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face meetings among heads of govern-
ment, other diplomats say they are impor-
tant. They point out that politicians by
nature like to meet people, particularly
peers with whom they are involved in
international policy debates.. As Reagan
remarked at Ottawa, “It’s good to meet
the face at the other end of the tele-
phone.”

The emphasis on mformahty worked.
In their post-summit press conferences,
several of the leaders praised Reagan’s
efforts to relax the format, and Reagan’s
aides reported that the participants en-
gaged in many lively, animated discls-
sions.

Ideally, however, summits have sub-
stantive effects as well. They were born,
after all, out of the economic crises of the
1970s, when the oil “shocks™ sent a wave
of inflation and then recession upon the

According to C. Fred Bergsten, assis-
tam Treasury secretary for international
affairs in the Carter Administration,

" “The potential virtue of summits is that

you can pull together in a unique atmeo-
sphere the array of issues usually looked
at in narrow cubbyholes.”

Rashish called summits “instruments
for managing interdependence. If they
are used more to their potential, they
represent an opportunity for political
leaders to do what only they can do—to
make the trade-offs and the linkages
among issues."

The issues on summn agendas have not
changed much over the past nine years.
The principal ones have been trade, fiscal
policy, monetary policy and exchange
rates, energy and, more recently, East-
West economic ties and relations with
developing countries.

Forward, Ho!

The working assumption at Williamsburg, particularly for the Reagan Adminis-
tration, was that worldwide recovery is under way. According to Chase Econo-
metrics Inc., it is more accurate to say that recovery has started in the United
States and can be expected to follow in Europe. Here are Chase’s growth rate
projections for the next several years.

1982 1983 1984 1985
World gross domestic product -0.4% 1.7% 3.6% 1.6%
United States . —17 26 45 4.0
Japan 30 34 39 4.0
Canada —-4.8 26 4.1 3.5
United Kingdom 1.2 1.9 37 2.5
Germany -1.3 0.4 35 31
France 1.5 0.0 2.0 3.0
Italy -0.2 -0.3 24 39
OECD* -0.6 20 3.7 36
Latin America -0.5 -39 04 2.9
Far East 21 3.4 55 49

* 11 largest members of the Organization for Economic Cooperation and

Development

world. After the members of the Western
alliance struggled to coordinate their oil
strategies on an ad hoc basis following the
first price hike at the end of 1973, they
sought a more formal means of coordinat-
ing their responses to the developing cri-
sis.

“What was needed was a new series of
consultations at the highest level,” wrote
George de Menil in Economic Summitry,
published recently by the Council on For-
eign Relations. “The increasingly com-
plex and interlocking 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 each country had authority over the
full range of problems and could cut
across departmental specializations to
grasp the essential interconnections.”

Energy dominated the summits until
1980, during a period when energy prices
were still increasing precipitously. At
Versailles and again this year, monetary
policy was high on the agenda because
the high value of the dollar against the
other major currencies has driven up
worldwide interest rates, a major concern
in Europe.

But over all, most summit veterans
agree, the meetings have not focused on
monetary policy. The exception was the
first summit meeting, in 1975 at Chateau
de Rambouillet, in which a breakthrough

- was achieved when the summit leaders

endorsed floating exchange rates. This is

s

”

still considered one of the most outstand-

ing accomplishments of all the economic
summits.

Trade has been the other success story
It is generally agreed in the international

.
.-

trade community that completion of the
Tokyo Round of multilateral trade nego-
tiations in 1979 was the result in no small
measure of the annual endorsement from
the summit leaders at Rambouillet, San
Juan and London. And the final trade
agreements reached in 1978 were forged
under the deadline of the Bonn summit.

“Any issues unresolved by July would be

presented to the summit for completion,
the negotiators were told. As a result,
almost all of the work was done in time.

Since the Bonn summit, proponents of
trade liberalization have used summits as
a tool. Here at Williamsburg, U.S. offi-
cials were able to get agreement on com-
munique language that commits the sum-
mit countries to resist further protection-
ist measures. It also reaffirms efforts to
liberalize trade in services and technol-
ogy and raises the possibility of a new
round of trade negotiations later in the
decade. The wording is stronger than
similar language adopted at the special
meeting of trade ministers last year in
Geneva.

Trade played a major role in this year’s
summit because U.S. officials, as well as
most economists, believe a strong world-
wide recovery will depend on renewed
growth in world trade. Trade is also
linked to the developing country debt
issue because to service their debts to the
banks of the industrialized countries, the
poor countries will have to earn foreign
exchange by exporting to the rich coun-
tries.

MISSED OPPORTUNITIES

Despite success on trade, there was a
prevalent sense among some economists
that the summit leaders missed an oppor-
tunity to accomplish far more this year.
This gets to the issue of whether summits
can force policy changes or merely reflect
agreement where it already exists.

Some economists, including Bergsten
and Edward Fried, a Brookings Institu-
tion fellow, urged the Reagan Adminis-
tration to put together a package deal of
economic reforms reminiscent of the
Bonn summit, where summit partners de-
vised differing economic strategies for
ending the recession. Any deal would
have had to start with the United States,
which is still the acknowledged leader of
the alliance and was this year's host.

Specifically, these critics wanted a
strong Administration commitment to re-
duce the budget deficits projected for the
remainder of the decade. An increase in
taxes—or repeal of tax indexing—was
the obvious means of accomplishing that. -
Defense budget cuts would also have
helped.

Running through the discussions at
Williamsburg was a general skepticism
on the part of the other leaders that the
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U.S. economic recovery could be sus-
tained without some strong action to re-
duce the federal deficit. Reagan and
Treasury Secretary Donald T. Regan of-
fered as evidence encouraging growth

projections for the next few months. But

Administration officials acknowledged
afterward that their foreign colleagues
were not entirely convinced.

At the same time, the other summit
participants knew they would not get
Reagan to change policies and agreed to
seck additional taxes to bring down the
deficits. So while there were some-dis-
agreements, the summit partners in the
end sought compromise language that
softened the controversy.

e e

Edward Fried of the Brookings
Institution urged the Administration to
offer a package deal of economic
reforms at Williamsburg, but to

no avail.

Ve

”

levels. This was a policy that he favored
but that Congress opposed. Similarly,
many of Carter’s energy conservation and
fuel-switching policies, unpopular at
home, were endorsed at the Tokyo and
Venice summits.

Rashish still talks about the deal he.
thinks Reagan missed last year at Ver-
sailles. If the Administration had given
some ground on its economic policies—
for example, by pledging to bring down
interest rates by reducing budget deficits
and easing up on monetary restraints—it
might have enticed European support on
the East-West trade issue. But Rashish
said no one in the Administration was
thinking in broad terms about the linkage

Myer Rashish, an economic consultant
and former State Department official,
says of the heads of government at the
Williamsburg summit: “They decided
they don’t have to do anything.”

suming world over the Organization of
Petroleum Exporting Countries (OPEC).
An import fee would reduce consumption
while increasing domestic supply and
thus force OPEC’s prices even lower.

In the end, the seven leaders did en-
dorse continued conservation and the
search for alternative energy sources.

Rashish said the heads of government
have to ask themselves, “Have they con-
veyed to the people of the world that they
know what they are doing, that they’re in
control?” Many critics believe the bland
Williamsburg communique, which did
not test any countries’ mettle, will not
convey that impression.

But Versailles proved that it is danger-

Robert D. Hormats, who attended the
first eight economic summits, says they
are not the place to negotiate on issues
where there are wide differences of

- views.

Some outside economists thought the
time was right for a package deal such as
was crafted at Bonn, in which the United
States would agree to bring down its
deficit by raising taxes while other na-
tions, particularly Japan and Germany,
agreed to increase government spending
to better the chances of a strong recovery.
But it didn’t happen that way; in keeping
with the conversational mood, the sum-
mit communique contained no hint either
of stimulative policies abroad or of U.S.
tax increases.

Missing almost entirely from this.
year's economic summit was the idea of
the heads of government using interna-
tional pressure to take strong medicine
needed at home.

In 1978, President Carter returned
from Bonn having committed the United
States to moving U.S. oil prices to world

between issues and about possible pack-
age deals.

Rashish echoed the views of many oth-
ers when he said of this year’s summit:
“They decided they don’t have to do
anything. Everything’s on course,” at
least as far as the “conservative caucus™
is concerned. He counts in that group
Reagan, British Prime Minister Marga-
ret Thatcher, German Chancellor
Helmut Kohl and Japanese Prime Minis-
ter Yasuhiro Nakasone. Particularly af-
ter Versailles, Rashish said, it also was
important to have 2 friendly summit.

Rashish thinks the leaders and their
governments should have used the lull in
the world energy crisis to take some long-
range steps that would be relatively pain-
less now. Specifically, he favors an oil
import fee to spur domestic production
and increase the leverage of the oil con-

ous to tackle controversial issues when
the leaders obviously do not agree. The
failure some see in not taking on the
tough issues at Williamsburg really
means, as Fried put it, that the seven
summit countries agreed to disagree.

- Harald B. Malmgren, an international
economic consultant, said there is a dan-
ger in summits if the leaders do not
already agree on major issues because the
summits tend to dramatize the differ-
ences. He suggested that leaders meet
only when they are ready to reach a
consensus.

Reagan would argue that there was a
consensus: that no radical new policies
are needed 1o strengthen the worldwide
economic recovery. When the seven
heads of state meet next year in the
United Kingdom, it may be clearer if he
is right. a
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WASHINGTON FOCUS: If history doesn't repeat itself, it is not above a
little self-plagiarizing. every now and then . . . Back in the Eisenhower days,
Secretary of State John Foster Dulles felt crowded by Harold Stassen, then a
White House aide for tentative talks with the Soviets (Stassen liked to call
himself "Prince of Peace"), and he got rid of him . . . In the Nixon years,
Secretary of State William P. Rogers was indeed crowded by Henry Kissinger, then
White House national security adviser, and Kissinger got rid of him . . . Along
came Secretary of State Cyrus R. Vance, with Zbigniew Brzezinski in the Kissinger
role, and the results were the same for Vance as for Rogers . . . All of which
brings us up to today, when, we are told on extremely good authority, Secretary
of State George P. Shultz and William P. Clark, the latest White House national
security director, give much evidence of being locked in a struggle for super-
lority and survival, vis-a-vis President Reagan and that elusive elixir called
power . . . The focal point of the Shultz-Clark hassling right now is U.S.
strategy in Central America . . . Shultz confronted President Reagan a couple
of weeks ago with a decision on whether he or Clark was calling the tune, and
the President came up with a Solomon-like decision: Shultz is in charge, but
he had the wrong people running things . . . And so, to cut his losses, Shultz
fired a career foreign service officer, Thomas Enders, as his top assistant
for Latin American affairs, and accepted a Reagan amateur, Langhorne Motley,
who has been U.S. ambassador to Brazil . . . Shultz's acceptance of this compro-
mise may be a short-lived stopgap before he loses complete control over Central
American affairs, for Republican Motley is more apt to take his cues from Clark,
who sees Reagan every day and regularly goes horseback-riding with him, than
from Shultz, . . . And, once Clark is calling the tune in Central America (a
harsher, more martial tune, surely), the rest of the world won't be far behind,
as Henry Kissinger can tell you . . . And Clark, as he demonstrated in pushing
Reagan into that disastrous debacle over the Soviet pipeline to western Europe,
loves hard lines, confrontations, and brinkmanship of the most dangerous kind.

MAJOR STORIES IN THIS ISSUE

After-Shock of Economic Summit Reagan Jumps Teachers' Leader

May Be Trouble for Reagan . . . . 1 About Comments. on Education . . . 4
Scowcroft May Be Asked to Stay " How Much Spent on Public Affairs?

As Reagan Pushes MX Missile . . . 3 Not Even President Knows. . . . . 6

WILLIAMSBURG'S HAPPY ENDING WARMLY WELCOMED, BUT WHITE HOUSE AWAITS AFTER-SHOCK

There was congratulating all around at the White House following the "suc-
cessful” conclusion of the 9th Summit of Industrialized Nations at Williamsburg,.
Va., but there were some who wanted to wait until all the returns are in. A
little grumbling here ard there, among the visiting participants indicated that,
if any of them need a scapegogt anytime soon, the United States (and President
Reagan, too, for that matte;) may be tapped for the role.
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Reagan's staffers were hugging themselves with pleasure over their man's
personal performance. It was said he was "really prepared" for his role as
host of the 1983 session, and they liked the way he was credited with pushing
through the summiteer's declaration endorsing his intention of deploying new
medium-range nuclear weapons in western Europe. -

Still, not every problem bothering the participating nations could be
solved at Williamsburg. Some were not even addressed. And some others, while
appearing to have been handled deftly, may come unglued later on, and blaming
the United States and Reagan could very well carry the kind of credibility
the other leaders might need back home.

Some things suggested that might yet go wrong:

e In these volatile times, public opinion in the visiting nations repre-
sented at Williamsburg -- Britain, Canada, France, Italy, Japan, and West
Germany -- could turn against the missile declaration. The Soviets have re-
jected Reagan's argument that going ahead with plans to deploy Pershing II and
cruise missiles could be a powerful goad to Moscow to make nuclear disarmament
progress. And they have threatened to deploy nuclear weapons in eastern Europe,
What would happen if public demonstrations broke out, in Europe and possibly the
United States, that denounced the Williamsburg arms declaration and backed the
Soviet position? Even Reagan's economic soul sister, Prime Minister Margaret
Thatcher of Great Britain, might be forced to temper her support in the face
of overwhelming public pressure.

® Japanese Prime Minister Yasuhiro Nakasone's signing of the arms state-
ment created a storm back home. It marked the first time that Japan, sworn to
eschew nuclear weapons and even technically disarmed (it has a "self-defense
force" on land, at sea, and in the air, but no "army," "navy," or "air force"),
had mixed into East~West security disputes in a formal way. Japanese political
and news media figures demanded to know what Nakasone had created by signing
a declaration that contained this sentence: '"The security of our countries is
indivisible and must be approached on a global basis." Some of Nakasone's
political foes said that meant Japan was now sworn to help defend Europe, and,
if so, where was Japan's quid pro quo for such a monumental promise?

o French President Francois Mitterand fought hard to win approval of
another meeting like the 1944 Bretton Woods Conference to set standards for an
international monetary reform. Mitterand conceded he had failed at that, but
he insisted he would keep trying because "the idea has begun to penetrate."
Mitterand spent part of his time at Williamsburg conducting a long-range argu-
ment with the French press. What if he starts beating the Bretton Woods drums
in earnest from Paris now, blaming Reagan for thwarting him, and even blaming
all of France's and Europe's economic woes on the United States and its huge
budget deficits and high interest rates?

