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June 1, 1983

)Y 4SR5/

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

You are to be commended for your masterful handling
of the Williamsburg Summit. Everyone should be encouraged
by your successful leadership in setting a course for real
economic recovery and growth for the free world in the years
ahead. I am very proud of you, and so are the American
people.

In my letter of April 21 on this subject, I encouraged
you to establish as a major goal of the Summit the negotiation
of an agreement to provide for the establishment of a "work
program'" designed to reduce, and eventually eliminate, preda-
tory agricultural export subsidies and other unfair agricul-
tural trade practices. In justification of this goal, I cited
the extreme adverse effect on the U.S. agricultural industry
and the world economy from the massive export subsidies used
by the European Economic Community and other nations.

I note that in a May 31st Washington Post article it
was stated that, '"The French did succeed in having agriculture
removed from . . . the communique. But the others succeeded,
over French opposition, in including trade in services and in
high technology products among the issues to be pursued by
both the GATT and OECD." Both you and I have had enough
experience in dealing with some of the working press to know
that frequently their information is either incorrect, incom-
plete, or both. However, the fact that agriculture is not
mentioned in the communique does cause me concern and dis-
appointment. (Enclosed is a copy of the Post article in the
event you have not had the occasion to see it.)

It occurred to me that the Post may be in error and
that private commitments may have been reached to resolve the
continued use of the predatory agricultural export subsidies
that are causing so much damage to the economy of this and
many other nations. To obtain a better understanding of the
extent of discussion and possible commitments on this subject,
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economies would result in more stabxllty in the exchange
rates of their currencies and reduce demands for inter-
vention to control painful; fluctuations, -

The Canadian government had hoped to join the other

five in the IMF surveillance arrangement, which was ini- -
- tiated at last year’s economic summit in Versailles. But it

avas not invited by the others here and will have to rely
bn informal contacts with DeLarosiere of the IMF.

After reading the summit declaration, President Rea-
. gan emphasized that there had been “no quick fixes” and.
, sald the leaders had met the tough issues “head.on.”:

> -Suggesting’ that ‘the declaration would bring a “mes-

- sage of hope to the peoples of the world and to future -

generations,” he praised the other leaders for coming to

Williamsburg with “a positive and common approach”
that had produced a statement of “confidence optrmrsm, '

_ dnd certainty.” ,
“As Reagan' announced that the tenth such summlt o

‘would be held next year in Britain, Thatcher’s chancellor -
of the Exchequer, Sir Geoffrey Howe, said in a statement =
that “the really striking feature of our dlscusslons here
has been the extent to which we share a common view
and a common approach to the problems of managmg
our economies, and the emergence from recession.’

The general thrust of the Wllhamsburg Dec]aratlon is
- that, while there are encouraging signs of economic re-
.= coyery emphaslzed by Reagan and his officials, the basic
B challenge still facing the western world, as emphasrzed by

the ‘western -European and Japanese delegatlons is to
ensure that the recovery endures. = - .

" The statement, responded to frequently expressed con-
cerns by thé other leaders about big U.S. budget deficits
by 'saying that all seven were committed to reduce “struc-
tural budget deficits,-in partlcular by llmltmg the growth

. of expenditures.”

"This carefully crafted languave avorded any mentron
of ! raising taxes, to which Reagan is strongly opposed,

* and Treasury” Secretary Donald T. Regan ‘ipsisted at a
- news_conference that no one in the summit sessnons

brought up the subject of raising U.S: taxes.

‘A commitmeit to try to keep inflation down has been
a staple ‘of-all recent economic summit° communigues.
Butthe emphasis in the Wlllramsburg Declaration on the

“unemployment problem is new and reflects the deep con-

cernof the. leaders of western European nations about

o the enormous “growth of joblessness in recent years.

