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United States Department of State

Washington, D.C. 20520

Dear Mr. Ridge:

Mr. Duberstein at the White House has informed me of your
interest in making the Williamsburg Summit a success. This
includes your thoughtful offer to serve as an advisor at the
conference.

We are hoping to create an informal and open atmosphere at
Williamsburg which will lead to a frank and, hopefully,
constructive exchange of views. For this reason, participation
at the Summit will be limited to Heads of State, Treasury and
Foreign Affairs secretaries or their equivalents.

While this format precludes the inclusion of Congressional
advisors during the Summit, we are looking for opportunities to
consult with interested members prior to Williamsburg and will,
of course, welcome the chance to discuss developments after the
Summit.

In this regard, Under Secretary for Economic Affairs Allen
Wallis will be briefing Congressman Hamilton's Subcommittee of
Foreign Affairs in a closed session on Tuesday, May 24 at
8:00am. I understand that your attendance would be most
welcome, if this is convenient to you. staff will be
contacting your office to see how we cafi bpst ensure that you
will be kept informed of developments;&eg rding the Summit.

4
Sincer

ore
Assistant Secretary for
Congressional Relations

The Honorable
Thomas J.Ridge,
House of Representatives.
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The President
The White House
Washington, D.C. 20500

Dear Mr. President,

The eyes and ears of 230 million Americans will be on Williamsburg
during May as the United States hosts representatives from all over the world
at a Summit of the Industrialized Nations.

As you know, meetings of this type are becoming all the more important
as our own economy grows ever more inextricably linked with those of our
neighbors around the globe.

| am hopeful that among the results of the upcoming Summit will be
further understanding of the serious economic problems facing the industrialized
nations, and a renewed commitment by the participating nations to take
whatever steps prove necessary to resolve those problems.

| stand ready, therefore, and would be truly honored, to serve in any
capacity that would be helpful to you as you strive to make this meeting
a success. Thus, if your plans include the appointment of congressional
"'observers' or '‘advisors' | hope you will keep in mind my very real interest
in participating in this historic conference.

With warm personal regards, | am

Sincerely.

inomas J. Kidge
Member of Congress

ecj/mmi















March 18, 1983

MEMORANDUM FOR FRED F. FIELDING
FROM: JOHN G. ROBERT!

SUBJECT: Food Fair Proposal for Williamsburg Summit

At a mee*“ng held March 9 in the Roosevelt Room, Michael
Deaver d¢ .cribed to assembled food and drink trade association
representatives (see attached list) a proposal whereby the
associati~ns would establish and operate food and drink

booths t¢ provide free sustenance to reporters covering the

Economic Summit. The Office of Legal Counsel was looking
into the proposal at our request, and has now advised that
it sees no legal impediments. OLC suggests, however, that

the proposal move forward under the auspices of the State
Department and/or USIA, to minify any possible conflicts
problems, and because those agencies have gift acceptance
authority. 1In particular, OLC recommends that meetings take
place at State or USIA offices, and that direct contact with
trade association representatives in implementing the
proposal be through State or USIA officials.,

Michael McManus is coordinating preparations for the Summit,
and was described at the March 9 meeting as the individual
to whom trade association representatives should convey
their interests in pursuing the proposal. I have prepared a
memorandum from ' »1 to McManus, advising that if the

project moves fo..;ard it should be under the auspices of the
State Department and/or USIA -- not the White House. I have
read the proposed memorandum to Robert Shanks, Deputy
Assistant Attorney General at OLC, and he concurs.

Attachment L{)(’, Mw[,."ﬂ:v“ , ()lc, kv‘“’"k "
. o~



Fact Sheet

The summit representatives meet annually to discuss current
economic concerns. The last time the United States hosted an
economic summit was in 1976 in Puerto Rico. The previous year
the first summit meeting was held in Rambouillet, France.

Following is a listing of locations where the summit
conferences have been held.

1975 Rambouillet, France
1976 Puerto Rico

1977 London, England
1978 Bonn, Germany

1979 Tokyo, Japan

1980 Venice, Italy

1981 Ottawa, Canada

1982 Versailles, France

The following was taken from President Reagan's statement of
June 6, 1982 on the conclusion of the Versailles Economic
sSummit Conference.