® Canadian Prime Minister Pierre Trudeau tried unsuccessfully to get his
country invited to join the United States, Britain, France, Japan, and West
Germany in a special watchdog arrangement overseeing their economies. This
surveillance, set up under the International Monetary Fund is designed to keep
the five countries from surprising each other with sudden policy shifts.
Trudeau, especially concerned about the impact of oil prices, must keep in
touch with such developments through informal channels to the IMF. Over U.S.
objections, Trudeau pushed through language in the Willjamsburg communique that
deplored unpredictability and volatility in oil prices. Whom will he blame if
this fails to satisfy his’ home constituencies?
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After Williamsburg

TIME/JUNE 13, 1983

he seven world leaders came. os-
tensibly. to thrash out differences
in trade policy and currengy rates.
But the most important consensus
emerging from the ninth annual econom-
ic summit in Williamsburg, Va.. last week
had nothing to do with economics at all.
In the hall that once reverberated with
Patrick Henry's revolutionary oratory,

the U.S.. with the stout heip of the British,
forged an agreement among the allies to
support resolutely NATO's plan to deploy
nuclear weapons in Western Europe this
year if no arms agreement can be reached
with the Soviets.

The unified stand was, in part. an ac-
ceptance of President Reagan’s oft-re-
peated contention that the Soviets would
not seriously pursue arms control until the
West resolved 1o build up its own nuclear
arsenal. In Williamsburg. Reagan made a
20-minute plea for solidarity on the mis-
sile question. “We've fought together and
we've fought each other and now we must
stand together.” he said. If the allies
backed away from their deployment
plans he warned, “there will be laughler
in the Kremlin tonight.”

Several days later. the Kremlin prof-
fered a sudden and surprising olive
branch. The wartime U.S. Ambassador to
Moscow, W. Averell Harriman. met for 80
minutes with Soviet Leader Yuri Andro-
pov and quoted him as saying that “the So-
. viet Union is ready and interested in
searching for joint initiatives. which would

make the present situation easier.” There
was no way of knowing whether Andro-
pov's conciliatory tone was prompted by
Williamsburg, or whether it was even gen-
uine. Some diplomatic sources were cyni-
cal about Andropov’s aims, suggesting
that he was merely firing another salvo in
his "peace offensive” to undercut support
for the missile deployments this fall.

Mixed messages: Soviet Leader Andropov and Veteran Diplomat Harriman in Moscow

Officially the Administration ap-
peared willing to accept Andropov's over-
tures as a tentative thaw in East-West
tensions. If Moscow was ready “to take
concrete steps” to improve relations, said
State Department Spokesman Alan Rom-
berg. it would find “a ready partner” in
the Reagan Administration.

Each of the leaders left quaint, histor-
ic Williamsburg in a position to claim at
least token success. The French, fearful

for their falling franc. won an agreement;

albeit a decidedly vague one, that mea-
sures would be studied to stabilize curren-
cy markets. The Japanese escaped direct
criticism of their own trade policies while
joining in a general condemnation of pro-
tectionism. And all of America’s trading
partners extracted an admission from
Washington that uncontrolled budget def-
icits contribute to rising interest rates and
threaten to sap the strength of the bud-
ding global recovery. The conferees made
no concrete pledges about how these
problems would be specifically solved, but
they at least came away with a greater
sensitivity to one another’s concerns.

Su¥i

The summit brings a show of unity, and the Soviets adopt a friendlier tone

The significance of the economic dec-
laration will depend on events in Wash-
ington, where the White House and Con-
gress have yet to work out a way to deal
with the budget deficit. and in the curren-
cy markets. where it will soon become
clear how sincere is the lip service being
given to the goals of exchange-rate stabil-
ity and coordinated monetary policies.
“Williamsburg is only a step on a long
road ahead.” said French President Fran-
gois Mitterrand.

The summit was a personal success
for Ronald Reagan. who helped dissipate
doubts about his ability to handle details
of diplomacy and diminished his image
among Europeans as an unsophisticated
and uninformed cowboy. The President
came prepared with draft proposals on
key issues and suggestions on what to say
(one briefing paper that was leaked said
that in dealing with Mitterrand. “'you can
express your support for his efforts at aus-
terity, noting our own program for fight-
ing inflation™). Moreover. he had clearly
mastered the material. As planned. Rea-
gan eschewed a formal agenda. empha-
sizing instead informal exchanges among
the leaders of the seven nations (the U.S..
France, West Germany, Britain. Italy.
Japan and Canada; the European Eco-
nomic Community was also represented).
“The President took a very big gambie
that we could have an unstructured sum-
mit and still produce results,” said Cana-
dian Prime Minister Pierre Trudeau. usu-
ally no fan of Reagan’s. I must say I had
to congratulate him for having won that
gamble.”

The format allowed Reagan to pull off
his biggest coup. the reaffirmation of the
Western stance on Euromissiles. The US.
had broached the possibility of making
such a declaration two weeks before the
summit began, but the idea initially met a
cool reception. The French objected to
discussing security issues at what was sup-
posed to be an economic summit, particu-
larly since France is not part of the mili-
tary component of the NATO alliance.
Most of the other leaders also expressed
skepticism. The U.S. let the Euromissile
question drop. Reagan told aides he was
leery of raising it for fear of starting the
summit off with a fight. ;

Margaret Thatcher, however, showed |
no such reluctance. The British and ;
American “sherpas” (so named because
they are in charge of preparing for the as- |
cent to a summit) had been consultmg i
on the arms policy issue. and the US.
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i had even privately prepared a draft pro-
| posal. When the leaders gathered for their
" first private dinner, the British Prime
Minister argued that a firm stand was
necessary to show Western resolve, par-
ticularly in the face of Andropov's ham-
handed threat on the eve of the summit to
place new nuclear weapons in Eastern
Europe if NATO proceeded with its de-
ployment plans. :

Despite Mitterrand’s early objections,
a consensus formed that some statement
was necessary. Reagan took copious notes
on a yellow pad, writing in a small. neat
script. When the discussion was over, he
brought eight pages to the foreign minis-
ters, who were having brandy and coffee
after their dinner upstairs in the restored
plantation, and instructed them to shape
a formal declaration.

The following morning, the seven
leaders resumed their private debate on
the draft that had been worked up over-

night. Trudeau argued for a more vision-
ary statement, stressing the need for arms
control. “We should be busting our asses
for peace,” he said. Turning to Thatcher,
who faces the voters this Thursday, he
chided, “Don’t worry, you'll win your
election anyway.” A fnal paragraph ex-
pressing a vision of peace along the lines
suggested by Trudeau was added. When
the agreement was finally reached, seven
hours behind schedule, Reagan told the
other leaders, to general laughter, “White
smoke is now coming out of the Williams-
burg chimney.”

Although the statement on arms poli-
¢y contained nothing substantially new,
its context gave it long-term significance.
Said a high West German official: “We
now have unity on defenise issues from
London to Tokyo, and that is a new ele-
ment.” The Japanese for the first time of-
ficially gave approval tc a key NATO de-
fense docirine. A sentence was included
to assure Japan that ary future intermedi-
ate-range nuclear forces (INF) agreement
will not allow the Soviets simply 10 wove
[Lheir $8-20 missiles away from Europe

Reagan delivering the joint statement at the end of

and base them in Asia instead: “The secu-
rity of our countries is indivisible and
must be approached on a global basis.”

What is more, France’s acquiescence
brought that country formally in line with
NATO’s nuclear policy. This will probably
add to the harmony at this week’s meet-
ing of the Atlantic Alliance, which is be-
ing held in Paris for the first time since
Charles de Gaulle ousted the NATO head-
quarters from that city in 1966.

ost significantly, the display of
resolve may help convince the
Soviet Union of the necessity to
reach an INF agreement in Ge-
neva, rather than a propaganda victory in
Western Europe, if it wishes to stop the in-
stallation of new intermediate-range nu-
clear missiles. The U.S. finally seems po-
sitioned to aim for some movement at the
other set of nuclear arms negotiations in
Geneva, the Strategic Arms Reduction

-4

Talks (START), which deal with intercon-
tinental weapons. Congress, in approving
funds for the tesiuy of the MX missile,
has pressured the Reagan Administration
to increase its efforts for a START agree-
ment. In addition, the Scowcroft Commis-
sion. which Reagan last week authorized
to function until 1985, recently recom-
mended that the trend toward loading
missiles with multiple warheads (MIRVs)
be reversed, because the process makes
both cupsrpowers more vulnerable to a
first strike. Consequently, Reagan is ex-
pected thi» week to modify the previous
U.S. insistence on a deep cut in missile
numbers, which the Soviets oppose, while
continuing to press for reductions in the
number of warheads.

Having achieved his prime goal of a
statement on arms policy, Reazcn was
content to setrle hack anZ alow the vagu-
est possible economic declaration to
emerge from the Williamsbure confer-
ence, mainly becaus¢ any detailed docu-
ment would probably have dwelt on the
problems eausea by high U.S. budget defi-
cits and interest rates. Reagan was offered

the summit, pledging the leaders to *'promote a sound and sustainable recovery”

some protection from criticism by the im-
plicit protocol of such conferences. in
which members refrain from trying to
dictate specific internal policies to other
participants. Neither West German
Chancellor Helmut Kohl nor Mitterrand |
pressed for any direct steps to tackle the
problem of high interest rates. “I'm not
here fo give anyone lessons,” said Mitter-
rand diplomatically, “but the results of
continuing high budget deficits should be
obvious.” Instead, the leaders merely en-
dorsed Reagan's emphasis on fighting in-
flation and noted that deficits should be
reduced, “preferably through discipline
over government expenditures.”

Perhaps the most deft accommoda-
tion Reagan worked out in the meetings
was with Mitterrand, who had come to
Williamsburg proclaiming his desire for a
Bretton Woods-style conference designed
to enforce stability among different cur-
rencies. The U.S. had previously resisted

any significant intervention in the free-
floating exchange market. Though some
observers regarded Mitterrand’s Bretton
Woods call as a red herring, the French
were looking for at least a U.S. show of re-
spect for their concern about the ill effects
of unpredictable currency fluctuations. At
the final session, Reagan showed his skill
as a mediator by suggesting that debate
over a paragraph dealing with protection-
ism be postponed while other 1ssues were
considered. Then, when the seven leaders
came to the paragraph Mitterrand want-
ed on currency stability. Reagan proposed
a deal: the French and the Americans
would compromise their differences on
both protectionism and interes: -=tes and
consider the two sections jointly. The
package plan was quickly passed.

But there may have he<n a lot less to
this compromise than met the eye. Trea-
sury Secretary Donald Regan, for one, dc-
scribed the practical effect of the U.S.
copicession on currency interveniion as
exceedingly limited: “We've agreed to
talv about it more. We will call #~~h othcr
up more often.” Indeed, most of the Euro-
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peans’ economic concerns were met by
little more than a promissory note, one
with no specific due date for redemption.
The six visitors will be able to determine
what, if anything, they accomplished at
Williamsburg only by watching the
Washington budget process and U.S. in-
terest rates and dollar exchange rates over
the coming months.

The lack of any specific pledges by
the U.S. to help stabilize exchange rates,
and the absence of any willingness in
Washington to take any immediate steps
to act on the vague promises made,
helped push the French franc-and the
Italian lira to new lows last week against
the dollar.

Europeans were vocal in criticizing
the lack of a more substantive agreement.
Said Italian Treasury Minister Giovanni
Goria: “The promise was pure facade,
useful for French consumption.” Though
in his conciliatory style at Williamsburg
Kohl tried to show he was a Helmut of a
different color from his tendentious pre-
decessor Helmut Schmidt, when he re-
turned to Bonn he expressed discontent
over American avoidance of any firm
economic commitments. He told his Cab-
inet that it was “‘aggravating and depress-
ing that the U.S. failed to comply with de-
mands for lower interest rates.”

ome of the participants returned to !

face fierce fire at home for their ac-

commodating attitude at Wil-
liamsburg. Mitterrand was at- |

tacked from within his own governing
Socialist coalition; Left Wing Leader
Jean-Pierre Chevénement demanded a

program of protectionism rather than aus- ;|

terity to aid the ailing economy. Both the

Gaullists and the Communists joined in :
the criticism of the French President for ;

bowing to American pressure on Euromis-
siles and monetary policy. I have the feel-
ing he gave the Americans carte blanche,”
said Communist Party Leader Georges
Marchais. In Japan. Prime Minister Yasu-
hiro Nakasone was assaulted from all
sides for allegedly forsaking his country’s
disarmament principles.

tray the peace-loving nation as a whole,”

said Socialist Party Chairman Ichio Asu- |
kata. Thatcher, entering the final week of :

her campaign. faced predictable blasts

from Labor Party Leader Michael Foot, °
who called the failure of the summit toen- '
dorse a policy of monetary and fiscal ex-

pansion “‘catastrophic.”

Nevertheless, Reagan received some
rave notices from European observers. It- ;

aly's La Stampa, describing the slick con-

duct of the summit as “wna Coreografia
Hollywoodiana,” called him *“no longer a
cowboy. but a President.” Le Quoridien de ,
Paris dubbed the summit “"Reagansburg.” |
Le Figaro in Paris added: “He was si- |
multaneously screenwriter, arbiter and ;

even stenographer.” The German paper
Niirnberger Nachrichten also turned the
Hollywood imagery into a compliment,

“He remains a :
militant weather vane and ¢ontinues to be-

Greeting: Reagan in araised-arm welcome

A very big gamble that produced (esults.

HIXINM

HYS AIYTE—N2YHE

noting: “Reagan made good use of his ac-
tor’s training. But he has also developed a
respectable talent as a director.”

One of the notable achievements of
last week's summit was that it breathed
new life into the institution ‘of summitry '
within an alliance whose temporary dis-
cords often overshadow deeper and more
abiding common interests. After last
year's disastrous showing at Versailles.
some questions had even been raised
about the wisdom of holding such gather-
ings. But when Secretary of State George
Shultz was going over the final document
at Williamsburg last week, he was able to
turn such worries into a good laugh. He
kidded with the President that he was un-
sure about one line near the end. “Which
line is that?” Reagan asked. Replied
Shultz. alluding to the announcement that
the Big Seven would meet next spring in
Britain, "The one that says we've got to do
it again next year.”

The more intriguing question was
whether Reagan and Andropov might
have their own summit. The Harriman
visit and the State Department’s response
touched off speculation that such a meet-
ing might occur. But U.S. officials cau-
tioned that the Harriman-Andropov ses-
sion was not all sweetness and light.
Indeed, it started out on a decidedly tense
note, with Andropov lambasting the Rea-
gan Administration for its aggressive atti-
tude toward Communism. its arms control
policies and other areas of bilateral ten-
sion. But Andropov was friendlier in an
exchange with Harriman about the Soviet
translator. Said Harriman, who had met
the translator with previous Soviet leaders:
“I've known this man such a long time, I
hope these past associations don’t bother
you.” Andropov laughed and replied, “No
problem for me. Don’t worry about that.”

While at Williamsburg, Reagan re-
portedly authorized Kohl to raise the pos-
sibility of a U.S.-Soviet summit when he
goes to Moscow next month. Some White
House advisers believe a meeting with
Andropov would help Reagan politically
in 1984, since it would probably soften his
cold warrior image. But others reportedly
feel that it could backfire unless it yields
progress on arms control. In the past,
Reagan has said he would be willing to sit
down with his Soviet counterpart only if
there was a chance of producing substan-
tive results.

