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INTRODUCTION

In early 1982, the Council on Foreign Relations jinvited a group of
international economic policy specialists from the|United States and
elsewhere to exchange views on economic summitry. There had already
been seven economic summits, an eighth was planned, and it seemed
reasonable to study carefully the impact of the process and future
implications. The group included several people with personal experience
in helping to organize past summits, a few involved in the preparations.
for the upcoming Versailles summit, and a number of knowledgeable
outside experts. The common denominator was an interest in evaluating
the record of past summits and making suggestions!for the future.
The chairman of the group was Anthony M. Solomon, President and
Chief Executive Officer of the Federal Reserve Bank of New York. As
Under Secretary of the Treasury for Monetary Af,{cairs in the Carter
Administration, he helped to prepare and attenJ‘ied three summit
meetings. The director of the group was George de Ménil, a distinguished
economist, on leave from his position as DirectorTof the Center for
Quantitative and Comparative Economics at the Ecelfe de Hautes Etudes
en Sciences Sociales, in Paris, and a visiting fellow at the Council since the
autumn of 1981. The chairman presided over several animated discus-
sions, spaced out over five months, three coming betore, and one after,
Versailles. There was a wide range of opinions on many of the technical
aspects of the summit process—how often they should be held, what
countries should attend, the need for a specialized bureaucracy just for
preparation and follow-through, the desirability of comminiqués, the
relationship with the media, etc. Beyond these detailed considerations,
however, there was a large measure of general agréement in favor of
economic summitry, and a clear sense that summits should continue.
As the meetings progressed, plans were made for|Mr. Solomon and
Dr. de Menil to put into book form their individual perspectives on the
role that meetings of the summit leaders have played and their
significance for cooperation among the major industrial states. Surpris-
ingly little had been published before 1982 on thi% new practice. It
seemed useful to produce a succinct synthesis of the{record of the past
summits and a brief survey of the current debate abo}ut the course they
should take in the future. The intention was to draw on the experience of
members of the study group, but not to provide a rapporteur’s account of
their diverse views and suggestions. Nor was the purpose to write a
definitive history or analysis of the economic events of the last decade or
of all the major issues considered at the summits. Instead, each of the
authors sought to give his personal views on both tl{f‘ae limitations and
! ‘
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opportunities of these high-level meetings so as to provide the general
public with an overview of a phenomenon which is still largely
misunderstood.

Shortly after the Council group completed its study came publication
of President Jimmy Carter’s memoirs, which contain numerous insights
into the issues and personal accounts of the events of the economic
summits which he attended.* Similar accounts of the views of the non-
American participants were not available. However, Dr. de Menil was
able to interview President Valéry Giscard d’Estaing, Chancellor Helmut
Schmidt, and Prime Minister Raymond Barre, all of whom played major
roles in past summits. Those interviews enriched and enhanced the book.
Of course, if time had permitted, recollections and views of other
participants would have been sought.

The book begins with an account of the origins and development of the
summit process. The first chapter, by Dr. de Menil, focuses on economic
events and policy issues facing the leaders of the industrial democracies
at the economic summits between 1975 and 1982. The second chapter
provides Mr. Solomon’s personal evaluation of the record of the summits
in dealing with some of these issues. He considers the merit of the
substantive achievements as well as the way that the summit process has
worked, why certain issues, particularly monetary policy, have been
difficult to deal with through this process, and offers some suggestions
on how to improve future summits. In the third chapter, Dr. de Menil
analyzes two alternative models for summits and considers options for
strengthening procedures for consultation and coordination of economic
policy outside the summits as well as for streamlining summit meetings
themselves. Finally, the fourth chapter includes personal observations by
each author on the potential for improved policy harmonization at the
Williamsburg summit and beyond.

In the Council’s judgment, the duality of authorship adds vitality to
this book. Each brings something quite different to the work—one, the
personal views and insights of an experienced public servant and
participant in past summits, the other, the in-depth, theoretical analysis
that a scholar removed from the fray is able to undertake. Two authors
inevitably have different styles and, occasionally, different views. Those
differences are clearly identified. But they share a common belief in the
importance of summitry as a process for helping the major nations make
their economic policies more compatible and in the need to have the
process of policy coordination strengthened.

We at the Council are pleased to have provided the setting for
stimulating discussions of these issues. Our thanks go to the authors for

* Jimmy Carter, Keeping Faith: Memoirs of a President, (New York: Bantam Books, November 1982).
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their commitment and creativity in preparing this Ltudy We believe it
will contribute significantly to the understanding of economic summitry
and its contributions to cooperation among the major industrialized
nations.

Winston KLord

President

Council c%r\ Foreign Relations

|
Authors’ Note ‘!

Our thanks go first to the members of the Council Study Group on
Economic Summitry without whom this book would not have initially
been conceived:
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C. Fred Bergsten Richard N. Gardner Rg bert V-Ro06sa
Philip Cagan Dieter Hiss Nathaniel Samuels

Richard N. Cooper William C. Hood . Robert Solomon
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Sam Cross Yves-André Istel Helena Stalson
William B. Dale Helen B. Junz Eugene J. Sullivan
Paul Mentré de Loye  Akira Kanno Lawrence A. Veit
William Diebold, Jr. Henry Kaufman Henry C. Wallich
Gérard de Margerie Roger Kubarych Marina v. N. Whitman
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We are also grateful for extensive comments Wth’h we have received
on different portions of the manuscript from the fdllowing people:

Nicholas Bayne Paul Mentré de Loye Hénry Owen
Francois de Combret ~ William Diebold, Jr. Myer Rashish
Kenneth Couzens Paul Kreisberg Helena Stalson
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the two readers from the Committee on Studies;of the Council on
Foreign Relations, and Robert Valkenier, who has edited the manuscript
most skillfully.

Each of us remains individually responsible for his views.

Finally we thank the Council and its Studies Program for providing
one of us with an extremely pleasant and stimulating environment in
which to work and both of us with the framework and the forum for
launching this dialogue.

George de Menil Al{\thony M. Solomon
|
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L.
FROM RAMBOUILLET
TO VERSAILLES |
George de Menil ﬂ

In times of international economic instability, when thewelfare of their
countries appears not to respond to traditional measures, national
leaders are characteristically confronted with the choice between two
alternative courses of action: persistence in the pursuit,of autonomous
policies behind protectionist defenses, on the one hand:jr the search for
greater stability through international agreements with their major
trading partners, on the other. The history of _the‘ecf')nomic summit
meetings of the heads of state and government of the r.najor industrial
democracies from 1975 through 1982 is a record of effoits to follow the
second of these paths. _ |

During the first two decades of the postwar period, international
economic order was assured by the Bretton Woods agreements and the
stabilizing influence of U.S. hegemony. The pivotal role of the United
States was perhaps most evident in the international monetary system.
The fact that the dollar was the principal reserve currency and the United
States the dominant trading partner reduced the danger of cycles of
competitive parity changes reflecting conflict between other members of
the system. Aslong as the United States kept its rate of innflation low and
managed its own external balance responsibly, stability (Was assured.

Under the aegis of this system, the economies of the free world
experienced unprecedented economic growth. The warf—torn countries
of Europe and Asia recovered and prospered. Two df the defeated
nations, Germany and Japan, developed industrial powej rivaling that of
the United States. Political integration through the Cammon Market
(EEC) offered the countries of Western Europe the prosﬂpct of a voice in
international deliberations commensurate with their renewed economic
strength. ~

Paradoxically, the very developments which the Bretton Woods
agreements had fostered brought with them new ch%ilenges to the
stability of the system. Rapid and synchronous growth ih the industrial
economies stretched the availability of natural resources, notably of oil,
and engendered increasing inflationary pressures. Thee “ ergence of the
German mark and the Japanese yen as potential resg;ve currencies
altered the balance of forces underlying international montary relations.

Two global crises unfolding between 1971 and 1973 eng ulfed the old
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international economic order and demonstrated the need for a new one.
The first was the devaluation of the dollar in August 1971 and the

~ subsequent generalization of floating currency rates. The second was
the oil shock triggered by the Yom Kippur War in 1973.

THE IMPLICATIONS OF MONETARY DISORDER

The counterpart of European and Japanese growth in the 1960s was a
secular decline in the U.S. share of world trade. Imprudent macro-
economic management by the Johnson Administration during the
Vietnam War exacerbated the underlying trend toward deterioration in
the external balance of the United States. The strains which resulted
from the failure to pay for the war with higher taxes eventually proved
too great for the international monetary system. President Nixon’s
dramatic devaluation of the dollar in August 1971—forcing as it did a
major realignment of currencies!—appeared initially to have preserved
the system. But inconvertibility of the dollar into gold led eventually toa
second devaluation and generalized floating by March 1973.

According to the theoretical models of the advocates of floating rates,
in such a system parities are determined by anonymous market forces
which compensate automatically for differences in inflation among
countries. The system thus preserves the stability of international prices
even as it allows individual countries complete freedom in setting their
monetary policies and choosing their domestic rates of inflation. In
practice, however, generalized floating has proved to be destabilizing,
and differences in rates of inflation which have been allowed to persist
have tended to grow, even to accelerate. Moreover, since the number of
relevant actorsis small (the principal ones being the central banks of five
major currencies), the forces which determine parities, far from being
anonymous, are embedded in a complex political game whose playersare
highly conscious of their interdependence. Four successive cycles of
depreciation and appreciation of the dollar between 1973 and 1982 have
dispelled the hope that generalized floating would enhance rather than
detract from international stability. Increasingly, observers, many of
them initially advocates of floating, have come to the view that new
forms of collective management are required to preserve the stability of
the system.

RESPONDING TO THE OIL CRISIS

The quadrupling of the price of oil in 1973 abruptly intensified the
interdependence of the non-oil-producing countries. More dramatic
proof of the common destiny of the industrial democracies could not be

10

found. The manifest dangers of their mutual dependence on OPEC
clearly pointed to the desirability of collective or at least mutually
reinforcing policies. As evident as the need for% cooperation was, the
initial responses of the governments of the 'principal democracies
engendered more acrimony than harmony.

Latent differences in underlying policy with regard to the Middle East
had surfaced with a vengeance during the cours“ie of the October War.
West Germany and several other European countries publicly denied the
United States the authorization to use NATO bases on their territory to
supply Israel, and similarly protested the global alerf with which
Washington responded to Moscow’s threatened intervention. When the
Arab members of OPEC instituted a discriminatory embargo against the
United States and the Netherlands for their %ﬁupport of Israel, the
principal European governments acquiesced, despite the fact that
Common Market agreements committed them to the free movement of
goods between the Netherlands and the rest of the Community.

After the conclusion of the Egyptian-Israeli disengagement agreement
in January 1974, there might have been reason to expect that tensions
between the United States and its allies would subside. But, instead,
tensions persisted, and the focus simply changed to differences over
economic policies. Some of the measures which European a.nd Japanese
governments had adopted in response to the dramatic oil price increases
were of a mutually reinforcing character. Notable among these were
decisions to pass the rise in oil prices rapidly on to consumers, toincrease
excise taxes on oil products, and to accelerate nucléar and coal programs.
In each of these areas, its allies acted far more decisively and energetically
than the United States did. Each barrel of oil thereby saved reduced
global demand, and contributed to restraining th wqud price.

But, in other areas, the industrial democracies agted at cross-purposes.
As soon as the hostilities were over, European and Japanese governments
scrambled for bilateral deals with the oil-producingfstates for guaranteed
long-term supplies of oil in exchange for industrial goods and arms.

Conflicting conceptions of an appropriate strategy for relations with
OPEC and its new-found economic power proved to be a particularly
intense source of public acrimony. Washington supported the prompt
formation of a common front of the major consuming nations. Europe,
more dependent than the United States on OPEQ for its oil, distrusted
Washington’s motives and was skeptical about 'the strength of U.S.
domestic support for international energy-sharing. Reluctant to engage
in what might be considered a direct confrontation with OPEC, it
preferred a global dialogue, involving producers as well as consumers,
and not limited to energy issues alone.

\
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These differences came to a head at the Washington Energy Confer-
ence in February 1974. The participants decided to form a new
‘International Energy Agency under the auspices of the OECD to
promote collaboration in conservation and sharing. France, represented
by Foreign Minister Michel Jobert, objected strenuously and subse-
quently vetoed EEC participation in the project.

To some extent the difficulties besetting relations between the allies in
1973 and early 1974 were a reflection of several coincident crises of
leadership paralyzing the governments of the United States and certain
. European countries at that time. The most devastating of these was the
Watergate scandal, which from early 1973 on progressively engulfed the
Nixon presidency and eventually crippled Washington'’s effectiveness in
foreign policy. But, in West Germany, a political scandal also precipitated
the fall of Chancellor Willy Brandt in May 1974. France’s President
Georges Pompidou was physically disabled by an illness which claimed
his life in April 1974. In some instances the economic crisis itself had
precipitated or intensified political instability. The convergence of oil
shortages, rising unemployment, and a protracted coal miners’ strike had
brought down Edward Heath’s government in the United Kingdom in
February of the same year.2

The conjuncture of internal crises and external disarray was such that
by the spring of 1974 it was by no means obvious that the dynamics of
acrimony would not prevail over the difficulties of cooperation in the
relations of the United States with its allies. Conditions did not favor a
search for compatible policies, either by the leaders of the industrial
democracies conferring at the summit, or by officials at lower echelons of
their governments.

THE SEARCH FOR COMPATIBLE POLICIES

Six months later, the climate had changed dramatically. In the United
States, Gerald Ford was applying himself to healing the wounds of
Watergate. In West Germany, Helmut Schmidt had succeeded Willy
Brandt, and, in France, Valéry Giscard d’Estaing had been elected to
replace President Pompidou. These two former finance ministers were
to play a major role in the quest for compatible international economic
policies in the years that followed. Operating within the framework of
the Franco-German entente whose foundations had been laid by de
Gaulle and Adenauer, and enhancing it with their personal friendship of
long standing, they turned the ties between their two countries into an
instrument for leadership within Europe and a factor of strength in
relations with America and Japan. A combination of personal authority
and constitutional mandate was to secure for each man a longer term of
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office than that enjoyed by any other leader of tﬁe major industrial
democracies during the decade. Giscard d’Estaing was to be president for
seven years, and Schmidt, chancellor for eight. s

Under the new leadership, America, Europe and ]ap!an entered a period
of several years of remarkable rapprochement. [The seven-nation
economic summits were to be a notable manifestation of the new spirit in
relations between the United States and its allies. r\,

The first step was a resolution of the principal Eurobeanand American
differences concerning international energy policy ahd the functioning
of the monetary system. Agreement on energy cooperation was
achieved in December 1974, ;

Following consultations with President Giscard d‘Estaing, Chancellor
Schmidt proposed a compromise synthesis of the U.S. and European
approaches, during a visit to Washington, December‘i4-7. The industrial
countries, he argued, should indeed cooperate on energy conservation
and reasonable emergency measures,? but they should also engage in a
non-confrontational dialogue with the oil-producing nations. The
Chancellor endorsed the notion of a three-way conference involving
industrial, oil-producing, and other developing nations which the French
President had first advocated at a press conference on October 24.4

Immediately after Schmidt’s visit to Washington, at a European
Community summit held in Paris, December 9 and 10, France signaled its
willingness to cooperate by dropping its veto of EEC participation in the
International Energy Agency (IEA). Broad agreement along the lines
suggested by Schmidt was publicly consummated at ‘.: meeting betweer
President Ford and President Giscard d’Estaing in Ma tinique, Decembe
16-17. The two presidents endorsed a phased apprcach, which was tc
begin with consumer cooperation, and proceed promqtly witha prepara-
tory meeting of oil-consuming and oil-producing na tﬁonq with a view tc
organizing a large conference later in the year. Throughout the process
the industrial nations would consult actively to ensure that thei
positions were consistent.5

In keeping with the Martinique agreement, the French proceeded tc
participate in IEA deliberations through the EEC representative, ¢
preliminary producers’ and consumers’ conference \was held in Apri
1975, and what came to be known as the Conferende on Internationa
Economic Cooperation convened for the first time in December 1975
This gathering of 27 different OPEC, other Third [World and indus
trialized nations was to meet twice again during the following two years

The dynamics of give-and-take between the German Chancellor, th
French President and the American President, whicH characterized the
negotiations leading up to the Martinique agreement, was a harbinger o

1
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the way in which they were to use the summit process in subsequent years.

Agreement having been reached on the parallel pursuit of European
and American approaches toward relations with OPEC, the definition of
new rules of conduct for the international monetary system remained
the single most important economic issue still dividing the United States
and Europe—with France as its spokesman.

By the end of 1974, the world’s principal trading nations had settled de
facto into the continuing practice of generalized floating. However, no
official agreement had been reached on the status of these procedures.
Floating was still viewed simply “as a useful technique in special
circumstances.”s The need for both a more lasting understanding on the
continuing role of floating and clear criteria for its orderly conduct had
become pressing.

The French, who persisted in advocating a rapid return to fixed
exchange rates, were finding themselves increasingly isolated on the
subject. The United States, also originally a defender of stable rates, was
progressively becoming an advocate of permanent floating.

The future role of gold in the monetary system: was still unsettled.
Valued at a virtually meaningless official price at which no transactions
were permitted, central bank gold reserves were, in fact, frozen. In the
turmoil following the OPEC price increases, the now free market price
had soared into the 150-200 dollar range, high above the official 42 dollar
level. France and a number of other countries were pressing their
partners for an agreement permitting central banks again to exchange
gold among themselves and to buy and sell it on the free market. They
were willing to forgo return to an officially pegged dollar price of gold—
which would have been difficult to achieve in a period of great
uncertainty and general floating—in exchange for the freedom toengage
in transactions in what was, in many cases, a substantial part of their
reserves.

The United States advocated putting an end to the official price of gold
and progressively liquidating all official central bank and IMF holdings of
the metal. It wanted to see gold eventually disappear as a reserve asset in
the system. At a minimum, it was determined to obtain from its partners
strict agreements limiting gold purchases to specified ceilings, country by
country.

During the course of 1975, Washington moved toward the French
position on gold. On the eve of the August 31 meeting of the Interim
Committee of the IME Treasury Secretary William Simon, together with
his counterparts from the four other major reserve countries,” engi-
neered a compromise which was essentially a three-part solution to the
problem: (1) There would be no further official price of gold; (2) Such
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transactions as central banks engaged in would not increase the total
volume of official holdings of gold held by the central banks and the IMF;
(3) After two years, the agreement would lapse unléss renewed, and any
party to it could opt out of it.8 In short, transactions between central
banks and with the market were permitted as lohg as the sum of all
purchases by central banks did not exceed sales bJr the IME After two
years, that limitation would be allowed to lapse. T \e United States had
clearly accommodated at least the minimum demands of the position
voiced by the French.

On the issue of exchange rate adjustment, accommodation went in the
opposite direction. At about the time the gold agreement was made final,
Washington and Paris began a series of intense negotiations aimed at
revising Article IV of the IMF agreements governing exchange rate
adjustments. The French dropped their objections to legitimizing
floating as a desirable procedure for determining lexchange rates, and
both parties turned their attention to a new genﬁral‘statement of the
responsibility of participants in the international Fnonetary system to
pursue national policies consistent with the maintenance of external
balance.

The draft of Article IV which eventually emerged authorized floating
arrangements, but also emphasized the “obligations of members” to
ensure the “orderly underlying conditions that are necessary for
financial and economic stability” and “to collaborate with the Fund and
other members to assure orderly exchange arrangfements Y

" It further granted the Fund the authority to exercise “surveillance”
over members’ national policies to ensure their consistency with these
objectives. As they negotiated the new text, Washington and Paris also
concurred on an additional agreement committing the major currency
nations to intervene in exchange markets, in concert with one another,
for the purpose of preventing “disorderly market ¢onditions.”

This comprehensive accord was publicly armou?nced at Rambouillet,
November 17, at the first of the economic summit meetings.