"Since World War II our peoples of Europe, Canada, Japan,
and the United States have worked together to lay the
foundation for global prosperity. Together we built the
international institutions which have seen us through the
greatest economic expansion in the history of the world.
This weekend at Versailles, that spirit was very much
alive..."

"A year ago in Ottawa, we ended the first series of
economic summits that began in France. With this summit at
Versailles, we have begun a new cycle. We thus reaffirm
our strong commitment to economic and political
cooperation. In the spirit of partnership with our fellow
democracies, I want to say that I very much look forward to
welcoming these nations to the United States next year."



The White House announced on October 1, 1982 that President
Reagan has invited the Heads of State and Government of

Canada

France

The Federal Republic of Germany

Great Britain

Italy

Japan
and the President of the European Commission to attend the 1983
Summit of Industrialized Nations to be held May 28 through May
31, 1983 in Williamsburg, Virginia.

It was announced on October 23, 1982 that the President
designated Allen Wallis, Under Secretary of State for Economic
Affairs, as his Personal Representative for the 1983 Summit of
Industrialized Countries. He also named Michael A. McManus,
Deputy Assistant to the President, to be the Coordinator for
Administration of the Summit.












CcC:

E. Private Sector Involvement ~ We are putting together a
list of all private sector supplies to try to get as many
contributions of goods and services as possible.

F. Williamsburg Office Space - We have negotiated with

the College to use thelr Student Center from April 15 on

as a Summit Task Force Office at a minimum cost. This
should result in some savings over the alternative of using
hotel rooms for offices.

G. Security/I.D. System - The system was approved last week.
We will now be working on a traffic flow chart based on this
system. I have also asked Tom Holman to get us some new

designs for Summit pins so they would also have some momento
value.

Allen Wallis
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United States Department of State

Washington, D.C. 20520
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MEMORANDUM

TO: . NSC - Michael 0. Wheeler
- Treasury - David Pickford
Commerce - Helen Robbins

CEA - William Niskanen
U TR{ Dennis Whitfield
DOD 5 John Stanford
U Af_ Raymond Lett

bs

SUBJECT: Pzoposed Address by Kenneth Dam: Looking
: Toward Williamsburg, U.S. International
Lconomlc Policy '
|
|
Attached for your information, is the revised

version of thefon—the—record address that the Deputy
Secretary i tends to deliver in Geneva, Switzerland,
on Monday, March 21, 1983, at the Graduate Institute

of Advanced In#ernatlonal Studies.

Executlve Secretary

Attachment%

As stated.
|
|

|
|
[
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DRAFT #7
3/17/83, 6:15 pm

Written Version

Address by Deputy Secretary of State

Kenneth W. Dah

LOOKING TOWARD WILLIAMSBURG:

U.S. INTERNATIONAL ECONOMIC POLICY

March 21, 1983

Geneva, Switzerland



Your country is the first stop in a trip that will take me
to Norway, Denmark, West Germany and Hungary. The purpose of
my visit to Western Europe is to discuss with our partners in
the industria1 democracies the challenées we face; Those

challenges are military, political and economic:

~- We must respond to the Soviet arms buildup by
modernizing our deterrent where necessary and achieving

effective arms control where possible.

~— We must sustain our democratic values at home and

support them abroad.

-~ And we must encourage noninflationary growth and

maintain the open trading system upon which it depends.

The last of these, the need for global growth, is my

subject today.

We are néw emerging from a recession that lasted 17
months. Tha£ recession was the longest since the end of World
War II. Economic activity in North America and Europe has
declinéd; Japan's industrial ﬁrdduction_has leveled off; the
gfowth of several developing countries ﬁas stalled under the

weight of the $700 billion international debt. Unemployment



has soared -- 32 million people are out of work in the 24

advanced countries of the OECD.

We all know that the recession has caused more than just
hardship. ‘It has strained democracy in some countries and
caused political upheavals in others. Trade disputes have
tested the bonds among long-time allies. The recession has
challengeé the West's capacity to match the Soviet arms

buildup, and encouraged dependence on trade with Eastern Europe

ané the Soviet Union.