Whether the Soviets are ready to bar-
gain in good faith is the great unknown.
Their warmer rhetoric may be nothing
more than propaganda. But it is conceiv-
able that Andropov issetting the stage fora
more flexible negotiating position before
the U.S. deploys its Pershing IT and cruise
missiles. “The signal they are sending is
that they want to improve a bad relation-
ship,” commented a source at the U.S. em-
bassy in Moscow. “Butitdoesn’t mean they
are willing to change their policies. We'll
havetowaitandsee.” —ByWalterisaacson.
Reported by Laurence L Barrett and Lawrence
Malkin/Willamsburg
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WORLD TRADE

"Adds Gaston Thorn, president of the Eu-
ropean Commission: “It would be cata-

POSTSUMMIT BLUES

strophic if [U.S.] interest rates went
up,” because that would act as a drag on
Europe’s recovery.

Administration monetarists, led by
Beryl W. Sprinkel, Treasury Under Sec-
retary for monetary affairs, argue that

HIT THE MARKETS

REAGAN AND VISITING HEADS OF STATE AT WILLIAMSBURG: HIS OPTIMISM DIDN'T

KEEP EUROPE'S CURRENCIES FROM SAGGING AT THE THREAT OF A FED TIGHTENING

the Europeans' fears are misguided.
They assert that loose monetary policy
is already forcing up interest rates, be-
cause it is fueling market expectations
of a sharp increase in inflation. “We've
had three weeks of soaring money
. growth, and look what has happened,”

8| says one source close to Sprinkel. “Inter-

est rates are up three-quarters of a
point. Some Europeans believe that the
more money you pump in, the more
rates ought to go down. But that's not
the way our markets work.”

no assunances. U. S. officials have said
repeatedly that there is no link between
high interest rates and big budget defi-
cits. But the fact is that during the two
weeks ended June 4, the Treasury
Dept.—which must finance a $200 billion
I deficit this year-—went into the credit
" markets to sell a total of $49.3 billion in
securities, including $21.6 billion in new
cash. The heavy federal borrowing
swamped the markets with more paper
than they could handle, pushing bond
prices down and rates up. At the sum-

resident Reagan startled some of
his counterparts at the Williams-
burg economic summit by sug-
gesting that U.S. growth for the year
could be closer to 6% than the 4.7% cur-
rently forecast by the Administration.
But while Reagan was giving this sunny
view of the prospects for economic re-
covery, some of his top economic offi-
cials were warning that the Federal Re-
serve Board will have to tighten the
reins on a rapidly expanding money sup-
ply. The ink was hardly dry on the up-
beat summit communique when financial
markets, zeroing in on the clear conflict
between Reagan’s fast-growth scenario
and tighter money, began to sag.

‘The leaders of Western Europe and
Japan returned from Williamsburg on
May 31 to find currency markets in tur-
moil and the dollar soaring to record
highs. In a few hours of post-summit
trading the French franc plunged 2.2%,
to an all-time low of 7.69 to the dollar.
Even the Deutschemark, one of Eu-
rope’s strongest currencies, fell 1.6%, to
2.55. Stock and commodity markets
around the world took a dive: The Dow
Jones industrial average plummeted 14 +
points over two days, and London gold
plunged 6.3%. In a further embarrass-
ment to the summiteers, U. S. short-term
interest rates rose sharply, to 8.65% on
three-month Treasury bills, up from
8.46% a week earlier and the highest
leve] this year. 3

What sent the financial markets reel
ing was the remark by a senior U.S.
official at Williamsburg that “if this
money supply [growth] continues during
June to be still on the high side, obvious-
ly some more tightening is going to be
needed.” He was referring to a $15 bil-
lion surge in M1, the closely watched,
narrow measure of money supply, over
the past four weeks. On an annual basis,
M1 iz now growing at a rate of more
than 14%, nearly double the top of the
Fed's target range of 4% to 8%,

A CHOKE ON RECOVERY? Treasury Secre-
tary Donald T. Regan has asked Fed
officials for an explanation of the money
bulge. He has been told that they, too,
are puzzled by strong money growth at
such an early stage of a still sub-par
recovery. “We don't want the Fed to
slam on the brakes,” comments a senior
Treasury aide. “But we have to get M1
under control and back to around 6%.

That means a gradusl slowing in the

money supply.”

To most of the Williamsburg partici-
pants, this call for tightening poses the
risk that the Fed could choke off the
U.S. recovery. The Europeans have
pointedly told Reagan that they want
the Fed to “stay the course” as long as
there is no clear evidence that the rapid
money growth is causing inflation. “A
squeeze on money supply means higher
interest rates,” says West German Eco-
nomics Minister Otto Graf Lambsdorff.

mit, Reagan was unable to provide any
firm sssurances that the government’s

any time soon, aside from expressing
the hope that faster U. S. growth would
reduce out-year deficits.

Reagan helped to defuse some eriti-
cism of U.S. policy at the summit by
stressing his belief that stronger-than-
anticipated growth would help shrink
those big deficits. Reagan’s optimism is
based on evidence that real growth in
the current quarter may top 6%, up from
a 2.5% annual rate in the first quarter.
Expansion in the January-to-March peri-
od was depressed by a massive inven-
tory liquidation that now appears to
have run its course. Additional strength
is coming from consumers, whose bull-
ish outlook and increased disposable in-
come are giving 8 hefty boost to sales.
-. Because the entire economic focus of
Williamsburg was on the urgent need
for lower U. S. interest rates, the Admin-
istration’s unexpected jawboning calling
for Fed tightening has thrown world
money markets a curve. Indeed, with

- Europe’s currencies in a free fall, some
officials are girding for a full-scale cur-
rency crisis. “The markets saw nothing
at Williamsburg to bolster confidence in
European currencies,” says Friedrich W.
Menzel, managing director of Citibank in
Frankfurt. “The dollar has become un-
hinged again, and we don’t know where
the new peak will be.” o

massive borrowing needs would decline
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A Promise To Keep

P resident Reagan has made a prom-
ise that he will have a toiJgh time
keeping.

Reagan and six other Westem gov-
ernment leaders concluded their eco-
nomic summit in Virginia last week
with the signing of a 10-point “Wil-
liamsburg Declaration.” This docu-
ment pledged to “‘promote a sound and
sustainable economic recovery” by
“limiting the growth of expenditures,”
‘among other things.

But vowing to restrain government
spending and convincing Congress to
do it are two distinctly different things.
And although Reagan has been good at
the former over the last two years, he
hasn't accomplished the latter.

The last budget proposed by Presi-
dent Carter, in 1980, called for federal
outlays of $576.7 billion, $212 billion
more than his first budget proposal
four years earlier.

Federal spending during the fiscal
year ending this Sept. 30 is estimated
at $805 billion, $229 billion more than
Carter’s final budget proposal.

.And spending in 1984 would be
$849.7 billion under the budget resolu-
tion approved recently by the Senate
but $13.9 billion higher next year un-
der the House-passed resolution.

Conferees begin meeting this week
to reconcile these differing outlay fig-
ures. Although the product of their
negotiations is uncertain, the final fig-
ure is sure to be higher than this year's
spending total.

How, then, can President Reagan
make good on his promise to restrain
future government spending?

Simple. The president must use his
veto power without hesitation on any
1984 appropriations bill that he deems
excessive.

It takes a majority vote of the House
and Senate to pass an appropriations
bill, but it requires a two-thirds major-
ity of both bodies to override a veto. So
the president probably can make his
vetoes stick.

Reagan’s honor and political future
— and our economic recovery — very
likely depend on it.



give them refuge. The ANC’s leaders have yet to build

any concerted political or industrial action on the back

of their intermittent bombings. Indeed, had it not been
for the South African police, whose brutality drove
some 5,000 young Sowetans abroad and into ANC
training camps in 1976-77, the ANC would constitute
no conceivable threat to South Africa’s security. These
youngsters are believed to be behind the décision to
risk civilian casualties in bomb attacks. .
White South Africa has remained astonishingly im-
mune from what even stable democracies now regard as
“normal” pseudo-political terrorism. The government
has achieved this partly by the ruthless suppression of
black opposition and the containment of white dissent.
But it has also done it partly by its neo-apartheid
policy—co-opting black workers into the economy,
proposing modest constitutional reforms for Indians
and mixed-race people, and forcibly clearing to the
barren hinterland just about everybody else. This has
produced two decades of quietude which mystifies
South Africa’s friends and enemies alike. The bomb-
ings in Pretoria and Maputo attracted much more
attention abroad than the opening of a new police

season for winter clearances of blacks from Cape.

Town. For those unfortunates, the ANC provides
neithc rotection nor consolation.

The intimidation has largely worked

For the time being, the ANC matters mainly for what it
does to the tortuous relations between South Africa
and the black states round it. In talking of a.‘“total
onslaught on South Africa”, that country's prime
minister, Mr P. W. Botha, credits both the ANC and
the front-line states with a wholly unrealistic strength.
The result has recently become the pursuit of a regional

belligerence quite disproportionate to the threat.

The neighbouring black states have all felt an under-
standable obligation to offer sympathy and hospitality
to ANC refugees, but they know the danger. Zim-
babwe and Mozambique deny that their hospitality is of
the military sort. Botswana, Swaziland and Lesotho

.have all but ceased to shelter ANC members. That

organisation’s guerrillas, such as they are, are trained
well to the north, though they presumably have jump-
ing-off bases nearer their targets.

South Africa is none the less determined to make all
these countries regret even the presence of “ANC
suspects” on their soil. There is an economic squeeze
on Zimbabwe, plus some military pinpricks; Mozam-
bique is being systematically undermined by a South
African-backed resistance movement, and its capital
has now been attacked for the second time in two years;
South Africa has taken upon itself the policing of ANC
activities in Lesotho; and its counter-guerrilla raids into
Angola are an awesome warning to any hostile neigh-

. bouring country.

The South African government likes to see Israel as
its military model, and in those terms its chances of
success must seem high. The ANC is even feebler than
the PLO; the states around South Africa are frailer
than most of Israel’'s Arab neighbours; the possible
helping hand from Russia is much farther away. It is
hard to see what more South Africa can realistically do
to keep the terrorist wolf from its door. So long as it
practises apartheid it must expect a measure of violent
resistance. What does lie within its power is the
establishment of live-and-let-live relations with its eco-
nomically debilitated neighbours. The bombing of
Maputo could push such relations into the even re-
moter future.

Buck-passing at Williamsburg |

Everybody agrees the dollar is overvalued, but nobody | commercial paper

is ready to do anything about it

President Reagan would dearly like to take lower
American interest rates to this weekend’s Williamsburg
summit. Wall Street is denying him the pleasure. After
months of stability, rates have started inching up this
month. If inches become feet, they will stamp on the
chances not merely of Mr Reagan’s re-election (see
pages 21-32). but of steady economic growth and a
gradual solution to the problems of Brazil, Mexico and
other overborrowed countries. American policy mak-
ers know that better than anybody. Yet they seem
incapable of doing what is needed to keep interest
rates—short and long—falling without reviving
inflation.

The first requirement is a negative one—not to upset
the financial markets by pretending that certainty
beckons from the unknown and unknowable. For
instance, it is impossible at present to draw firm
conclusions from movements in the M1 measure of
16 "
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America’s money supply. Yet the treasury secretary,
Mr Donald Regan, has reacted firmly to the $11 billion
(2.3%) rise in M1 announced for the two weeks April
27th-May 11th. He wants the Federal Reserve to rein
M1 within its growth rate of 4-8% by the last quarter of
1983. That would mean M1 rising by barely 1% during
the rest of this year. The Fed’s chairman, Mr Paul
Volcker, has often stressed that M1, the narrow
measure of the money supply, has been too distorted by
changes in banking and savings laws to be a reliable
guide to monetary conditions in 1983. He puts more
weight on M2, M3 and the outstanding debt of the non-
financial private sector, all of which surged during the
winter but are now growing close to their targets.
Although Mr Volcker’s emphasis is probably the
right one at the moment, even the slower growth in
these measures of money could not justify the cut in the
Fed’s discount rate that he was hinting at a few weeks
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ago. When financial indicators are ambiguous, the Fed
ought to pay more attention to economic develop-
ments. These have started to suggest that caution on
interest rates is needed, because the recovery is no
longer as patchy as it once was. Industrial production is
rising strongly—up 13.2% at an annual rate in three
months.to April. More important, the volume of retail
sales and consumer spending is also picking up and will
probably rise quite strongly from now on, because
taxpayers have just received rebates from 1982’s over-
paid tax bills and will shortly get the last of President
Reagan’s three-year cuts.

For today’s recovery to broaden into healthy growth,
companies will have to invest more. They have cut their
fixed investment by 2% in real terms during the past
three years, and surveys suggest that the high cost of
capital is the main reason why they are going to cut
deeper this year. But although lower interest rates are
needed, a reduction in the discount rate could backfire.
That happened last December, when Mr Volcker
hastened through a half-point cut—only to find that
bond yields rose. The markets were already nervous of
reflation that smacked of future inflation. Today, with
reflation all about them, and consumer prices rising by
a (perhaps freakish) 0.6% in April, their worst fears
would be confirmed.

Bad tidings from Williamsburg

Unless, that is, their highest hopes were first fulfilled by
action to cut America’s prospective budget deficits.
The White House was hoping to do a deal with congress
that would reduce the deficits in fiscal 1984 and beyond
by up to $100 billion a year. Those hopes have died, not
least because congress would prefer the White House
to take the lead (and the political brickbats). President
Reagan could now show that he believes what he says
about the virtues of smaller deficits. If he does nothing,
the United States will face the unhappiest of choices: a
stunted recovery, with the White House blaming the
Fed for higher interest rates; or, after a more biddable
chairman has replaced Mr Volcker at the Fed in
August, a reckless attempt to lower rates despite the
large deficits.

To outsiders, the American outlook is doubly threat-
ening. If dollar interest rates stay up, so will the dollar.

" Its strength has already put American industry at a

competitive disadvantage, losing business at home and
in third markets. But only the most myopic of foreign
governments could welcome the price of an uncompeti-
tive America. High dollar interest rates raise the cost of
servicing the $350 billion borrowed from the rich
world’s banks by two dozen semi-poor countries. And
an overvalued dollar threatens to turn more and more
Americans protectionist, making it harder for those
two dozen to export their way out of trouble. These are
truisms, accepted by the Reagan administration; like
many truisms they do not necessarily stir the compla-
cent into action.

The rest of the world cannot afford complacency.
Yet, in monetary policy at least, the decisions of the
other Williamsburg summiteers need to be conditional
on what happens in America. That does not mean some
grand plan for co-ordinated interest rates and currency
intervention, but a tilt towards a much more modest
objective.

There is some evidence to suggest that worldwide
inflation depends (with the usual uncertain lags) on the
combined monetary growth in the largest économies;
individually their monetary policy has a greater effect
on their exchange rate than on their inflation~—pro-
vided, of course, that they do not all step up or slow’
down monetary growth simultaneously.

They may now be falling into the trap of simulta-
neous expansion. In four of the capitalist world’s five
largest economies—Japan being the exception—the
narrow version of money supply is now more than 10%
up on a year ago, even though prices are less than 4%
higher. That kind of monetary pump-priming will
revive inflation if it lasts for long, while doing nothing
to correct the dollar’s overvaluation and the too-cheap
yen and D-mark. A bit of co-ordination among central
banks, to keep monetary growth relatively fast in
America, and relatively slow in Japan and West Ger-
many, would do more good for the world than anything
except a big cut in America’s budget deficit. Williams-
burg, alas, is likely to do neither.

