearly twice the level of
official aid flows. The U.S. makes substantial contributions in
all of these areas, even though it compares poorly with other
donors in terms of aid as a percentage of GNP. The U.S. also -
contributes on pursuing growth-oriented, non-inflationary domestic
policies which lower the costs of U.S. exports to LDCs and expand
opportunities for LDC exports to the U.S. (There is a special
paper on U.S. contributions in these non~aid areas at Tab .)

The Canadian paper concludes that global negotiations to

recty cl ny are In
... L K4 L]
establish a central forum within >pPing

countries insisted that this forum be given direct authority over

the specialized agencies, including the IMF and World Bank. The
United States believes that such a forum could affect the specialized
institutions adversely and seeks to postpone further consideration

of #1~bal ~egotiations until after the Cancun Summit, hoping through
Cauncun to reorlent the discussion away from these institutional issues
toward more substantive issues of trade, investment, and so forth.







- the dynamic interaction that takes place between
a productive world economy and the capability of the world
community to provide official assistance for development.
Thus a meaningful approach to development regquires both
economic recovery and a continuing emphasis on aid to the
poorest countries. (If pressed, the President should take
the offensive and point out America's contribution to
development in the trade, investment and commercial lending
sectors. The Europeans look as bad in these areas as the
U.S. in aid.);

- concentration of foreign aid on the poorer
countries, and on a limited number of sectors such as
energy, food, population and technical training. All
aid, especially to the poorest, should be aimed at self-
sufficiency and tying poor people and poor sectors of the
economy into the commercial sector at both the domestic
and international levels;

- Support for the international financial insti-
tutions which, however, need to make efficient use of their
resources during the present period of austerity.

-- The United States seeks to continue cooperation among
the Ottawa, and now Cancun, Summit countries to define the real
issues behind such procedural and institutional proposals,===
as the Energy Affiliate and . Global Negotiations.

-- We recommend that the Bank study how it might
use its existing energy program more effectively to
leverage more private capital and that the Summit countries
continue to evaluate the need for further public financing;

- We oppose committing ourselves to Global Negotia-
tions now since we cannot agree on the procedural issues in
New York and this disagreement can only destroy the chance
we have at Cancun to focus on other issues;

- We urge the Summit countries to make the most of
the chance offered by Cancun, to stick together on the
original ground rules for this meeting and to commit them-
selves to coordinate with one another and with moderate
developing countries to

to the New York stalemate).
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EAST-WEST ECONOMIC RELATIONS

Background

The U.S. placed the topic of East-West economic relations on
the Summit agenda. It prepared a framework paper entitled "East-
West Economic Relations: A Prudent Apecroach”", which was first
given to the UK, FRG and France and later to other Summit countries
at the Vancouver preparatory meeting June 4-6.

Other countries reacted in a2 generally positive way, welcoming
a discussion of these issues in a noncrisis setting, but also
indicating concern that the U.S. approach may be too restrictive
and may be aimed primarily at creating new institutions to discuss
these issues. The Summit countries continue to believe that
East-West economic relations have a political content and while
favorably disposed to high level discussion in COCOM of security
controls, have thus far signaled a reluctance to pursue beyond the
Summit other aspects of our "Prudent Approach.” The U.S. has
down-played the political importance of East-West economic relations
for éither positive or punitive purposes and has put emphasis on
the substance rather than the forum of these discussions.

U.S. Objectives

(NOTE: We may be able to sharpen considerably these objectives
following NSC discussion in late June/early July).

-~ To begin the process of persuading the Summit countries
that changed political and security conditions with respect to the
USSR necessitate systematic and sustained review of East-West
economic relations to ensure that they are consistent with Summit

countries' security objectives.

-- To emphasize our interest in a coordinated approach by the
Summit countries so that the Soviet Union cannot exploit differences.
Such coordination also leads to positive leverage in dealing with

the USSR.

-- To obtain a commitment from other leaders to work closely
with us in reviewing East-West economic relations, particularly
in the areas of :

- Strategic trade controls;

- Contincenev planning in the economic area in the event
\ ‘

- Guarding against Western economic dependence which in
turn could lead to Western vulnerability:;

- Use of Western economic influence in ways advantageous

to our interests.
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The Soviet Union and its Warsaw Pact.allies remain the principal
threat to Western security. At the same time, the Soviet Union and
its allies are experiencing unusually difficult economic conditions.
Thus Soviet militancy creates a need and Soviet economic difficulty
provides an opportunity for Western countries to further their overall
objectives by pursuing more competitive or less cooperative policies
toward the Soviet Union across a range of issues.