We have been guided through this recession by the basic
principle of allied cooperation: if any one of us tries to
escape its problems by shifting the burden to its partnééé, all
of us will fail. There are now signs of economic revival in
several industrial countries. Those signs should be even more
obvious by the end of May. At that time the £eads of
government of the seven largest industrial democracies,
together with the President of'the EC Commission, will meet in

historic Williamsburg, Virginia.

My theme today is that the Williamsburg Summit will
represent a departure in toneiggg content from those of the
recent past. Previous summits have been structured and
formal. Williamsburg is intended to be flexible and informal.

Previous summits have emphasized anti-inflationary



policies. At Williamsburg the emphasis will shift to policies
that promote growth -- without reigniting inflation.

In discussing the issues the Summit partners will face, I
shall divide my remarks into three sections. PFirst, an
analysis of the causes of the world recession; second, a
description of its cure -- world economic growth; and third, a
survey of the issues we cannot ignore if we are to seize the

recovery that is within our grasp.

[I. THE RECESSION]

The present state of the world economy has its roots. in the
1960s and 1970s. Rising inflation in £he late 1960s changed
the competitivé position of industries in Europe, Japan and the
United Staﬁes, and undermined the system of fixed exchange
rates. The move to floating exchange rates in 1973 was
followed within a year by a quadrupling of world oil prices,

and a shift in the distribution of the world's wealth.

After 1973, OPEC moved into current account surplus and the
0il importing nations moved into corresponding deficit. From
. 1974 to 1980, the industrial nations faced current account
deficits which averaged $20 billion per year. The non-o0il
developing countries faced annual deficits of $47 billion.

These deficits placed huge demands for-capital on financial



markets. Commercial banks became the risk-taking
intermediaries between OPEC and the bbrrowing countries. As a
result, the level of international debt, now $700 billion,
increased more than sevenfold from 1972 to 1982. 1In the same

ten-year period debt to private lenders jumped from 40% to 60%

of outstanding LDC debt.

It would be wrong, however, to characterize thé legacy of
the o0il shock years as a debt problem. Rather, what we'face
today is aﬁ income-earning problem. True, LDCs borrowed a lot
in the 1970s, but corporations borrow a lot also. The
difference is that corporations invest in proauctive capacity
to generate income to repay their debts. Some LDCs, howevg;,
tended to invest in consumption rather £han production; ﬁhéy
borrowed to finénce internal income transfers. This
questionable strategy was tolerable as long as LDC export
earnings grew fast enough to service their debts. That was the
case from 1975 to 1979, when LDC exports grew 22% annually,

roughly keeping pace with the 25% annual growth of LDC debt.

After the second o0il shock in 1979-80, however, the major
industrialized nations adoptéd more restrictive monetary
~policies. Those policies slowed inflétion, boosted real
| interest rates, and set in motion a retrenchment from the
economic excesses of the 1970s. The average price per barrel

of OPEC o0il jumped from $13 at the end of 1978 to over $35 in



1981. This increase drew $200 billion, or 3%, from the
national incomes of OECD countries. The corresponding

reduction in real.@emand in the West ‘reduced LDC export
earnings and depressed prices of LDC commodities.
Simultaneously, high interest rates and a strong dollar
increased LDC debt service costs from 18% of their total
exports in 1280 to 24% in 1981.

The problem faced by high-debt developing countries is
serious. 'Rising debt service costs consume a growing
proportion of declining export earnings. Many LDCs are now
struggling to increase exports and curb imports. To manage
their debt problems, they need access to our markets. This
comes at a time when we in the West haQe experienced reqord
levels of uneméloyment, worsened trade balances and reduced
real income; As a result, the international ;inancial, trade

and monetary systems are under serious strain.