A I'ine for Andropov

No more fudging in Madrid, pleése

In Helsinki last weekend, while pacifist-and anti-
nuclear demonstrations were being staged in other
parts of Europe, several thousand young Finns did
something different. The human chain they deployed
was designed to link the embassies of the governments
which, in Finland’s capital in 1975, had signed the final
act of the conference on security and co-operation in
Europe—better known as the Helsinki agreement. The
dbvious target of the demonstrators’ call for. the 1975
sledges to be fulfilled was the Soviet’ government,
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which is still flagrantly violating its Helsinki promises to
respect basic human rights and promote free contact
between all Europeans.

Next day the young Finns got a ‘prompt and dusty

- answer from the KGB. It émphasised its intention to go

on flouting those Helsinki promises, by temporarily
extending its silencing of the best-known campaigner
for human rights in Russia, Mr Andrei Sakharov, to his
wife. The restraints imposed on the Sakharovs (see
page 58) constitute one violation of Russia’s Helsinki
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Whether by luck or skill, or & combination of both, President Ronald Reagan came down
from the Williamsburg Summit in remarkably fine shape, although his political condition in
regards to Euronukes and a unified anti-Soviet stance appears far better than his economic
posture on currency stabilization, high deficits and interest rates.

RR's success at the ninth economic Summit will help him with Congress and with the
voters by supplylng an ingredient lacking in his first thirty months in office: pPresiden-
tial credibility in the game of geopolitics and competition with the [LS.S.R..

The shockingly-sudden shakeup: at the State Department's Latip American Affairs desk
puts National Security Adviser William Clark in the hot seat - where he most definitely
does not want to be - in dealing with the El Salvador and Nicaracuan Crises {(among others).
Once again, Sec. of State George Shultz seems to be the odd nan out.

The high praise heard here for Shultz's success in getting Israel to withdraw from
Lebanop is fading fast, What withdrawal? The Syrians now hold the card that determines the
immediate future of American policy in the Mideast - a strange commentary on U.S. policy.

Congressional moderates and liberals gather to demand the quid pro guo for their MX
vote two weeks ago, as predicted in our last Report. Mr. Reagan rust choose a new START
position soon, but whatever it is, it won't please either hard or softliners.,

President Reagan's Senate defeat on the Budaet Resolutiopn no longer is relevant in
view of his intensified determination pot to co for a big tax increase.

The Federal Reserve Board, ignoring the M-1 nunbers, seems determined to maintain a
steady-as-you—go attitude. Whoever ends up heading the Fed will not precipitously abort the
Recovery prior to the 1984 election. OQur feeling still is that Chairman Paul Volcker will
go, with Alan Greenspan a step ahead of FRB Vice Chairman Preston Martin to succeed.

White House Staff Wars - Bill Clark vs. Jim Baker in its latest version - have sub-
eided, with nobody leaving and nobody winning, as we forecast,

On the Democratic front, ex-Vice President KHalter Mondale is in trouble for the first
time. A horse race between lMondale and Sen. John Glenn (D-Ohio) is developing, with the
%iberals hoping for - but almost surely not getting — Sen. Edward M. Kennedy (D-Mass.) to
junp in.

THE REAGAN ADMINISTRATION

The Williapsbura Summit: RR accomplished more than anyone expected. To wit:

1) Those strange words of praise from Canadian Prime Minister Pierre Trudeau struck an
authentic note; the foreign leaders were both surprised and pleased by RR's grasp of the
issues and his skill in running the affair as host and chairman.

2) Finessing the hard economic problems (except for the barest promise to study ways
to stabilize international currencies), RR hit hardest on the military-arms control-unity
issue. FHis agent wes British Prime Minister Marcaret Thatcher, but RR brought France and
Japan along (to his own surpnse) , getting his way without alienating anyone.

3) RR was prepared for fireworks from French President Francois Mitterrand on a
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return to a Bretton Woods-style currency stabilization system. But it did not happen.

4) One problem: The new extension of the Export Administration Act, now before Con-
gress. All the Buropeans oppose its extra-territorial provisions, etc. ‘

5) Aside from its Message to Moscow, what was the acconplishment of the Summit?
Lacking specifics, it nevertheless went far in getting the Allies, particularly the West
Germans, to think harder about their problems with the U.S. on basic East-West issues.

Central America: The white House decision to send Asst, Sec. of State Toam Enders to
Madrid and to sack Ambassador (to El1 Salvador) Deane Hintopn was not over Shultz's protest,
but was virtually independent of him:

1) We think the Secretary badly needs to find some way to assert control and not let
the White Bouse run away with him, But his mildness, sense of decorum and strong loyalty to
the President make this unlikely. Moreover, Shultz's blank spots - such as ignoring Syria,
which the White House worried about long before he did - invite policy interference by
Clark, such as the one that did in Tom Enders. )

2) With no one willing to take over the crises in Central American policy, Enders
emerged as the strong man - an impossible position for an Asst., Sec. He began to rub both
Clark and U.N, Ambassador Jeane Kirkpatrick against the grain.

3) The policy dispute is real, but it involves not so much Central America but how to
handle the two wars politically here at home. Enders counseled a soft hand with Congress;
Clark and Kirkpatrick want to harden - i.e. come along or we'll accuse you (the Democrats)
of losing Salvador and Nicaragua. ‘

4) The problem for Clark is worse in Salvador than in Nicaragua, particularly with
the assassination of a U.S. Naval officer last week. The repetition of such acts could
bring emotional demands from Congress and voters to get out of Central America.

The Middle East: The chickens are coming home to roost in a deteriorating situation
with the Soviets gaining: .

1) Syria holds the key to withdrawals of Israeli troops from Lebanon, invaded a year
ago. Until recently, Syria was spurned and ignored by Mr. Shultz.

2) A war between Syria and Israel cannot be ruled out, although both sides know the
result could be a Superpower confrontation,

3) By appearing to absolve Israel from any punitive action for its Lebanon invasion
(an OK on the F-16s, a U.S. visit from Prime Minister Menachem Begin next month), RR has,
with or without a full understanding of it, been persuaded to deal a new blow to the Arab
world, His peace proposals are in a shambles; there is now no chance for recouping until
his second term - if there is one. ‘

Arms Control :The battle between the Arms Control Lobby on Capitol Hill and the Reagan
Administration's still-unknown new arms control position is heating up. Here's the outlook:

1) RR made concessions to get the MX missile approved in Congress. But he has never
defined - and the arms controllers have never stated - exactly what they both want. What-
ever the actual positions, they are antithetical,

2) Surprising movement in MBFR (conventional) weapons talks in Vienna: a near-agree—
ment (being kept secret within the Administration). If so, it would relieve RR of some of
the arms control pressure on nuclear weapons.

3) The arms control battle also pits State against Defense: i.e. the Pentagon will
never willingly accept the "build down" thesis that Sens. HWilliam Cohen (R-Maine) and Sam
Nunn (D-Ga.) have begun to push. But State and ACDA might buy it.

An NSC meeting next week may establish the Administration's new START position. When-
ever it does, we're willing to bet the Arms Controllers will cry, Sell Out! Further, they
can undercut RR any time in the future by threatening to pull the plug on the MX.

5) Nothing has so embittered Democratic rank-and-file liberals in the Amms Control
bloc as House Majority lLeader Jim Wright's (D-Tex.) and Whip Tom Foley's (D-Wash.) support
of the MX in the interest of bi—partisan unanimity and as a device to strengthen the U.S.'s
hand in bargaining with the Soviets.

6) Liberal Democrats have blocked - at least temporarily - ex-Rep. David Emery (R-
Maine) as Deputy Director of ACDA, apparently on the grounds that in his campaign last year
Emery made an jissue of Soviet missile-test cheating. Thats a no-no to the liberals.
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Meeting at the Williamsburg sumnl‘l. Gaston Thorn of the Eiropean Community; Amintore Fanfani of Raly; Frangols Mitterrand of France;
Margaret Thatcher of Britain; President Reagan; Yasuhiro Nakasone of lapan; Helmut Kohi of West Germany; Pierre Trudeau of Canada
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he eight previous economic summit meetings were pageants

of wealth and power, set in or near grand palaces that were
built with the sweat and blood of ordinary people. For the ninth
summit, the scene was turned on its head. The buildings of Wil-
liamsburg, where the leaders of the seven major industrialized
democracies gathered over the weekend, could be tucked into
one wing of Versailles, the site of last year’s meeting. Marble,
granite and gold gave way to wood, brick and pewter. Vistas of
canals and cobbled courtyards yielded to intimate gardens of a
few square yards and dusty streets that could be walked in min-
utes. Williamsburg is a reminder of the limits of government and
the power of freedom. i

No matter how intractable their problems seemed—and in-
deed high interest rates and the too strong dollar defy ready
solution—these special visitors did not need to go home empty-
handed. Williamsburg, after all, was a gathering place of ideas
that shaped America and influenced the world. And for men and
women who care to look and listen, great thoughts renew them-
seives in the modest homes, the taverns and the government
buildings.

The founding impulses of America were not original. They
came from the Magna Carta,- from the British Bill of Rights,
from Locke and Montesquieu, from St. Augustine and Nicholas
of Cusa (“Since all men are by nature free, then government rests
on the consent of the governed™) and & hundred other places.

History's Shadow af Williamsburg

The young, exuberant colonies fused them into revolution.

Britain’s Margaret Thatcher could summon up the image of
1769, when the Virginia assembly, protesting the British Reve-
nue Act, was dissolved by Governor Botetourt. In defiance, the
assemblymen moved up Williamsburg’s Duke of Gloucester
Street to the Raleigh Tavern, where next day they reconvened in
the Apollo Room and drew up a boycott of British goods. It wasa
warning that the British ignored, to their regret.

The memories are layered. Frangois Mitterrand could savor
echoes from that same Apollo Room. It was there that France’s
Marquis de Lafayette, hero of the Revolutionary War, was wel-
comed back to the US. in 1824 and toasted as a soldier of liberty.

In Williamsburg, George Washington nurtured his friend-
ships with Virginia’s revolutionary leaders, and took military
commissions that sent him to the frontier in the French and In-
dian War. Did Treasury Secretary Donald Regan, beset by Eu-
ropean complaints about burgeoning U.S. deficits, know that his
earliest counterpart, Alexander Hamilton, commanded the bay-
onet attack on the British redoubts at Yorktown, only 13 miles
from Williamsburg, in the decisive battle of the Revolution?

No voice from Williamsburg’s past shouts louder than that of
Patrick Henry, who in 1765 protested the British Stamp Act
(“Caesar had his Brutus; Charles the First, his Cromwell”).
Standing near the doorway of the House of Burgesses was Thom-
as Jefferson, then a 22-year-old law student. He listened as the

2 . .
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The House of Burgesses, where Patrick Heary decried the Stamp Act
TIME.JUNE 6. 1983
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corps dressed in colonial

passionate Henry paused before mentioning the name of the
British King (“Let George the Third profit by their example™),
then heard the cries of “Treason!” that reverberated through the
colonies. While Thatcher could ponder her myopic forebears,
Mitterrand could indulge a Francophile chuckle. On the fateful
day that Henry spoke, there was a still unidentified spy from the
French government among the listeners. He reported the British
predicament to Paris in accurate detail.

The shadowy George Mason, near neighbor of Washington’s
and brilliant political writer, drafled the Virginia Declaration of
Rights in Williamsburg. A copy was dispatched to Philadelphia,
where Jefferson read it just before he sat down to draft the
Declaration of Independence. His masterwork had many glints
of Mason.

The receptive observer in Williamsburg could carry away
even more than sketches of great men and political events. That
small band of Virginians two centuries ago relished good wine,
played their fiddles with delight if uneven skill, spent the gentle
evenings talking about literature, philosophy and the new find-
ings in medicine and science. They examined the delicacy of the
bloom in more than a hundred small gardens and inhaled the sub-
tle scentsofthe catalpa trees (“Almost everything grows that is put
into the ground,” marveled a Swiss visitor in 1701). They worked
and studied prodigiously for their beliefs, a diligence that became
the young nation's defining trait. Lawyer George Wythe, whose
house on the green is a visual joy, started a student in Greek at
dawn and by evening had taken him through Latin, mathematics,
French and English literature. Young Jeflerson studied 15 hours
out of every 24. “Determine never to beidle,” he told his daug_hter.
“It is wonderful how much may be done if we are always doing.”
No better epigraph could be found for the leaders meeting at Wil-
liamsburg two centuries later. —By Hugh Sidey




If Summit Kations
Held an Economic
“Olympics”

w HILE PRESIDENT REAGAN dominated the pageantry of

the 1983 economic summit, the fact is that the Unit-
ed States has failed to dominate world economic perfor-
mance in recent years.

Now a turn for the better may be ahead.

The U.S. ranked only third in economic efficiency—after
Japan and West Germany among the seven summit na-
tions—over the past five years. Thus, American business
and labor frequently find themselves scratching to stay
competitive with foreigners. U.S. prestige also has suffered.

Scores were determined by the U.S. News & World Re-
port Economic Unit on the basis of six key indicators.
Together, the Summit Seven produce more than half the
world's total output and, therefore, are regarded as the
engine that drives the world's economy.

Even though America’s economy is the world’s biggest,
it did not finish first in any growth category. Its best
showing: Second place, both in boosting employment by 8
percent over the period and in strengthening the value of
its currency, the dollar.

Japan was the big winner. Significantly, its economy
expanded by a whopping 19.4 percent, after inflation,
over the five years. Total U.S. growth, in contrast, amount-
ed to 2 percent. The Japanese also registered the best gain
in industrial production, the slowest rise in inflation and
the most stable currency, the yen—all key factors in mak-
ing Japan the second-largest economy in the free world.

Other rankings. Second-place West Germany did best on
exports. Third-place America was followed by Italy, France,
Canada--which did best at producing jobs—and Britain.

That was the order of finish at the end of 1982. But this
year, the perpetual competition among the Summit Seven
is getting off to a far different start.

The US. and Canada now lead in economic expansion,
according to the Center for International Business Cycle
Research at Rutgers University. Ironically, the only one of
the seven not yet joining in the budding recovery is—Japan.

Britain is in the middle of the pack. The British economy -

has been coming on strong under Prime Minister Margaret
Thatcher. It would have tied with the U.S. for third place if
the “Olympics” were for 1980 through 1982. France is a
potential laggard, with a business slump, a sinking franc and
double-digit inflation. For all summit lands, it’s clear, more
challenges lie ahead.