THE NECESSITY FOR A NEW DIALOGUE

Successful resolution of important outstanding dif:ferences in the major
areas of energy and monetary relations cleared the way for a broader
effort to impart new direction to economic relations between the United
States, Europe and Japan. ’

New political energies had to be mobilized to resglve the problems still
facing the industrial democracies. Sacrifices were'required to preserve
free trade and to ensure that the major nations followed compatible
strategies in their struggles with inflation and unemployment. In order

15



to justify those sacrifices, it was necessary to reaffirm the community of
shared values and interests in whose name they were to be made.
Moreover, the traditional channels for multilateral economic con-
sultations were inadequate to the task. The OECD had developed a
useful practice—originated by its predecessor the OEEC—of mutual
surveillance of the fiscal and monetary policies of its members. The
economics and finance ministers of the member countries met regularly
in the OECD’s Economic Policy Committee (EPC) and their deputies met
in its standing committees to exchange views on macroeconomic policies.
The Chairman of the Council of Economic Advisers generally led the
U.S. delegation to the EPC. The most important of the standing
committees of the EPC was “Working Party Three” whose purpose was
to facilitate exchange of views on the balance-of-payments adjustments
of member countries. The United States was generally represented at
“WP3” meetings by the Undersecretary of the Treasury for Monetary
Affairs and a senior Federal Reserve official. The potential for effec-
tiveness of these OECD meetings was, however, circumscribed by the
large number of participants and the limits of their political authority.1?
Multilateral consultation on macroeconomic policy were also con-
ducted under IMF auspices. These were generally but not always related
to lending decisions to be taken by the Fund or a related organization.
During the 1960s the privileged forum for such discussions had been the
meetings of the finance ministers of the nations (“Group of Ten”) who
had been party to the supplemental balance-of-payments financing
arrangement known as the General Agreement to Borrow. The heyday
of the influence of the Group of Ten had been the negotiation of the
Smithsonian Agreements in Washington in December 1971. But U.S.
dissatisfaction with the preponderance of European influence in G-10
contributed to a subsequent waning of its influence.1z After 1972, the
main forum for the discussion of international monetary issues has been
principally the Committee of Twenty and its successor, the Interim
Committee—two groups whose constituency roughly paralleled that of
the Executive Board of the Fund. In practice, many major decisions were
probably initiated in secret, informal meetings of finance ministers and,
_subsequently, of central bankers from the United States, the United
Kingdom, France, Germany and Japan. These officials later came to be
known as the “Group of Five.”12
Neither the committees of the OECD nor those of the IME, nor the
informal meetings of the finance ministers of the Group of Five, were
suited to generating the political momentum the economic problems of
the post-oil-shock period required. What was needed was a new series of
consultations at the highest level. The increasingly complex and inter-
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locking nature of economic issues, as well as the political importance of
what was at stake, called for direct dialogue between the leaders of the
major nations. Only the highest political leader in ach country had
authority over the full range of problems and could Lut across depart-
mental specializations to grasp the essential mterconnectlons

The initiative for the next step came from Europe." Again, President
Giscard d’Estaing and Chancellor Schmidt worked in tandem. During
the European Security Conference meetings in Helsinki, July 30-August
3, 1975, the French President suggested privately’{ that the British,
French, German and American leaders holda summit meeting with the
Japanese on monetary matters later in the year. Injthe course of the
following month, the German Chancellor, meeting bilaterally with the
U.S. President and British Prime Minister Harold Wilson, urged that
they respond positively to the French proposal. President Ford, wary of
submitting himself and U.S. economic policies to a chorus of criticism,
hesitated at first, and asked George Shultz—who| had resigned his
position as Secretary of the Treasury in the Nixon Administration and
returned to private life during the preceding \year—to undertake a
mission to Europe to confer with President Giscard d Estaing, Chancellor
Schmidt and Prime Minister Wilson in order to ascertain the prospects
for success of such a gathering. Reassured by Shultz’s initial report,
President Ford gave his support to the initiative, and)authorized Shultz
to proceed with preparations for the meeting.15 By then the concept had
been broadened from a meeting on monetary matters, to a general
discussion of the major economic issues. An informal group of personal
representatives of the leaders involved was formed toprepare the way. It
consisted of three individuals in private llfe—Raymonﬂ Barre, a professor
at the University of Paris; George Shultz, by thep president of the
Bechtel Corporation; and Wilfred Gut, a German) banker—and two
officials with close ties to the leaders of their goveanents——Slr John
Hunt and Nobuhiko Ushiba. Working informally and without publicity,
these first “sherpas”—as the organizers of summitscame to be called—
laid the groundwork for the Rambouillet summit meeting in less than
two months.16 ' |

In taking the initiative of calling for a summit meeting of the leaders of
the major industrial democracies, President Giscard d’Estaing, in one
sense, was simply elevating to a higher level the informal consultations
of the Group of Five at the IME of which he, Chancellor Schmidt, and
former Secretary Shultz had been founding membeérs when they were
finance ministers in the early 1970s. -

But in another sense, something similar to de Gaulles notion of a
directorate for political coordination among the allies was perhaps
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lurking in the conceptual frame of reference of Giscard d’Estaing, if not
Schmidt. De Gaulle, rejecting the proposition that the harmony of the
Western alliance depended on the dominance of the United States, had
proposed instead a process of “consultation and cooperation among
independent states.”17 Similarly, his views concerning the political
organization of Europe—reflected in his ill-fated Fouchet proposals for
frequent regular meetings to promote coordination of European foreign
policies’®—balanced a respect for national sovereignty with the require-
ments of international cooperation.

Giscard d’Estaing and Schmidt also had, close at home, the example of
meetings at the summit of the leaders of the EEC. Fourteen years after
the failure of the Fouchet proposals, the President and the Chancellor
-agreed, at the EEC Summit in Paris, December 1974, to a proposal, very
much resembling the Fouchet plan, to increase the frequency and
regularity of European summit meetings. The nine heads of state and
government were henceforth to meet three times a year in the Council
of Europe, the chairmanship and secretariat of which rotates among the
member countries every six months.

THE LAUNCHING OF THE SUMMIT PROCESS—
RAMBOUILLET AND PUERTO RICO

The importance of the meeting at the Chateau de Rambouillet,
November 15-17, 1975, of Presidents Ford and Giscard d’Estaing,
Chancellor Schmidt, and Prime Ministers Takeo Miki, Aldo Moro and
Harold Wilson exceeds the significance of the monetary agreement
announced on that occasion.1® Never before had presidents and prime
ministers met multilaterally to discuss economic matters. From the
Bretton Woods conference in 1945 to the Smithsonian Meeting in 1971,
delegations to multilateral economic negotiations had been led by finance
ministers and central bank officials. The role of presidents had been
limited to occasionally paving the way, as Nixon and Pompidou had done
in the Azores, a few months before the Smithsonian Meeting.

Thus the presence together at Rambouillet of the heads of state and
government of the six largest industrial democracies carried much
symbolic significance. It was a tangible demonstration of what President
Ford called “a new spirit, a spirit of cooperation and confidence stemming
from a deeper understanding of our common destiny and our joint
conviction that free peoples can master their future.”2¢

During their three days of meetings, the six leaders conducted a broad
review of the international economic situation. The discussions were
launched with a sequence of initial presentations by each participant on
one of six major problem areas: monetary cooperation, macroeconomic
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management, trade, East-West relations, energy, ar
relations. ‘

The most notable of their agreements was that (.
management of exchange rates. The joint communiqué of the .
note of the “rapprochement . . .between the views oﬁ}the U.S.and Frai._
on the need for stability that the reform of the international monetary
system must promote,”2! and endorsed ratification ét the next meeting
of the Interim Committee of the IMF, January of the following year in
Jamaica, of the Franco-American draft of the langua'ge in the Articles of
Agreement of the Fund concerning exchange rate adjustment. Meeting
simultaneously, the finance ministers of the Six, led by Treasury
Secretary William Simon and French Finance Minister Jean-Pierre
Fourcade, signed an agreement which remained unpiblished, but which,
in the words of the summit communiqué, committed their monetary
authorities “to act to counter disorderly market C(:bnditions or erratic
fluctuations in exchange rates.” Though differences were to arise later
over the meaning of this commitment, the overall monetary package
paved the way for subsequent developments ir. the international
monetary system. Seven years later, the new procedyres for multilateral
surveillance agreed to at the Versailles summit were to constitute a
further step along the course originally charted at Rambouillet.

The second major issue on which the Six jointly endorsed a common
position was the strengthening of the open trac%ing system. Their
agreement had two parts. The first part was emphatic support for the
Tokyo Round of trade negotiations. Resisting minim;‘ajlist approaches, the
communiqué called for “the maximum possible level of trade liberali-
zation” and “completion of the negotiations” within two years. The
Tokyo Round negotiations in fact continued for three-and-a-half more
years. But the political endorsement which the presidents and prime
ministers gave to the process at Rambouillet, and which they and their
successors were to repeat and intensify in subsequent summits, was to
prove an important factor in bringing those negotiatﬂons eventually to a
successful conclusion. The second part of the free trade agreements
reached at Rambouillet was a reaffirmation by the Slf“x of the “principles
of the OECD pledge” and a general commitment to avoid “resorting to
measures by which they could try to solve their problems at the expense
of others.” The trade pledge was a declaration signed jby the 24 members
of the OECD in May 1974 in which they mutually agreed to avoid new
trade restrictions. i

The reaffirmation of the OECD pledge, which was also to prove a
repeated leitmotif of subsequent summits, is generally considered to
have strengthened the resistance of the governménts of the summit
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countries to protectionist pressures. The limited character of selective
controls of imports of certain textiles, clothing and shoes imposed by the
British government one month after the Rambouillet summit is some-
times pointed to as an example of the influence of the pledge and its
reaffirmation by the summit countries. Throughout the summer and
fall, dramatic deterioration of Britain’s trade balance had generated
considerable pressure from the left wing of thé Labour Party for the
Wilson government toimplement import restrictions. The most extreme
proposals were for comprehensive tariffs and quotas on a broad array of
industrial goods. Prime Minister Wilson had successfully warded off
those suggestions by the time of the Rambouillet summit, but he was still
being pressed for restrictions on a list of major, sensitive items that
included automobiles and television sets. The selective import controls
Wilson’s government subsequently announced on December 17, 1975,
affected only certain textiles and clothing from Spain and Portugal and
shoes from Eastern Europe. Pressure from the European Community
and the United States for the British government to uphold the spirit of
the Rambouillet communiqué is credited with some of the responsibility
for the government’s decision to hold down the scope of these
restrictions.22

The year after Rambouillet, President Ford hosted another summit
meeting in Puerto Rico. Announced only a month before it convened,
this second summit was less ambitious than the Rambouillet gathering.
It was intended to be an occasion for general discussion by the
participants of their “common aim” of “avoiding a new wave of inflation.”
Whereas prior to Rambouillet the French and British had been quietly
urging the United States to reflate more vigorously, all participants
arrived at the Dorado Beach more or less in agreement about the high
priority to be given to reducing inflation. The communiqué, which led
the San Juan Star to announce in a headline, “Summit Leaders Endorse
Ford’s Economic Policy,” reinforced this pre-existing consensus.23

In each subsequent year, a different country has invited its summit
partners?t to attend another meeting on its soil: London (1977), Bonn
(1978), Tokyo (1979), Venice (1980), and Ottawa (1981). In 1982, a new
cycle began, with the French again as the hosts, this time at Versailles.
The 1983 summit is to be held in the United States at Colonial
Williamsburg. In each case, the host has acted as unofficial chairman of
the meeting. The emphasis has varied from year to year, but much of the
focus has concerned the main topics at Rambouillet—macroeconomic
management, trade, East-West relations, energy, and North-South
relations. Monetary cooperation, the trademark of Rambouillet, is a
subject that over the ensuing years has remained largely notable for its
omission.
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THE LOCOMOTIVE THEORY ;

When the Carter Administration came into office jn January 1977, it
arrived with a comprehensive strategy on interpational economic
problems. President Jimmy Carter, Vice-President Mondale, National
Security Adviser Zbigniew Brzezinski, Secretary of State Cyrus Vance,
Secretary of Defense Harold Brown, and Secretary of the Treasury
Michael Blumenthal, as well as seven sub-cabinet officials of the new
government, were all recent members of the Trilateral Commission,5 a
private unofficial body dedicated to promoting bettercoordination of the
economic policies of the nations of North America, Western Europe and
Japan. Many members of the Commission, includii;ig several of those
whoentered the new Administration, placed high pribrity on restructur-
ing international economic relations around new, stréngthened versions
of the International Monetary Fund, the World Bank and the GATT.2s
They perceived the industrial democracies of the trilgfteral region as the
critical actors on whom rested the responsibility for carrying out its
global reform program. |

Upon coming to office President Jimmy Carter very naturally seized
on the idea of an economic summit as a means to advance his
international objectives and quickly endorsed the idea of an early
meeting. During the four years that followed, he was to demonstrate a
commitment to the summits that substantially enhailxced their potential
for effectiveness. Though observers criticize some of the policies he
advocated, most agree that it was during the period ofl his Administration
that summitry became the process that it is now..

Preoccupation with the weakness of worldwide érecove_ry from the
1975 recession led President Carter to place primary emphasis in his
short-run macroeconomic program on the promotior& of global economic
expansion. Specifically, his Administration became tan advocate of the
“locomotive theory,” which called for an asymmetil,‘ic mix of different
policies in countries with balance-of-payments surpjuses and deficits.2?
The argument was that the large current account deficits of the weakest
industrial countries acted as a constraint on world gconomic recovery,
and that the way to loosen that constraint was for the stronger, surplus
countries to expand differentially and accept a larger share of the total
OECD deficit. To be specific, Germany and Japan should join the United
States in a joint program of budgetary expansion so that the three
together would act as “locomotives” for world recovery.28

In the first days of his Administration, President Carter dispatched
Vice President Mondale and Under Secretary of State for Economic
Affairs Richard Cooper to Bonn, London, Paris, Rome and Tokyo to
generate support for this strategy. The Germans and the Japanese, wary
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of kindling additional inflationary pressures, rejected the U.S. call for
supplementary expansionary measures.

The London Summit. The first summit meeting of President Carter with
the other leaders of the Seven, held in London, May 7 and 8, 1977, proved
a disappointment to U.S. policy makers. Washington was unable to
obtain agreement on additional expansionary measures from its allies.
The strength of the Administration’s argument had been weakened a
few days before the summit convened when it announced a cut-back of
some of its own planned budgetary stimulus. (A scheduled rebate of $50
per taxpayer was cancelled.)

At the summit, the participants were willing to go no further than
jointly to commit themselves to realizing their official targets for real
GNP growthin 1977 (6.7% in Japan, 5.8% in the United States, and 5.0%
in Germany). The meaning of that commitment was questionable, since
the year was by then almost half over, and it was highly improbable that
any economic measures could still have altered 1977 growth rates. As it
happened, during the following months the world economy weakened
further, and actual growth fell below the official forecasts. The Japanese
and German governments did implement additional expansionary
measures in September, but they had a minimal effect on actual real GNP
growth that year (5.4% in Japan, 2.6% in Germany, and 5.3% in the
United States).29

The image of the London summit was further tarnished by disagree-
ment over the development and sale of nuclear breeder reactors. In a
reversal of previous American policy, the Carter Administration had
stopped the U.S. breeder reactor program and was putting pressure on
France and Germany to cancel sales of breeder reactors to Pakistan and
Brazil. France and Germany rejected the U.S. insistence on new
safeguards against proliferation and expressed anxiety, unofficially, lest
the United States interrupt its supplies of uranium to Europe. At the
summit the issue was shelved and a technical group asked to make a
study of “terms of reference for international fuel cycle evaluation.”

The major positive achievement of the London summit was a
reaffirmation of the commitment of the Seven to a prompt and positive
resolution of the Tokyo Round of trade negotiations. Launched at a
ministerial meeting of the GATT in Tokyo in September 1973, when
economic activity was expanding rapidly worldwide, these negotiations
had already lasted a year longer than the Kennedy Round and were still
far from successful completion. The recession of 1975 and the weakness
of the subsequent recovery had hardened the natural resistance to
further trade liberalization. Important differences remained to be
resolved between the European Community and the United States
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concerning, among other things, the scope of the n« gotlatlons, the
relative emphasis to be placed on cutting tariffs versijs harmonizing
tariffs, and the importance of reducing non-tariff bar) iers. The com-
muniqué affirmed undifferentiated support for the mafor objectives of
both the Europeans and the Americans and called upon; the negotiators
to achieve substantial progress during the remainder of the year. Henry
Owen, President Carter’s personal representative in the preparations for
the London summit has written, “Without this high-levl agreement on
goals and timing, the Multilateral Trade Negotiatiorjs would almost
certainly not have been concluded successfully. . ."31

The Bonn Summit. The relative weakness of growth in urope and Japan
in 1977 intensified the pressure for reflation in 1978 ch the part of the
countries with current account surpluses and low rates of inflation—
namely, Germany and Japan. The United States, Which[had come closer
to reaching its growth target in 1977 and was experienging accelerating
inflation, an increasing oil deficit, and substantial de: reciatoin of the
dollar in the first half of 1978, was under increasing international
pressure to enact a comprehensive energy policy.(The President’s
program, which called for decontrol of the price "of | 1natural gas, and
various incentives to conserve oil and other forms of energy, was blocked
in Congress. Even that did not call for the one measure which all the
other industrial nations had taken within months of the first oil shock—
raising the price of oil internally to the world market ével

The months which preceded the Bonn summit jsaw intense and
sometimes strained discussions take place between the| §ummlt countries
over their respective macroeconomic and energy policies. The negotia-
tions between Washington and Bonn were at the centpr of this dialogue.
In January of 1978 Chancellor Schmidt issued an! invitation to his
partners to attend a summit in Germany. President Carter indicated his
interest but conditioned his approval of a specific datejon the results of a
preparatory meeting in Bonn at the end of Marchjat which he was
represented by Henry Owen, whom he had just designated as “Special
Representative for Summit Preparations” with the rank of ambassador.32
Carter and his international economic advisers (Under, Secretary of State
Richard Cooper, Ambassador Owen, Chairman of the Council of
Economic Advisers Charles Schultze, and Under!Secretary of the
Treasury for Monetary Affairs, Anthony Solomoﬁ) were intent on
convincing the Germans and the Japanese of the necessity for additional
reflation. Their efforts at persuasion were focused more on Germany
than on Japan. The expansionary budgetary and monetary measures
taken by the Japanese government in the fall of 1977 were showing early
signs of generating a rapid growth of domestic demand in that country.
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But the budgetary stimulus enacted in Germany at about the same time
was proving less effective than had been expected.33

Washington enjoyed the active support of London in its campaign for
German reflation. During a visit to the United States before the end of
March, Prime Minister James Callaghan called for a “plan of action”
featuring demand stimulus on the part of the stronger industrial
countries enjoying balance-of-payments surpluses and low rates of
inflation.34

Chancellor Schmidt, who was himself under domestic pressure to
propose additional reflationary measures, provided sufficient assurances
to warrant proceeding with preparations for the summit, but demanded
compensating concessions from the United States in the field of energy.
Perceiving that he was in a position of bargaining strength, Schmidt
suggested that he would consider additional budgetary stimulus, if
Washington would be more forceful in its efforts to enact a comprehen-
sive energy program. He was, just before the summit convened, to
describe the implied trade-off in the following words to an American
reporter: “Governments of some participating countries believe that
they have a recipe for me and for Germany. By way of compromise, if
~ others would bring about some sacrifices or tackle some domestic
hardships, I would be ready to do the same in my country.”35 In calling for
greater oil conservation in the United States, Schmidt had the unani-
mous support of all the other summit participants in Europe and Japan.

As the months passed, Bonn and Washington moved toward a
compromise. The heart of the agreement that emerged was a commit-
ment by the Germans to reflate and by the Americans to reduce inflation
and step up their efforts to conserve oil. International pressure played a
significant partin convincing President Carter that the time had come to
push for decontrol of the price of oil. Carter recallsin his memoirs that he
held an important meeting with Congressional leaders a month before
the summit, at which “I got all of those who would speak out to advise me
... to tell our partners at the Bonn economic summit meeting that if
Congress did not act to raise the domestic price up to the world level by
1980, then I would act administratively.”36

The other summit countries were also to contribute to the program,
each in a different way. Italy and the United Kingdom were to emphasize
reducing their inflation rates. Canada and France were to enact modest
additional stimulus. Japan was to limit the volume of its exports in 1978
to their level in 1977.37 Some aspects of the package, though not all,
corresponded to a “program for concerted action” originally proposed by
the Secretariat of the OECD in February and approved, in modified
form, at a ministerial meeting of the organization’s Economic Policy
Committee in June.38
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Final agreement on some of the most important, specific aspects of the
program was not reached until the summit meeting itselﬁ July16-17.On
the first day, President Carter proposed to deregulal’fe the price of
domestic oil in the United States, but did not initially set a time limit for
this action. Chancellor Schmidt proposed, in turn, to submit a program
of budgetary expansion to the Bundestag, but did not commit himself to
the magnitude of the program. Each side objected td the imprecise,
qualitative nature of the proposal advanced by the other. It was not until
the second day that agreement was reached on the end of 1980 as the
ultimate delay for freeing the price of oil and on 1% of {;erman GNP as
the measure of the stimulus package Schmidt was to propose. In the final
communiqué each country’s commitment was expressed in precise
quantitative terms. (See Appendix.) i b

Some of the joint commitments were to increased, ultilateral and
national development aid. The Seven agreed, notably|.to support the
efforts of the World Bank and the three regional banks to increase the
resources at their disposal for soft loans. The Japanese &overnment also
announced that it would double its official develop%nent assistance
program in three years. A

The Bonn summit was further responsible for a majﬁg_r breakthrough
in the trade area, which was actually achieved before the meeting
convened. After the London summit, armed with its endorsement of the
Tokyo Round of multilateral trade negotiations, Amb;ﬁ)sador Robert S.
Strauss, the chief U.S. negotiator, proceeded to set the Bonn meeting asa
deadline for reaching an agreement. He threatened to take all the
outstanding issues into the summit meeting at Bonn if they had not been
resolved by then. He reasoned correctly that none of the negotiators
wanted to take the risk of seeing their heads of staté¢ or government
become involved in the specific details of those negotiations. The threat
was supported by a commitment to devote one of the sessions at the
Bonn summit to a discussion of the status of the Tokyo Round
negotiations. o

As the deadline approached, Tokyo Round negotiatogls from the Seven
and other participating countries agreed to a compromise formula for
determining tariff reductions and made substantial }headway on the
reduction of tariff and non-tariff obstacles in specific sectors. Compro-
mises were made within governments as well as between governments.

