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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 strendgthening strategi¢
trade controls.

Other Leader's Objectives

~- To learn what the U.S. proposes by way 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
headlth 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
't aggressive behavior, there is no consensus that a restructurin.
tering of East-West economic relations is necessary. They will
» that generally there should not be a close linkage between
mic and political policies and that trade relations can be a
.ive 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
adeguate 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. In
particular, they are likely to be chary of proposals to control
trac in the general industrial area unless such trade has a
reasonably direct and significant impact on military potential.
They would probably support a high level meeti: of
COCOM to review the adeguacy of strategic trade cor @~ ;.
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1II. BACKGROUND PAPERS

(¢) Points of Special Sensitivity
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CONTINGENCY POINTS

(The following is intended for use in addressing specific
issues which may arise in the course of formal and informal
¢ scussions. 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
%ND 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-EFFECTS 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 THE LONGER 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 VIGOROUS
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GROWTH. THAT TASK WILL TAKE TIME, COURAGE AND

PERSISTENCE.

2., 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 N)D\/‘
1984, MEANWHILE, WE ARE REDUCING THE DEFICIT BUT 7,/09;
CANNOT OVERCOME A LEGACY OF PAST BUDGET ‘ JV

fot”

MISMANAGEMENT -- DISTORTIONS AND DISINCENTIVES IN
A TAX STRUCTURE THAT DISCOURAGES ENTERPRISE,
AND EXCESSIVE GROWTH IN GOVERNMENT SPENDING.

-- DELAYING ACTION ON THESE LARGER ISSUES FOR THE
S OF B CING THE BUI "7 A """R OR TWO EA™" TER
WOULD BE SI RT-SIGHTED.

- A SMALL GROUP OF MY SENIOR ADVISERS IS CAREFULLY
MONITORING THE DEFICIT AS EXPENDITURE AND REVENUE TRENDS
DEVELOP. ANY TENDENCY FOR THE DEFICIT 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.

3. .Intervene in the exchange markets to hold down the
dollar and insulate foreign economies from the effects of

high U.S. interest rates.

OUR APPROACE 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 FOﬁ A STRONG AND
STABLE DOLLAR.

THE EXCHANGE MARKETS FOR MAJOR CURRENCIES ARE

%ROAD 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 9‘5' a -
UNCERTAINTY ABOUT GOVERNMENT INTERVENTION, MAY \ ., o
WELL INDUCE --RATHER THAN PREVENT —- DESTABILIZING o;r"fy
SPECULATION.

U.S. INTERVENTION TO HOLD THE DOLLAR DOWN --
INJECTING DOLLARS INTO THE MARKET -- WOULD CONFLICT

y [ TO 1_____ 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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WE RECOGNIZE THAT EXCHANGE RATE BEHAVIOR IS A
PROPER SUBJECT FOR INTERNATIONAL CONCERN AND
DISCUSSION. 1IN THIS SPIRIT, WE REMAIN PREPARED
TO INTERVENE IF CONDITIONS OF SERIOUS MARKET
DISORDER ARISE. WE ARE NOT, HOWEVER, PREPARED
TO ENGAGE IN REGULAR INTERVENTION OR TO TRY TO
MANAGE EXCHANGE RATES. U¢4%;§§ J.
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Japanese Auto Import Penetration
(Percent of M t)

1979 1980
Uni 1 States 16.6 21.3
( 1ada 8.0 14.8
United Kingdom 10.8 11.9
France 2.2 2.9
West Germany 5.7 10.5
Italy -- .1
EC M ket 6.9 9.0

OISP/ITA

U.S. Department of Commerce
ly 2, 1981
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IV. REMARKS/STATEMENT-COM INIQUE