Discussion of Issnes

The fundamental guestion confronting the U.S. and its Western
allies is under what guidelines should we collectively restrict,
monitor, or use the influence of our economic relations with the
USSR and Eastern Europe to advance broader Western political-security

objectives?

We wish to work out a coordinated approach with our allies in
the following four areas.

1. Strategic Trade Controls - We need to strengthen these
controls by clearly identifying security concerns;by better coordina-
ting with 2llies on enforcement problems; and by improving the
administration of export restrictions.

(NOTE: An options paper has been prepared on this subject for
the NSC.)

2. Toreign Policy Contingency Controls - At Vancouver the
Summit countries agreed that thé leaders would have a substantive
discussion of the issues.at Ottawa and that the U.S. paper would be
redrafted to propose the critical guestions for this discussion. We
need to determine how the Summit countries can best prepare for a
future East-West crisis, recognizing that economic sanctions imposed
unilaterally after a crisis, as was done in the case of Afghanistan,
exacerbate divisions among the Summit countries but also recognizing
that collective contingency planning such as was done for the
Soviet invasion of Poland can serve as a useful instrument of Summit
countries' policy and a precedent for future planning in this area.

3. Economic Security - We need to monitor more carefully the
level and character of trade with the East to ensure that we not
become dependent upon Eastern resources and markets, with a conseguent
Western vulnerability to the exercise of Soviet influence. East-West

! 2! tior are a high priority area for discussion with the
les (¢ 2 ¢ >2¢ 2ate par :).

4. Economic Influence - We should coordinate broad Western
policies toward our trade and financial relations with the Eastern
European countries and, in the longer run, the Soviet Union so that
Western governments can use what influence they do have to affect
their economic systems and their political behavior in ways favorable
to Western interests. Recent Polish debt negotiations, during which
Western governments worked together to maximize their influence,
was an es llent example of this approach.
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We need to discuss with our allies in what fora we can best
consider the issues related to these four areas and whether there
.is a need to create new mechanisms. For example, we should consider
whether to attempt to revitalize the COCOM high-level Consultative
Group to focus attention on the importance of strengthening strategi-
trade controls.

Other leader's Objectives

-- To learn what the U.S. proposes by wey of a new approach
to East-West economic relations;

-- To head off proposals by the U.S. or others to alter the
character of East-West economic relations in ways which impose
more than minimal sacrifices on Western Europe;

-- .(Particularly the FRG) to argue that East-West economic
.relations can make a positive contribution to Western economic
health and to a general reduction of East-West tensions.

While Western European and Japanese leaders generally agree
on the threat posed by the Soviet military buildup and by increased
Soviet aggressive behavior, there is no consensus that a restructuring
or altering of East-West economic relations is necessary. They will
argue that generally there should not be a close linkage between
economic and political policies and that trade relations can be 2
positive factor in the East-West relationship. 1In addition, they
will maintain that even though some Western European countries have
a substantial stake in trade with the East, they are far from being
dependent upon such trade and thus they are not vulnerable to
Soviet manipulation. Nevertheless, they may be willing to work with
the U.S. in certain areas, e.g. energy imports from the East, to
ensure that no dependency relationships are created.

On COCOM, other Summit leaders will agree that there must be
adeqguate controls on items which can make a significant contribution
to Soviet military potential, but they are likely to argue that a
substantial broadening of COCOM controls is not necessary. 1In
particular, they are likely to be chary of proposals to control
trade in the general industrial area unless such trade has a
reasonably direct and significant impact on military potential.
Thev wonld brobablv 2eting of
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The President's Objective on Energy Issues

These seems to be mcre consensus on these issues than

on any others at the Summit. The President will take
positions on coal and nuclear power consistent with the
policy statements that have been prepared on these subjects.
He will went to stress the constrasts between the enercy
situation that prevails today ané that which existed after
the first oil shock in 1973-74. _Today, market prices

are in place and at work. The structural change that is
taking place in the production and use of energy is dramatic.
In the first gquarter of 1981 the United States economy

grew at a real rate of B.4 percent per year; yet in the

same period decreased oil consumption by 7.0 percent and
oil imports by 20 percent. This gives no reason for
complacency, but it should strengthen confidence in market-
oriented policies, which reflect the significant increase
in oil prices in 1979 and 1980, and the recent decision

in the United States to fully decontrol oil prices.