In the United Kingdom, the pressure of the impendirig summit helped
Prime Minister James Callaghan to overcome an|important anti-
liberalization faction, backed by the left wing of the Lﬂ or Party, within
his government.

Most outstanding issues were finally resolved in a l'inajor negotiating
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session in Geneva three days before the Bonn summit, which produced
agreement on a Framework of Understanding for completion of the
negotiations. “You can’t judge summits just by what happens at the
summit itself,” Richard Cooper, then the U.S. Under Secretary of State
for Economic Affairs commented several years later. “Summit meetings
also serve as an important focal point for other negotiations.”?®

After the Geneva meeting, Ambassador Strauss decided that suffi-
cient progress had been achieved for the United States not to take the
few remaining issues into the summit. Instead he pushed to have the
special summit session on trade devoted to a report by the trade
negotiators on what they had achieved, and to agreement by the leaders
on a call for prompt finalization of the process. The communiqué set
December 15 as the deadline for completion of the negotiations.40

At the summit, each of the trade negotiators from the seven countries
took the place of his government’s finance or foreign minister for the
duration of the special session devoted to trade. At one point, one of the
political leaders present is reported to have asked Ambassador Strauss
whether the trade negotiators were not taking too much credit for
themselves. Strauss’ characteristic reply was: “As Dizzy Dean, a famous
American baseball player, once said, ‘If you done it, it ain’t boasting! ”

One of the notable merits of the whole program of national and
multinational commitments made at Bonn was that it was well-balanced
politically. No participant had imposed his priorities unilaterally on the
others, Each government contributed to the overall outcome in a manner
that respected the specific circumstances of its own economy.

Moreover, each of thé major participating governments fulfilled its
commitments. One month after the summit, Chancellor Schmidt
successfully passed a budgetary package of the announced magnitude
through the Bundestag. Japanese exports remained under the previous
year’s level, and Tokyo substantially increased its foreign aid. Despite
powerful domestic opposition, President Carter eventually ordered a
phasing-out of domestic oil price controls in the United States, to begin in
June of the following year.4!

Unfortunately, the merits of the program were rapidly overshadowed
by external events. Six months after the summit, the Shah was
overthrown by revolution in Iran, and the world economy thrown into
disarray by the second major oil shock in five years. Trade deficits
deepened and inflation accelerated in all of the non-oil-producing
economies of the free world. Germany itself experienced in 1979 its first
current account deficit since 1965 and saw its inflation rate rise above
5%.

The misfortunes of the two following years gave the Bonn summit a
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bad name. Attention came to be riveted in Germany and elsewhe}re on
that country’s expansionary budget package, to the exclusion of the
program’s other elements. Much of the blame for the country’s deficit
and increased inflation was attributed to the expansionary measures.
Political leaders claimed that Germany had been made the victim of
international pressures, and vowed that they would never allow this to
happen again.42 Some of this reaction was perhaps a reflection of
nostalgia for the more favorable circumstances under which Germany
had confronted the first oil shock.43 i

On a more subtle level, other critics in Germany and elsewhere a gued

that the budgetary stimulus enacted by Bonn in the summer of 197 was

“a prime example of the classic ‘fine tuning’ mistake of organizing a
reflation when none was required.”4 According to this view, autono-
mous forces were already producing a recovery and a readjusment of
trade disequilibria, and would have done so without the benefit of the
Bonn program, if the second oil shock had not intervened. |

Whether one judges the reflationary measures undertaken by the
German government in the summer of 1978 favorably or unfavqrably,
one must not lose sight of the fact that the agreements also indluded
decontrol of the price of oil in the United States. Implementation oii some
parts of the program but not others would not have been politically
feasible. The benefits to the international community of the decontrol of
oil in the United States should weigh in the balance against the
reservations of the skeptics regarding the German budgetary meas§res.45

On a more general level, whatever the merits of its substande, the
agreement reached at Bonn stands as a striking example of the uselof the
summit process to promote the coordination of economic poliges. In
1978 the emphasis was on fiscal policies and energy. But the| same
political give-and-take could also be used to achieve greater harmoniza-
tion of monetary policies. The political moral of the exercise is perhaps
more profound than its economic lessons. And that is that, junder
appropriate circumstances, sovereign nations can, through comﬁensat-
ing concessions, achieve a global outcome which is more favorable to
each than the best that it could achieve on its own.

In an interview with the authorin February 1983, Chancellor Schmldt
who had for several years after the second oil shock been a crltxo of the
Bonn agreements, returned to his original support for the program “The
Bonn summit was successful because all the participants had a real desire
to achieve concrete results. That required give-and-take. Any negotia-
tion does, whether it be with the Soviet Union or domestically bétween
different political groups. At Bonn, as host, I made sure that each
government contributed to the total package.”26 {.
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OIL: IMPORT TARGETS AND CONSERVATION PROGRAMS

The Iranian revolution and the second oil shock cast a long shadow over
the economic summits of Tokyo (1979) and Venice (1980). The doubling
of the price of crude oil during the course of 1979, and the ensuing
worldwide economic disruption, focused the attention of policy makers
in every major country on energy conservation and the reduction of oil
imports.

The day before the Seven met in Tokyo, June 27, 1979, OPEC
increased the price of crude oil by another 50%. The reaction of the
leaders of the industrial democracies was a far cry from the response of
their predecessors to the first oil shock five-and-a-half years earlier.
They did not hesitate to issue a forceful statement “deploring the
decisions taken by the recent OPEC conference.”s? More importantly,
the Seven proceeded to hammer out a country-by-country agreement on
quantitative targets for oil imports in 1979, 1980 and 1985.

It was the French government which had taken the initiative two
months earlier of calling for an international program to conserve oil. As
the price of crude oil spiraled upward on the spot market in Rotterdam
and successive waves of official price increases followed, Paris responded
more firmly and decisively than it had in 1974. Internally, it implemented
stringent national conservation measures, and, internationally, it called
for concerted action by its industrial allies. Specifically, it advocated
quantitative targets for oil imports, coordination of emergency stock-
piling programs, and joint control of prices on the spot market in
Rotterdam. It also called, with all its partners in Europe and Japan, on the
United States to eliminafe the “entitlement” subsidy which it was then
paying to domestic companies for crude oil purchased on the world
market, particularly a special entitlement for Caribbean-based oil,
recently introduced.s8

During a two-day visit to Washington, June 4 and 5, 1979, France’s
Foreign Minister Jean Francois-Poncet urged President Carter and other
U.S. officials to support a coordinated program to reduce the industrial
democracies’ dependence on imported oil. He also argued that “the West
will be committing energy suicide” if it failed to control oil prices on the
spot market in Rotterdam.4? The President, who had recently announced
his decision to decontrol the price of oil administratively, and had
proposed the second phase of his legislative energy program, responded
favorably. The Foreign Minister was given assurances that major
portions of the French initiative coincided with Washington’s own
objectives for the Tokyo summit.

On June 20 the French government announced its own national targets
for energy consumption and oil imports in 1980 and 1985, and put into
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effect a number of measures to implement these targets, nokably a
program to ration purchases of home heating oil. A meeting:‘of the
European Council, which convened the following day in Strasbourg, was
to produce the first step (and the Tokyo summit the second) in a phased
implementation of France’s international plan. Strasbourg provedtobe a
relative setback. The EEC leaders agreed to monitor but not to ¢ontrol
sales on the Rotterdam market, and refused to commit themselves to
prompt, individual national targets for oil imports. Instead they an-
nounced a quantitative ceiling on Community-wide imports in 1985. The
unstated conjecture on everyone’s mind was that the productjon of
North Sea oil by Britain might allow the EEC to meet this 1985 target
without additional saving by other member countries.

At the Tokyo summit, June 28-29, President Carter and Pre ident
Giscard d’Estaing were able, by joining forces, to obtain more ster\gent
commitments from the Seven than the French President had obtained
from the EEC. The first day of the meeting, President Giscard d’Estaing
formed acommon front with Prime Minister Giulio Andreotti, Chancel-
lor Helmut Schmidt, Prime Minister Margaret Thatcher, and Roy
Jenkins, President of the EEC Commission, in support of the Strashourg
decision. Though relatively isolated, President Carter pressed nongthe-
less for prompt, individual national targets. Specifically, he advocated
that each country set quantitative ceilings for its oil imports in 1979,
1980 and 1985. He wrote in his diary that evening that this “was one of
the worst days of my diplomatic life.”so L

The second day, President Giscard d’Estaing broke the EEC front and
joined President Carter in support of individual country targets.
Together they were able to convince Prime Ministers Masayoshi Chira,
and Joe Clark, together with the other European leaders, to accept the
greater stringency implicit in the more specific objectives. The corr pro-
mise, which saved face for the EEC, was that, whereas Canada, ]apan,
and the United States were to announce their ceilings at the summit
itself, the four European countries were to agree to arrive at comparable
individual ceilings in concert with their EEC partners at the ifirst
reasonable opportunity. \

The final communiqué of the Tokyo summit also recorded agreerhent
in a number of other energy-related areas. The Seven accepted, the
obligation to consult before taking major decisions regarding purch?ses
of oil for government stockpiles. In view of the rising pressure on prices,
the United States specifically committed itself to stop filling its Strategic
Petroleum Reserve. The Seven agreed in principle to set upa “registér of
international oil transactions” and to improve their procedures‘ for
gathering information on the prices of imported crude and onl oil
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company profits. The United States concurred in the necessity to
“minimize and finally eliminate” entitlement programs.s! By the fall of
1979, the special Caribbean entitlements had been discontinued. Full
dismantlement of all elements of the entitlement program had to await
final deregulation of the price of domestic oil. Finally, the Seven called for
increased reliance on coal and nuclear power, and cooperation in the
development of new, alternative energy technologies.

A notable feature of the Tokyo agreements was the institution of a
quasi-automatic mechanism for following up on summit commitments.
During the year which followed the summit, a special, high-level group
of representatives from the Seven met almost monthly to review their
countries’ individual and joint progress in the achievement of the energy
targets and objectives which had been set. The group met once at the
ministerial level in October 1979. A hotline was established to facilitate
rapid communications when conditions required urgent consultation.
The International Energy Agency, which cooperated extensively with
this special summit group, was given the responsibility for the technical
monitoring of the performance of each of the seven countries.

The oil imports of the Seven proved to be roughly consistent with
their targetsin 1979. Butin 1980 and in subsequent years, partly because
of the success of the conservation measures undertaken, but partly also
because of the depth of the ensuing recession, oil imports fell well below
the announced targets. On a number of occasions the special follow-up
group attempted to revise the targets downward, in order to maintain
their original degree of stringency. The last of these coincided with a
general review of OECD oil import targets by the International Energy
Agency at the outbreak of the Iran-Iraq war in September 1980. Partly
because of the increasingly depressed conditions of world oil demand, the
leaders of the Seven did not make the political commitment that would
have been required for implementation, and the recommendations
became a dead letter. The follow-up group itself was allowed to lapse
after 1981.

The greatest, lasting importance of the Tokyo summit was the
demonstration of political commitment that the Seven made.52 Given the
pressure of events, a declaration of intentions such as the one that was
made was as much as could be expected at the time. The logical sequel
was for the Seven to discuss more concrete and effective measures to
promote oil conservation at their next summit meeting in Venice, June
21-23, 1980.

Energy, in fact, remained the central issue on the economic agenda at
Venice, and the emphasis did shift from targets to policies. Twelve of the
twenty paragraphs of the particularly lengthy communiqué issued at the
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end of the meeting concern energy. Several of them go into considerable
detail. (One, for example, prohibits the construction of new base-load
oil-fired electricity-generating stations.) In one sense, the switch from
targets to policies constituted a step in the direction of greater
effectiveness. But that potential was dissipated by the fact that most of
the agreements were global rather than country-specific and: quahtatlve
rather than quantitative. ‘7

The credibility of the exercise was further undermmed by the
mounting difficulties of the Carter Administration both dt’pmestlcally
and internationally. The crisis created by the seizure of hostages eight
months earlier at the U.S. Embassy in Teheran had come to dominate the
last year of an increasingly beleaguered presidency. The Soviet invasion
of Afghanistan seven months before the summit, by brmgmg détente to
a chilling halt, had reopened the Pandora’s box of C@nﬂlétmg allied
perceptions of relations with the Communist Bloc. In the minds of many
of the presidents and prime ministers who were there, Venice is, in fact,
remembered more for the political discussions they held tﬂan for the
energy conservation measures they called for in the commumque

In the years since 1975, it had increasingly become the practice of the
Seven to take advantage of their two-day meetings to hotd informal
political discussions during the time not taken up by scheduléd economic
negotiations. Generally, neither the substance of these discussions, nor
even the fact that they had occured, was made public at the time. Their
importance is only now beginning to be appreciated, thanks to the
observations of some of the principals.”You don’t realize ho»\) much time
we spent exchanging views on political issues,” Chancelior Helmut
Schmidt told the author in the interview cited earlier. “The Middle East,
relations with the Soviet Union ... We didn’t mention the distussions we
had on these issues in the communiqué, but they were very important. In
NATO, there are many members. Itis important that the me] bers who
bear the greatest responsibility have occasion to meet among, 'themselves
and exchange views. Since there cannot be a restricted ‘political and
security’committee of NATQ, the summits have provided an Oppm tunity
for these exchanges.”

At Venice the tone of these informal political dlSCuSSlonS appears to
have been acrimonious. President Giscard d’Estaing, returhing from a
meeting with Chariman Brezhnev in Warsaw, arrived in Venice bearing
information, which subsequently appeared to have been partly cosmetic,
about partial Soviet troop withdrawals from Afghanistan; 4 Chancellor
Schmidt announced his determination to proceed with his planned trip to
Moscow. Both visits had been opposed by the United States. In his
memoirs, President Jimmy Carter recounts that he and: Chancellor
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Schmidt had, in addition, two bitter exchanges, during two separate
private meetings, concerning the deployment of theater nuclear forcesin
Germany. At issue was a memorandum the President had sent the
Chancellor regarding statements to the press in which Carter felt that
Schmidt had backtracked on his commitment to deployment.53

Though the Seven finally issued a joint declaration calling for
permanent and total Soviet troop withdrawal from Afghanistan and
protesting the taking of diplomatic hostages, the summit was, in the end,
characterized more by political divisiveness than by economic cooperation.

Nonetheless, taken as a whole, the four summits of President Carter’s
Administration had established economic summitry as a stable, new
process of international consultations. During this period, all the
participants came implicitly to accept that these meetings had a
recurring, annual character, and increasingly greater attention was
devoted to the preparations for the summits.

Presidents Giscard d’Estaing and Ford had entrusted the preparations
for Rambouillet to prominent individuals outside of their respective
bureaucracies, who acted strictly as their personal representatives. The
practice of placing preparations in the hands of individuals who depend
directly on their head of state or government and do not owe their
authority primarily to rank or position has persisted. However, by the
time of the Bonn meeting, all of the “sherpas” were nonetheless
members of their respective governments. Moreover, they devoted
increasingly more time to coordinating their actions with their foreign
and economic ministries. They developed a pattern of meeting three or
four times between summits: once in the fall to follow up on decisions
taken at the previous summit, twice more in the winter and spring to
prepare for the next summit, and once just before the summit to make
the communiqués as final as possible. In time, those three or four
meetings grew to five or six, and it became common practice for each
“sherpa” to be accompanied by one representative from the foreign
ministry and another from the finance ministry.5

THE SECOND GENERATION

A combination of coincident electoral cycles and convergent political
reactions to the dislocations of the second oil shock combined to bring
abouta major change in the identities and political profiles of the leaders
of the Seven at the beginning of the 1980s. The most important of these
changes was the election, in November 1980, of Ronald Reagan, carried
to office, in part, by a popular surge of resentment at the frustrations of
stagflation. Under similar circumstances in the United Kingdom a year
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earlier, Margaret Thatcher, leading the Conservative Party to a major
victory in national parliamentary election, had herselfibecome Prime
Minister. In France, a protest vote fed by economic frustration resulted
in the election in May 1981 of a Socialist, Frangois Mitterand, whose
domestic political philosophy was diametrically the opposite of President
Reagan’s. Two years after Ronald Reagan’s election, a political malaise
generated by continuing economic uncertainties created the context in
which Helmut Kohl was able to unseat Helmut Schmidt as Chancellor in
the German Bundestag. Almost simultaneously, Japanese/Prime Minister
Zenko Suzuki, operating under a cloud of protests over his economic
policies, as well as in the context of a complex internal struggle within his
party, announced hisintention to resign. Yasuhiro Nakagone was elected
his successor in November 1982.

Though these political changes occurred in stages over a three-year
period, their impact was already unmistakably evident at the summit
meeting which the Seven held in Ottawa, July 20-22, 1981. Five of the
leaders at that meeting—Presidents Mitterrand and]Reagan, Prime
Ministers Giovanni Spadolini and Zenko Suzuki, and} Gaston Thorn,
President of the EEC Commission—were new to the process.

A change of this magnitude in the collective personality and political
vision of the leaders of the Seven was certain to have a profound effect
on the direction and effectiveness of their dialogue. The natural position
of leadership of the United States makes the character and personal
authority of its president a particularly important facto& in the relations
among the Seven. The broad popular mandate with which President
Reagan arrived at Ottawa was thus a major potential aJsset for effective
relations between the United States and its allies. The dther new leaders
also brought, in varying degrees, similar new political strengths to the
process. ; .

The new actors, however, also brought remarkably dflverg‘ent philoso-
phies to the negotiating table. Ideological views on the éfficacy of marke!
forces and the desirability of government intervention ranged from the
conservative laissez-faire convictions of President Re!agan and Prime
Minister Thatcher to the socialist, interventionist beliefs of Presiden:
Mitterand. The divergence of views on the prop \r objectives anc
instruments of economic policy was greater than it had ever been since
the Yom Kippur War and. the first oil shock. The ljfnited States anc
Britain expressed firm commitment to policies of lova, steady rates o
growth of their money supplies. The new French government com
mitted itself in the weeks preceding the Ottawa summit toa program o
deficit spending to promote popular consumption. The divergence o
views of the new leaders was such that some observers wonderec
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whether the summit process itself could survive the strains.

The record of two years and two summits in this new phase of the
relations of the Seven is marked by the convergence of policies in some
areas and the exacerbation of conflict in others. It has been in the area of
macroeconomic policy, where initial philosophical differences were
among the greatest, that efforts at convergence have been notable.
Where differences have persisted—i.e., concerning economic relations
with the Soviet Bloc—conflicting perceptions of the fundamental
economic and security interests of the alliance are at stake.

INTEREST RATES AGAIN

In most of the industrial democracies, governments responded to the
second oil shock with macroeconomic policies that were characteristically
more restrictive, and remained restrictive for a longer period of time,
than had been the case after the first oil shock. In some cases, restrictive
measures were taken in the wake of the electoral changes mentioned
above. In others, they preceded these changes by months or even years.

The turning point in the United States was the decision of the Federal
Reserve Board, taken in November 1979 under the direction of its new
chairman, Paul Volcker, to adopt stringent targets for the growth of
monetary aggregates. This policy was maintained and reaffirmed after
the election of President Reagan. The severity of the targets and the
persistence with which they were followed caused both nominal and real
interest rates in the United States to rise to unprecedented heights.s
The trading partners of the United States—none of whom was yet
pursuing a monetary policy quite as stringent as that of the Federal
Reserve Board—were forced either to raise their interest rates, or to
watch their exchange rates depreciate dramatically. Many governments
opted for a mix of higher interest rates and lower parities. All protested
that the high interest rates were destroying hopes of recovery, and that
the high dollar was both exacerbating internal inflationary pressures and
subjecting their countries to a third escalation in the price of oil as
expressed in their domestic currencies. At the Ottawa summit, July
20-22, 1980, President Reagan defended U.S. policy, arguing that high
interest rates were the temporary cost of necessary reductions in
inflation, without which economic recovery would never prove durable.
The allies listened, measured President Reagan’s resolve, agreed on the
priority to be given to bringing down inflation, and collectively concluded
that the new policies had to be given more time to bear their fruits.se
Some of them went home and made some adjustment to Washington’s
policies that constituted a form of de facto coordination.5?
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Though the debate over interest rates attracted substantial media
attention at Ottawa, the summit, in fact, also iproduced tangible
agreements on new procedures for addressing outstanding issues in the
areas of North-South relations, East-West trade, and %ree trade generally.