-

1.Japan Up 19.4%
2. 1taly Up12.1%
3. France Up 8.2%
8.W.Germany Up 8.0%
9. Britain Up 2.8%
8.us. Up 2.0%
1.Canada Up 1.3%
1. Canada Up9.5%
2.UsS. Up8.0%
3. Japan Up5.5%
4. italy . Up3.2%
9.W.Germany - Up0.3%
8. France Down 0.4%
1. Britain Down 5.3%
R F TR T
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1. Japan Up 25.1%
2. W.Germany Up 25.9%
3.Us. Up 59.3%
4. Canada Up 63.2%
9. France Up 73.6%
8. Britain Up 76.0%
1. ttaly, Up 115.3%
SN
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Changes 1977-82

Final Standings

. .On the basis of 7 points for first place :
in each event, 6 for second and -

1.Japan Up 17.0%
2.UsS. - Up12.8%
3. Britain .. Up11.5%
4. W.Germany  Up10.0%
8. Canada Down 9.6%
6.France - Down16.0%
1. italy Down 28.6%

‘[ 1. W. Germany

: 2.Japan Up20.2%

: d.France =  Up16.5%

’ 4. italy Up14.6%
J.us. ‘Up 9.4%

| 6. Britain Up 8.1%

? 1. Canada

‘‘‘‘‘

1. Japan Up27.7%
2. italy - Up 9.6%
3. W.Germany  Up 3.3%
4. France - Up 2.0%
8. us. - Up 0.3%
6.Canada - Down 2.0%
1. Britain Down 2.9%

USREWR whwwammm
U.S Depta. of Commrce 30 Labor, Popuiason Reserance Bure
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Beyond the Summit: How
Europe Relieson U.S.

For all the gripes about America, business
overseas needs a strong recovery here, says
Alfred Zanker, USN&WR'’s European economic
correspondent, in this interview with editors.

Q Some peopile think that economic problems discussed at
the Willlamsburg summit wili largely take care of themseives as
the business recovery picks up stsam. What's the chance of
that, as seen from Europe?

A A broad upswing through 1984 and into 1985 wouldn't
solve everything, but it would take the sting out of many of
the world's economic troubles. International trade would
pick up. Profits and ernployment would improve. Govern-
ments would be in a better position to contain protectionism
and to handle debt problems in the Third World. But will
the upturn really be strong enough and last long enough to
turn the tide? European analysts have their doubts.

Q How do Europeans view the prospects for business?

A The view in Europe is that the U.S. will have to pull
the others along. There are signs an upturn is beginning,
but it is uncertain if the recovery will gather momentum
later this year. Britain's economy should expand by 2 per-
cent in 1883, and more next year. Forecasts in West Ger-
many are on the cautious side, with maybe 2.5 percent
growth in 1984; exports and business investments show few
signs yet of a strong comeback. France and Italy still are
struggling with austerity and recession. The smaller na-
tions——from the Netherlands to Sweden—generally are lag-
ging. Over all, prospects in Europe are for slow progress
this year and maybe 2 or 3 percent growth in 1984.

Q What's going to happen to three big problems—infiation,
unsmployment and interest rates?

A Inflation is coming down much faster than almost any-
body predicted. It is fall-
ing back to the lowest
levels since the late 1960s.
That’s the best news in
years. For example, Brit-
ain’s inflation has come
down from over 20 per-
cent three years ago to
around 4 percent recent-
ly. West Germany is aim-
ing at 3 percent or less.

An important point is
that labor unions have
changed. Generally, now
they are willing to moder-
ate their demands as they
see unemployment climb-
ing. Workers in Britain
and other countries find
that as inflation recedes
they end up with more in
their pockets in purchas-
ing power than before.

Q But what about the un-
employed workers?

A That’s the dark side
of the picture. Europe’s
Common Market alone
has more than 12 million"
34 o
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jobless—close to 11 percent of the labor force. Experts warn
that unemployment could stay at or near these record levels
for the next three or four years, or longer.

Yet 10 or even 15 percent unemployment today is causing
less hardship than 4 or 5 percent did in the 1930s. Most Eu-
ropeans are protected by generous jobless relief and other
welfare benefits. That may explain why the dramatic rise in
unemployment has caused little social unrest, no strikes or
riots so far. Despite millions of jobless, the political left is
even losing ground in many countries in recent years.

Q And how do interest rates shape up?

A That’s another trouble spot. Interest rates in Europe, as
in America, are coming down but not fast enough to speed
the recovery. The main reason, I think, is that bankers and
investors fear inflation may flare up this year or in 1984.

But we should get used to relatively high borrowing costs
for years to come. In the 1970s, the cost of labor climbed
rapidly, while capital was relatively inexpensive after infla-
tion was taken into account. Labor, therefore, was increas-
ingly replaced by machinery and equipment. The result
was too few jobs. Herbert Giersch, director of West Germa-
ny's Kiel Institute, argues that for business to hire many
more workers, the situation must turn around: Labor must
become relatively cheap and capital expensive.

Q Over the years, Europeans have ralled sgainst high U.S.
interest rates. Now that rates have dropped markediy, why sre
these critics still dissatistied? -

A Europeans want even lower American rates. But em-
phasis has shifted from interest rates to the strength of the
dollar. The French, in particular, complain that the high-
valued dollar tends to push the country’s import bill higher,
especially for oil, which they pay for in dollars.

Q How do Europesns want the U.S. to cut budget deficits?

A They would like to see both spending cuts and tax in-
creases to reduce the deficit and thus take the pressure off
monetary policy. U.S: energy and consumer taxes, for exam-
ple, are low by international standards and could be raised.
Budget deficits will eventually have to be cut s6 that interest
rates can come down. That is the same in Europe, where
many governments are even deeper in the red than the U.S,,
with deficits amounting to 10 to 15 percent of
national output in some cases—twice and
three times as much as in America.

Q What does Europe think of Reaganomics?

A In the beginning, Europeans welcomed
Reaganomics maybe more than Americans
did because there was a feeling that it was
sompething new, a riew dynamism in enter-
prise, and they hoped that this might also
come in Europe. However, when the recov-
ery didn’t come all that fast, somne people start-
ed doubting. It is possible that if the economy
really picks up and the recovery lasts through .
’84, Reagan’s policies would be regarded as a
success because he would have brought down
inflation and pulled the economy out of a very
uncomfortable situation. -« -

Q Europeans apparently see the US.
as the locomotive for future growth—

A Iwould say so. There is a realiza-
tion that the long-term perspectives in
— the U.S. economy are so much better
il 11.9%  than in Europe’s, with its rigidities and
its far more developed
welfare state and high
labor costs. In most
fields, thereis the belief
that America is a better
place for business.

__ Copyright ® 1983, U.S.News & World Report, Inc.



For Western Alliance,
WorstIs Over, hut—

While disputes tearing the
- partnership apart have
been defused, the biggest
test stlil lies ahead.

WILLIAMSBURG, Va.

Amid the debates over budget defi-
cits, interest rates and monetary policy -
at the Williamsburg, Va., economic
summit, this vital development may
have been obscured:

The Western Alliance has largely re-
covered from the destructive crisis that
followed last year's summit at Ver-
sailles~—and today appears more united
than it has been for years.

The partnership still is plagued by
underlying disagreements that could
erupt into a new crisis—possibly even a
collapse, in the view of some authori-
ties. But the seven allied leaders at Wil-
liamsburg, however much they differ
on economic issues, seem unanimous
on one thing--the overriding need to
preserve a stong military alliance in
the face of a continuing Soviet threat.

One expression of that sentiment: A
cormmitment to hang tough in resisting
Soviet efforts to sabotage a plan to de-
ploy new American medium-range
missiles in Europe in the absence of an
arms agreement with Moscow.

. What has produced the transforma-
tion from the disarray that fol-
lowed the Versailles economic
summit to the newfound unity
of the alliance?

Dusi debates. A key develop-
ment is a shift in President Rea-
gan’s stand on the two issues that
have been the most divisive
between the U.S. and the six
other countries represented
at Williamsburg—Canada,
France, West Germany, Brit-
ain, Japan and Italy. One in-

" volves economic strategy

for dealing with Russia; the

other concerns the admin-
istration’s arms-control
policy.

On the question of ex-
ports and credits for the
Soviets, which triggered
last year's alliance blow-
up, Reagan has backed
awgy from the hard line
that gave rise to com-
plaints that he was at-
temnpting to drive Ameri-
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" ca's partners into economic warfare

against the Soviet Union. -

The President in November dropped
a 5-month-old embargo that penalized
foreign companies for delivering Amer-
ican-licensed pipeline equipment to the
Soviets and precipitated an open revolt
by European allies against Washington.

In the run-up to the Williamsburg
summit, the Reagan administration
further softened its controversial ap-
proach to economic relations with the
Soviet Union with an offer to negotiate
a new grain agreement with Moscow.
And Washington shelved a proposal
that allied nations restrict gas imports
from any one source—meaning the
U.S.S.R.—to no more than 30 percent
of their total requirements.

Bottom line. The cumulative effect
of these measures has been to defuse,
for now at least, the controversy over
economic warfare against the Soviets
that pitted the Reagan administration
against the rest of the alliance.

Sirnilarly, on the question of arms-
control negotiations with Russia, the
President has eased acute transatlantic
strains by adopting a more flexible
stand favored by European allies. He
recently diluted his “zero option” pro-
posal that would cancel the deploy-
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ment of 572 American Pershing 2 and
Moscow would dis-
mantle all of its S8-20 missiles.

In response to pressure from allied
leaders, Reagan produced what he

. called an interim proposal offering

equal numbers of American and Soviet
medium-range weapons at the lowest
level acceptable to Moscow. Among
Europeans, the compromise proposi-
tion was welcomed as valuable armmu-
nition in their continuing struggle with
antinuclear protesters bent on killing
the plan to deploy the new U.S. missiles.

Further contributing to the greater
alliance unity is the fact that a number
of other divisive disputes have been
resolved or put in deep freeze in re-
cent months. These include controver-
sies over European-subsidized steel ex-
ports to the US., and Washington's
allegations of grain dumping by the
European Common Market.

At the same time, much of the heat
has gone out of an intra-alliance con-
troversy over Central America and the
Middle East. Under the influence of
Secretary of State George Shultz, the
Reagan administration no longer is
making unqualified European support
of Washington's Central American pol-
icy & test of alliance loyalty.

In the Middle East, defeat of the Pal-
estine Liberation Organization and
Reagan's September 1 peace initiative
have narrowed what had been a wid-
ening policy gap between the U.S. and
its European allies in this area.

Aside from reduced friction over
policies, a little-noticed political phe-




Nlno and ugan st summit. Japaness leader advocates strong alliance ties.

nomenon also has helped the alliance
recover its equilibrium. It is this: Rare-
ly has there been a time when the lead-
ership in every major allied capital has
given such high priority to support for
the Western defense coalition.

French twist. Nowhere is this more
true than in Paris, where the govern-
ment traditionally has reveled in the
role of maverick of the Western World
and pursued a perverse flirtation with
Moscow. While Socialist President
Francois Mitterrand is harsh in his crit-
icistn of Reagan's budget and monetary
policies, he has emerged as a dedicated
“Atlanticist,” an outspoken supporter
of the plan to base new American mis-
siles in Europe and a skeptic when it
comes to détente with Moscow.

No French President in the past
quarter of a century has taken such a
tough stand in dealing with the Krem-
lin. He has spurned a sumrmit meeting
with Russia’s top leader, and he recent-
ly expelled 47 Soviet spies from Paris.
While opposing the kind of sanctions
advocated by Reagan—particularly on
credits for Moscow—he has tightened
controls over sensitive technological
exports to the US.S.R.

Mitterrand, in collaborating more ac-
tively with the U.S. and NATQ, is moti-
vated by two factors. One is his profound
distrust of the Soviets. The other is con-
cern about incipient neu-
tralist tendencies in West
Germany's Social Demo-
cratic Party, which the
French leader sees asa po-
tential threat to his coun-
try’s security.

In West Germany, too,
the North Atlanti¢ Treaty
Organization has been
strengthened by the deci-
sive March election vic-
tory of Christian Demo-
cratic Chancellor Helmut
Kohl, a forthright champi-
on of close cooperation

36

Mitterrand and Kohl forge Paris-Bonn security links.

with the U.S. and a strong alliance. He
defeated a Social Democratic Party that
expresses its neutralist tendencies by
opposing the plan todeploy U.S. missiles
in Europe—a plan that originally was
inspired by former Social Democratic
Chancellor Helmut Schmidt.
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In Britain, Conservative Prime Minis-

" ter Margaret Thatcher, often described

ss “Reagan’s soul mate,” is an odds-on
favorite to win re-election June 9. She
shares the American President’s eco-
nomic philosophy and hard-line views
on Russia. And she has remained firm in
Britain’s commitment to accept the U.S.

missiles later this year in the face of a

powerful “ban the bomb” movement.

In Italy, the caretaker government of

Prime Minister Amintore Fanfani
shows no sign of wavering on a commit-
ment to base U.S. cruise missiles in Sici-

‘ly. Rival Socialists are backing the poli-

cy even as they prepare for an election.

In Japan, Prime Minister Yasuhiro
Nakasone is emerging as the most
forthright champion of strong defense
and military cooperation with the U.S.
of any leader that the country has had
since World War II.

Despite these developments that
contribute to a more unified Western
stand, few analysts would go as far as
Reagan did with this recent assess-
ment: “I do not believe that the NATO

Alliance has ever been any more solid
than it is now, or that there has been a
better relationship between us and our
NATO allies.”

The greater cohesion in the alliance
is viewed by most experts as exceed-
ingly brittle. They point out that fun-
damental philosophical differences re-
main between the U.S. and its allies
over the nature of the Soviet threat
and the most effective response. These
could blow up into a new crisis in the
event of a fresh Soviet challenge—such
as another Afghanistan adventure—or
a new showdown on economic sanc-
tions against Russia.

The “worst case” scenario is spelled
out like this by the London-based Inter-
national Institute for Strategic Studies
in its annual survey: “Should European
public perceptions of the level of the
Soviet threat fall, American policies
sound more belligerent and economic
tensions increase, the alliance would
face a severe predicament, and collapse
would not be out of the question.”

The missiles equation. For the
present, the trend actually seems to be
in the opposite direction. But NATO
now is heading into what many consid-
er its most critical test. This involves
the potentially violent showdown over
Euromissiles in the months ahead.

The Soviets are pursuing a deter-
mined propaganda offensive to derail

- the plan to install the U.S. weapons
-starting in December. They are offer-

ing a mixture of threats énd blandish-
ments to stimulate popular opposition
to the plan in Western' Europe.

Moscow’s objective is to convince Eu-
ropeans that the U.S. is not negotiating
seriously in arms talks in Geneva and
that the American missiles are both un-
necessary and dangerously provocative.

Allied leaders stress that their suc-
cess in riding out the mounting opposi-
tion by the antinuclear movement and
defeating the Soviets in the Euromis-
sile face-off may depend on U.S. diplo-
macy. Reagan’s fellow summiteers pre-
sumably drove home this point in
private talks at Williamsburg: What
NATO leaders need above all else is
continuing and convincing evidence of
the President’s commitment to arms
control—a commitment that still ‘is
widely questioned in Europe.

Among allied leaders, there are few
illusions about the stakes in the test
ahead. If NATO is stymied in imple-
menting its most important strategic
decision in several decades, unity
would quickly collapse, and the alli-
ance might well be plunged into a cré

sis of unparalleled gravity.