- The Williamsburg' Declaration - also fit the: pattern of

* consensus at the meetmg earller this month in Paris of
. the: forelgn and finance ministers.of the Orgamzatlon for
" Economic Cooperation and Development. That group of -
24 industrialized western nations emphasized a need to-‘ :,
‘focus on economic growth rather than inflation- control as
" the western world emerges from a severe recession.

» With the example of last year's fractious Versailles

_.summit fresh in their mlnds the seven leaders and their

ministers concentrated on achieving at least a surface
compatibility of views. They appeared to have heen suc-

cessful, at the cost of eliminating most references to the
ST many problems plaguing the western alliance recently.

* The question of trade with the Soviet bloc, which was

50 divisive durmg and after the Versailles summit, was
-drsposed of in a single pdragraph saying East-West eco-.
nomic relations * should be compatlble with our, securlty-

interests.” -
. Mitterrand observed thlS is “a reasonable proposrtlon

Secretary of State George P. Shultz said agreement on“ '

thic mention of Fast-West affaire had heen reached after

I . ;
et T

B et e

. Ea lot of actxvrty and lots of dlsagreement and everybody

“basically, on board.”..

"Perhaps the potentlally dlvrswe rssues, US budget
deficits and hlgh interest rates, also were brushed over .
-very lrghtly in the declaration, although West German

' economics minister Otto Lambsdorff said in an interview :
that “interest rates and the American budget deficit
played a central role in this summit, and that was not to :

- the delight of the American delegation.”
The summit participants were aware that another fail-

_ure on the scale of Versailles might have ended the sum- ;
"mit process..“We can now all go back home and tell our .

- people that there were no disagreements here,” Lambs
dorff said. - :

- The language that may lead to a new global monetary -

“conference was proposed by the French. It was adopted
in place of alternate, weaker words suggested by the :
.United States, which called for a study of the problems |
of the international monetary system but did not men- :

- tion a new global conference.

“In exchange for. deferring to what Mitterrand wanted |
- orr the issue, the French agreed to the desire of the Uhit- !
“ed States and West Germany to include a strong anti- -|
_protectionist statement calling for dismantling trade bar-
+~ riers. This part of the communique also called for a new

negotiating round on world trade under the aegis of the
eral Agreement on Tariffs and Trade (GATT).

ceeded, over French opposition, in including trade in ser-

vices and .in high technology products among the issues . ‘
/ﬁw‘ .
n initiative successfully carried through by Canadian -

to be pursued by both the GATT and OECD.

Prime Minister Pierre Trudeau of Canada resulted in the
inclusion of a paragraph warning that the récent fall in

. "oil prices-should not weaken efforts to conserve energy

and find alternative sources. Over’,an American objectlon,
language was included saying that the leaders “all share
the view that more predictability and less volatility in oil
“prices would be helpful to world. economic prospects.”

"On the often controversial issue of currency exchange

- rate volatility, the declaration restated the Versai]les

summit agreement to promote greater “convergence” of
economic performance as well ‘as greater stability of ex-
change rates. The leaders also agreed they would “ pursue

: closer consultations on policies affecting exchahge mar- -

. kets and on market conditions,” but U.S. officials insisted
this. would mean no basic change in present Amerlcan
intervention policy. :

Regan acknowledged, however, that the leaders’ 1nten-_
_tion was that their finance ministers should “meet more
" often, and make sure there j is convergence If someone is
out of step, we should say so.” :

* The declaration discussed the burdens that have fallen

on developing countries during the recent recession and -
-the seven leaders promised “special attention to the need
- of keeping a flow of aid and assistance going to poor na- -
tions, both through bilateral programs and throu0h the

international institutions.”
They also promised to continue a (lmlogue wrth Third
" World nations and promised ‘to cooperate in the forth-

coming meeting of the United Nations Conference on
“Trade-and Development if Belgrade early next month.
On the other hand, U.S. officials suecessfully resisted
“pressures for language that would have opened the door S
~.to enlarged fundmg for the- soft-loan affiliate ' of the_’;i,;'__
‘World Bank. The language of the declaration merely re: .