The first attempt at a new North-South dialogue after the oil shock of
1973 had been the Conference on International Economic Cooperation,
which had taken form and been organized roughly s multaneously with
the first economic summit of the mdustrlal pow rs. Launched at a
meeting December 16 and 17, 1975, attende by ministers from the 27
participating countries, the Conference had contmv.trd its deliberations
for two years in working commissions devoted to energy, raw materials
and trade, development, and finance. The /Conference had ended
inconclusively after a conflictual, final minsterial meietmg, June 3,1977.
Though the Western industrialized countries had committed themselves
to substantial increases in official development ald‘ and had agreed to
continue discussing other areas of concern to the dgveloping countries,
the developing countries had, nonetheless, re;ecteji repeated Western
proposals for initiating a new series of consultétlons( specifically devoted
to energy.s8 Since the promotion of this dlalogue Had been one of the
basic objectives of the countries which lauhched the Conference—
notably France, Germany and the United States—that rebuff put a major
damper on North-South discussions for several years. The second oil
shock and the call in early 1980 for a “program for survival” by an
independent international commission on ecorjomic development chaired
by former Chancellor Willy Brandt generated a new willingness, which
became more manifest later in 1980, to revive the North South dialogue.
Modest encouragement was given during the meetmgs of the United
Nations General Assembly in September 1980 tolthe demands of the
developing nations for extensive negotiatio‘, s under U.N. auspices on
the creation of a new international economic order. The United States
and most Western countries continued, nOnethel@ss, categorically to
refuse the demand of some of the dev lopmg*countrles that the
prospective United Nations conference be given authority to mandate
changes in the organization and structure of the major, existing
international organizations, such as the IMF and the World Bank.

Though the Reagan Administration reacted coolly to the whole notion

of “global negotiations” when it first came to ofﬁce, T took a progressively
more flexible position on the issue as it preplired forithe Ottawa summit,
at which it knew that Canada, the host country, and France and
Germany would press for revival of the North-South dialogue. The
United States finally agreed to a statement in the Ottawa communiqué
in which the Seven affirmed their readme{ss to partlcxpa te in prepara-
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tions for a mutually acceptable process of global negotiations in
circumstances offering the prospect of meaningful progress.”s?

The opening of this door to further dialogue, which can be considered
one of the accomplishments of the Ottawa summit, contributed to the
success of a summit meeting later in the year of the leaders of 21 selected
industrialized and developing countries at Canctin, Mexico. It also made
it possible, at Ottawa itself, for the United States to overcome European
resistance to a review of East-West trade and a strengthening of
COCOM procedures (for screening exports of strategic goods), and to
obtain endorsement for new initiatives in the trade area, notably a
ministerial meeting of the GATT (finally held in November 1982).¢60

Robert Hormats, U.S. Assistant Secretary of State for Economics and
Business Affairs at the time, commented later on the significance of the
fact that some North-South dialogue was maintained, even though
substantive achievements were difficult to point to.” Among most of the
leaders of the Seven, there was a strong feeling of the need to discuss
North-South issues at the seven-power summits and with the develop-
ing countries. Many really wanted to find more constructive ways of
improving relations with the South, though this admittedly proved to be
an elusive goal. Unfortunately, the dialogue tended to move too quickly
from substance to procedure and thus to get bogged down."s1

During the year that followed the Ottawa summit, inflation subsided
and interest rates began to come down, though more slowly than had
been expected. The dollar remained exceptionally high by almost any
standards. As the date of the next summit—to be held at Versailles—
approached, European leaders voiced increasing criticism of what they
considered to be the unbalanced mix of monetary and fiscal policy in the
United States. International critics joined the chorus of voicesin the U.S.
financial community calling for reductions in the federal budget deficits
projected for fiscal 1983 through 1985. Officials within the Administra-
tion began speaking of the need for some convergence of the anti-
inflationary strategies of the Seven.s2

When the Seven convened at Versailles, June 4-6, 1982, the U.S.
. Congress was moving slowly toward legislative action to reduce the
federal deficit for fiscal 1983, and other forces were at work which were
eventually to lead to a temporary loosening of monetary policy by the
Federal Reserve Board.s? But neither process had matured sufficiently
for there to be any advanced sign of these developments. Unable to
announce concrete achievements, the negotiators preparing the summit
focused instead on procedures to encourage the process of convergence
and to help avoid future episodes of overshooting.

At Versailles, the Seven committed themselves to “intensify . . .
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economic and monetary cooperation” and “work toward a constructive
and orderly evolution of the international monetary system by a closer
cooperation among the authorities representing the currencies of North
America, of Japan, and of the European Community, in pursuing
medium-term economic and monetary objectives.”64, This commitment
was further developed in a “Statement of International Monetary
Undertakings” in which the Seven acknowledged a “joint responsibility
to work for greater stability of the world monetary system” through
“convergence of policies designed to achieve lower inflation, higher
employment and renewed economic growth.” To this end the commu-
niqué called for a process of “multilateral . . . surveillance” in “cooperation
with the IMF . . .” by the five countries whose currencies determine the
value of the SDR (Britain, France, Germany, Japan, and the United
States).s5 Meeting separately, the finance ministers of the Seven
concluded a parallel agreement to conduct a joint stqdy'of the effective-
ness of official intervention in currency markets, a‘nd to review their
policies in the light of the conclusions of the stydy. [

The agreement to study, and therefore implicitly .gf)_consider, changes
in intervention policy received the most public atteption because of its
symbolic value, but the institution of new procedures for multilateral
macroeconomic surveillance in conjunction with the IMF carried greater
promise of addressing the underlying causes of exchange rate diver-
gence. The multilateral character of this new process distinguishes it
from the IMF’s traditional one-on-one procedures] for surveillance of
member countries’ economic policies. Though the participants may very
well be the same, the new meetings also differ from the continuing
consultations of the finance ministers and central bank governors in the
Group of Five (G5). At Versailles, the leaders of the Seven gave their
finance ministers a clear mandate to work toward greater convergence of
their macroeconomic policies. The nature and the source of this mandate
contrasts with the ad hoc and unofficial character of the G5 meetings,
which by their nature tend to focus on current problem areas (i.e., the
difficulties of sovereign debtors threatened by default), or specifically
IMF matters (magnitude and distribution of quota increases, etc.).

Major economic, political and institutional obsta(}les stand in the way
of any endeavor to bring about some degree of convergence of domestic
monetary policies among the industrial democracies. In the following
chapter, Anthony Solomon points out that, partly because of these
difficulties, in the seven years that followed the Rambouillet meeting,
neither the summit participants nor their governments or administra-
tions at other levels have made much effort to coordinate their monetary
policies. The difficulties remain as great after Versailles as they were
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before. But a forum for addressing them has been established, and if
there is a pragmatic political will to use it, the finance ministers and
central bankers who participate in this new surveillance process can
begin, in a discreet and pragmatic fashion, to address the problem.

SOVIET CREDITS AND THE PIPELINE DISPUTE

The focus of media attention at Versailles was, however, to be on
economic relations with the Soviet Bloc, and not on multilateral
surveillance procedures under IMF auspices.s¢

The Soviet strategic build-up, the presence of Cuban forces in Africa,
the invasion of Afghanistan, and repression of the Solidarity union in
Poland had led to a progressive deterioration in relations between the
United States and the Soviet Union. Inevitably, this development had
divisive effects on the relations between the United States and its allies.
From Yalta to the present, Western Europe, with strong cultural and
historical -ties to Eastern Europe, has been more reluctant than its
protector, the United States, to accept the isolation of the two halves of
the continent from one another. During the height of détente, Washing-
ton contained the desires of its allies for good relations with the Soviet
Bloc by pre-empting them, “getting to Moscow” first.6” The demise of
détente revived a broad range of divisive issues.

After an initial period of unsuccessfully advocating a new tough
economic strategy toward the Communist countries, the Reagan
Administration sought to prod its allies into support for a more hardline
approach through a combination of incentives and threats. The imposi-
tion of martial law in Poland in December 1981 provided the occasion.
President Reagan’s response to the repression of Solidarity was to order
an embargo of supplies of equipment for the Siberian gas pipeline, whose
construction he had opposed on its own merits since the beginning of his
Administration. Though European governments supported his decision
in principle, they remained committed to the project, both for its
potential contribution to alleviating their countries’energy needs and for
the employment and earnings they expected from contracts to build the
pipeline. The embargo provided the Administration with an issue which
it could use alternatively as a carrot and a stick to support its arguments.
The carrot was the prospect that the embargo would be lifted if
Washington’s allies -agreed to new forms of collective restraint, notably
concerning credits to the Soviet Bloc. The stick was the threat that
Washington would maintain and perhaps broaden the embargo if they
refused to tighten the terms and restrict the scope of these credit flows.

Washington’s emphasis on credit flows resulted from a combination of
economic and political factors. Many of the Soviet Bloc countries, notably
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Poland, were clearly already overburdened with debts from a strictly
economic perspective. The fact that public authorities in a number of
European countries were nonetheless continuing to support lending on
preferential terms to the Bloc struck the White House as a sign of
political weakness and economic laxity. Early in 1982 President Reagan
therefore entrusted Under Secretary of State James Buckley with a
mission to convince the U.S.’s European allies to agree to a stringent
program of rationing of credits to the Soviet Bloc. |

Buckley met strong resistance on his several!trips to the major
European capitals. All rejected the basic premise that economic leverage
should be used to obtain political concessions from the Soviet Bloc. All
sought rather, with varying degrees of intensit_Y, to preserve their
economic relations with the Bloc from the consequences of the deteriora-
tion in political relations. They remained as hostile to stringent credit
limitations as they were to blocking other economig transactions.

The presidents and prime ministers of the Se"fven thus arrived at
Versailles in fundamental disagreement on economic relations with the
Soviet Bloc in general and on what to do about credit flows to the Blocin
particular. Though they returned to the issue more than once at the
summit itself, they did not succeed in resolving their differences. The
language they finally settled on in the communiqué was so ambiguous
that it raised fundamental doubts as to whether they had reached any
agreement at all: The participants commit themselves “to handle
cautiously financial relations with the U.S.S.R.; and other Eastern
European countries, in such a way as to ensure that they are conducted
on a sound economic basis, including also the need for commercial
prudence limiting export credits.”s8 y

The speed with which European officials then hastened to claim that
the communiqué would in fact not alter their financial dealings with the
Soviet Bloc heightened the public perception that Washigton had been
rebuffed,s? and precipitated President Reagan’s dtamatic decision, June
18, to extend the embargo to subsidiaries and licensees of U.S.
corporations. ‘ .

The capitals of Europe and Japan reacted with alarm, protesting the
extraterritorial and retroactive character of President Reagan’s order.
During the four months of diplomatic and judicial conflict that followed,
certain countries appeared to exploit the conflict in order to reap the
domestic political benefits of anti-American posturing.”® It seemed at
times that the summit process had come to an end, and that the alliance
would suffer lasting damage.

As both sides perceived the dangers of escalating conflict, the politics
of consensus eventually prevailed. Under the influence of newly
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appointed Secretary of State George Shultz, Washington initiated an
intensive review with its European allies of all economic relations with
the Soviet Bloc. The emphasis was shifted from the specifics of the
pipeline issue to the broader question of the definition of a general
strategy for economic policy towards the Bloc. A series of discrete,
low-key consultations through NATO and bilateral channels produced
an agreement to proceed with a detailed review of certain major areas of
East-West economic relations, notably, trade in strategic goods (including
possibly oil and gas equipment), energy supplies, and credits. Wash-
ington’s European allies agreed to monitor official and private credits to
the Soviet Bloc with the help of the OECD, to refrain from any new
contracts to purchase Soviet gas or 0il pending the results of a joint study
of alternative sources, and to broaden the list of trade restrictions
administered by COCOM. On November 13, President Reagan
announced this accord and declared that it constituted sufficient
strengthening of allied economic strategy vis-d-vis the Communist
countries to warrant his totally lifting the embargo on the sale of oil and
gas equipment.”!

Thus the crisis was resolved and a step taken in the direction of a more
coherent allied economic policy toward the Soviet Bloc. However,
difficult questions remained to be resolved, and the potential for future
tensions was still great. The pipeline conflict had revealed the depth of
the differences in the alliance over East-West economic issues and
demonstrated that, if these differences are not managed, they are
capable of severely disrupting economic cooperation in other areas.

EPILOGUE

And so the process continues. A new group of political leaders, some of
whom were initially skeptical about the usefulness of this “rich man’s
club,” has become committed to maintaining the dialogue. Summitry has
survived the strains of ideological differences. The resolution of the gas
pipeline conflict has coincided with initial preparations for another
meeting at Colonial Williamsburg, May 28-30, 1983, with the United
States as host.

The broad outlines of the main problems which will confront the
Seven at the Williamsburg summit are clear—the need to ensure
balanced economic recovery, the vulnerability of the international
financial system to the possible default of one of the. heavily indebted
developing countries, the increasing dangers of protectionism. No
summit can provide easy solutions to any of these problems. But it is
critically important that the Seven demonstrate a unity of purpose and
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the political will to act in concert if necessary. In tarly February,
Chancellor Helmut Schmidt ended an interview with the author with
the following warning: “It is terribly important that Williamsburg be a
success. If it produces anything like the bickering that followed Versailles,
the psychological effect could be disastrous. It could plunge the world
into a real depression. The summits themselves wou%d not survive a
second failure like that of Versailles. That would be regrettable because
the world needs that regular dialogue. It is a factor of st}bility. Butitisa
consideration of only secondary importance next fto the possible
economic implications.”72 v‘
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II.
A PERSONAL EVALUATION
Anthony M. Solomon

For well over a decade it has been generally accepted—sometimes in
substance, but atleast, at the level of rhetoric—that because we live inan
interdependent world, some degree of cooperation in setting the general
direction of economic policies is desirable, indeed necessary. We have
seen the gradual development of fairly sophisticated mechanisms to
make some greater degree of coordination possible. They include
ongoing discussions and negotiations in a variety of international
institutions. There are also repeated contacts at the Cabinet level and the
sub-Cabinet level on specific issues where views can be exchanged, and
where in a few cases commitments to complementary policy measures
have been made.

Butclearly the centerpiece of these mechanisms has been the series of
seven-nation economic summits, which have been held regularly since
1975. They have been used for setting out common objectives, some-
times meaningful, sometimes not. They have provided a means for
reaching agreement—usually expressed in broad terms, more rarely in
specific detail—on joint courses of action. Because of the heavy glare of
media attention that surrounds these summits, they have focused public
opinion in an unusually direct way on the common economic issues
facing the industrial world. And despite their imperfections and the
inherent difficulties of reaching specific agreements, they have never-
theless symbolized the commitment of the summit nations to try to deal
with these issues collectively rather than through narrowly nationalistic
policies.

In the preceding chapter George de Menil has provided an account of
the way the leaders of the Seven dealt with these issues at each of the last
eight summits. In this chapter, I will present my personal evaluation of
this record. It will be based largely on my experience during the previous
Administration as one of the senior officials responsible for summit
preparation, but it will also draw on the views of others, and in particular
on the discussions of the 1982 Council on Foreign Relations Study
Group. It concentrates on what has been most important about the past
summits and what impact economic summits have on the process of
interchange and coordination among governments that goes on outside
summits. And it comments on one aspect of policy that has, fora number
of reasons, been generally left outside the summit process, and discusses
the difficulties of coordinating domestic monetary policies.
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An evaluation of the summit process may be particularly timely
because of the second thoughts we have heard expressediabout the
general concept of policy coordination. In most countries there have been
doubts that existing government policies were capable of res(olving the
economic problems they face. Yet at the same time, there alsp has been
skepticism that other governments have the answers, or that any
plausible coordinated effort would be very successful. To the contrary,
the public has been aware of splits among the major industrialcountries,
both on economic philosophies and on specific difficult issues—for
example, the question of sanctions on Soviet trade. And the;le has been
criticism allaround that countries, particularly the United Sta“es, are not
taking sufficient account of the international implicatioq's of their
policies. As a result of these stresses and strains, even some|traditional
supporters of a cooperative, international approach to econgmic policy
have begun to doubt the benefits of the processes we have, have raised
questions about what has been accomplished, and have begome more
pessimistic about whan can be achieved in the future. |

It is true that there is always a reluctance to admit that national
authorities by themselves cannot solve what superficially appear to be
national problems. There is always some unwillingness to let domestic
actions be constrained by international factors. All governments—
regardless of where they stand on the political spectrum—want to feel
they are autonomous and to project an image of national sovereignty
that the public beleves in and is comfortable with. ‘

These are long-standing sentiments. But what has been;‘ ifferent is
that we occasionally hear an argument claiming that the wiorld might
actually be better off if countries did not seek to coordinate pblicies. The
notion underlying this view is that if each country pursues a set of
policies that is best for its own domestic economy, while“?permi‘tting
markets to operate freely, then the operation of free marketsiwill ensure
that the end result is better than if each nation’s domestic policies and
priorities are evaluated and, where appropriate, modified in light of the
policies and priorities of others. According to this view as it appears in its "
most extreme form, coordination entails compromises, and compromise
is a sign of weakness and inconsistency. Moreover, compromises can be
misinterpreted by domestic critics seeking to show that the government
doesn’t have complete faith in its own domestic strategy. Theconclusion
of this kind of argument is that to reach domestic goals a government
ought to follow an autonomous national program undiluted by inter-
national considerations.

My view is that this prescription is wrong and self-defeating. Full
national autonomy does not exist anymore. It is an illusion, 4nd because
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of that we would be far better off if governments would be honest and
try to develop a better public understanding of the realistic limits of
national action. People have to understand that national policies are apt
to work badly when the actions of other countries are ignored; that
without coordination, policies can be contradictory and mutually
defeating; and that in some areas collective actions are often the only way
to make it possible for each country tobecome better off. Beyond that, on
specific economic issues of key political importance, say, the issue of
imposing sanctions, unilateral approaches are bound to be ineffective. A
high degree of coordination is essential for concrete success. So, on the
basis of principle and on pragmatic grounds, we should seek to
strengthen our mechanisms for interchanging views, discussing options,
and reaching consensus—but always recognizing the realistic limits in
today’s world on what internationally coordinated actions can be
successfully implemented.

Doing that well requires a credible summit process. Essentially, it is the
active participation of heads of government in searching for solutions to
common economic issues that provides the basic endorsement for the
efforts at the Cabinet or lower levels of government that must go on
more or less continually if coordination is to be feasible.

Looking back over the record of eight economic summits, I would say
that the summit process has worked reasonably well but can be
improved. In a positive sense, the summits have helped governments to
forge a greater degree of consensus, notwithstanding the fact that fully
developed packages of agreements, capable of being implemented, were
produced by only a minority of the actual summit meetings. They also
have been instrumental in demonstrating a continuity of shared
principles and values.

I think we see this most strikingly in the area of trade policies. The
summit process has been an important force behind the preservation of
basically free trade principles. Itis not merely that the final communiqué
of the various summits have all contained familiar language in favor of an
open, liberal trading system and warning of the dangers of protectionism.
That is important. But the key point is that the participants, the
presidents and prime ministers themselves, were able to learn first-hand
of the common pressures each of them is under from protectionist forces
at home. So they had to take back to their repsective capitals a better
appreciation of the unpopular decisions each must make when special
protection is sought by one group or another. I personally have seen how
this can carry weight latér when a U.S. president is confronted with a
specific decision, for example, on shoe-import quotas or voluntary export
arrangements or some special subsidy request. It makes him think twice
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about the economic efficiency loss involved, and think aga(in of the kinds
of options others will be forced to consider if he decnde\s the issue on
purely domestic grounds.

In general terms, then, the summit process, together with the
knowledge that the heads of government have to face each other again at
the next meeting, has been an important impediment to adopting
narrowly nationalistic policies which might otherwise havlie been taken to
appease domestic political forces. And this legacy is just as significant as
the formal agreements made or endorsed at the summit; ‘meetings.

The summit process has had other positive effects that help toimprove
the overall process of policy coordination. It has improved internal
governmental mechanisms, helped to educate public opinjon, and helped
to strengthen personal relationships among the heads o(J::government.

On the governmental side, the intense preparation that’s needed to get
a prime minister or a president ready for a summit meeting has a
tremendous animating effect on the bureaucracy. Tucked into every
government, there is a core of people who by instinct or by job are
responsible for taking a broader view of economic pollcy a d for bringing
to the table a sense of the international dimension of issties. In an era of
constituency politics and bureaucratic turf protection, these people are
not always successful in pressing their particular ag{enda But, the
certainty that there is a summit meeting up ahead, where the head of
government is going to be confronted with tough questlons from peers,
compels the internationally oriented section of the Hureaucracy to
consider domestic needs, exposes the domestic bureau_cracy to inter-
national factors, and forces the government as a whole to resolve
internal splits on the relevant issues. Thus, the process ¢an help prod a
government to take decisions on difficult domestic issue is that it might
otherwise duck or try to delay as long as possible. At the same tinie, to the
extent that an economic summit produces a formal agteement, it can
limit a government’s ability to change its mind on a difficult issue later
on. Clearly, that can be a valuable element of the proce#s So economic
summits provide a useful and unique discipline on mterna{l governmental
decision-making. i

The public education aspect of the summit process sha

international context, is notoriously weak in many
industrial countries. But the enormous media blitz

.of the major
t the summit

learns is important and has to try to understand. The sy}
summits is equally important. They are a force for |



opinion. And they also have the potential to help relieve concern and
disillusionment. While economic problems may seem intractable and
beyond any government’s capacity to resolve, the economic summits can
both reassure the public that governments are actively seeking solutions
and not giving in to defeatism, and also counter the natural political
desire for non-existent, or ultimately perverse, “quick fixes.”