By JOSEPH FROMM with the magozines foreign
bureaus -
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Williamsburg: Tea,
‘Talkand Summitry

Arms control and the Soviets dominate the informal
sessions, but Reagan predicts the allies will leave united.

ne by one, from Amintore Fanfani to

Francois Mitterrand, they boarded
horse-drawn carriages for the slow ride west
on Nicholson Street to the Palace Green.
With Colonial Williamsburg sealed off and
turned into an intimate meeting place, the
world leaders met their host, Ronald Rea-
gan, who declared, “Recovery is what this
summit is all about.” On the bricked terrace
of Providence Hall, surrounded by magno-
lias and pine trees, Reagan threw a surpris-
ingly amicable little tea party for France’s

Reagan greets Japan's Yasuhiro Nakasone: ‘Recovery is what this summit is all about’

Mitterrand, the potential bad boy of the
ninth annual economic summit. Then, on
friendlier ground, he chatted with his soul
mate, Margaret Thatcher of Britain. The
serious talking wasn’t supposed to start un-
til Sunday, the second day of the thres-day
summit, but forget what the script and the
official spokesmen said: the most important
business of this summit was discussed in-
formally over tea, Cajun popcorn and
chocolatecheesecake brownies—what Rea-
gan’s aides called “the unwritten agenda.”

Larry Downing—Newywres

i
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At the top: The EEC’s Thorn, Italy’s Fanfani,

To be sure, the seven national leaders

- —plus Gaston Thorn, president of the Eu-

ropean Economic Community—seemed

" ready to make important rhetorical com-
_promises on major economic issues. In a

draft communiqué expectad to be issued at
the end of the summit this week, the Unit-
ed States agreed to reduce budget deficits,
Japan agreed to enhance free trade and the
Europeans agreed to promote growth
while reducing inflation. But all of that
had largely been worked out before the
first helicopter landed in Market Square.
What the allies really came to Virginia to
sec was whether Ronald Reagan was final-
ly prepared to cool his anti-Soviet crusade.
With NATO missiles scheduled to be de-
ployed in December, the leaders needed
signs of American flexibility to take home
to their wary people, who are increasingly
skeptical about the nuclear arms race and

..Reagan’s commitment to

peace.

Assurances: Reagan predictéd that the al-
lies would leave Williamsburg “more, not
less, united,” and the other leaders quickly
picked up the theme. As soon as he was
greeted by Reagan, Italy’s Fanfani assured
the president that Italy remained commit-
tedtodeploying NATO’s missiles. Thatcher
“‘was absolutely supportive on almost every
issue,” said one senior U.S. official. And
Reagan and Mitterrand both worked hard
to make sure that their 40-minute meeting
was cordial—*serious, but absolutely non-
confrontational,” said one Reapan aide.
They agreed that NATO had to redress the
nuclear jmbalance in Europe. Mitterrand

oo NEWSWEEK/JUNE 6, 1983



France’s Mitterrand, Britain’s Thatcher, Reagan, Japan’s Nakasone, West Germany’s Kohl, Canada’s Trudeau

told Reagan that his disagreements with officials still suggested that a getting-to-
Washington’s monetary policy had been know-you summit could take place as early
overblown by the U.S. press, assured him as October, at the United Nations General
that “we may disagree on tactics and meth- Assembly meeting.
ods, but not on overall objectives,” and then Despite their public cordiality, there
accepted Reagan’s invitation to visit Wash-  was hardly overall agreement on other in-
ington next spring. Mitterrand’s implicit ternational matters. Reagan wanted the
message was that “he didn’t come here to  leaders to approve a statement urging *the
raise hell,” said the senior U.S. official. withdrawal of all extraneous elements”
“That’s good news for us—it cleared away from Central America, but U.S. officials
thebiggest potential roadblock.” said he probably wouldn’t even propose

Hinte Reagan had tried to promote a the idea for fear of strong opposition. The
conciliatory meeting, and sent encouraging Europeans and Canadians were expected
signals to the allies even before the summit to tell Reagan to put more pressure on
began. After bitter debate within theadmin-  Israel for a Middle East settlement. And
istration, he decided to resume negotiations NEWSWEEK learned that although Ameri-
on long-term grain sales to the Soviets. can officials drafted a statement of support
Washington hinted that it might relax sanc- for the NATO missile deployments, the
tions against Poland if Warsaw eases its French and others shot down the idea be-
grip. The administration showed some cause Japan, which is not a NATO mem-
flexibility in strategic arms talks, prepareda  ber, would be present at the summit meet-
new injtiative tobreak the 10-year logjamat  ing while Belgium and the Netherlands,
the conventional-force-reduction talks in which are both scheduled to get some of
Vienna and suggested that Washington the missiles, would not. Publicly, the sum-
might participate in negotiations which mit will probably just avoid the issue.
could lead to monitoring all NATO and The leaders also planned to finesse the
Soviet military maneuvers in Europe. most difficult economic issues. The United

Most important to his guests at Williams-  States and its allies still deeply disagree
burg, Reagan may finally be ready to meet - about trade with the Soviets, especially
with Soviet leader Yuri Andropov. West sales of Western technology. The Europe-
German Chancellor Helmut Kohl will visit  ans are nettled that Reagan wants author-
Moscow five weeks after the summit and he  ity. to bar imports from any country or
is eager to promote a Reagan-Andropov foreign company that violates the U.S. in-
meeting. Even before Kohl could lobby terpretation of export-control regulations
Reagan on the subject, the president said to the Soviet bloc. But the summit partici-
two weeks ago that a meeting was “likely.” pants decided beforehand that they would
Last week he backed off abit, butsome U.S.  agree to disagree while the issue is dis-
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cussed in other forums. Mitterrand recent-
ly complained about big U.S. deficits and
tight U.S. monetary policy, which drive up
interest rates and inflate the dollar’s value

against foreign currencies; the French re-

mained insistent on those issues, but polite,
realizing they could not possibly be re-
solved at a single summit.

Theme Song At the same time, the Unit-
ed States planned to soft-pedal its continu-
ing demands that the European Common
Market abolish its heavy export subsidies
on grain. And although Washington want-
ed its allies to agree to import more goods
from developing countries, it expected to
settle for a largely noncontroversial state-
ment laying out a set of North-South princi-
ples. That kind of compromising—al-
though in many cases simply putting off
hard decisions——is important initself, a dra-
matic counterpoint to the disarray at last
year’s summit in Versailles.

"- Everyone was still quite touchy: the State
Department apologized to the Japanese
after Tokyo complained that a White House
briefing book for reporters was critical of
Japanese trade policies. But with a global
recovery under way, the leaders could afford
to be more conciliatory. “Economic growth
with low and moderating inflation,” said
Secretary of State George Shultz. “That’s

" the theme song of the summit.” And if no

one expected perfect harmony, at least ail of
theleaders seemed willing tosing along.

JOHN BRECHER with JOHN WALCOTT,
THOMAS M. DeFRANK, RICH THOMAS and
SCOTT SULLIVAN in Williamsburg
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FROM WASHINGTON

SCENES FROM THE SUMMIT

From the beginning, it was obvious that
the economic summit conference at Wil-
liamsburg would be a success if it could
just manage to avoid being a disaster.
The disputatious Versailles summit last
year, after all, had set a standard that
even mere platitudes could surpass.
There was much strutting for the
benefit of television viewers back
home. Prime Minister Thatcher, look-
ing cocky, seemed primed to reap bene-
fits in her election campaign. Chancel-
lor Kohl ambled about Williamsburg
like an amiable bear. Prime Minister
Trudeau, sporting his panama hat at
the arrival ceremonies, had the self-
possession to be blunt about arms con-
trol. ‘“We should be busting our bloody
asses for peace,” he told his colleagues.
President Reagan, standing to gain
the most politically, made nice with the
allies by backing off his threats to wage
economic war with the Russians. He
had crammed like a college student for
his role as summit moderator—and
then found the course to be a gut. Only
the president of the French Republic
seemed to want to be someplace else.
Grumpy and stiff, Mr. Mitterrand doo-
dled and complained about the photog-

raphers. How out-of-it can you get?

Cameras are what summits are all
about. .

’

6 THE NEW REPUBLIC June 20,

It was for the benefit of cameras that -

the summit leaders arrived in gleam-
ing green-and-white Marine helicopters
and transferred to horse-drawn car-
riages. They conferred where Thomas
Jefferson once lived, and where Patrick
Henry railed against the British Crown.
They feasted on Craig Claiborne’s
menu of deep-fried catfish, stuffed chil-
ies, Louisiana gumbo, and shoofly pie.
And on Sunday they sat in an old brick
church to which the House of Bur-
gesses, upon hearing that the British
Parliament had closed the port of Bos-
ton, had repaired in 1774 for a day of
fasting, humiliation, and prayer. On
that day the residents of Williams-
burg had sought “divine interposi-
tion for averting the heavy Calamity
which threatens destruction to our Civil
Rights, and the Evils of Civil War.”

In 1983, however, the only kind of in-
terposition tolerated at Williamsburg
was electronic. You had to watch the
ersatz colonial pageantry on television,
on one of the monitors that were every-
where in the huge, fetid basketball sta-
dium where the White House had set

_up a press center. Reporters scampered

about the center like cockroaches, feed-
ing on free greasy hamburgers, plastic-
wrapped pastries, and other delights.
Does Craig Claiborne have a sadistic
brother in the fast-food business?

The Williamsburg summit reflected
the influence of its host in more ways
than the White House might admit. The
“reality”” of the conference, we were
told, lay in the words the leaders had
wrought. Seven mortal men and one
mortal woman with pen in hand, just
like our colonial forbears.

After the statements were issued, ev-
erybody scrambled to figure out what
they meant. On the big economic is-
sues, it turned out, they agreed to pur-
sue the same varied and even contradic-
tory policies they had been pursuing all
along. They pledged, for instance, to

reduce budget deficits and interest’

rates, but Mr. Reagan’s people allowed
afterward that he had been doing that
already. They wrung their hands over
protectionism and the Third World's
debt, but reassured themselves that
these menaces would disappear just
as soon as the economy got rolling.
That's been Mr. Reagan’s line for two
years.

The summit participants were more
persuasive in arguing for the signifi-

- cance of their statement of solidarity on

arms control and Euromissile deploy-

1983

ment. Secretary of State Shultz told a
packed press briefing that this marked
the first time the Japanese and the
French had signed on formally to the
European deployment scheme and the
American negotiating position.

Reporters expressed skepticism that
this was anything new. “The fact that
to some extent you seem to greet this as
old stuff, perhaps, is reassuring,” Mr.
Shultz retorted, calm but sarcastic. “I'm
glad to hear you recognize how impor-
tant it is that we be strong,” he went
on, his voice rising. “I'm glad to hear
that you feel people recognize how rea-
sonable we are. I'm glad to hear that
you see that we truly are in favor of
arms reduction.”

This was not the Oxford Union he
was addressing. It was a collection
of slack-jawed, mussy-haired reporters
who had been waiting seven hours for
Mr. Shultz to appear. Then it became
apparent why he was so cranky.
“Where’s Secretary Regan?”’ he asked
his aides, looking for someone to
bail him out of the briefing. “I'm
the only guy in the place that didn’t get
any lunch because I was trying to re-
draft this stuff. I need a cracker or
something.”

Before Williamsburg began, White
House and State Department officials
told reporters that Mr. Reagan had no
intention of seeking a new commitment
from the allies on missiles. This was to
be an economic summit, they said; any-
how, the President already knows
where his friends stand on the subject.
It wasn’t long before that line gave way
to the word that Mr. Reagan had really
wanted a missile statement all along,
and that achieving one was a major
triumph.

Another bit of chicanery seemed
striking at the summit. That was Mr.
Reagan'’s contention that this would be
a conference where the participants,
not their aides, controlled the agenda
and wrote the communiqué. In fact, the
bulk of the summit declaration on eco-
nomic issues had been drafted well in
advance by W. Allen Wallis, Undersec-
retary of State for Economic Affairs. The
day after the summit, Mr. Reagan as-
sured reporters that he had succeeded
in a brand-new approach. Unlike pre-
vious ‘summit declarations, he said,
Williamsburg’s was not “written in ad-
vance, before you’d had the discus-
sions.” Maybe Mr. Reagan’s aides
didn’t have the heart to tell him the
truth. '
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Reagan turns summit
into imposing show
of political sohdarlty

By Hednck Smith

New York Times News Service
WILLIAMSBURG, Va, -~ For

President Reagan, the Willi-

amsburg summit meeting was more
of a political than an economic suc-
cess. He orchestrated an imposing
show of political solidarity toward
the Soviet Union on nuclear issues,
but he did not gain the clear en-
dorsement of his economic strategy
and his optimistic view of recovery
that he had wanted.

Personally, too, Reagan came off
as a more skilled operator than
some other leaders had expected.
Although considerably more ad-
vance agreement had been reached
on the final declaration than the
Reagan entourage let on, the presi-
dent won high marks from other
leaders for his skill in leading
them through discussions that
were more informal than the last
eight economic summit gatherings.

Prime Minister Pierre Elliott
Trudeau of Canada hailed Reagan
for having succeeded better at stag-
ing an informal summit meeting
than Trudeau had as host to the Ot-
tawa talks in 1981. “The president
took a very big gamble that we
would have an unstructured sum-
mit and still produce results,” Tru-
deau said after the session. “l must
say I had to congratulate him for
having won that gambjle.”

French officials and corre
spondents, who regard summits as
something of a diplomatic match
and have sniped in the past at
Reagan’s ‘inexperience in foreign
affairs, said he had dispelled his
“cowboy image.” They talked of
him as “a very clever player” who
had held his own in long private

ANALYSIS

sessions with the other leaders and
acquitted himself well as a fair and
skillful moderator.

In the long economic discussion
held Monday morning without
aides, the president had called on
the others in turn, using their first
names.

]

The post-mortem comments ot
most of the leaders suggested that,
as the White House had hoped, the
Williamsburg summit meeting
seemed likely to avoid dissolving
into the sharp recriminations and
policy conflicts that followed the
last summit conference in Ver-
sajlles, France, last June. All the
leaders seemed relieved that they
had gotten through their weekend
without confrontations.

For this was a session of politi-
cal trade-offs where each delega-
tion could go home and point to its
victories, the French citing a prom-
ise from the others to consider an
international monetary confer-
ence, the British feeling vindicated
in their advocacy of “strong finan-
cial discipline” as the correct eco-
nomic medicine, and the Japanese
feeling they had not been bela-
bored for their trade practices. The
Americans were cheered by the
generally conservative tone of the
final declaration.

Trudeau claimed a trinumph in
inserting into Sunday's political
declaration a strong commitment
to the cause of peace and of lifting
“the shadow of war” from the
world. Recalling his comment to
the other leaders, he said, “} told
them, ‘we should bust our bloody
assess for peace’; 1 made it em-
phatic.”
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Summit concludes with accord
‘on economic pokicies

By Carl P. Leubsdorf

and Anne Swardson
Washington Bureau of The News

WILLIAMSBURG, Va. — Presi-
dent Reagan joined the leaders of
six other industrial democracies
Monday in vowing to pursue poli-
cies aimed at ensuring a worldwide
economic recovery. But he was
forced to retreat on several key is-
sues as they wound up their ninth
annual economic summit.

The 3-day meeting in the recon-
structed colonial village of Willi-
amsburg ended with agreement on
a 10-point declaration in which the
Jeaders szid: “We now clearly see
signs of recovery."”

tional monetary system and to con-
sider the part which might, in due
course, be played in this process by
a high-level international mone-

-- tary conference.”