The French did succeed in having agriculture removed
from this section of the communique. But the others suc-

affirms commitments to provide “agreed fundmg levels -

‘for the International Development Assocnatlon

Staff writers Caroline . Atkinson and Wzll’mm Dro’-f

dzak (ontlzbuled to this report.
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On selling advanced technoloay to the Soviet Union, opinion is mixed. The
Japanese and British public tend to favor restrictions, Italians tend to oppose
them and the French and Germans are split on the issue.

OPPORTUNITY FOR THE U.S.: Little Support for Going It Alone

Sentiment for coordinating Soviet trade policy with the U.S. over making
separate deals prevails everywhere, except in Italy. Public support for
coordinated policies, even at the risk of losing some trade, is particularly
pronounced in Japan.

Prepared by:
Curt Gorder (P/R) N-5/11/83
724-2967
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MEMORANDUM FOR: The Honorable
Edwin Meese III
Counsellor to the President

The White House :
~, /
FROM: Charles Z(i%:
Director
SUBJECT ¢ EUROPEAN PUBLIC OPINION ON SOME

WILLIAMSBURG SUMMIT ISSUES

I thought you would be interested in some of the find-
ings of our late-April USIA public opinion surveys in
Western Europe and Japan on selected economic issues
for the Williamsburg Summit.

In six participating countries (excluding Canada):

o Economic pessimism abhounds in all countries.
Jobs are the greatest concern in Europe by
far, and most people see no drop in unemploy-
ment in the coming year.

o Public expectations for economic growth are
bleak, except in Britain.

0o Other than the Japanese and Italians, publics
tend to lack confidence in wise U.S. economic
leadership.

o Publics everywhere widely endorse free trade
principles over restrictive practices.

o West Europeans decisively favor agricultural
subsidies to prevent foreign sales losses of
their farm products. And, except in Britain,
the U.S. is seen as uncooperative in such
sales to third countries.

These and other results are attached.
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Political and Economic Communications

Jude Wanniski
President

66 Macculloch Avenue
Morristown, N.J. 07960
201¢267-4640

May 20, 1983 " 44?6”
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The President
The White House
Washington. D. C. 20500

Dear Mr. President:

As the Williamsburg Economic Summit meeting approaches, the international
press corps seems to be cooking up a showdown between the U.S. and France,
between you and M. Mitterrand. ©No doubt M. Mitterrand's aides and supporters in
France, as well as many of your aides, including Cabinet secretaries, are helping
to stir.this pot. ®But there's no need for conflict and there is every opportunity
for you to display leadership in rising above it.

What's going on? Herewith, a Wanniski Big Picture Special:

Your administration has been dominated by monetary issues and so has the poli-
tics in the rest of the world. Monetary turbulence caused problems for Presidents
" Nixon, Ford and Carter, but the great swings in the value of the U.S. dollar have
swamped all other considerations these past three years.

When the dollar is linked to gold, its value cannot change from one period to
the next in a way that gives windfall losses or gains to either debtors or cre-
ditors. That is, the dollar price of gold can't rise (inflation), benefitting
debtors at the expense of creditors. The dollar price of gold can't fall either,
deflation benefitting creditors at the expense of debtors. The gold standard is
equivalent to the golden rule, by which debtors do unto creditors as they would
have creditors do unto them, and vice versa.:

Without a golden rule of this kind vis-a-vis money, the issue is politicized.
The voters are asked to decide whether they want debtors to benefit at the expense
of creditors (inflation) or vice versa (deflation). Democrats and political par-
ties of the left around the world generally represent debtors; Republicans and po-
litical parties of the right generally represent creditors.

When we left gold in 1971, it was John Connally, a Democrat, who persuaded
Nixon to devalue the dollar, to inflate. This benefit to debtors caused creditors
to put up interest rates to defend themselves against further monetary manipulations.