[II. THE CURE: WORLD ECONOMIC GROWTH]

But trying to solve the debt problem without solving the
world eéonomic problem is like putting out the fire in the
~ashtray when the living room is ablaze. The only lasting
solution to the income-earning problem of the LDCs, as well as
the serious economic problems of the industrialized countries,

is sustained global growth -- without renewed inflation. Our



own recovery will boost LDC export earnings. Once the LDCs

reduce their deficits, our export opportunities will expang,

encouraging further world trade.

Some major industrialized countries are poised to lead an
expansion of the world economy. In the United States, for
example, "inflation [measured by the Consumer Price Index] has
plunged from 12.4% in 1980 to just 3.8% in the 12 months ending
this January. The prime rate is now at 10.5% -- about half its
recent peak [of 21.5%]. In February, industrial production
rose for the third consecutive month to a level 1.8% above its
November 1981 low. ‘Finally, the Dow-Jones Industrial Average
has topped the 1100 mark for the first time in history. . Our

Commerce Department economist called these figures "damm good

news."

The recent rollback in oil prices is also good news. Just
as oil-price increases in the 1970s were deflationary, price
declines should prove expansionary. It has been estimated that
a $5-per-barrel decline will boost GDP by 1/2% this year in the
OECD area, and decrease inflation by about 1%, lowering
interest rates as well. Lower oil ﬁrices may hurt oil
producers such as Mexico, Venezuela énd Nigeria. But the
beﬁefits from lower interest rates and higher.econoﬁic growth

should be much greater worldwide.



We are now at a new beginning. 1Inflation and energy
prices, the twin constraints on growth since the early leOs,
have moderated. At Ottawa and Versailles the emphasis was on
anti-inflationary policies. At Williamsburg the emphasis will
shift to growth. We should not resist this shift, but

"discipline it. The industrial democracies of North America,
Europe and Asia must forge an economic strategy for sustained
growth that does not imperil the gains made agains£ inflation

over the past few years. Such a strategy would have to

concentrate on four areas:

First, strengthening the open trading system;
Second, supporting the international financial system;
Third, improving the monetary system; -

Fourth, developing a unified Allied approach to East-West

economic relations.

et me now address each of these areas in turn.

[III. STRENGTHENING THE OPEN TRADING SYSTEM]

‘Last November's Ministefial meetihg of the General
Agreement on Tariffs and Trade (GATT) failed to accomplish all
that we wanted. But it kept the GATT system togetheéer and
moving in a positive direction. The Ministers pledged "to

refrain from taking or maintaining any measures inconsistent



with the GATT." Translating that open trade pledge from words

into concrete actions 1s more difficult and more crucial than

ever.

Economic growth faltered in the mid-1970s and has slowed
drastically since 1980. During 1980-82, real output in the
OECD area rose only 2%. Reflecting the slowdown in growth,
total wérld exports declined 7% from 1980 to 1982 [from almost

$2.1 trillion to less than $1.95 trillion].

The key to recovery is doing more business, not less. Yet
the recession and high unemployment rates in the West
understandably have increased protectionist pressures. In the
United States, for example, the 98th Céngress will probably
press for locai content législation, agricultural subsidies,
and protectionist measures directed.at hard-hit sectors such as
steel and autos. Europe sins, too. Because of existing
"voluntary restraint" agreements, in any year only 11 out of
100 British car buyers (and only three in 100 French) can

choose a new Japanese car.

‘These protectionist‘meaéures threéten to choke off

- recovery. Quotas, tariffs and otherntrade barriers raise costs
to'us and deny borrowing countries the hard currency earnings
needed to service their debts and buy our exports. Conversely,

open trade speeds resources to their mbst productive uses and



creates more jobs than it destroys. Consequently, President

Reagan has pledged that the United States will not turn ité

back on open trade.

That does not mean, however, that we will turn the other
cheek on other nations' trade-distorting practices --
especially those imposed on sectors, such as agriculture and
services, in which we enjoy a comparative advantage. The

United States sees no difference between trade in these sectors

and trade in other goods.

Yet, uncompetitiQe practices, such as the European
Community's export subsidies, continue unabated. While ..--
agricultural prices in the United Statés have been steadily
declining in réal terms since their 1973 peak, the EC's Common
Agricultural Policy has artificially boosted prices on some
commodities to double those in the United States, encouraging
high production. The resulting surplus is then exported with
the aid of massive subsidies. This practice has helped
European farmers to expand their share of third-country markets

at the expense of American farmers.