“The US. negotiators, principally
Undersecretary of State for Eco-

" nomic Affairs W. Allen Wallis, also

13

Toe agreement included th—e. .

Reagan administration's emphasis
on the need for “monctary and

budgetary policies that will be con-

ducive to low inflation, reduced in-
terest rates, higher productive in-
vestment and greater employment
opportunities, particularly for the
young.”

The declaration reflected the
conservative policies not only of
Reagan but of other key Western
leaders and specifically avoided en-

dorsing stimulative policies to curb

persistent worldwide unemploy-

ment. )

But the summit also agreed, de-
spite initial US. objections, to both
the essence of a French plan to con-
sider an international conference
on the world monetary system and

to the language favored by the Eu- ;

ropean nations and Canada that
emphasxzed the need for reducing
“structural budget deficits.”

The declaration said this should
be achieved “in particular, by lim-
iting the growth of expenditures,” |
which is the Reagan administra- :
tion’s policy. But Canadian Primne -
Minister Pierre Elliott Trudccu -
said that, during the meeting,

Reagan bad stressed his proposal
for standby taxes in 1985 and 1986,
“There’s an assurance that the
budget deficit will be brought
down eventually by virtue of these
taxes,” Trudeau said. - A

The most sigmfxcant US. retreat
apparently occurred on the inter-
national conferente to deal with
problems caused by nuctuauag ex-
change rates. ;

Reagan was forced to aecept the
French proposal that called on
finance ministers, in consultation
with the head of the International
Monetary Fund, “to define the con-
ditions for improving the interr.z-

¢ .

——

objected during bargaining ses-

‘sions that lasted until § a.m. Mon-

day to specific calls for the need to
lower interest rates. And they op-
posed the reference to “structural™
budget deficits, builtin shortfalls
that cannot be cured by economic
fecovery.

“The night was hard, and the
Americans were isolated several
times,” a French official said. “It’s
because they were isolated that
they accepted a text like this. We
think it's a good one.”

US. officials played down the
degree of disagreement. “Frankly,
the difference was not large,” one
senior administration official said.

Although US. officials said the
monetary provision was accept-
able, they have had problems with
a conference that could presage a
return to fixed exchange rates, be-
cause they believe the market
should set relationships between
currencies. This is a concern to
other countries because the dollar
is running at historically high lev-
els.

US. officials stressed that they
had not agreed that a conference
should be held. “It's a process we're
now going to engage in to See
whether or not we have a monetary
conference,” Treasury Secretary
Donald Regan said.

French President Francois Mit-
terrand, however, expressed satis-

. faction with the passage and said

. he considered the language bind-
. ing.

There were other US. setbacks.

- An American effort to call for the
- lowering of barriers to agricultural
. exports was blocked by France and
. Japan. And the conferees agreed on

:the

an energy provision that ignored
administration’s free-market

- approach and said the fall in oil

>

. prices in no way reduces the need

.

for conservation or for develop-

. * mentof alternative energy sources.

._On the question of intervention

" in,exchange markets, which the

. United States generally has op-
: posed, the declaration said: “We are
- -willing to undertake coordinated

intervention in exchange markets
while retaining our freedom to op-

* erate independently."

A senior administration official

- admitted that this was something

of-4 change. “Our policy is modified
to this extent: We agreed we would
talk more about interventxon " he
said.

And on trade with the Soviet
‘bloc, the most contentious issue at
last year's Versailles summit, the
Antericans accepted an innocuous
provision that said: “East-West rela-
tions should be compatible with
our security interests” and encour-
aged recent efforts by several in.
ternational organizations to set
guidelines for trade.

Reagan read the “Williamsburg
Declaration of Economic Recov-
ery” to several hundred officials
and journalists of the seven sum-
mit nations in the International
Press Center on the College of Wil-
liam and Mary campus. He then
added a brief statement that hailed
this year's summit, which marked a
departure from past sessions in
that the meetings were less struc-
tured and no communique was pre-
pared in advance.

“Our meeting has shown a spirit
of confidence, optimism and cer-
tainty — confidence that recovery
is under way, optimism that it will
be durable and certainty that eco
nomic policy and security ties
among us will be strengthened in
the future,” Reagan said, noting
that “together, the summit part-
ners are facing today’s enormous
challenges head on and not settling
for quick fixes."

Reagan was flanked by Mitter-
rand, Trudeau, West German Chan-
cellor Helinut Kohl, Italian Prime
Minister Amintore Fanfani, Japa-
nese Prime Minister Yasuhiro Na-
kasone, Gaston Thorn, president of
the European Economic Commu-
nity, and British Chancellor of the
Exchequer Geoffrey Howe. British
Prime Minister Margaret Thatcher
went home Sunday night. At one
point in Reagan's 10-minute presen-
tation, a sharp noise sounded in the
heavily secured hall. “Missed me,”
Reagan said before proceeding.

Reagan will give his assessment
of the summit to a small group of
reporters Tuesday morning before
leaving for Washington. But Treas-
ury Secretary Regan said the ad-
ministration is “totally pleased”
with the declaration, terming it “a
reaffirmation of what we have
done ~— of the convergence, the ne-
cessity of growth, sustainable, non-
inflationary growth.”

A sepior White House official
said the summit was “a plus for our
country and that there were “no
winners, no losers.” For Reagan,
the host and chairman, he said that
“politically, it was a modest plus.’

Several other governmental
heads said they were delighted
with the results. Trudeau, quoted
earlier by a spokesman as calling it
“an unprecedented success,” told a
news conference that he was “very
happy” with the stress on disarma-

- ment in Sunday's statement on nu-



SUMMIT DECLARATION -

DEFICITS: We renew our commitment to
reduce structural budget deficits, in par-
ticular, by limiting the growth of expendi-
tures.

RECOVERY: We now clearly see signs of
recovery. ... We must all focus on
achieving and -maintaining low inflation
and reducing interest rates trom their
present too-high levels.

TRADE: We commit ourselves to hait
protectionism, and as recovery pro-
ceeds, to reverse it by dismantiing trade
barriers.

TRADE WITH THE SOVIET UNION: East-
West economic relations should be com-
patible with Qur security interests.

INTERNATIONAL MONETARY SYSTEM:
We have invited ministers of finance ...

to define the conditions for improving the
international monetary gystem and to
consider the part which might, in due
course, be played in this process by a
high-level intarnational monetary confer-
ence.

. EXCHANGE RATES: While retaining our

freedom to operate independently, we
are willing to undertake coordinated in-
tervention in exchange markets in in-
stances where it is agreed that such in-
tervention would be heipful.

DEBT OF DEVELOPING NATIONS: We
agree to 8 strategy based on: effective
adjustment and development policies by
debtor nations; adequate private and of-
ficial financing; more open markets, and
worldwide economic recovery.

clear-missile talks and deployment,
and with the emphasis in Monday's
declaration on “the question of real
interest rates.”

Mitterrand also said he was gen-
erally satisfied with the results of
the summit, although the imsis-
tence of the United States on a joint
nuclear-arms statement Sunday
was an “annoying precedent.”

. “The summit has been primarily
concerned with problems of secur-
ity, more than expected, than with
economic problems,” he said. But
“our concern is to move forward,
and we have moved forward. To-
day’s declaration is the farthest we

]
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have moved in two years,” Trudeau
said.

White House deputy press secre-
tary Larry Speakes said: “'I think we
were successful jn convincing
them that our approach to the def:-
cits is a reasonable one and will be
successful,” but the French dis.-
greed.

“The criticism was virulent, and
the discussions were long,” French
Finance and Economy Minister
Jacques Delors said.

Asked if the French were satis-
fied that the U.S. was doing every-
thing necessary to reduce deficits,
Delors said: “They could do more,
but they don't want to.”
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Reagan hails success

By Henry Trewhitt

Sun Staff Correspondent

Williamsburg, Va. — President Rea-
gan closed the ninth annual economic
summit meeting yesterday, ushering off
the last of his guests and declaring that
free-wheeling discussion had made it a
success. '

Just before returning to Washington,
the president described the consensus of

: the seven leaders on economic and securi-
. ty issues as surprisingly broad. But that

consensus was reached, according to Sec-
retary of State George P. Shultz, only af-
ter “lots of disagreements and argu-
ments.”

The debate left unsettled many details,
especially on economic issues, the official
theme of the conference. Most of the
agreed principles for dealing with budget
deficits, inflation, general growth and
global development will continue to be
tested severely in practice, officials ac-
knowledged.

There was more concrete agreement
about how to deal with the Soviet Union
regarding intermediate-range nuclear
weapons. Those of the seven representing
full members of NATO — the United
States, Canada, Britain, West Germany
and Italy -— essentially repeated their
pledge to deploy 572 new missiles in Eu-
rope unless the Soviet Union reduces or
eliminates its versatile SS-20 missiles.

But the declaration was significant in
other respects. It was endorsed by both
France, which belongs to NATO's politi-
cal organization but not its military one,
and Japan, which can be targeted by SS-
20s in East Asia.

The harmony was broad enough, at
any rate, to permit the sometimes squab-
bling allies to part in good humor. Mr.
Reagan saw the last of them off shortly
after noon, waving good-bye from the
front of the Inn at historic Williamsburg,
the restored Eighteenth Century town.

There was a parting ceremony, a last
march and serenade by fifes, drums and
trumpets, and the leaders left Williams-
burg open to a fresh inundation of tour-
ists. They also left behind hundreds of
now-superfluous security personnel, a
suddenly empty gymnasium that was the
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President and Nancy Reagan wave as
they board helicopter to leave summit.

workplace for some 2,000 reporters, and
great amounts of chicken, hush puppies
and beer left over from feeding the
hordes. -

Behind the official harmony, however,
there remained considerable pressure on
Mr. Reagan from his allies for greater

flexibility in negotiations with the Sovi- -

ets. Mr. Shultz ducked a question on that

as allies leave

point at a news conference, saying merely
that the U.S. negotiating position had
been reached through an ‘“extremely
heavy consultative process’ with allies.

British Prime Minister Margaret
Thatcher confirmed her wish for more
determined negotiations across the spec-
trum of arms control. Western proposals,
she said at a news conference Sunday,
“have not been pursued as vigorously as
they should. ... We believe that we must
continue to pursue these negotiations with
impetus and urgency.”

The immediate issue is intermediate-
range nuclear weapons in Europe. Mr.
Reagan has offered to tailor NATO de-
ployments to an interim reduction in the
number of SS-20 warheads, with the ulti-
mate goal of eliminating such weapons
entirely.

He may have given a hint of future
flexibility at his closing news conference
yesterday. By ducking a question, he left
the way open to a delay in the deployment
in new weapons, now scheduled for West
Germany in December, if the Soviets
agreed to dismantle SS-20s.

He refused to say whether an interim
agreement might permit delay. To do so,
he explained, would get into “the danger-
ous field of discussing strategy.”

The official summit statement left
only a small opening for negotiated delay.
It called for allied deployments on sched-
ule unless a “balanced” agreement were
reached in the meantime.

“Should this occur, the negotiations
will determine the level of deployment,”
it said. A usually well-informed official
said he knew of no formal discussion of
delay, but he added that it would be “logi-
cal in a deal by which the Russians were
actually removing SS-20s.”

A U.S. offer to that effect, an Ameri-
can diplomat remarked, probably would
not appeal to the Soviets but might help
convince allies of Mr. Reagan’s good
faith. For his part the president repeated
his dedication to arms control, but he add-
ed regarding the Soviets:

“Frankly, my own opinion is that the
negotiations won't get down to brass
tacks until they see that we are going for-
ward with the scheduled deployment.”
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President Reagan has used the summit of seven
" major Western nations on economic questions to
" forge a stronger and more unified bargaining posi-
" tion with the Soviet Union on arms. The statement
" issued Sunday was clear and unequivocal in its
determination to deploy American intermediate-
.. range missiles in Europe in the absence of negoti-
. .ating progress with Moscow on this subject.

Most startling was the association of leaders of
Canada, Japan and France in the bald statement
that, “The security of our countries is indivisible
and must be approached on a global basis. At-
tempts to avoid serious negotiating by seeking to

“influence public opinion in our countries will fail.”
-~ -Japan has dealt bilaterally with the United States
- on defense, but this is new territory for its foreign
pohcy France is more cooperatively Western on
securlty matters than in years, with a government

"‘that is partly Communist. Canada, though a NATO -

. -member cherishes a sidelines psychology

- In none of these countries is opinion undivided.

... The declaration spoke for governments, not for op-
positions. As for Britain, the language helps Prime

...Minister Margaret Thatcher in next week’s elec-

" tion by repudiating Labor Party defense notions.

“*  The price for this demonstration of will was a

~“Williamsburg Declaration on Economic Recov-
‘ery” that is far less optimistic than Mr. Reagan

.. 'would have liked. He feels his domestic policies al-

i !

Summit Unity

ready have launched world prosperity. The other
six summit leaders believe American interest
rates and deficits are hurting their economies, and
said so in the declaration. This risks providing fod-
der for Mr. Reagan’s domestic critics, though the
Williamsburg statement calls for more budget re-
straints, not higher taxes.

The declaration is like a New Year's resolution
— as good as the performance in keeping it. Yet it
gives surprising encouragement to President
Francois Mitterrand’s pleas for shoring up the
French franc through coordinated intervention in .
currency markets and a promise to think about re-
turning to fixed exchange rates. And it makes
clear that American interest rates are everybody’s
business, and that machinery for “multilateral
surveillance,” framed last year at Versailles, will
be enlarged.

This trade-off was a considerable success for

-the conference, where the administration had

promised none. It is a personal achievement for
President Reagan. His formula of working on his
colleagues close-up, without advisers, vindicated
his reputation for small-group effectiveness while
shattering his reputation for shallowness. He had
to know his briefs on arms control and economics
to counter arguments and hatch this compromise.
Ronald Reagan is more the leader of the West this
morning than at any time in his 2 years in office.
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Deficit warnings fall on deafer ears

By Fred Barnes

Washington Bureau of The Sun

Washington — At the economic sum-
. mit in Williamsburg, Va., the leaders of
six industrialized nations complained to
President Reagan that the budget deficits
in the United States are imperiling the
world's recovery from deep recession.

And in their so-called Declaration of
Economic Recovery, Mr. Reagan and the
six leaders insisted that they were renew-
ing their “commitment to reduce struc-
tural budget deficits, in particular, by
limiting the growth of expenditures.”

But a sentiment expressed in Wil-
liamsburg is one thing — and the political
mood in Washington quite another. As the
leaders were bemoaning deficits, officials
here in both the Reagan administration
and Congress were drifting further and
further away from taking decisive action
aimed at slashing deficits.

What has prompted the new mood in
Washington, where frenetic, near-apoca-
lyptic concern about deficits potentially
breaching the $200 billion level was com-
monplace only a few months ago?

The foremost factor in defusing the
deficit issue is the recovery, now in its in-
cipient stages. “The recovery has just

'swept it [concern about the deficit] all
away,” said a Republican official on Cap-
itol Hill.