The Ford administration was characterized by deflation, with William Simon,
Greenspan and Burns acting on behalf of the creditor class at the expense of debtors
(many of whom, in not being able to pay, went bankrupt, bringing recession and
heightened unemployment).



The .voters rejected further deflation by turning to Carter and the Democrats,
who again "talked down the dollar," devaluing it and bringing on another burst of
inflation and soaring interest rates. The price of gold soared in 1980, signaling
even greater inflation. The voters turned to you for relief.

In the monetary squeeze of 1981-82, the price of gold tumbled, dropping from
$625 at your election to less than $300 last June. This severe dollar deflation
deflated the entire world, the dollar being the invoice currency for 70% of world
trade. Just as no country could escape the impact of our dollar inflations, none
could escape the impact of our deflation. The OECD countries still have 35 million
unemployed, perhaps half the result of the U.S. deflation of 1981-82.

This is the backdrop to Williamsburg. It also serves as the backdrop for your
decision on Volcker.

Of the seven heads of state who will assemble at Williamsburg, Mitterrand, who
came to power in the middle of 1981, is the most clearly aligned with the debtor
interests worldwide. .Thusfar, you are the most clearly aligned with creditor in-

‘terests worldwide. Your respective aides and supporters are forcing conflict along
these lines. '

Mitterrand's position in calling for fixed exchange rates and a "new Bretton
Woods*" is a bit deceptive in that he, like American Democrats who are pushing a
new Bretton Woods (Felix Rohatyn, etc.), wants first a devaluation of the dollar
to a "more realistic" level. That is, we should first have another surge of in-
flation and then fix exchange rates so that the creditor class cannot deflate again.
Mitterrand, like the American Democrats, also urges higher taxes in the U.S. to
reduce U.S. claims on the capital markets. The U.S. can borrow from Frenchmen, but
we can only tax Americans. -

Your opportunity at Williamsburg is to reject the idea that you represent the
creditor class and to suggest to Mitterrand that he doesn't represent the debtors
of the world. You are both elected by all the people, debtors and creditors, and
Williamsburg gives you a chance to elevate that idea. Furthermore, you have the
opportunity to suggest to the world that you understand American monetary and fis-
cal policies have an impact on the rest of the world via interest rates and the
exchange rates, and you reject beggar-thy-neighbor monetary and fiscal policies.

The monetary issue is central, though, and you can concede to Mitterrand that
the floating dollar, which floats from inflations to deflations, has had damaging
effects on the world economy, and the U.S. stands ready to take that into consider-
ation in the future, but that the process of stabilization should not begin with
one more round of inflation or one more round of austerity. Stabilization should
begin right now.

In this connection, you can see the forces arrayed around the Volcker reappoint-
ment. Volcker, favoring:fixed exchange rates and international market intervention
to keep prices stable —-- no inflation or deflation -- is the international choice
for your Fed appointment. Greenspan, the contender, is the choice of the floaters,
the monetarists, the 0ld Guard GOP creditor class forces. Greenspan favors a



return to gold only after another grand surge of creditor-class deflation (Mitter-
rand's mirror image). ;

Henry Kissinger. I think, understands this in a way that George Shultz does
not, because Shultz, who floated the dollar in 1973, can't accept the fact that he
was one of the architects of the world's current economic malaise.

Kissinger says., and I agree with him, that we can't expect Williamsburg to
produce technical reforms. All we can hope for is that a new philosophy emerges,
a philosophy of U.S. international leadership in global economic affairs instead
of the narrow, isclationist positions we've had since 1971.

These are my concerns. These are also my hopes. I believe Williamsburg can
be a milestone in your Administration and can secure the economic growth that will
secure you a second term, if you choose to seek re-election.

Sincerely, as ever,

Jude Wanniski

JW:eg
c: The Hon. Edwin Meese III
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May 18, 1583

The Honorable Kenneth W. Dam
Deputy Secretary of State
Department of State - Room 7220
2201 C Street, N.W.