On a personal level, the summits obviously provide a valuable means
for government leaders to get to know and take the measure of their
colleagues. More and more, they are also becoming a vehicle for private
discussion of political and security issues. This discussion takes place in
an informal context, outside the strictly economic agenda of the summit
itself. And it’s all the more useful because of the particular countries
involved and because there is no pressing need to come up with any kind
of formal agreement or communiqué outside the economic area. Most
heads of government would prefer to talk about political and strategic
questions than about economics, where detailed technical arguments
often get in the way of understanding the basic points. But, in fact, it is

the economic agenda that provides the opportunity to talk about other -

things as well. And those discussions can actually lead to concrete results.
For instance, at the Bonn summit, the presidents and prime ministers
reached agreement on a strong statement against international terrorism,
backed up by specific countermeasures against the airlines of those
countries offering sanctuary to terrorists. That was a subject that never
appeared (and probably never would appear) on a formal agenda.

The overall reception of the various summits has been broadly
favorable. The criticisms have focused on narrow themes—for instance,
whether a summit needs to have concrete agreements as its end product
in order to be considered a success. There have naturally been concerns
that false hopes would be raised among the public that the summits
would produce more than they could reasonably be expected to. And
there have been concerns that the participants would seek to satisfy the
appetite of the press and the public for concreteness by coming up with
agreements that either were not well thought out, or could not be
implemented because the governments didn’t have the tools to carry
them out—which was the case with the quantitative oil import targets
adopted at the Tokyo summit. If there is agreement on an important
substantive issue, it can add to the credibility of the summit process—but
only so long asitis handled in a way that does not weaken the top priority
of permitting a broader exchange of views and policy consensus and
therefore does not create unwarranted expectations that every summit
must produce specific agreements to be successful.

In tallying up the pluses and minuses of the previous summits, it’s
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worthwhile to focus on two summits that have comé to be seen, for
different reasons, as controversial. One is the Bonn sunimit of 1978; the
other is the Ottawa summit of 1981. I will explain why I think they are
seen to be controversial, and where I think that controversy stems from.

The Bonn summit has an exceptional place among the eight summits.
It was the only summit where the final agreement cleatly represented a
coordinated package, in which actions were pledged by each country in
return for specific undertakings by others—all of which were capable of
being implemented. In that sense, it was unique becat ase it meant that
countries were willing to make commitments that they Hadn’t necessarily
planned to make on purely domestic grounds, but they were willing to
undertake as part of an overall deal. The circumstanies of 1978 were
especially suited to this kind of package. Therefore, the potential benefits
from the package as a whole appeared to far out elgh any of the
potential costs.

However, to some participants and their advisers,

hlgh government officials stated that they regretted having made the
agreement. They apparently felt that the degree of stimulus that they
agreed to was too great and carried too many inflatignary risks. They
also felt that the United States would eventually havejhad to face up to
the compelling need for oil price decontrol. So, they be ieved the specific
quid pro quo was not a major plus. i

' My view is that the agreement was sound in principle and was a
significant contribution. It led to action that lmlﬁroved economic
performance and helped bring about a better pattern of surpluses and
deficits among the major industrial countries. And the: concept of mutual
undertakings was absolutely essential in spurring President’Carter to
move on the oil decontrol issue. Whether or not economic realities would
have eventually forced the Administration to override opposition to price
decontrol is hard to say. But valuable time was gained by getting that
condition into the Bonn agreement. Also, by specifying the energy
undertaking in the agreement, there was very much less room for the
Administration to backtrack later on and to wnthdraw its support for
decontrol. !

As for the inflationary impact on Germany, the ev1dence is amblguous
But as I look at it, the balance of evidence does suppo it the view that, in
itself, the stimulus package had little adverse injpact on German
inflation. Without the severe disruption in the oil market following the
Iranian revolution, there is good reason to believejthat the German
inflation rate would not have risen following impl¢mentation of the
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stimulus package, because monetary policy was basically prudent and
German wage settlements remained moderate. The oil price shock was
clearly the major inflationary burden for the German economy after
1979, not the Bonn summit agreement.

There is a good argument, though, that the major lost opportunity of
the Bonn summit agreement was that not enough pressure was put on
the United States to face squarely its inflation problem and take stronger
measures early enough to bring inflation under control. To be sure, there
was some language in the Bonncommuniqué reaffirming a commitment
by the United States to several modest anti-inflationary measures. Buta
more specific program of action, mirroring the quantitative undertaking
of the countries which agreed to stimulate demand, should have been
proposed. And it might very well have gone through. The result would
have been to have speeded the adjustment of U.S. inflation, and perhaps
to have avoided some of the disturbances that subsequently plagued the
financial markets.

So my view is that the Bonn summit, coming when it did under the
circumstances that prevailed, and given the economic analysis that
supported the package of quantitative undertakings, was a success. Butit
should not necessarily be taken as a model for other summits because
underlying circumstances will always differ. And it’s not every year that
economic analysis can point soclearly toa set of actions each of a number
of countries ought to be taking that will make all of them better off. More
frequently, we are faced with tougher dilemmas and options the
potential impact of which is more obscure.

The Ottawa summit of 1981 hasalso spurred considerable controversy.
For one thing, there were few specific undertakings that could be
expressed in quantitative terms and that could be implemented later on.
For another, there was a sense that the publicity aspect was detracting
from the collegial atmosphere of the summit meeting.

I think that these kinds of criticisms are understandable. It should
come as no surprise that those who are most enthused by the kind of
package agreement that was reached in the Bonn summit would be
somewhat let down by the generality of the Ottawa communiqué. And
no one wants media coverage to overshadow the substantive discussion.
But, when you look at the Ottawa summit carefully, you see that it
yielded substantial benefits. It provided a needed forum for a searching
analysis of national policies and a means for countries to record their
doubts and criticisms about other countries’ programs. The participants
were able to confront their peers with their own views about what was
right about their own policies, and what was wrong about others’. The
outcome reaffirmed that every country was interested in the United
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States getting the inflation rate down, because they x*‘ecognized the
long-term benefits that it yielded for everyone. There \}lzas the oppor-
tunity to raise questions about the short-term costs and taargue that the
burden on monetary policy was too heavy. That kind of exchange is
useful and not duplicated in other forums. T

Some feel that the inability of certain heads of government to convince
President Reagan to change his fiscal program weakened them domes-
tically. But others have argued persuasively that, resigned to the fact that
they were not able to get a commitment from the U.S. Adr’pinistration to
change fiscal policy, they were in a better position to go hpme and putin
place the kind of measures that they judged were most C(Tmpatible with
the U.S. approach. This meant that while broad consgnsus was not
achieved, a measure of coordination of policies did have to be fashioned,
and probably could not have been done effectively without the inter-
change and debate of the Ottawa summit. r

The principal danger in the economic summit process is that when
there are sharp disagreements on policy issues among gpvernments, a
summit can leave an impression of disarray and make it mf)re difficult to
find grounds for consensus. There is no controversy over the fact that
the cleavage that developed at the Versailles summit of %1982 over the
issues of sanctions on trade with the Eastern Bloc and of subsidized
export credits to those countries tended to overshadO\lv the positive
aspects of that summit—and there were several important hew initiatives
in the area of expanded IMF surveillance of national polities and in the
area of North-South discussions. The East-West issue ha,f; never been a
promising one for economic summit discussions becausé it is virtually
impossible to divorce the economic issue from the br jader stra tegic
issues, and several countries are basically unprepared, to.deal with
opposing elements at the same time. But the degree of acrimony that
surfaced after Versailles taught a hard lesson: summits car'ifnot be used as
a wedge to spur concession. Their force is that of consensits and mutual
understanding of different viewpoints. They do not dotl good job of
forcing a reconciliation when there are existing and very real frictions.

In perspective, while individual economic summits have differed
widely in the degree of consensus achieved and the impactithey have had
on subsequent domestic actions, the summit process hasjbeen valuable
because of the cumulative results, which have justified tht“e expenditure
of time and prestige to the series of meetings. On substan&e, the process
has solidified a common recognition that inflation must be broughtdown
before adequate economic growth can resume and that oil conservation,
induced by the realities of market prices, is essential for|reducing our
collective energy vulnerability. The process has made it un%espectablé to
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fall back on extreme forms of protectionism and has lowered the risk of
an outright trade war in the face of high levels of unemployment
throughout the industrial world. It made a successful outcome of the
multilateral trade negotiations (the MTN or Tokyo Round concluded in
1979) far more likely; and it provided badly needed support for the GATT
ministerial meeting in November 1982 (at which severe damage was
nonetheless only narrowly averted, as it turned out). Much of the benefit
has occurred in subtle ways, but in at least the case of Bonn, the summit
was the catalyst for a decisive policy shift that was on balance an
important achievement in my view. And the summits have provided a
means for discussing political and security issues outside the limelight of
a special summit that would set off high public expectations of a major
initiative in the foreign policy/national security area.

To be sure, there have been missed opportunities. Pressure on the
United States to deal effectively with inflation should have come earlier
and more forcefully. Ideally, the issue of energy conservation and
avoidance of a second oil shock should have received far more attention
than it did during the 1976-78 period—although the Iranian revolution
could not have been realistically anticipated. And the issue of how to
reconcile opposing attitudes toward East-West trade and toward
competitive export credit subsidies to the Communist countries should
have been faced earlier, more explicitly, and more often.

Some people feel that another missed opportunity has been the
absence of any meaningful attempt to address seriously the problem of
coordination of domestic monetary policies, or the international
consequences of divergent monetary policies. When questions about
monetary policies have arisen at summits, it has generally been in the
broad framework of discussions of demand management, rather thanin
the explicit context of what might be done to improve coordination.

In my view, there are essentially three reasons why coordination of
domestic monetary policies has been a hard issue to address explicitly,
not only by heads of government through the summit process, but also
by central banks themselves.

The first reason why monetary coordination is hard to discuss at the
summit level is institutional. Heads of government are not normally
responsible for monetary policy, central bank governors are not normally
invited to summits, and if they were invited, questions might be raised
about central bank independence from political influences. The inde-
pendence of central banks from the executive obviously varies from
country to country. It’s probably greatest in the United States and
Germany, but there is a meaningful degree of independence in most
major industrial countries, and preserving the appearance of inde-
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pendence is a necessary precondition for preserving the fact. This does
not mean that discussion of monetary coordination is structurally
impossible, only that the subject has to be approached c refully, with a
full appreciation of the institutional setting. Otherw se, there is a
considerable risk of ending up with a bad reaction in finandial marketsif it
looked as though monetary policy was in danger of being subordinated to
other goals that heads of government want to emphasizt%. A perception
that monetary policy can be conducted independently jis a necessary
(though certainly not sufficient) condition for sustaining confidence that
monetary policy will not be inflationary in the long run.:

A second and more fundamental obstacle to monetar)J policy coordi-
nation internationally is the logically prior need to coordinate domestic
monetary policy with domestic fiscal policy. That.nee represents a
powerful constraint on the flexibility to make monétafy adjustments
that may appear warranted from an international perspective but might
cause considerable damage, forinstance, to the goal of low?ering domestic
inflation. Moreover, it is unclear whether there are many lasting benefits
from monetary coordination unless there is a parzlllel coordination of
fiscal policy at the international level as well.

Ideally there is a mix of fiscal and monetary policies in each country
that yields the best global result. But in the real world opinions differ
sharply on what it might look like. The international coordination of
either monetary or fiscal policy is thus made more difficult by the
concurrent need to ensure the compatibility of each at the national level.

A third reason why monetary coordination is hard to discuss, and
harder to achieve, is that the approach to formulating and. then
conducting monetary policy differs so much from one icountry to the
next. It is fair to say that the central banks of all the major industrial
countries give weight to monetary aggregates as an instriment'of policy.
Most, though not all, set formal targets. A few (like the Federal Reserve)
set targets for more than one definition of the money s pply. Some set
targets for measures of credit or impose credit ceilings ok various types.
But whatever the intermediate target or indicator chosén, each central
bank differs in how strictly it views the target and how it responds to
unanticipated movements in the monetary or credit| aggregates in
actually implementing policy.

More importantly, each differs in how much attention is paid to
interest rate levels or short-term movements in rates. Likewise, the
attitude toward the interrelationship between the exchz{’nge rate of the
national currency and monetary policy varies widely among the major
industrial countries. So the basic questions of what to coordinate and
over what time spans are difficult to answer in specific teﬁrms when there
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is such a wide array of targets, tools, and tactics.

To illustrate this flux and diversity, take the Japanese situation. There
one has a fairly informal way of looking at the monetary aggregates,
grafted onto a strict system of direct credit controls (called “window
guidance”) and a slow and uneven process of financial deregulation.
There’s no obvious way of disentangling the role each of these elements
(and, in addition, attitudes toward the yen exchange rate) plays in
determining the thrust of monetary policy.

In the German case, one has a much more central role for monetary
targeting. In practice, the process of debating and setting annual targets
for what is called central bank money feeds into a broader discussion of
domestic demand management and wage-price determination. But while
the authorities set the targets with great care and broadly try to achieve
them, other factors, including interest rates and exchange market
considerations, have from time to time been given substantial weight
either in influencing the timing of overt monetary actions or in accepting
deviations from the targeted growth path. And like other central banks
the German authorities have also experimented with a range of new
technical devices to improve their control.

And when we turn to the United Kingdom, we have seen active debate
over every element of monetary policy—objectives, regulatory frame-
work, including reserve requirements, and operating techniques. While
this debate still goes on, the authorities and many outside experts are
converging on the view that there should be no single yardstick against
which to judge monetary policy. Instead a whole range of indicators—
and recently, exchange rate policy in particular—should be considered.

When we come to the core question—what would count as monetary
coordination under this broad diversity of strategies and tactics?—I think
we are hard pressed to go beyond some vague notions about the general
direction of monetary policies and into any rigorous, quantitatively
oriented, version of monetary coordination. Even within a set of closely
connected countries, like the European Monetary System (EMS), where
one has explicit exchange rate commitments influencing action, the
authorities have still not found a successful formula for coordinating
their domestic monetary policies. How much more difficult it is to
contemplate doing that on a broader scale, without the anchor of an
exchange rate relationship.

In short, there are compelling reasons why it will remain difficult to
achieve any greater degree of coordination of domestic monetary policies
over the immediate horizon. Looking ahead to a period when the
inflationary pressures are reduced and overall economic performance
begins to improve, some of the obstacles may be removed. But even
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under those more favorable circumstances, we are likely to %ye confronte
with large differences of view on how monetary policyj works. An
unless there is a major analytical breakthrough that helps spur
substantial narrowing of those differences, full-fledged cdordination i
not likely to be feasible.

This conclusion should not be taken as entirely pessimistic. We cai
take some steps together to help lessen the adverse conlsequences o
volatile interest rates and exchange rates. We can continue to work o1
making our national mixes of fiscal and monetary pplicies mor
compatible and complementary. In fact, for this reason, itjis importan
that the heads of state and government of the Seven keéep frequent
extensive exchanges of views on the broad direction of their economi
policies high on the agenda of their summit meetings. At Versailles, IMI
surveillance procedures were strengthened and the questlo ‘ of exchang
rate intervention was put squarely on the agenda. Neither of these step:
can be expected to contribute much to overcoming the/obstacles tc
coordination which I have described. But each provides anl\ opportunity
for the kind of consultation that will be mcreasmgly requnk;ed Thougt
the economic summits may be limited in what they can’cohtribute in ¢
concrete way to the area of monetary policy, their contir\iued politica
endorsement of the principles of consultation and cooperation remains
essential.

Returning more generally to the summits, my personal gonclusmn is
that they are an imperfect but useful tool. In the following chapter,
George de Menil reviews the proposals which different parpcxpants and
observers have made for strengthening the summit process, and makes
several specific suggestions of his own. He goes further in a few areas
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than I think it is desirable to go. But we are in broad agreen-?flnt‘that the

summit process needs to continue and can be improved; that'vaguely
worded agreements which cannot be implemented later on have to be
avoided; that the number of agenda items can and should be reduced to
focus public attention on what is the most important at the time; and
that the emphasis should be clearly on pragmatic questions/,rather than
on differences of doctrine or ideology. Otherwise the basic grounds for
cooperation get called into doubt. Appropriate means fdr following
through on summit declarations have to be put in place as \?/ell
No one who has been associated with past summits would want to
over-rate what the summit process can promise, even functiomng at its
best. Truly, the economic problems which the industrial demacracies face
are formidable, and no forums for discussion are going to find magical
solutions to these intractable problems. But we have to take advantage of
any reasonable opportunity, and enlisting the attention and commitment
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of heads of government conveys a strong sense of reassurance to the
public that we can get moving in the right direction.

My strong belief is that each country has a concrete interest in other
countries doing well. We benefit from the success of others through
higher levels of trade and through reduced worldwide inflationary
pressures. By the same token, when other countries do less well, we
suffer. And no country can expect for long to achieve high growth,
expanding exports and lower inflation if others are failing to achieve
satisfactory economic performance. I am convinced that this general
theme that summits are in countries’ own self-interest is broadly appre-
ciated. And because of that we can safely predict that economic summits
will be a feature of the coordination process for some time to come.

IIL \
THE PROCESS OF
ECONOMIC SUMMITRY

George de Menil (‘

i
‘

Most participants in the summit process agree with/Anthony Solomon’s
basic proposition that better coordination of national economic policies
will become increasingly necessary and that the economic summit
meetings will continue to provide useful opportunities for the leaders of
the Seven to promote such coordination. There is less agreement,
however, on what could and should be done to.enhance the effectiveness
of these encounters. Some have argued for giving the economic summit
meetings more structure and embedding them jin a continuum of
institutionalized coordination. Others have advocated simplifying the
summits s0 as to provide the leaders of the Seven wah more opportunity
for unfettered discussion. These alternative viewsjabout the organiza-
tion of the summits and their relationship ‘to| other channels of
consultation have their origins in opposing conceptions of their basic
function.!

The “Library Group” Model. At one pole lies th concept President
Giscard d’Estaing had in mind when he organi led the Rambouillet
summit. His precedent was a series of informal] secret meetings of
finance ministers from the United States and Euroje between 1973 and
1975. In the wake of the American devaluation of 1 ? 71, the governors of
the International Monetary Fund had established the Committee of
Twenty, to examine the problems of the monetary system and formulate
proposals for its reform. At the time, Valéry Giscard d’Estaing, Anthony
Barber, Helmut Schmidt, and George Shultz——-,'\respectlvely finance
ministers of France, Britain, Germany and the United States—began to
consult privately about the agenda for reform. Thegr dubbed themselves
“the Library Group” in reference to the library of the White House,
where they held their first meeting. During the two years that followed,
they held several secret meetings, at lrregularmter\('als and the Japanese
finance minister joined the group.

By late 1974, Valéry Giscard d’Estaing was Prebident of France and
Helmut Schmidt, Chancellor of the Federal Replibllc When, early in
1975, President Giscard d’Estaing sought to foster an economic dialogue
between the leaders of the key industrial democracxes, what he proposed
was an extension to the level of heads of state anﬁLl government of the
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“Library Group” in which he and Chancellor Schmidt had previously
participated as finance ministers.

In an interview with the author seven years later, President Giscard
d’Estaing described the purpose of these meetings as providing the
leaders of the major countries of the free world with an opportunity to
exchange ideas about their common economic problems.2 The emphasis,
he explained, was intended to be on the strategic aspects of these
problems. The intention was that the leaders “determine whether or not
there existed a basis for agreement on what is to be done.”? If the
elements of a consensus were present they could then take note of its
broad implications, but should leave to the traditional bureaucracies the
task of hammering out the details.

In President Giscard d’Estaing’s mind, there was no presumption at
the outset that these would be regular, periodic meetings. His intention
was that the leaders should gather when they felt the need for a strategic
review of an important problem. If conditions were not ripe, or if
positions were already frozen and there was nothing further to discuss,
convening a meeting would not serve a useful purpose.

In the interview, President Giscard d’Estaing emphasized that it was
his opinion that, for the dialogue to be effective, it had to be free and
open. It was essential that the deliberations be private and the format
flexible. The number of participants had to be strictly limited and
bureaucratic preparations kept to a minimum. Ideally, press coverage
was also tobe limited. Though it was impossible, and even illegitimate, to
impose a mantle of secrecy on a meeting of heads of state and
government, the media could be kept at a distance to avoid excessive
expectations, and official pronouncements limited to brief statements by
the participants after the close of the meeting.