~The United States appreciates the‘problems faced by
European leaders in formulating agricultural policies. We have
responded to EC subsidies through serious negotiation and
through selective action: recently we sold subsidized wheat

flour to Egypt.
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The issue of protectionism is an economic one. But it is a
political imperative to resolve it before it threatens more
basic common interests. As Secretary of State Shultz said in

testimony before the U.S. Congress:

"Temporary . . . measures such as the wheat flour
transaction can be justified on the ground that 'when all
the world is mad, ‘tis folly to be sane.' Bué history has
taught us thét temporary measures tend to become pérmanent,
and rétaliation has an inherent tendency to escalate.
Constructive negotiations, in which we meet unreason with
reason, present the only lasting solution to protectionist
problems."

This is tﬂe spirit my government will take in approaching

these problems. We hope our partners will reciprocate.

[IV. SUPPORTING THE INTERNATIONAL FINANCIAL SYSTEM]

A strong open trading system will do more than ease the
unemployment problems of the industrialized countries. It will
also ease the debt probleﬁé of the déveloping countries.

Import cuts in debtor countries can‘free up only so much hard

currency; export growth must lead the way in their recovery.

The cases of Brazil, Mexico and Argentina have shown that

the debt burden can be managed. A successful strategy includes
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a combination of short-term bridge financing, plus adjustment

programs implemented in conjunction with the IMF and commercial

banks. -

Private banks, however, are now reducing their rate of new
lending to the developing world. Net new bank lending was flat
between the first half of 1981 and the first half of 1982.

Estimates for the second half of 1982 show a precipitous drop

in new lending.

An abrupt contraction in new lending would imperil the
recovery of the debtor countries. Reduced lending would also
retard American and European recovery by contracting LDQ,U
imports from the West. The Morgan Guafanty Trust Compaqf.
estimates that.if capital flows into the LDCs were cut by $25
billion, OECD Qrowth would drop half a percentage point. With
OECD growth in 1983 expected to be only 1.8%, half of a

percentage point would be a significant decline.

The Morgan Guaranty study is hypothetical. But import cuts
are already a reality. A dramatic case in point is Mexico. In
1982 Mexican imports from tHe_United States dropped 37% from
‘the 1981 level. Consequently, in a single year the U.S.
balance of merchandise trade with Mexico swung from a $3.7
billion surplus to a $4.5 billion deficit. This swing had

adverse effects on our economy and our -employment situation.
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The international economy is too vulnerable to contraction
to permit a continued decline in lending to the Third World.
Private banks in the United States, Europe and'Japan have a
collective interest in extending sufficient new money to permit
the developing countries to service their debts. Western
governments have a similar stake in seeing that the LDCs have

capital to pay for imports that will enhance LDC productivity

and contribute to world economic growth.

The Uhited States stands ready to do its part. The Reagan
Administration strongly supports the proposed 47.5% quota
increase. We also support the expansion of the General
Arrangements to Borrow (GAB) from $7 to $19 billion. To.
demonstrate our concern, the United S£ates has proposed
accelerating ehe quota increase from 1985 to 1983. These funds
are needed not to help developing countries pay off old debts.
These funds are needed to encourage sound policies -~ policies
to curb inflation, trim government spending and shift resources
from consumption to investment. By providing supplementary
financing to ease the process of adjustment, the IMF
contributes to the maintenance of economic and political
séability in the developiné world. I am confident that thé us
Congress will recognize the close links between our own.
wéll—being and LDC groyth,Aand will act quickly to approve the

quota increase.
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[v. IMPROVING THE MONETARY SYSTEM.]

The economic expansion needed to -boost recovery in the West
and ease the debt burden of developing countries would be aided

by stability in exchange markets -- something we have not had

in recent years.