Two other issues might be stressed. If the President is

to be credible on nuclear power, he must address the waste
issue which is seen as a primary responsibility of govern-
ments. Secondly, he may wish to give emphasis to the role
of stocks in dealing with short-term o0il emergencies.

While substitution for oil accelerates under the impact

of market pricing, the industrial democracies continue to
depend heavily on oil from the Middle East. U.S. policy
seeks to enhance stability in the Persian Gulf. That
reduces the risk of disruption. Nevertheless, if disruptions
occur, the best defense is high stocks. Such stocks provide
the confidence and time during which the IEA governments

can convene consultations and determine what further actions
may be necessary. The United States is currently £illing
its strategic stockpile at unprecedented rates. The
President should indicate that other countries and also
private sectors should do the same if they wish to be
protected in the initial stages of another oil disruption.
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the private sector to develop coal export infrastructure.

The Administration has proposed legislation to finance port
dredging by user fees. The U.S. welcomes foreign investment
in coal infrastructure. The U.S. has committed itself not

to interfere with coal exports except in the case of a
national emergency. We believe that the responsibility for
increasing trade must be shared by the producing and consuming
countries.

During the previous Administration the potential role
of nuclear power in meeting world energy needs was de-empha-
sized and an attempt was made to deal with non-proliferation
issues on the basis of broad precepts rather than with
regard to differing actual circumstances. 1In particular,
it led to unilateral U.S. attempts to thwart development of
various portions of the nuclear fuel cycle in developed
countries for fear of creating precedents which could be
invoked by potential proliferators. This approach created
serious tensions between us and our major allies, many of
whom have fewer alternatives to nuclear energy than we.

Our new non-proliferation policy will do much to
alleviate these tensions. In talks with other Summit
leaders we will want to emphasize (a) the importance we
place on nuclear power, (b) our determination to restore our
image as a reliable nuclear supplier, (c) our continued
concern about the risks of proliferation, in sensitive
regimes particularly in light of the Israel/Iraqg situation,
and (d) our commi+tmen+ to finding realistic approaches, in
coordination with vur allies, to mimimize pPralifaratinn
ri1sks.

Following a regquest by the Venice Summit to consider
possibilities for improving and expanding its energy lending
program, the World Bank proposed an expansion of its FY
82-86 energy lending program from $14 to $30 billion which
would be financed through creation of a separate energy
affiliate. After careful consideration, the U.S. informed
the Bank in February and again at the June 4 Bank Board
meeting that it could rnt enppor+ Ar participate in the

proposed energy affilii While oppos.ug the Bank affiliate
proposal, the .S, reserved judgment on the expanded energy
lending pren==. -+eal# AmAn~a Qummit countries, only Canada
rly z¢
11 :

"expanded role" for the Bank in energy development, and most
are prepared to discuss the Bank's expanded energy lending
program and its financing.
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ITI. BACKGROUND PAPERS

(C) - Points of Special Sensitivity



l) T ndenand Rc-LQn‘ Fiscel ?eh‘-.7 and Excl\a_ae Yerksz
CONTINGENCY POINTS

(The following is intended for use in addressing specific
issues which may arise in the course of formal and informal
discussions. The European Council (Heads of Government)
will meet prior to the Ottawa Summit to try to agree on a
common line. These talking points for responding to other
countries' assertions may need to be revised in light of
that meeting.) ’

1. Excessive reliance on control of money growth is causing
unnecessarily high U.S. interest rates and downward pressures on
foreign currencies, forcing others to adopt unduly restrictive
domestic policies.

- HIGH AND FLUCTUATING INTEREST RATES IN THE UNITED
STATES ARE, OF COURSE, ONE FACTOR IN EXCHANGE
MARKET DEVELOPMENTS AND CURRENT DOLLAR STRENGTH,

BUT THEY ARE BY NO MEANS THE ONLY ONE. POLITICAL
LND ECONOMIC DEVELOPMENTS IN EUROPE AND OTHER
AREAS ARE AS IMPORTANT, IF NOT MORE SO.