“The purpose of these meeting,” explained President Giscard d’Estaing,
“was neither to produce declarations, nor to improve the functioning of

the economic bureaucracies. The latter is something that national .

governments do very well on their own.”

In a separate interview with the author in Bonn in February 19835
Chancellor Helmut Schmidt also traced the origins of the summits to the
“Library Group” and echoed President Giscard d’Estaing’s emphasis on
informality and flexibility. “We had to get the bureaucracies out of it,” he
said, speaking with conviction. Then, casting his eyes around his modest
office in the Bundestag, he commented, “At Rambouillet, we met in a room
not much bigger than this one . . . After Rambouillet, we then had the
idea of meeting regularly. The summits became important occasions for

the Europeans, the Americans and the Japanese to discuss problems in
depth.”
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The AHantic Council Model. At the opposite polei'ej{from the “Library
Group” model of President Giscard d’Estaing and Qhancellor Schmidt,
lies an alternate conception of the economic summits as steering
committees for the harmonization of national policies. The clearest
public statement of this ideal was made in a study irilﬁ(tiated by Henry H.
Fowler and chaired by W. Randolph Burgess for the Working Group on
Economic Policy of the Atlantic Council,in 1977. Tl’\\"S thesis of the study
is that the principal purpose of the summit should gﬁe to provide better
coordination for the making of economic policy. The'emphasis is on the
procedural aspects of the problem. “What is impé‘rtant is that such
meetings become part of a continuous process of harmonization at all
levels.”s The preparations which precede a summit a1jd the consultations
which follow it are seen as being almost as significantas what happens at
the meeting itself. Within each country, these negotiations should be an
occasion for rationalizing the views of the departments with overlapping
jurisdictions. Between countries, they should be jused to develop a
network of formal and informal relations between the officials who
actually prepare and conduct economic policies. The support of the
existing international organizations—QECD, IME, IBRD, GATT—
should be enlisted and their secretariats mobilized t&'provide preliminary
studies and exercise monitoring functions. e

This view of summits implies that they should be Held at frequent and
regular intervals and that participation at the meetings should be broad
enough to ensure comprehensive treatment of all rrLflevant issues. The
Atlantic Council study advocates that the directors|of the OECD, the
IMF and the World Bank participate regularly in the/meetings, and that
leaders from other countries who are not among the Seven participate
occasionally. The study suggests specifically that a\,l’eader from Saudi
Arabia attend when the issue is oil and Australia when the focus is on
food and grain. i )

Proponents of the Atlantic Council view argué further that the
educational potential of summit encounters compler@nents their institu-
tional function. These meetings provide an importafﬁt occasion to raise
the level of public understanding about internatioznal economic prob-
lems. Ample press coverage should be encouraged to ensure that the

opportunity is fully exploited. E(

Two more apparently different conceptions of the same event would
be difficult toimagine. The “Library Group” model of leconomic summits
is one of personal and informal encounters in whichifthe emphasis is on
the strategic exchange of ideas. The Atlantic Coun}#il model is one of
structured meetings of a steering committee providir'j‘g directives to,and
evaluating the performance of, the principal national and international
economic bureaucracies. ' ' :
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CONTINUITY AND CHANGE: COMPETING PROGRAMS FOR ACTION

Neither of these ideals accurately describes the historical reality. Over
the past seven years, summit meetings have simultaneously been more
structured than President Giscard d’Estaing thinks they should have
been and more ad hoc than the authors of the Atlantic Council study
would have them become. Though preparations have tended to become
increasingly complex and extensive, procedures for monitoring decisions
reached at the summit have remained limited and only partially effective.
The OECD, which was initially very much involved in summit prepara-
tions, has subsequently been somewhat excluded. The IMF has remained
largely outside of the summit process.

Annual summit meetings have become an established practice, but the
participants have consistently avoided committing themselves beyond
the next meeting. At one of the sessions of the Council on Foreign
Relations Study Group on Economic Summitry in 1982, a seemingly
innocuous suggestion that the leaders of the Seven declare their
intention to continue meeting for the duration of the economic crisis
elicited a surprisingly unanimous critical reaction from government
officials who had been closely involved in the process. The experienced
“sherpas” responded that formal acknowledgment of any degree of
permanence would generate pressure for the creation of an international
secretariat and would rapidly encumber the process with bureaucratic
rigidities.

At the same time, most members of the Study Group felt that the
regular annual periodicity of the summits should be maintained. If
meetings were isolated and irregular, their announcement would
inevitably be interpreted as indicative of a conjuncture of special circum-
stances. It would prove even more difficult than it is now to avoid
creating false expectations. Moreoever, public opinion, in its appetite for
“winners” and “losers,” would focus inordinately on the competitive
aspects of the play. The power of the summits to enhance consensus and
improve understanding would be diluted. The recurring nature of the
meetings has created an awareness of the significance of the process
itself, and has come to symbolize the continuity of the problems and the
policies of the participating nations.

Informality is also perceived as one of the strengths of the process. It
attenuates the demands for representation on the part of excluded
countries. It permits a useful ambiguity to persist about the scope of the
meetings. Nominally, and in fact principally, devoted to economic
matters, the summits have nonetheless, in the words of Richard Cooper,
Under Secretary of State for Economic Affairs in the Carter Administra-
tion, provided a convenient “cover”” for informal discussions of political
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issues ranging from the invasion of Afghanistan and the future of the
Middle East to the war in the Falklands. Explicit|reference to such
questions in a formal agenda, would have given the summits the flavor of
meetings of a “trilateral” alliance, and might have E reated substantial
obstacles to Japanese participation. Officially informgl, and yet relatively
structured in practice, the summit meetings have embodied a blend of
the ideals of the “Library Group” and Atlantic Couritil models.

Those two visions continue, nonetheless, to provide alternative
organizing principles for the conduct of future economic summits.
President Giscard d’Estaing’s prescription is to underiake lessin order to
accomplish more. He argues that the presumption of regularity of the
summit meetings should be dropped, that there| should be fewer
participants, and less press coverage. Chancellor Schmidt offers a very
graphic image of what future summits should be: “Ideally, the next
summit should be on an island, like one of the small islands of Venice.
Each participant should be allowed to bring only oneaide. Communica-
tions with the mainland should be blocked for two day‘s The press should
absolutely not be allowed on the island.”

The prescription of the authors of the Atlantic"&ouncil study is to
strengthen the structure so that the process may increasingly justify
itself. They argue that economic summits should be embedded in a
continuum of expanded consultations at lower levels_ covering more

subjects and involving more participants. llh

On a deeper level, these two sets of prescriptions are not as
contradictory as they first appear to be. My view is that the lightening
and leavening that President Giscard d’Estaing and Chancellor Schmidt
advocate are what the summit meetings require, but tr\at parallel efforts
should be made to encourage the development of more structured
international consultations at other levels.

v

-

1
STREAMLINING THE SUMMITS \
One of the forces of the summits is that they can hei governments to
forge a greater degree of consensus. However, for them tobe maximally
effective in promoting consensus, the meetings themselves must be
streamlined, relieved of secondary considerations, exTesswe details and
unnecessary formalities.

Some of the leaders who will attend the Wllllamsbxﬁlrg summit, eager
to avoid the mistakes of Versailles, have already'advanced several
proposals for simplifying future summits, many of them msplred by a
desire to revive the original spirit of the “Library Group.” President
Francois Mitterand was himself the first to suggest ]imblically a radical
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change of style. As an American journalist travelling with him in
September, 1982 reported, it was the President’s view that, if there was
to be another summit at all, it should be restricted to the principals and
removed from the press. He evoked the image of a conclave of cardinals,
in secluded deliberation.®

The practice has been for the two days of meetings to be allocated to
four plenary sessions, two morning sessions and two afternoon,
separated by meals. Social events or private meetings, some bilateral and
some multilateral, absorb the rest of the time. At the plenary sessions,
each political leader has been accompanied by his foreign minister, his
finance minister and a note-taker (generally his personal representative).
Thus each delegation has consisted of four individuals. Since there are
seven national delegations (and a smaller one from the European
Community), the total number of participants sitting around the table
has been 30.

One of the recommendations considered by the “sherpas” preparing
the Williamsburg summit has been the proposal that the number of
participants at the plenary session be reduced. Last year, advocates of
this proposal—who included President Giscard d’Estaing, Chancellor
Schmidt, and Prime Minister Raymond Barre—suggested that each head
of state or government be accompanied at the plenary sessions by only
one other individual. This could reduce the count of people around the
table to 16. It is argued that the smaller number would be more
conducive to informal exchange and would enhance the effectiveness of
the dialogue. However, bureaucratic rivalries and the fear that agree-
ments might be reached behind the back of the excluded minister or
ministers have generated substantial resistance to this proposal. In some
cases, political differences between ministers in a coalition government
mean that a diversity of representation at the summit enhances domestic
support for the agreements reached.

My opinion is that allocating more time to private meetings between
the heads of state and government at which no ministers are present is at
least as important as reducing the number of participants at the plenary
sessions. In the past, conversations that the principals have had over
lunch or dinner have sometimes produced a breakthrough in a difficult
negotiation. Tokyo provides an example. Intimacy has not always
succeeded in resolving differences—it did not at Versailles—but opportu-
nities for these restricted and privileged discussions should be maximized.

Another of the proposals considered by the “sherpas” preparing for
Williamsburg is.that the Seven refrain from publishing a communiqué
after the summit. This idea was floated at one of the meetings of the
Council on Foreign Relations Study Group on Economic Summitry
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before Versailles. It has received increasing attentio} in the aftermath of
the acrimony triggered by conflicting official in{érpretations of the
Versailles communiqué. The argument is that if thejprincipal purpose of
the summit is the exchange of ideas, a communiqué is not required, and
its elimination would spare the participants the buyden of arguing over
wording at the meeting, and remove the potentia:? for acrimony over
conflicting interpretations afterwards. There is atemptation for civil
servants managing more issues than their political leaders can give
attention to, to use the communiqué of a summit as an opportunity to
generate an expression of support for policies which are otherwise
politically peripheral. The result can well be to detraét from the impact of
what should be, in my opinion, a short, concise sta teinent of the principal
subjects treated by the leaders. Rambouillet demonstrates that a long
communiqué is not required for there to be imdortant, substantive
agreements. The official declaration issued at the'end of that notably
consequential summit is one of the shortest of the last eight years.
Important negotiations which have been concluded prior to the actual
summit can often be acknowledged in a sentence or two.

Sherpas for Williamsburg have also debated jthe advisability of
restricting and channeling the coverage of the su#mit by the media.
Extensive press coverage of the summits is necessary and useful for the
symbolic and public education aspects of the process. However, it is
equally important that the image conveyed be one of/serious purposeful-
ness rather than of a public relations event. :

The contrast between media coverage at Rambouillet and Versailles is
instructive in this regard. Between 200 and 400 reporters covered the
Rambouillet summit. None of the participants madF any statements to
the press until the concluding press conference, which was held in a
meeting room with a capacity of less than 200 people in the'municipal hall
of the town of Rambouillet, not in the chateau. Reporters were not
allowed on the grounds of the chateau while the rﬂeetings were being
held. The difficult conditions under which thef» media worked at
Rambouillet did not prevent them from presenting{fthat summit to the
public as an overall success.

Between 2,000 and 4,000 reporters covered the\ Versailles summit.
Individuals from nearly every country systematical[}y briefed the press
after almost every session. Robert Hormats, former Assistant Secretary
of State for Economic and Business Affairs, who wasithe U.S. sherpa for
Versailles, has described the result as “a sort of r‘"nning circus, with
media events interspersed every three or four hours.”1® Moreover, the
press was in the chateau on a continuous basis. Cameramen recorded
everything from the principals’ private meals to ar number of lavish
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ceremonial functions. The public display was not a little responsible for
the pervasive, and in the end harmful, impression that there was more
appearance than substance to the summit as a whole. As Prime Minister
Raymond Barre put it in an interview with the author, the spectacle at
Versailles was that of “Vanity Fair.”11

None of the above suggestions for streamlining the actual conduct of
summit meetings should be taken to imply that any less attention should
be paid to the preparatory process. It is the preparatory process which is
largely responsible for the useful influence summits can have on national
bureaucracies and international negotiations. Moreover, careful prepara-
tions are even more important for private exchanges than they are for
more formal exchanges. “The trouble is that private discussion some-
times tends to be meandering,” Assistant Secretary Robert Hormatshas
commented; “Therefore the preparatory process is particularly impor-
tant for private meetings.”2 In general, thorough and careful prepara-
tions remain an essential requirement for a successful summit. If the
emphasis on informality at Williamsburg results in downplaying the
preparatory process, an important opportunity for focusing the energies
of the governments of the Seven on the major economic problems facing
them will have been lost.

SUMMING UP

Of the two prescriptions for reforming the summits which I have
presented, the first, the one inspired by the “Library Group” model, is the
most radical. It implies breaking the natural tendency of any regularly
repeated official event to become embedded in bureaucratic structure.
Progressive enhancement of the organization of economic summits such
as that envisioned by the Atlantic Council goes in the direction of this
tendency. Simplification may be what is required now for the Seven to
recover some of the sense of urgency and significance which character-
ized their early meetings.

On the other hand, a radical break need not be incompatible with a
concommitant response on other levels to the prescriptions of the
Atlantic Council model. The need for more coherent management of
international economic policy (particularly in the United States) is real, as
are the needs for more extensive consultations between countries in
many areas, and the strengthening of existing international
organizations.

In the following chapter Anthony Solomon and I address some of the
major substantive problems which face the leaders of the summit
countries as they prepare for Williamsburg: avoiding an international
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debt crisis, promoting coordinated economic retovery, warding off
protectionist pressures, promoting greater exchange market stability. In
each case, achievement of lasting and significant results requires better
procedures for cooperation between governments and stronger inter-
national organizations.

However, the cause of cooperation will not be advanced by unneces-
sarily encumbering the privileged, and inevitably, rare, encounters of
heads of state and government. The summit leaders should preserve the
flexibility and openness of their exchanges. In the last analysis, whether
or not the major industrial democracies implemerwt compatible policies
depends, in the words of President Giscard d'Estaiq ,on whether or not
their leaders concur on “what is to be done.”




IV.

WILLIAMSBURG AND BEYOND:
TWO PERSPECTIVES

The Responsibilities of Leadership
George de Menil

Ecoonomic conditions facing the summit countries over the next two
years are likely to be more favorable than they have been during the last
two years. A declining price of il opens new prospects for greater
growth and less inflation worldwide. This improvement in the outlook
should make modest coordination easier to achieve. Two kinds of actions
are called for. The first involves quick response to immediate dangers.
The second entails measured progress on the inevitably arduous path
toward necessary long-term structural reforms.

The most pressing objective of the Seven in the period immediately
ahead should be the maintenance of the free trading system. Whatever
the pace of economic recovery, the growth of employment will lag
behind that of output and will be insufficient to reduce present record
levels of unemployment for some time. For this and other reasons, the
pressure for protectionist measures will persist beyond the first stages of
the recovery. At Williamsburg, the leaders of the Seven must, as their
predecessors have in the past, again clearly demonstrate the inter-
national implications of yielding to these domestic pressures. They must
strengthen the partial commitment made at the GATT ministerial
meeting in November 1982 not to introduce new trade restrictions. They
should agree to seek resolution of their outstanding trade conflicts—
notably concerning agricultural subsidies—through use of the general
procedures provided by the GATT.

The debts of the developing and Soviet Bloc countries constitute
another major area of concern for the Seven and their trading partners.
It has been estimated that in 1982 the external debt of non-oil developing
countries was $640 billion.! Twenty-five percent of the export earnings
of all non-oil developing countries was required to meet debt-service
payments. In some regions, the percentage was much higher, and several
countries—notably Argentina, Brazil, Mexico and Venezuela—spent
more than the year’s export earnings on debt-service payments. Loans to
vulnerable sovereign debtors were nearly as great as, and in some cases
larger than, the stockholder’s equity of many of the large banks. Loans to
Argentina, Brazil and Mexico were reported to amount to 130% of the
equity of the nine largest U.S. banks.?
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The immediate problem is to avoid a financial crisis before servicing
burdens and the liquidity difficulties of the major debtors can be
alleviated by significant economic recovery. Successful implementation

of emergency refinancing packages for Mexico and oéher sovereign
debtors has indicated the existence of a remarkable w1llmgness on the
part of central bankers, finance ministers and private bankers to
cooperate, with the help of the IMF and the Bank for International
Settlements (BIS), to avoid serious disruption. If other specific liquidity
problems with major implications for the internationa} system arise,
similar rapid and flexible response will be required. |

It will take more than a succession of stopgap measm}lres to restore
confidence to the international banking system. The firstrequirementis
that the industrialized economies recover from the present recession.
Without renewed growth, private banks are unlikely to cjntmue lending
the funds that developing countries will need simply to finance their
current account deficits. The maturities of the loans that private banks
have outstanding to non-oil developing countries should be lengthened.
Too much of their debt is short-term and too much of|the burden of
interest variability is on the debtors. Partial, phased write-offs may be
called for in instances where the best efforts of debtors may be
insufficient to meet debt-service payments even in a favorable economic
environment. Existing arrangements for the supervision of international
banking by national regulatory authorities and by th BIS must be
strengthened.

Public authorities will have to play a central role in this process.
Extensive cooperation between central banks, finance nilinistries, bank
regulatory authorities, the relevant international institutions and the
private banks themselves will be required. It is time to cpitalize on the
willingness to cooperate which these parties have demonstrated in the
past year and to apply it to devising longer-term solutions; 1 tend to agree
with the economists and bankers who argue that this does not require
the creation of new institutions for the purpose of taking over at
discount large portions of the debts of the banks.> More pragmatic legal
and administrative solutions can be found. If it proves necessary for
public authorities to assume responsibility for a larger portion of the
short- and long-term debt of the developing countries than they do at
present, this can be achieved over time by expanding the lending of the
IMF and the World Bank. The effort should rather be to st engthen these
institutions and provide them with additional resources., )

At Williamsburg, the leaders of the Seven have an ppportunity to
endorse the spirit and practices of cooperation which have emerged
during the preceding year. They should jointly support; the legislative’
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action—notably in the United States-—that is required to increase the
resources available to the IMF4 They should also seek to increase the
resources of the World Bank. They should further review their common
interest in the long-term stability of financial relations between debtor
and creditor nations, and commit themselves to support such changes as
may prove necessary to ensure that stability.

In the macroeconomic area, the first priority of the Seven must be to
ensure that economic recovery materializes in 1983 and 1984, and to
guard against the danger that it rekindle inflationary expectations. The
easing of monetary policy in the United States in the second half of 1982
has already gone a long way to provide needed stimulus. The White
House and the Congress must now demonstrate a firm commitment to
further reducing federal budget deficits in 1985 and subsequent years.
Governments in the surplus countries, Germany, Japan and the United
Kingdom, should, as some have begun to do, accompany the U.S. lead by
providing additional fiscal stimulus. At Williamsburg the leaders of the
Seven should support these different measures.

Whatever policies are followed, they should be implemented on an
internationally coordinated basis. An analysis published by the Institute
for International Economics at the end of 1982 is particularly eloquent on
this point:

The international spillover effects of macroeconomic policy are too
strong for it to be sensible for individual countries to believe that
they can rationally plan their own actions independently of what is
happening elsewhere. There are now a host of examples of
countries that attempted to maintain growth rates higher than
warranted by theinternational norm, and failed .. . Even if U.S. policy
were set on a sufficiently expansionary course for the United States
to constitute a locomotive to the rest of the world economy . . .
there would be no grounds for complacency, for the chances are that
the expansion would again be aborted by an excessive dollar
depreciation before any export-led boom developed in the rest of the
world.5

As one looks beyond the immediate future, the prospects for a more
coordinated balance of macroeconomic policies in the medium term
hinge on two considerations which, in the broadest sense of the word,
are of a political nature. The first is the willingness of the leaders of the
major industrial democracies and of their electorates to accept the
implications of interdependence. This means accepting the fact that none
of the major countries can achieve economic success alone for long. The
second condition is the willingness of the United States to fulfill, and of
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its partners to accept, the role of leadership to whichijit is destined by its
overwhelming economic and political strength. L

The first and foremost responsibility of leadership is for the United
States to conduct a stable anti-inflationary monetary policy and a
resonsible fiscal policy. When the United States pursues unbalanced
policies in either area, the entire world suEfers‘}‘ At present, the
international economy as a whole is bearing some ofjthe burden, in the
form of excessively high real interest rates, of the|large U.S. budget
deficits projected for 1985 and beyond. '

Leadership also means that when other major indystrial democracies
pursue irreponsible policies, condoning, for instaijce, high rates of
inflation, the United States should not adapt itq policies to their
weakness. It should instead espouse firm anti-inflatip“nary policies on its
own. This is essentially the course U.S. monetary authorities have
followed for the last four years. The United States was riot the first to
reduce its rate of inflation after the second oil shock, put it has been the
anti-inflationary commitment of U.S. monetary policy which has made
the decisive difference from a global point of view. Si}'ﬂ\ce the summer of
1982, U.S. monetary policy has again taken the léad, this time in
promoting recovery.