Financial flows, for example, are having a powérful effect
on exchange rate movements. This presents difficulties-from
the standﬁoint of trade. During 1982 financial flows into the
United States led to the greatest appreciation of the dollar
since the beginning of floating rates. The strong dollar
increased the price of U.S. exports abroad and decreasedvghe
cost competitiveness of U.S. industry.. The effect of déllar
appreciation oﬁ other industrial countries was a drop in the
exchange rafe of their currencies and higher domestic
inflation. The strong dollar is expected to increase the U.S.

trade deficit in 1983.

An additional problem we face in the international monetary
system is the great volatility in exchange rates. For example
between May and November of 1982, the yen depreciated from
- about 230 yen to the dollar to 276. Ehis depreciation raised
the price of U.S. exports in Japan and in third country
markets, and reduced the price of Japanese imports in the
United States. By the end of the year, however, the yen had

swung back to the prior level of 230.
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The causes of excessive exchange rate volatility are many
and complex. The problem is due in large part to different
inflation, interest and savings rates among the major
industrial economies. The United States believes that a
convergence of underlying economic policies is necessary to
achieve greater exchange rate stability. Fortunately, the
surveillance mechanism set up at the Versailles Summit will

help ensure close consultations on economic policies as our

recovery proceeds.

[VI. EAST-WEST ECONOMIC RELATIONS]

I began this discussion by noting the fundamental economic,
military and political goals that facé the industrial;zea
countries of the West. Those goals are not distinct, but
interrelated. To ensure that economic expansion reinforces our
other objectives - safeguarding the peace and supporting
democratic values - the United States and its allies have

agreed on the need for a common approach to East-West relations.

On November 13, 1982, President Reagan announced that the
major industrial nations éf_the West recognized "the necessitf
of conducting their relations with the U.S.S.R. and Eastern
Europe on the basis of a global and comprehgnsive-policy
designed to serve their common fundamental interests." As a

result, we agreed with our allies:
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~—- Not to engage in trade arrangements which contribute to

the military or strategic advantage of the Soviet

Union.

-~ Not to give preferential aid to the heavily militarized

Soviet economy; and

-—- Not to sign any new natural gas contracts with the

Soviet Union, pending a new Alliance study on energy

alternatives.

On the positive side, we agreed to strengthen existing
controls on the transfer of strategic items to the Soviet
Union, and to examine whether our collective security fééﬁires
new controls on certain kinds of high technology and 0il and
gas equipmént. We also aéreed to work toward harmonizing our

export credit policies.

The studies are under way, and plans are being developed to
carry out the steps agreed to by the Allies. We expect that
the results of the studies will be available for review and

discussion at the Williamsburg Summit at the end of May.

It is important to note, however, that what the United
States advocates is not economic warfare. Rather, we simply

believe that trade with the Soviet Un}on should be conducted
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‘within a common framework consistent with our politicél and
security objectives. As a result, tﬁe U.S. policy on East-West
trade is based upon a desire to maintain an open door to
mutually beneficial trade based on sound commercial principles,
while restricting strategic exports and other trade
arrangements that would enhance Soviet military capabilities.
Fortunately, there is a widening consensus on the basic
principles that ought to guide East-West trade. Wéstern
governments should now devélop the policies that will éive

concrete expression to that consensus.

[vII. CONCLUSION]

Williamsbu;g, Virginia has played a unique role in our
history. The Virginia Deqlaration of Rights was signed at
Williamsburg in 1776. That declaration was derived from the
British Magna Carta. It was echoed in the French Declaration

of the Rights of Man. It sets forth those ideals that we in

the West hold in common:

- That all men are by nature equally free and

independent.
- That all power is vested in,'and derived from, the
people.

-- That government is, or ought to be, instituted for the

common benefit, protection and security.
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When the Summit Partners gather at Williamsburg in May, we
will have an opportunity to reaffirm these ideals. We have
weathered the oil shocks, inflation and recession. I am

confident that we can master our new challenges:

- To support the principle of open trade;
-~ - To strengthen the international monetary and financial
systems; and

—~— To develop a new consensus on East-West relations.

Our task will be to forge a strategy for noninflationary
growth. Our triumph will be in demonstrating the ability of
free markets and democratic governments to provide for our

"common benefit, protection and security." -
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