Washington, D.C. 20520

Dear Ken:

You know it really was discouraging, and no little irritating, to all of
us who worked on the pre-Williamsburg conference, to have George Shultz lead
off by sneering at monetary reform as "price fixing."” This is one of Milton's
oldest, most intellectually dishonest cliches, and somehow after a dozen years
your boss still leans on it as a debating crutch. I'm writing this note to
you, not to him, so that when I hear Shultz again suggest that floating rates
are "free market" and fixed rates are "price fixing," -I'11 know that Ken Dam
was unable to explain to him how shallow he sounds.

Try it this way: .

Under floating rates, govérnment bureaucrats intervene in the domestic
bond market on a daily basis, attempting to regulate an arbitrarily defined
measure of money in hopes that their theories are correct, that the demand
for that money (its velocity) will be constant, and the net effect will be a
stable price level, no inflation or deflation, (price fixing). Because the
floaters are essentially economic nationalists, isolationists, they suggest
that their policies could easily disregard the effect of their manipulations on
the dollar's exchange rates with other currencies. This disregard is known
around Chicago as "free market."

Under fixed exchange rates, government bureaucrats are forced by law and
international agreements to intervene in the domestic bond market to prevent
the value of the government's non-interest-bearing debt (the dollar) from
rising (deflation) or falling (inflation). This is done to protect the free
market from the whims and follies of government bureaucrats or politicians who
might otherwise be tempted to manipulate the official unit of account to serve
narrow, vested interests (debtors at the expense of creditors, i.e., inflation,
or creditors at the expense of debtors, i.e., deflation). If one country fixes
the exchange rate of its currency to something real (say gold) and the other
countries fix their currencies to the value of that key currency, all countries
in this fixed system will be protected from the weaknesses of government manip-
ulation of money.

And try this:

Fixed rates are intermational, floating is isolationist and nationalistic.



Page two
The Hon. Kenneth W. Dam

May 19, 1983

Shultz was a dreadful Treasury Secretary, totally unprepared for the job,
counselled by Friedman's isolationist monetary policies. Shultz has all the
earmarks of being a sensational Secretary of State, born for the job and trained
to the teeth as a diplomat. He makes his job harder by trying to persuade-
Regan to stick with his old, defunct Treasury policies.

If the international monetary system can be rebuilt under Reagan, he
could be one of the great Presidents of all time. The present Secretary of State,
instead of swimming upstream as Kissinger had to do in a floating world, could
move with the tides in negotiating and securing a long, long era of peace.

If you disagree with me, or don't quite understand why I seem so irate,
Please call and I'1ll try to clarify. At the very least. I'd like to see your
boss finally eschew the o0ld cliches and confront the intellectual arguments
and historical record. To that end, I'm at your service.

Sincerely, as always,
!

Fude Wanniski

-

bc: The Hon. Edwin Meese III
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Je suis tra&s heureux de vous souhaiter
la bienvenue 8 Williamsburg & l'occasion
du Sommet des pays industrialisés.

Williamsburg occupe une place privilégiée
dans 1'Histoire des Etats-Unis. C'est ici,
en effet, gu'un bon nombre des notions de
liberté et de justice se sont formées et
fortifiées. Comme vous le verrez en vous
promenant dans le village, celui-ci n'avait
guére, en ses premiéres années d'existence,
de richesse ou d'apparat. Je pense que

vous verrez, dans cette restauration d'une
ville des tous débuts de l1l'Amérique, une
dignité& et une bonne volonté pures et simples
gue nous croyons avoir maintenues jusqu'd ce
jour.

Nous espérons que les valeurs fondamentales
et la franchise que Williamsburg représente
donneront le ton au Sommet et nous guideront
dans nos débats. L'Amérique se joint & moi
pour vous accueillir.
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