When the United States is following responsible macroeconomic
policies and providing enlightened leadership, its partners should be
willing to follow. The burden of coordination should be on them, and
they should adapt their policies to those of the United States. Moreover,
Washington cannot afford to take a disinterested viev‘}! of their response,
because, if coordination is not achieved, its own initiatives will not be
successful. Even the United States cannot successfully conduct a fully
autonomous monetary and fiscal policy. Thereforel Washinton must
convince its partners to follow its lead. One of the rresponsibilities of
leadership is to forge a consensus on what needs to be done and to
generate collective support for the necessary policies. The responsibility
of the other major industrial democracies is to be “reliable partners” and
to accept U.S. leadership when it is going in the right direction.

Do these basic political considerations imply any need to reform
existing international rules governing the conduct of macroeconomic
policy, notably arrangements governing the moverent of exchange
rates? |

It has often been noted that nominal and real exchange rates have been
subject to larger major swings since the advent of floating than most
economists and economic officials had thought wouldibe the case.¢ This
has been at least partly a reflection of the divergence of underlying
macroeconomic policies. j‘s ' '
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Numerous proposals have been made over the last decade for a return
to a system of more rigid governance of exchange rates, more flexible
than the old Bretton Woods system, but less flexible than the present
system of floating. One of the more widely discussed of these proposals
has been that calling for the establishment of broad “target zones” for
exchange-rate movements.”

It would indeed be desirable to attenuate the extent and frequency of
the episodes of “overshooting” which asymmetries between countries
and lags in policy-making processes and economic response make
somewhat inevitable in a system of free floating. If maladjustments could
be financed to a greater degree rather than allowed to manifest
themselves predominantly in exchange-rate movements, price stability
would be enhanced and pressures for protectionism reduced.

However, I do not think that a system of “target zones” linking the
major countries of America, Europe and Japan is feasible.  agree with the
economists and policy makers who argue that the degree of uncertainty
in the world is too great for governments and central banks to make any
formal commitments to specific ranges for the evolution of their
exchange rates even a year or two ahead. [ also agree that, even if officials
were capable of forecasting equilibrium rates better than the market, the
volume of reserves that they would have to be prepared to commit to
defend those views far exceed the limits of what is realistic or desirable.8

In my view, the only realistic way to achieve greater stability of
exchange rates is through more active efforts to coordinate the
monetary and fiscal policies of the key industrial countries. To the extent
that the key countries are successful at these efforts, real exchange rates
will tend to become more stable. This does require a willingness on the
part of those countries to let exchange-rate considerations influence
their macroeconomic policy decisions.? Policy makers should actively
seek to avoid prolonged divergences between real exchange rates and
their equilibrium levels. They should be willing to adjust monetary and
fiscal instruments in the light of such considerations.

At Versailles, the Seven instituted a new mechanism of consultations
intended to promote more active coordination of macroeconomic
policies. A series of regular meetings between the managing director of
the IMF and the finance ministers and central bank governors of the five
summit countries whose currencies are included in the Special Drawing
Rights (SDR) basket was initiated.1o At Williamsburg, the Seven should
renew their support for this mechanism. The basic decisions on which
the harmonization of macroeconomic policies depends will remain
essentially political. Heads of state and government will have to provide
direction themselves. But consultations such as those initiated at
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Versailles can pave the way, and are necessary for s)}uccessful implementa-
tion, once the political decisions have been madei

Maintenance of the free trading system, management of the large
debts the developing and Soviet Bloc countriesj have accumulated in
recent years, improvement of the coordinationjof the monetary and
fiscal policies of the major industrial democracief——these are all critical
areas calling for a combination of short- and long-run measures on the
part of the Seven. To be successful, their response must be coordinated.
No single nation, not even the United States, can fngmeer a satisfactory
outcome alone. Itis in the enlightened national interest of each to seek to
forge with its partners a consensus in support of{cooperative solutions.
That task requires a continuing, strong, and effective dialogue at the
summit.

‘.
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Toward Realistic Cooperation
Anthony M. Solomon

The economic summit of 1983 comes at the time of widely diverging
perceptions and attitudes about where the world economy is heading and
what can and should be done to improve the outlook. It is also fair to say
that there are, here and there, misperceptions about the current
situation and about the policy stance and intentions of different
governments. Under the circumstances, this year’s summit offers an
opportunity for developing no more than a better understanding of how
policies are evolving and of what kinds of changes governments might
consider making in order better to harmonize their national policies.
Realistically, it is only a long shot that the summit participants could
come together on a fully articulated, coordinated approach to dealing
with today’s problems of inadequate growth and high unemployment.
Butachieving a somewhat greater degree of cooperation is not out of the
question and actually may be easier now than in the recent past.

The differences in perceptions and attitudes fairly accurately reflect
the constrastin current economic circumstances. Broadly speaking there
is a growing sense in the United States—but not in Europe, in my
impression—that the turning point has been reached. There are definite
signs that recovery has begun in this country. It is most likely to be
moderate in strength, at least compared to the more vigorous postwar
rebounds. But that in itself need not be a source of concern for the
moment, because it raises the chances that the recovery can be sustained
and it lowers the chances that the considerable progress made against
inflation may be jeopardized. So the United States will be hosting the
summit with a reasonably favorable prognosis despite only gradually
declining unemployment over the next two years as well as some
continuing internal imbalances and weak spots in the economy.

Many European experts do not share a sense of promise. Although
Europe generally is also benefiting from an improved inflationary
environment and, importantly, from less costly oil, it appears that not as
much comfortis being taken of that fact. Instead, Europeans are worried
about whether their recovery will get going or if it will bring down
unemployment at all. They are deeply concerned that major structural
forces at work in their economies—in terms of such issues as wage
rigidities, elaborate social benefits, the relative roles of government and
the private sector, a waning of entrepreneurial energies, and a broader
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lack of confidence among segments of both the general population and
the business community—will be lasting impediments to expansion. In
this atmosphere, there is a yearning for a better outcome, for a return to
earlier periods when optimism and enthusiasm went unquestioned. But
this yearning has apparently not yet been translateid into a vigorous
seeking out of potential solutions and a search for consensus within
Europe on policy initiatives which could help bring }about that better
outcome. |

These contrasts in economic circumstances and jperceptions have
important implications as we look ahead to the Williamsburg summitand
beyond. To begin with, it has to be recognized, especially by Europeans,
that with the United States in a somewhat better position to emerge
from the recession with a reasonably good recovel}'y, there is little
incentive for this country to strain to come up with riew initiatives for
joint action. As we have seen in the past, the United States is capable of
taking on a strong leadership role—in fact, this country has a unique
comparative advantage in getting out front with new ideas. But the
United States does not usually play that role effectively unless there is a
sense of common ground on where we and the other, major industrial
countries want to go. Therefore, it would seem that a| precondition for
successful international economic policy coordination) now is that the
European governments themselves reach internal cor}sensus on objec~

tives, on policy approaches they will be willing to consjder, and on new
directions they will be willing to take.

This cannot be an easy assignment, and it is one ﬁwhich European
governments are likely to view with ambivalence. There are obvious
attractions to new initiatives. There is always the hope that they might
capture the‘attention and the imagination of the publi¢. But no one has
found a line of economic analysis that reveals a set of measures sure to
yield better results—and generate those results quickly without adverse
effects on inflation. And it is obviously pointless to invest considerable
amounts of domestic political capital in fashioning a joint European
package that in the end may not do much to help $olve immediate
problems.

The conclusion, harsh as it may sound to some, is simply this: if the
European industrial countries are incapable of devising a set of objectives
and an approach to achieve them—either because they disagree on ends
or because they agree on ends but see no means that can be reasonably
predicted to work—then criticism of the United Statjs for failing to
cooperate adequately is going to be taken, rightly, as disingenuous. In
fact, such criticism is potentially harmful, for it leave the impression
that a package of coordinated actions could be put forward that would

71



work, if only the United States would come along. The truth is that such
packages are very rare. Normally, what can be feasibly accomplished by
cooperative action is more modest.

Thus, in my view this year’s economic summit—indeed, all of them—
ought to be launched with a strong sense of realism. We have learned
much from past summits and from the experience of recent years. We
have learned that the authorities of the main industrial countries are
good at responding to a crisis—responding rapidly and skillfully with full
communication and close cooperation. We saw it with the British and
Italian financial programs back in 1976, with the dollar support package
of November 1978, and with the Bonn summit agreement itself. Lately,
we have seen an excellent cooperative response to the international
debt-servicing crisis that has enveloped countries like Mexico, Brazil,
Argentina and Yugoslavia. Strictly speaking, these recent efforts have
been outside the actual summit process, but they do derive from the
common interest in cooperative efforts—the principle that ultimately
underpins the concept of having economic summits at all.

Where we have done less well is in those areas where longer-term
structural reforms are involved. There is a recognition that a problem
exists. But the nature of the structural reform needed to deal with it is
unclear. Economic analysis does not yield a consensus of unambiguous
recommendations under real world assumptions. Ideology and doctrine
strongly color what options can be considered. The time horizons are
long, and instant gratification, a desirable attribute from the domestic
political standpoint of most leaders, is almost always impossible. And
there isimpatience and frustration with a sequence of incremental, often
seemingly technical, steps that are difficult enough to implement, even
when national legislatures can be convinced to pass them. A good
example would be the case for stand-by authority to impose an oil tax
when prices decline sharply and to do it on a coordinated international
basis so that relative trading competitiveness is not distorted. In short,
where there is a crisis, action does not wait for the next economic
summit; but the fact that there will be a next summit provides legitimacy
to the process of cooperation in a crisis. By comparison, where there is
not an obvious crisis but there are long-term problems, itis all too easy to
overlook the kind of contribution summits can make, even when results
fall short of a bold new departures.

My own sense is that, under present circumstances, it is exactly this
type of low-key approach that is needed to help nudge the economies of
the industrial countries toward sustainable recovery and to help achieve
a greater degree of stability in financial markets domestically and
internationally. It would not accomplish miracles, but it would relieve
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concerns that the seven summit countries are incapable of cooperative
efforts. i

In substance, a useful set of joint undertakings would include a U.S.
commitment to reducing longer-term federal deficits in order to
maintain an overall medium-term policy course thatwould be moderately
restrictive and consistantly anti-inflationary. For Germany, Japan, and
probably the United Kingdom, which have reasonably strong current
account positions and tolerable inflation rates, it 'would include some
stimulus to private sector spending, most sensibly (in view of the
exchange rate situation) through a temporary easing of fiscal policy. In
addition, in the area of international trade policy, the Seven should agree
among themselves on the most meaningful set of commitments they can
effectively implement to put a stop to the drift foward protectionist
measures. And they should give concreteness tof(this by setting up a
monitoring group drawn from the seven summit governments to follow
through on those commitments—not to supplan/}t the GATT, but to
provide a mechanism that can act fast and without bureaucratic
encumbrances. ‘.

Finally, the time may be right for laying out a common understanding
among the Seven on the importance of exchange rates for their
economies and the need toavoid periods of overshopting in one direction
or the other. In fact, there has probably been more donvergence of views
among the financial authorities of the major courﬂtries, and something
like a pragmatic consensus might emerge. But not all have recognized the
movement that has occurred. And there are mispérceptions on several
sides about what other countries are prepared to dojin terms of exchange
market intervention. What 1 would contemplate would go beyond the
level of platitudes—that exchange market stability is good and instability
is bad. But it would be modest in intent. There is ng support for a formal
program of massive concerted intervention at this time, and I don't see
support for that approach developing now. A lim},ited approach would
also avoid exciting-sounding but basically unrea; istic schemes for a
return to some version of fixed or target zone exchange rates. No one
knows what those rates should be or how they would be enforced.
Instead,  would envisage the outlines of an understanding that effective
intervention, coordinated among the major monetary authorities, could
be undertaken when exchange rates were judgedito have clearly gone
beyond levels that are consistent with the econonic fundamentals and
which endanger the preservation of free trade. |

This kind of intermediate approach has the advantages of flexibility
and reversibility. It does not require huge amounts pf resources to be put

in place ahead of time in order for it to be effectivé‘} But it also has great
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symbolic value, by putting to rest a source of irritation and demonstrating
an ability to reach a middle ground position on an issue that had seemed
impervious to compromise not too long ago.

To conclude, a successful economic summit ultimately depends on two
things. First, the personalities of the participants and the key people
advising them must jell in a way that makes cooperation seem natural
and also valuable. Second, analysis must have some predictive power,
yielding a real sense of certainty that positive results will follow a
proposed course of action. Not every summit will be lucky enough to
have both elements present. But if they are there, the summit can be a
powerful tool and a strong force for improvement in the world economic
outlook.
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APPENDIX 1

A Summary of the Main Points of

Eight Summit Commumquesf 1975-1982

1

RAMBOUILLET SUMMIT }

Nov. 15-17, 1975 "’

Participating Leaders )

President Gerald Ford, President Valéry Giscard d’Estaing, Pr'sme Minister Takeo Miki,
Prime Minister Aldo Moro, Chancellor Helmut Schmidt, Prnme Minister Harold Wilson.

.

Principal Agreements "

Statement of determination “to overcome high unemploymen% continuing inflation and
serious energy problems.”

Renewed commitment to free trade. Call for completion of To}(yo Round negotiations in
1977.

Agreement to accept floating as a legitimate exchange-rate regime to be placed under IMF
surveillance, and concurrent. commitment by authorities in participating countries to
intervene in exchange markets “to counter disorderly matket conditions or erratic
fluctuations in exchange rates.” Both sides of the understarjdmg to be ratified at the
forthcoming IMF meeting in Jamaica.

SAN JUAN SUMMIT !
June 27-28, 1976
\

Participating Leaders

Prime Minister James Callaghan, President Valéry Giscard dn staing, President Gerald
Ford, Prime Minister Takeo Miki, Prime Minister Aldo Moro, Chancellor Héllmut Schmidt.
i

Statement of common purpose “to manage effectively a tra nsn’tlon which will reduce the
high level of unemployment which persists in many countries and will not jeopardize our
common aim of avoiding a new wave of inflation.”

Principal Agreements
Agreement to consider crea tmg anew multinational credit facnhty, possibly within the IMF,
to aid developed nations experiencing temporary payments pr?blems

LONDON SUMMIT i
May 7-8, 1977

"
Participating Leaders |

Prime Minister Giulio Andreotti, Prime Minister James Cei laghan, President Jimmy
Carter, Prime Minister Takeo Fukuda, President Valéry Cns ard d’Estaing, Chancellor
Helmut Schmidt, Prime Minister Elliott Trudeau.
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Principal Agreements

“We commit our governments to targets for growth and stabilization which vary from
country to country” (Japan 6.7%, U.S. 5.8%, Germany 5%).

Agreement to exchange experiences with programs to combat youth unemployment.
Endorsement of agreement of interim committee of IMF to seek additional resources.
Call for “broadest possible” tariff reductions, “a significant reduction of non-tariff barriers,”
and “a mutually acceptable approach to agriculture” in the context of the Tokyo Round
negotiations.

Approval of increased reliance on nuclear energy. Agreement to undertake “a preliminary
analysis” of non-proliferation safeguards, “including the study of terms of reference for
international fuel cycle evaluation.” (This masked a deep disagreement between the U.S.,
on the one hand, and France and Germany on the other, over policy regarding breeder
reactors.)

Pledged fulfillment of fifth replenishment IDA.

Agreement to support negotiations to create a Common Fund for individual commodity
buffer stock agreements.

BONN SUMMIT
July 16-17, 1978

Participating Leaders

Prime Minister Giulio Andreotti, Prime Minister James Callaghan, President Jimmy
Carter, Prime Minister Takeo Fukuda, President Giscard d’Estaing, Roy Jenkins, President
of the EEC Executive Commission, Chancellor Helmut Schmidt, and Prime Minister Pierre
Elliot Trudeau.

Principal Agreements

Agreement on a program of “different actions by countries that face different conditions”:

Canada:  output growth “up to 5%”;
Germany: government will propose to legislature “additional and quantitatively
substantial measures up to 1% of GNP” before end of August;

France: government agrees to increase its deficit by 0.5% of GNP in 1978;

[taly: government pledges output growth in 1979 1.5 percentage points higher
than 1978;

Japan: government pledges to achieve target real growth in fiscal 1978 1.5%
higher than in fiscal 1977;

UK. government pledges to “continue the fight against inflation” (a new fiscal

stimulus of over 1% of GNP had been announced prior to the summit);

US.: government reaffirmed its commitment to several anti-inflationary meas-
ures (reduction of 1979 tax cut by $10 billion, reductions of government
expenditure projections for 1978 and 1979, implementation of voluntary
wage and price program).

Commitment by the U.S. to “have in place by the end of the year a comprehensive policy
framework . . . that will result in oil import savings of approximately 2.5 million barrels a

day by 1985.” Specific pledges to establish a strategic oil reserve of 1 billion barrels, increase

coal production by two-thirds, maintain ratio between growth of GNP and growth of
energy at or below 0.8, restrict the volume of oil imports in 1978 and 1979 to less than the
figure for 1977, to raise the domestic price of oil to the world level by the end of 1980.

Approval of EEC agreement reached at the Bremen summit on the following objectives for
1985:
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reduction of dependence on imported energy to 50%, limitation of net oil imports,
and reduction to 0.8 of the ratio between the rate of increase of energy consumption
and the rate of increase of gross domestic product. )

Joint pledge to further the “indispensible” further developmené: of nuclear energy.

§
Strong commitment by the United States and Canada “to contifiue as reliable suppliers of
nuclear fuel within the framework of effective safeguards.”

Suggestion that the World Bank explore ways to help developing countries finance
hydrocarbon exploration.

Support expressed for the framework of understanding ¢n the Tokyo Round of
multilateral trade negotiation made public in Geneva, July 13, “even though . . . some
difficult and important issues remain unresolved.”

Japanese government agrees to work for the increase of imporis into Japan and “to take a
temporary and extraordinary step of .. . keeping the total volumg of Japan’s exports for the
fiscal year 1978 at or below the level of fiscal 1977.”

Japanese government announces the intention to double its cJ ficial development aid in
three years.

Joint pledge to support replenishment of IDA on a scale that would “permit its lending to
rise annually in real terms.”

Agreement to pursue actively negotiations on a Common Fund for commodity stabilization.

Note was taken of the EEC decision at the recent Bremen summit to constitute a new
European Monetary System.

TOKYO SUMMIT
June 28-29, 1979

Participating Leaders

Prime Minister Giulio Andreotti, President Jimmy Carter, Prime Minister Joe Clark,
President Valéry Giscard d’Estaing, Roy Jenkins, President of the EEC Executive
Commission, Prime Minister Masayoshi Ohira, Chancellor |Helmut Schmidt, Prime
Minister Margaret Thatcher.

Principal Agreements
Commitments regarding oil import ceilings for 1979 and 1980:

France, Germany, Italy and the U.K. reaffirmed the EEC decision to restrict the
Community’s 1979 oil consumption to 10 million barrels a day and to maintain its oil
imgorts between 1980 and 1985 at an annual level not higher than that of 1978. In
addition, they agreed to recommend to the EEC that eﬁch member country’s
contribution to tﬁese annual levels be specified. l

Canada, Japan and the U.S. reaffirmed their commitment to their individual IEA oil
imp?rt targets for 1979 and agreed to hold 1980 imports ator below these 1979
evels. |

Commitments regarding oil import targets for 1985:
France, Germany, Italy and the U.K.: the 1978 figure
Canada: 0.6 million barrels per day.

Japan: between 6.3 and 6.9 million barrels per day.
The U.S.: 8.5 million barrels per day (the 1977 level).

| 0
Agreement on constitution of a high-level group of representatives to review oil import
and energy conservation results. : ]

'
i
!
|

Agreement on setting up a register of international oil transattions, and on examining
feasability of requiring certification of purchase price at the time of unloading of crude oil
cargoes. :

)
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Agreement on maintaining or raising domestic oil prices to world level and eliminating
subsidies or other administrative action that might put upward pressure on world prices.

Agreement to create an international energy technology group.
Statement “deploring” the decisions taken by the recent OPEC conference.
Statement of support for the World Bank’s program for hydrocarbon development.

VENICE SUMMIT
June 21-23, 1980

Participating Leaders

President Jimmy Carter, Prime Minister Francesco Cossiga, President Valéry Giscard
d’Estaing, Chancellor Helmut Schmidt, Prime Minister Margaret Thatcher, Prime
Minister Pierre Elliott Trudeau, and cabinet ministers from a caretaker government
replacing deceased Japanese Prime Minister Masayoshi Ohira.

Principal Agreements

Joint statement calling for permanent and complete withdrawal of Soviet troops in
Afghanistan and deploring the taking of diplomatic hostages.

Statement that “the reduction of inflation is our immediate top priority.”

Recognition of the IEA secretariat’s estimate that the collective sum of its members’net oil
import targets for 1985 could be reduced by 4 million barrels a day. (No agreement was
reached on individual country commitments toward further reduction.)