- I CAN ASSURE YOU,WE:DO NOT WANT HIGH INTEREST
RATES. WE ARE NOT USING INTEREST RATES AS A
POLICY TOOL. HIGH INTEREST RATES ARE HARMFUL TO
OUR ECONOMY, AS THEY ARE TO OTHERS BUT THEY ARE
ONE OF THE SIDE-E?FECTS OF A LONG PERIOD OF INFLATION.

- OUR AIM IS LOW INTEREST RATES AND INCREASED REAL
SAVING. THE RECORD IN THE U.S. IS CLEAR: SLOWER
MONEY GROWTH BRINGS LOWER INTEREST RATES, ESPECIALLY

OVER RUN.

- I BELIEVE THAT I UNDERSTAND THE POLITICAL PROBLEMS MANY
OF YOU FACE FROM RECORD HIGH UNEMPLOYMENT. I AM
STRUGGLING WITH SOME OF THE SAME PROBLEMS -- ESPECIALLY
IN A FEW DEPRESSED INDUSTRIES AND REGIONS. BUT IF
WE HAVE LEARNED ANYTHING FROM THE 1970s IT IS THAT

WE MUST LICK INFLATION IF WE ARE TO RESTORE VIGORCUS
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GROWTH. THAT TASK WILL TAKE TIME, COURAGE AND

PERSISTENCE.

Tighten fiscal policy (e.g., defer the tax cuts) to

the burden on monetary policy.

THE TAX CUTS ARE AN ESSENTIAL PART OF OUR EFFORT

TO ENCOURAGE WORK, SAVING AND CAPITAL FORMATION =--
THE UNDERPINNINGS OF ECONOMIC GROWTH.

THE TAX PACKAGE I HAVE PROPOSED WILL NOT ONLY
INCREASE REAL PRODUCTION, HELPING TO REDUCE INFLATION,
BUT IT WILL ALSO INCREASE THE POOL OF SAVINGS,

TENDING TO PUSH DOWN INTEREST RATES. 1IN PARTICULAR,
THE ACROSS-THE-BOARD CUTS IN PERSONAL TAX RATES

WILL HAVE VERY DIFFERENT EFFECTS ON SPENDING AND'
SAVING DECISIONS THAN TRADITIONAL TAX CUTS FOCUSED

ON LOWER INCOME GROUPS.

WE ARE COMMITTED TO ELIMINATING THE DEFICIT BY E}JDLP
1984. MEANWHILE, WE ARE REDUCING THE DEFICIT BUT ) %WJﬂgi;
CANNOT OVERCOME A LEGACY OF PAST BUDGET ¢ Xp/‘ﬁ}
MISMANAGEMENT -~ DISTORTIONS AND DISINCENTIVES IN l ﬁf*

A TAX STRUCTURE THAT DISCOURAGES ENTERPRISE,
AND EXCESSIVE GROWTH IN GOVERNMENT SPENDING.
DELAYING ACTION ON THESE LARGER ISSUES FOR THE
OoF ICING " joc T 1 AR OR TWO
WOULD BE SHORT-SIGHTED.
A SMALL GROUP OF MY SENIOR ADVISERS IS CAREFULLY
MONITORING THE DEFICIT AS EXPENDITURE AND REVENUE TRENDS
DEVELOP. ANY TENDENCY FOR THE DE! TO .RISE

ABOVE OUR GUIDELINES IS IMMEDIATELY COUNTERED
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BY NEW PROPOSALS TO CUT SPENDING. OUR RESOLVE TO

CUT THE DEFICIT IS STRONG,

.Intervene in the exchange markets to hold down the

dollar and insulate foreign economies -from the effects of

high U.S. interest rates.

OUR APPROACH TOWARD THE EXCHANGE MARKETS IS

TO ALLOW MARKETS TO OPERATE FREELY AND EFFICIENTLY,

IN AN ENVIRONMENT OF STABLE DOMESTIC PRICES AND
VIGOROUS ECONOMIC GROWTH. OUR PROGRAM

IS DESIGNED TO PROVIDE A LASTING BASIS FOR A STRONG AND
STABLE DOLLAR.

THE EXCHANGE MARKETS FOR MAJOR CURRENCIES ARE

:BROAD AND EFFICIENT. GOVERNMENT INTERVENTION

CANNOT FUNDAMENTALLY AFFECT THEM; ATTEMPTS TO RESIST
FUNDAMENTAL TRENDS ARE CERTAIN TO BE COUNTERPRODUCTIVE.
WE QUESTION WHETHER:INTERVENTION IS NECESSARILY

STABILIZING, EVEN IN THE SHORT RUN. ATTEMPTS TO

HOLD RATES AGAINST MARKET FORCES COMBINED WITH Eﬁ;}ﬂﬂ#
UNCERTAINTY ABOUT GOVERNMENT INTERVENTION, MAY \ 0%”” )
WELL INDUCE --RATHER THAN PREVENT -- DESTABILIZING Oﬂpr
SPECULATION.

UfS. INTERVENTION TO HOLD THE DOLLAR DOWN ~--
INJECTING DOI ~  INTO THE MARKET -- WOULD CONFLICT

WITH OUR EFFORT TO REDUCE MONEY GROWTH.

MORE FUNDAMENTALLY, WE DO NOT BELIEVE INTERVENTION

CAN EFFECTIVELY SHIELD ECONOMIES AND POLICYMAKERS

FROM THE NEED IN THE LONG RUN TO TAKE APPROPRIATE

DOMESTIC ECONOMIC MEASURES.
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V._ RECOGNIZ_ THAT EXCHANGE RATE BEHAVICR IS 2

PROFPER SUBJECT FOR INTERNATIONAL CONCERN AND
DISCUSSION. IN THIS SPIRIT, WE REMAIN PRIPARED

TO INTERVENE IF CONDITIONS OF SERIOUS MARKET
DISORDER ARISE. WE ARE NOT, HOWEVER, PREPARED
TO ENGAGE IN REGULAR INTERVENTION OR TO TRY TO
(N :
L /)’V,\p“"f

g 7
pnEY

MANAGE EXCHANGE RATES.
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2 7 GLOBAL NEGOTIATIONS @) © 5o Hetioms

In December 1979, the US joined in the consensus adopting a
34th UNGA resolution calling for "... a round of global and
sustained negotiations on international economic cooperation
for Gevelopment ..." However, we made clear in a statement we
would join GN's only if procedures and agenda could be agreed.
The purpose of Global Negotiations (GNs) is to create a central
forum within the UN system for the consideration of major
international economic issues such as raw materials, energy,
trade, finance and development. Although the procedures and
agenda to be used in conducting GNs have been actively
negotiated in New York, it has not been possible to reach
agreement.

The basic controversy has involved differing conceptions of
the nature of GNs. The US and many other industrialized
countries see GNs as a central forum for discussing major
issues, with real negotiations being carried out in the
specialized bodies within the UN system such as the IMF or
GATT, for all of those issues for which such bodies exist. The
central forum would only collate and ratify the results of
these negotiations. On the other hand, most of the developing
countries insist that the central forum should have the power
to direct or even renegotiate the results of work in the
specialized bodies. Thus, in our view, the major issue has
been protecting the authority and responsibility of the
specialized bodies. -

Although the procedures text, as it now stands, provides
for agreement by consensus in the central forum on "all
important matters," we believe that this requirement alone
would not preclude negotiations in the central forum or provide
adequate protection for the specialized bodies. We have become
increasingly skeptical that anything of economic value would
emerge from GN's. However, assuming that our procedural and
agenda points are met, we may be obliged to participate due to
possibly overriding political considerations.

At the UNGA Meeting of the Whole in New York on May 5, the
US proposed that preparations for GNs be deferred at least
until the 36th UNGA Regular Session this fall and after other
scheduled intervening meetings including the economic summits
at Ottawa and Cancun (October 22-23). All other countries
would have ': 11 willing to resume prepar :zions imn 3iiately as
sought by UNGA President von Wechmar (FRG), although several
recognized that further meetings would be pointless without US
participation. Neither summmit is scheduled to discuss GNs
formally, but it is probable that the Canadian, French or other
delegates will raise this issue at Ottawa and the subject is
almost certain to come up at Cancun. At some point, the
current 35th UNGA must be reconvened to defer GNs formally to
the 36th UNGA. We would like to have this deferﬁs1 handled as

guickly and gquietly as possible. l
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