Broad range of general agreements to conserve oil and foster the development of the
equivalent of 15-20 million barrels of oil per day of alternative forms of energy by 1990:

Agreement not to construct any new base-load, oil-fired generating stations;

Agreement to encourage conservation and substitution away from oil in industrial,
residential and transportation usages;

Statement of intention to double coal production by 1990;
Statement of support for increased use of nuclear energy;

Statement of support for conclusions of the international nuclear fuel cycle
evaluation group launched at the London summit of 1977;
Agreement to exchange technological information on new synthetic fuels plants
and other technological innovations and to project production potentials of these
new technologies through the year 2000.
Statement that the above comprehensive strategy is intended to reduce the ratio between
increases in collective energy consumption and economic growth in the Seven to 0.6 by
1990, and further to reduce the share of oil in total energy demand from the present 53% to
about 40% during the same decade.
Call for the World Bank to consider the possibility of a new affiliate or facility toincrease its
lending programs for energy assistance.
Statement of support for the principle of global negotiations in the framework of the
United Nations regarding a new international development strategy.
Commitment to strengthen international arrangements on export credits with a view to
reaching an agreement by December 1, 1980.
Commitment to work in the United Nations toward an agreement prohibiting illicit
payments.
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OTTAWA SUMMIT J
July 20-22, 1981 f

Participating Leaders

President Francois Mitterand, President Ronald Rea!gan, Prime Minister Giovanni
Spadolini, Prime Minister Zenko Suzuki, Prime Minister Margaret Thatcher, Gaston

Thorn, President of the EEC Executive Commission, Prinf]\'e Minister Pierre Elliott Trudeau.

Principal Agreements

Expressions of support for reducing public borrowing, encouraging productive investment,
and accepting the role of markets. ‘

Expression of support for “low and stable” monetary groith and acknowledgement of the
desirability of greater stability in foreign exchange and fijnancial markets.

Support for the forthcoming Canciin North-South suminit.

Agreement to participate in preparations for “a mutually acceptable process of global
negotiations.” |-

Support for the encouragement of private as well as pablic capital flows to developing
countries. I

Expression of willingness to cooperate with OPEC in fin:l‘ncing development, especially of
energy sufficiency, in non-oil-producing developing counitries.

b
Endorsement of efforts to reach agreement by the end jof the year on the reduction of
subsidy elements in export-credit schemes. A

Agreement to consult to improve the system of controls|

on trade in strategic goods with
the U.S.S.R.

VERSAILLES SUMMIT }
June 5-6, 1982 i

Participating Leaders

Prime Minister Wilfred Martens, President of the Cou;’xcil on European Communities,
President Frangois Mitterand, President Ronald Reagan; Chancellor Helmut Schmidt,
Prime Minister Giovanni Spadolini, Prime Minister Zenko Suzuki, Prime Minister
Margaret Thatcher, and Gaston Thorn, President of the Commissign of the European
Communities, Prime Minister Pierre Elliott Trudeau. : ¢

Principal Agreements

Commitment to “work toward a constructive and orderly evolution of the international
monetary system.” This was further developed in an additional “Statement on Inter-
national Monetary Undertakings,” which included the following points:

Acceptance of “a joint responsibility to work for greater stability of the world
monetary system” through “convergence of policies designed to achieve lower
inflation, higher-employment and renewed economic growth .. .”

Agreement to cooperate with the IMF “in its work|of surveillance . . . on a

multilateral basis taking into account particularly the currencies constituting the
SDR...” B

Affirmation of willingness “to use intervention in eﬁé{hange markets to counter
disorderly conditions, as provided under Article i[V of the IMF Articles of
Agreement.” P

Endorsement of the GATT Ministerial Conference (which was eventually held in
November, 1982). ‘} '
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Agreement “to pursue a prudent and diversified economic approach to the U.S.S.R. and
Eastern Europe.” The agreement had three aspects: (1)a commitment to strengthening the
international system for controlling exports of strategic goods, (2) an agreement to
exchange information in the OECD on all aspects of economic relations with the Soviet
Union and Eastern Europe, (3) an agreement to “handle cautiously” financial relations with
the Soviet Union and the Eastern European countries.

Commitment tolaunching “global negotiation.” Agreement on a joint response to the latest
draft resolution of the Group of the 77 toward that purpose.

Support “for special temporary arrangements to overcome funding problems for IDA VI,”
and for “an early start” on IDA VII.

Decision to set up a working group of representatives of the Seven and of the European
Community to develop, in consultation with the OECD, proposals relating to President
Mitterand’s report on new technologies.

NOTES g
Chapter 1. From Rambouillet to f}/ersailles

1. Ratified by the Smithsonian agreements in December ‘;1971.

2. In Japan, Prime Minister Fukuda was soon to suffer from the effects of a political
scandal which eventually toppled his government in November 1974,

}

3. Schmidt had himself, in fact, been an early staunch supporter of the International
Energy Agency when he was still Finance Minister. JSee Henry Kissinger, Years of

Upheaval (Boston: Little Brown, 1982), p. 909. i

4. “Straight Talk to the U.S.: Interview with West German’ Chancellor Helmut Schmidt,”
U.S. News and World Report, December 9. 1974, p. 32. |

5. The details of the agreement are described in “Cominuniqué issued following the
meetings of the President of the United States of América and the President of the
French Republic in Martinique,” Department of State Bulletin, January 13, 1975, pp. 42-44.
The U.S. also dropped its suggestion that the emergencl financial safety net proposed
earlier in the year by Secretary of State Kissinger be adrjinistered by the International
Energy Agency, and suggested instead that it could be coordinated by the IMFE. See
Secretary of State Kissinger’s press conference after the Martinique summit, Ibid, p. 40.

A
6. Communigué of the meeting of the Committee of Ywenty in Washington, D.C.,
March 26-27, 1973. Quoted by Robert Solomon, The Internidfjonal Monetary System,
1975-1981 (New York: Harper & Row, 1982), p. 248. |

7. France, Germany, Japan and the United Kingdom. '

8. See Robert Solomon, op. cit., pp. 274-80, for a cafeful(and incisive analysis of these
negotiations. 4

9. These were conducted by U.S. Under Secretary of State for Monetary Affairs Edwin
Yeo and his then counterpart in the French Ministry of;Finance, Jacques de la Rosiére.
Karl Otto Pohl, then State Secretary in the German Ministry of Finance, played an
important role in the negotiations that immediately preceded the Rambouillet meeting.

10. Article JV of the revised IMF Articles of Agreement. (?uoted in Robert Solomon, op.
ct., p. 272. i

11. Various efforts were made to overcome the inhibiting effect of numbers. Membership
in Working Party Three was restricted to representatives from the hations of the
“Group of Ten.” All 24 members of the OECD belonggd, however, to the Economic
Policy Committee. The U.S. representative on the EPC eventually initiated the practice
of informal meetings of the representatives of a few key nations in what came to be
known as the Committee’s “Bureau.” Nonetheless, néither the EPC nor WP3 were
adequate to the problems at hand. For an eloquent statement of the limitations of
OECD consultations as they existed in 1975, see|Miriam Camps, First World
Relationships: the Role of the OECD (Atlantic Institute and|Council on Foreign Relations,
1975).

12. See the discussion of the relationship between G-10 arid C-20 in Miriam Camps and
Catherine Gwin, Collective Management: The Reform of Glolal Economic Organizations (New
York: McGraw-Hill, 1981), p. 225. j

13. See Brian Tew, The Evolution of The International Mane.‘ury\?ystem, 1945-1977 (New York:
John Wiley, 1977).

14. Fifteen months earlier, Secretary of State Kissinger had proposed that President Nixon
and his European and Japanese counterparts hold a special summit meeting to reaffirm
a common sense of purpose and give new political direFtion to their foreign policies.
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15.

16.

17.

18.

19.

20.

21.

22.

23.
24.

25.

26.

27.
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But Brandt, Heath and Pompidou, burdened with internal difficulties and concerned
with their perceptions of Europe’s need for independence, did not want to identify
themselves with an American president whose prestige was plummeting. The “Year of
Europe” fizzled. Henry Kissinger, op. cify., Chapters 5 and 16, gives an incisive analysis
of the logic behind his initiative and the reasons for its failure.

George Shultz describes his initial contacts with President Giscard d’Estaing,
Chancellor Schmidt, and Prime Minister Wilson in George P. Shultz and Kenneth W.
Dam, Economic. Policy Beyond the Headlines (New York: Norton, 1977), pp. 12-14.

These five men were subsequently joined by Renaldo Ossola, as Prime Minister Aldo
Moro convinced his partners that the inclusion of ltaly in the summit meeting would
strengthen his nation’s beleag uered democratic processes, whereas its exclusion would
bring considerable harm. Six nations were finally represented at the summit at
Rambouillet: the United States, France, Germany, Italy, Japan and the United Kingdom.

Lois Pattison de Menil, Who Speaks for Europe? The Vision of Charles de Gaulle (London:
Weidenfeld and Nicolson, 1977), p. 49.

The origins, development and failure of de Gaulle’s effort to promote political
consultations within the European community are described in Lois Pattison de Menil,
“Europe for What? Integrated Volapuk and the Fouchet Fiasco,” Chapter Four, op. cit.,
pp- 60-77.

The Appendix lists the participants and summarizes the principal agreements reached
at each of the past eight summit meetings.

Remarks by President Ford at the close of the Rambouillet Conference, State Department
Bulletin, December 8, 1975, p. 805.

This and other quotations from the communiqué are taken from “Text of Declaration
of Rambouillet,” State Department Bulletin, December 8, 1975, pp. 805-807.

See London Times, December 15, 1975. There were typically also domestic forces
operating in this direction. Parliament’s vote a day earlier of a substantial aid package
for Chrysler’s British subsidiary had alleviated some of the pressure for protection of
the automobile industry.

San Juan Star, June 28, 1976, p. 1.

Despite strenuous objections on the part of the French, Canada was admitted to the
initial Group of Six in 1976 and the President of the European Commission was added
in 1978 “for discussion of matters within the [European} Community’s competence.”
(The quotation is from the declarationissued at the Bonn summit of 1978, Department of
State Bulletin, September 1978, p. 2.) Since then, the EEC has also been represented in
principle by the European leader who has happened at the time of each summit to be
the president of the Council of Europe. At Versailles, this was, for the first time, a
leader who did not represent one of the seven major industrial countries, namely the
prime minister of Belgium.

Other alumni of the Trilateral Commission in the Carter Administration included
Under Secretary of State for Economic Affairs Richard Cooper, Assistant Secretary of
State Samuel Huntington and Assistant Secretary of the Treasury Fred Bergsten.

See C. Fred Bergsten, Georges Berthoin, Kinhide Mushakoji, “The Reform of
International Institutions,” 1976, a task force report of the Trilateral Commission.

The notion that countries with a strong balance-of-payments position should
undertake expansionary policiesin order to promote a return to global equilibrium has
many antecedents. The specific term “locomotive” as attributed to this strategy may
have been inadvertently coined by Richard Cooper. See Richard N. Cooper, “Global
Economic Policy in a World of Energy Shortage,” in J. Pechman and J. Simler (eds.),
Economics in the Public Service (New York: Norton, 1982), p. 98. A particularly influential
statement of the theory was produced on the occasion of a conference at the Brookings
Institution, in November 1976: “Economic Prospects and Policies in the Industrial

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.
42.

43.

44.

Countries; a Tripartite Report by Sixteen Economists ﬁ{‘om the European Community,
Japan and North America” (Washington: Brookings Institution, 1977).

The Secretariat of the OECD had originally advocated a more coordinated and less
purposefully asymmetrical approach. At a ministerial meeting in June of 1976, just
before the Puerto Rico summit, the Organization called for a program of “concerted
action” by all of the major industrial countries. This st rategy came to be referred to as
the “convoy” approach. See OECD Economic Outlook, It ly 1976, including supplement.

See David R. Francis, “Japan, West Germany Grab Ecqnomlc Pump Handle,” Christian
Science Monitor, September 6, 1977.

The deliberations of the group formed to study this question were prolonged by a year
at the subsequent Bonn summit, at which the United States and Canada committed
themselves to guarantee supplies of uranium to their ﬁartners, in exchange for agreed
safeguards.

Henry Owen, “Don’t Let This Summit Be the Last,” The New York Times, July 19,1981,
See. Ill, p. 4, col. 3. 1

The New York Times, March 13, 1978, Sec. IV, p. 1, col| 1, Clyde H. Farnsworth, "U.S.
Getting Ready for a Bonn Summit on Economic lssues )

See OECD Economic Outlook, July 1978, pp. 62, 66, 67, 68 and 72, ard December 1978,
pp-75-77. Unexpected increases in tax receipts were ofksemng the expansionary effect
of the German government’s September 1977 package. Despite significant efforts on
the part of the Japanese government to expand domestic demand and restrain net
foreign demand, that country’s current account surplt;s ¢ontinued, nonetheless, to be
substantially larger than Germany’s. | -~

The New York Times, March 24, 1978, Sec. IV p. 1, ?col 1, Graham Hovey “Anti-
Recession Plan at Summit Meeting Urged by Callaghan.”

John Vinocur, “Schmidt Says U.S. Holds Key to Econothc Accord,” The New York Times,
July 14, 1978, Sec. 1, p. 3, col. 1. J,

Jimmy Carter, Keeping Faith: Memoirs of a President (New York: Bantam Books, 1982), p.
104.

The additional budgetary stlmulus which was tobe endcted by the Japanese parliament
in December, five months after the summit, was not officially linked to the Bonn
agreement. b

See OECD, Economic Outlook, July, 1978, pp. xii-xv. fl

Private discussion with the author, February 1983. | .

The agreement was finally officially signed in Tokyo,lApﬁl 12,1979. "
President Carter announced his decision on April 5, 1979.

{ -
In an interview in The Economist, September 29, 1979, pp. 47-50, Helmut Schmidt
remarked, “I think that this ridiculous little “locomotive theory’ has withered away
now. And correctly so .. .” :

In 1973, Bonn had been pursuing contractionary budgetary and monetary policies at a
time when its major trading partners were all experie‘;{:cing varying degrees of excess
demand. It was consequently able to realize a largg enough surplus in trade for
manufactured products to more than offset its nncreaﬁed oil deficit in 1974. See G. de
Menil and U. Westphal, “Le deficit petrolier et la| balance commerciale: France-
Allemiagne,” Revue Economique, March 1980, pp. 287~ 312,

This view was expressed by Sir Kenneth Couzens, forl‘ner Deputy Finance Minister of
the United Kingdom, in private correspondence withithe author in December 1982.
See also Marina v. N. Whitman, “The Locomotive Approach to Sustaining World
Recovery: Has It Run Out of Steam?”, Contemporary Ecqnomic Problems, William Feliner,
ed., American Enterprise Institute, 1978; also, Mari&a v. N. Whitman, “A Year of
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45.

46.

47.

48.

49.

50.

51.
52.

53.
54.

55,

56.

57.
58.

59.

Travail: The United States and the International Economy,” Foreign Affairs, Vol. 57, No.
3, 1979.

See George de Menil, “De Rambouillet & Versailles: un bilan des sommets économiques,”
Politique Etrangere, No. 2, June 1982, pp. 403-17. See especially p. 408.

This interview was held in Chancellor Schmidt’s Bundestag office in Bonn, February 1,
1983.

Declaration of the Tokyo Summit, Department of State Bulletin, August 1979, pp. 8, 9.

The intention of the entitlement program was to compensate those U.S. companies
which did not have as much access as others to cheap, controlled domestic oil for the
higher prices they had to pay for imported oil. Its effect was to subsidize imports.

The New York Times, June 6, 1979, Sec. |, p. 19, col. 3, “French Official Expresses Doubt
on Middle East and Arms Pact.”

Jimmy Carter, op. cit. President Carter recounts his version of the summit negotiations
on pp. 111-14.

Declaration of the Tokyo Summit, op. cit., p. 8.

Immediately upon his return from Tokyo, President Carter went to Camp David for
what was to become a 12-day retreat during which he conferred with a succession of
prominent American individuals on the nature of his energy policy and on his general
conduct of government. He emerged on July 15 to give what he considers “one of my
best speeches,” which called for renewed confidence in the government and ended with
a brief outline of his new energy proposals. Jimmy Carter, op. cit., pp. 114-21.

See Jimmy Carter, op. cit., pp. 537, 538.

The meetings of the sherpas also came increasingly to overlap and mesh with other
channels of international consultation. Specialized international agencies focused on
specific areas of the agenda. The OECD played a significant role in the process for a
time. Between 1977 and 1980 preparatory discussions of the macroeconomic part of
the agenda were pursued by the Bureau of the Economic Policy Committee of the
organization. Similarly, the International Energy Agency participated in preparatory
discussions of the portion of the agenda devoted to energy. Robert D. Putnam provides
an extensive description of the process of summit preparations and follow-through in
“The Western Economic Summits: A Political Interpretation,” paper prepared for the
Workshop on Summitry and European Policy-Making, European Institute of Public
Administration, Maastrict, the Netherlands, No. 18-20, 1982.

Anthony Solomon disagrees with this interpretation of the consequences of the U.S.
monetary policy.

The wording of the communiqué reflected extensive agreement with U.S. positions on
a broad range of issues from the crucial role of monetary policy to the importance of
free markets. See “Declaration of Economic Summit,” Department of State Bulletin,
August 1981, pp. 8, 9.

See Anthony Solomon’s discussion of the Ottawa summit, Chapter 2, p.-

Reginald Dole, “‘Rich-Poor’ Talks End Inconclusively,” The Financial Times, June 3,
1977.

See “Declaration of Economic Summit,” Jbid, p.9. President Reagan was to express the
U.S. position eloquently in a remark to reporters later in the year: “If there are those,
and possibly there are, who by global negotiations interpret that to mean some gigantic
new international bureaucracy to be in charge, we would be opposed to that. If global
negotiations mean that we continue negotiations as to how all of us can help resolve
these problems, we're perfectly willing to.” These remarks were made during the
subsequent North-South meeting in Cancun, Mexico, in October 1981. Hobart Rowen
and Lee Lescaze, “North-South Conference Nears End,” Washington Post, October 24,
1981.

60.

61.
62.

63.

64.
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66.

67.

68.
69.

70.

71.

72.

Reginald Dole and John Wyles, “The Ottawa Summit: Tangible Progress in the Fields
of Trade and Aid,” The Financial Times, July 23, 1981.]

]
Private discussion with the author, February 1983.
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Orriginally little discussed and analysed other than in the media, economic summitry
has become the subject of increasing professional and scholarly commentary. An early
contribution to the literature is a series of Atlantic Council studies on collective
leadership and economic summit meetings. In the opinion of former Secretary of
Treasury Henry Fowler, who participated actively in this work, the “seedbed” for the
ideas behind these studies was Beyond Diplomacy: Decision Making in an Interdependent
World, An Interim Report of the Special Committee of the Atlantic Council on Intergovernmental
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devoted to summitry were Henry H. Fowler and W. Randolph Burgess, Harmonizing
Economic Policy: Summit Meetings and Collective Leadership; Report of the Atlantic Council’s
Working Group on Economic Policy, The Atlantic Council, 1977; and Charles Robinson and
William C. Turner, co-chairmen, Harald B. Malmgren, rapporteur, Summit Meetings and
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Hiss, “Weltwirtschaftsgipfel: Betrachtungen eines Insiders” in Empirische Wirtschafts-
forschung: Konzeptionen, Verfahren und Ergebnisse, Festschrift fiir Rolf Krengel aus Anlass
seines 60. Geburtstages, edited by Joachim Frohn and Reiner Staglin (Berlin: Duncker
& Humblot, 1980), is a general analysis of the summitry process with specific
comments on the Bonn and Tokyo summits, Henry Owen, “Don’t Let This Summit Be
the Last,” The New York Times, July 19, 1981, is a condensed survey of the first seven
summits by a key actor at four of them. Miriam Camps and Catherine Gwin have
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international coordination in their book Collective Management: The Reform of Global
Economic Organizations (New York: McGraw-Hill, 1981), pp. 226-36. George de Menil,
“De Rambouillet 4 Versailles: un bilan des sommets économiques,” Politigue Etrangere,
No. 2, June 1982, pp. 403-417, analyses the treatment of macroeconomic and energy
policy coordination in the first seven summits. Since the beginning of the second cycle
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was prepared for the Workshop on Summitry and European Policy Making, European
Institute of Public Administration, Maastricht, The Netherlands, November 18-20,
1982: Kurt Becker, “The Role of the Media”; Gianni Bonvicini, “European Community
Participation at the Summits of the Seven”; Guido Garavoglia, “The Summits of the
Seven from Rambouillet to Versailles: A European Perspective”; Dominique Moisi,
“Crisis Management”; Jacques Pelkmans, “Western Economic Cooperation and
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Interpretation”; William Wallace, “Political Issues and (Atlantic) Summitry/ A New
Concert of Powers?” A German book-length study of summitry was published in
1982: Rainer Hellman, Weltswirtschaftsgipfel Wozu? (Baden-Baden, May 1982).
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p.- 13.

The implications of the Versailles agreements for the evolution of the international
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