Among those persuaded that the quick-
ening recovery will dramatically pare the
deficit is President Reagan, White House
officials said. Unlike some members of
his administration, such as Budget Direc-
§ - David A. Stockman, Mr. Reagan has
expressed no worry that prolonged defi-

cits might curtail the recovery.

Neither have the president’s most reli-
able supporters in Congress — the conser-
vative Republican bloc. On the contrary,
Representative Jack F. Kemp R, NY),
for otie, believes that the recovery will do
more to shrink deficits than either spend-
ing cuts or tax increases would.

Ope administration official, chief
economist Lawrence Kudlow of the Office
of Management and Budget, has been
quite explicit recently in projecting that a
“bullish” economy will narrow deficits

Analysis

from $210 billion this year to $85 billion
in 1986. “I think the deficit problem has
been overrated,” he said at a conference
last week.

The 1984 election, though still 17
months away, also is having an impact on
Washington's posture toward the deficit.
Politicians are wary of raising income
taxes in an election year, making it less
than likely that the final 10 percent phase
of the personal tax cut and tax indexing
will be repealed.

For example, Representative James
R. Jones (D, Okla.), chairman of the
House Budget Committee, has made it
clear that the $30 billion figure for new
revenues in the House-passed budget res-
olution will be scaled downward, if only
because of the difficulty in pushing
through that large a tax increase.

Moreover, the election has made itself
felt as well on the spending side. “It's
Fack to the same old pork-barrel poli
tics,” a Democratic official in the House
said. “Everyone is just trying to get what-

ever he can for his district. It’s depress-
ing.'l

Administration officials point to bill .

after bill that is emerging from the House
with a higher price tag than was estab-
lished in the budget resolution — mort-
gage credit legislation, the farm credit
bill, a public works bill, two veterans’
measures, legislation providing health in-
surance for the unemployed.

“All that indicates they are throwing
all caution [on spending] to the wind,” in-
sisted Edwin L. Dale, Jr., the spokesman
for the Office of Management and Bud-
get.

But Mr. Dale said there are members
of Congress who are still deeply troubled
by deficits, among them a group of Re-
publican moderates who recently forced
the Senate to defy Mr. Reagan and en-
dorse tax increases he opposed.

With most Democrats unwilling to cut
spending and most Republicans unwilling
to raise taxes, a stalemate has set in. Re-
publicans have given up on achieving fur-
ther spending cuts, and Democrats proba-
bly cannot pass any bill over the presi-
dent’s veto that would cut the deficit by
raising taxes.

“The president has said, in effect, that
it’s the lesser evil to have the deficit than
a budget resolution that departs so much
from his priorities,” said a White House
official. Foremost of his priorities is the
tax cut.

And Mr. Reagan appears to have the
votes in Congress to sustain any veto of a
new tax bill. Thirty-four GOP senators
and 147 House Republicaps have written
him with the promise thas they will vote
to uphold any veto of a tax boost.
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Mandate maps tough path for U.S.

By Stephen E. Nordlinger

Sun Staff Correspondent

Williamsburg, Va. — There was a mix-
{ ture of pleasure and frustration for

 American officials as they left the eco-

pomic summit yesterday.

The cautiously optimistic outlook of
the allied leaders, although less exuber-
ant than President Reagan’s, gratified the
American delegation. It was the best that
. could be hoped for with 32 million unem-
ployed and economic prospects still
cloudy in the 24 Western industrialized

nations. .

But the Americans must cope with
some formidable obstacles in carrying
out the summit’s chief mandate to lower
interest rates in order to bring about sus-
tained growth without renewed inflation.

Behind the diplomatically vague “Wil-
liamsburg Declaration on Economic Re-
covery” issued by the seven leading na-
tions was a deeply felt concern that the
still-high U.S. interest rates would effec-
tively stymie efforts to reduce unemploy-
ment.

“The constant theme was interest
rates and jobs,” said one Canadian offi-
cial. “There should be no complacency
about the speed with which we would like
interest rates to come down.”

To the allied governments, high inter-
est rates mean a continuing strong dollar,
raising the cost of their imports and caus-
ing capital to flow to the United States for
investment. The high rates impose a se-
vere burden on the heavily indebted de-
veloping countries on which the industri-
alized nations depend to bolster a world-
wide recovery.

e t—— . -t .

The problem was readily acknow!-

" edged by Treasury Secretary Donald T. .

Regan in a departing television interview
in Williamsburg in which he stated that

““the whole world is looking to us to get in-

terest rates down.”

The American economy has managed
a recovery in the last five months from
the long recession even though interest
rates, after discounting inflation, remain
at historic levels for the early stages of a
rebound.

As a sign of continuing economic
strength, the government's index of lead-

. ing economic indicators for April, issued

Analysis

yesterday, showed a 1.1 percent rise. The
White House said the 10th consecutive
monthly increase proves the recovery is
“solidly on course.”

But the summit leaders generally
doubted that the U.S. pickup could be kept
alive beyond pext year and carry the
world to a long-lasting recovery, so long
as interest rates remain ‘at present
heights. ’

Conversations at the summit reached
an impasse, however, when proposals to
hasten the decline in rates and the recov-
ery were analyzed.

Some of the allies cautiously favored
some acceleration in the money supply in
hope that it would reduce rates and stim-
ulate the economy. But American offi-
cials opposed this proposal. Given the
past pattern in the money markets, ex-
pansions of the money supply raise expec-
tations of inflation and therefore lead to

still higher rates.

Over the past three months, the basic
money supply has grown at a 10 percent
annual rate — greater than the Federal
Reserve’s maximum target of 8 percent.
And interest rates bave moved up in the
credit markets, including a rise yester-
day.
“There were discussions about doing
something in the short-term to heat up the
economy” through a looser monetary
policy, said one American official. “But
we told them we can't add more stimulus
to the economy. It won't work.”

At that point, the summit conversa-
tions led to the large federal budget defi-
cits as the culprit in keeping rates high.
Even though Secretary Regan and his
aides insisted that no historic relationship
had been proved between deficits and in-
terest rates, a U.S. official said the allied
leaders were “skeptical.”

President Reagan, in a post-summit
interview yesterday, referred to “our own
problems of deficits and interest rates.”
But the administration and Congress are
at an impasse in cutting the deficits, as
Secretary Regan acknowledged in his de-
parting interview.

Therefore, to carry out the Williams-
burg mandate - reducing deficits by
lowering the growth of government
spending — will prove difficult even with
the new appeal by the allied leaders. One
U.S. official said that “no departure in
American policy was represented” at Wil-
liamsburg, meaning no change in the
president’s defense buildup or his opposi-
tion to new taxes. In Congress, there is at
the same time little disposition to reduce
social spending.
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Behind ceremony, some

agreement useful exchange

By mch,lu‘gl J. Cattani
\Shﬂ eorrespondent of Christian Science Monitor

Williamsburg, Va.
For one brief moment in its five days, the Williamsburg
summit meeting was frozen. Security forces blocked off

exits, closed the billowing food pavilion outside.
As millions of people in America and abroad watched,
President Reagan mounted the mahogany dais at the Col-
lege of William and Mary sports center Monday with the

other delegation heads. He read the summit declaration.

Immediately afterward, Mr. Reagan was whisked
away. Then the real Williamsburg summit resumed.

Summits are more bedlam than solemn pronounce-
ments — teeming bazaars of official briefings and corridor
huddies as several thousand journalists and aldes-de-camp
trade impressions and information.

Williamsburg was no exception. Distilled from the anal-
ysis of delegation leaders were these findings of progress
here, and the outlook for next year's sumnmit in London:

@ The Reagan administration’s staging, logistics, and
agenda control of the Willilamsburg pariey were masterly,
deiegations said. The United States apparently learned
from last year’s bitter dispute at Versailles not to press too
hard on sensitive areas like East-West trade. Reagan him-
self led private discussions, took notes, and guided his dele-

gation’s negotiations, provoking complimentary rather
than derisive comments on his performance.

©® The US gave no significant ground on security or eco-
nomic matters. “The Williamsburg parley largely en-
dorsed the policy status quo,” one foreign ofticial said. The
US gave ground only at the margins, or in ways that al-
lowed both sides to claim satisfaction on contended issues.

® Reservations and second thoughts, however, quickly
emerged afier the security and economic declarations be-
came public. The Japanese were concerned that Prime
Minister Yasuhiro Nakasone might have “gone beyond the
consensus'’ at home in supporting the summit’s statement
on Western arms tatks with the Soviets.

The West Germans said they were more convinced than
ever, after meeting with Reagan and his advisers, that
there would be no change in US deficit policy, and thought
US interest rates would likely rise later this year.

‘The French were pleased to escape with no major flare-
ups with the US. They won inclusion of language in the dec-
laration on exchange-rate intervention and a possible fu-
ture monetary conference. They hoped the French public
would not hear US interpretations, which played down their
significance.

© But overall, the leaders found enough areas of agree-
ment, enough chance for direct exchange, enough opportu-
nity to emphasize broad policy concerns and objectives, to
call the summit useful ~ if not an outright success.

Other leaders shared Reagan’s hope that a less re-
bearsed summit, while posing greater risks for disagree-

~ Williamsburg: ‘unstructured,’ but results produced

ment, could produce a more direct sharing of views.

“We have been banking the past several summits for a
summit where there would be no proclasation of the leader
in advance,” said Canadian Prime Minister Pierre
Trudeau. “Unstructured, without a precise agenda, and,
most important, without a lengthy communiqué which had
been written over the period of weeks and moaths by our
‘Sherpas’ — that we would be meeting at summit level to,
kind of, justify that we covered all these subjects."

“I like meetings where you can argue and say, ‘Where
did you get this’ and ‘I don't agree with that’ and so on,
whlch was becoming increasingly difficult,” Mr. Trudeau

said. “In this sense, I think President Reagan was taking a
very big gambie that we could have an unstructured sum-
mit and still produce resuits."

Actually, the leaders came with tentative texts and
wordings on positions o assist in the bargaining.

Typical of leaders leaving Williamsburg 'l‘uesday.
Trudeau departed on a positive note. “We came to
Williamsburg determineq to deal with two very important
subjects,” he said. ““The first was disarmament and the

second was the economic situatiop. Without any exaggera-

tion, 1 think that the Canadian delegation can say that we
are very happy with the outcome on both nwsesybjects."
Just before leaving Williamsburg, Reagan told report-
ers, ‘‘We stayed until we'd worked out what we all felt was a
way (o go on the particular subject. And there was no vole
taken. There were no winners or losers. Before we settled
on it {individual subjects}, all seven were in agreement."”

..

A
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Japan takes firm stand with Wes :

on defense issues at summit -

By Takashi Oka
Staff correspondent of
The Christian Science Monitor
. Williamsburg, Va.

Japanese Prime Minister Yasuhiro
Nakasone has taken a significant step to-
ward defining his country as a member of
the Western alliance.

“We don't want the Soviet Union to use
Asia as a garbage dump for any SS-20s it
may withdraw from Europe,” Mr.
Nakasone said at a press conference for
Japanese journalists following the seven-na-
tion Williamsburg summit May 30.

He indicated that this was one reason he
had associated Japan with the six Western
partners In a statement affirming determi-
pation to ‘“‘maiptain sufficient military
strength to deter any attack, to counter any
threat. and to ensure the peace” while call-

For Nakasone and Japan,
the summit was a kind of
intemational coming-out

party on defense issues.

ing upon the Soviet Union to “‘contribute
constructively’” to arms control negotia-

tions. ““The security of our countries is indi--

visible and must be approached on a global
-basis," the statement said.
Britain, Canada. France, West Ger-
¢+ many, Italy, Japan, and the United States
are the seven nations which participated in
the Williamsburg summit hosted by Presi-
dent Reagan May 28-30. The summit meant
different things to each participant. For Mr.
Nakasone and his country, it was a kind of
international coming-out party on defense
fssues.
Japan has taken part in every summit of
the West's leading industrialized democra-
cies since France convened the first one at
the Chateau de Rambouillet outside Paris in
1875. But Japan is the only participant which
is not a member of the North Atlantic
Treaty Organization. Furthermore, Japan's
defense forces are restricted by its no-war
constitution strictly to self-defense. Japan
does not even accept the resort to collective
self-defense permitted by the United Na-
tions charter.

Thus every previous summit has been
meticulously prepared in such a way as to
oncenirate on economic subjects.
Villiamsburg is the first summit to take up

defense as an issue on which to make a joint
statement, and it was able to do so because

" of President Reagan’s insistence that he and

his colleagues be free to discuss whatever

* they wanted without being locked into &

tightly prearranged agenda.

For his part, Mr. Nakasone came to the
summit determined to show a Japan that, in
bis words, was not “just an economic ani-
mal,” that it was ready to speak out, to take
stands, and to shoulder responsibilities on
matters t to the survival and pros-

" perity of the global community.

The Williamsburg summit’s main con-
cern, as expressed in its final statement
read out by President Reagan May 30, was
to obtain a better coordination of Western
efforts to promote world economic recovery
by pursuing “a balanced set of policies™ de-
signed to obtain inflation-free growth, lower
interest rates. reduced budget detficits,
higher productive investment, and greater
employment opportunities.

But arms control was very much on the
minds of West European leaders. And the
participants could not ignore the drumfire
of Soviet threats, designed to divide the al-
Les and stop the scheduled deployment of
nuclear-tipped, intermediate-range Ameri-
can Pershing I and cruise missiles in Eu-
rope later this year.

Japan could not avoid being concerned,
because the plan to deploy the missiles re-
sponds to the steady increase of mobile
muitiheaded Soviet S5-20 missiles aimed at
Western Europe. These missiles have also
been deployed in Asia, and Japan, like its
neighbor China, does not want any East-
West negotiation that might reduce S5-20s in
Europe to lead to an increase of such weap-
ons in Asia. The point of any talks between
Moscow and the Western allies should be to
eliminate these weapons altogether, not to
move them from one theater to the other,
both the Japanese and Chinese say.

In this sense Japan applauds President
Reagan's zero-option proposal. Japan also
accepts the NATO proposal for an interim
solution that would reduce the number of SS-
20s as well as the Pershings and cruise mis-
siles planned to be deployed in Europe.

It is not yet clear what effect such a sotu-
tion, if reached, would have on the balance
of East-West forces in Asia. That is why Mr.
Nakasone came to Williamsburg deter-
mined to get across the point, if the issue
was raised, that security must be tackied on
a global basis. As one Japanese official put
it. even though Japan is not a member of

-

~ NATO, the SS-20 has made security a global

fasue, has given it a dimension that tran-
scends regional alliances.

. This is a far cry from 1977, when West
German Chancellor Helmut Schmidt voiced
his concern over the SS-20 to his obviously
uncomprehending Japanese counterpart.
“What is the SS-20 anyway?'" the prime
minster was later reported to have asked
ooe of his aldes.

Mr. Nakasone said he made five pointsin
discussing the matter with his colleagues at
Williamsburg. First, the summit should ex-
press the common will of the participating
nations. Second, to preserve world peace,
deterrence and arms control negotiations
must go hand in hand. Third, in order to in-
duce the Soviet Union to talk, the Western
nations must not change their plans to de-
ploy Pershings and cruises at the end of this
year. The timetable must be adhered to.

Fourth, in order to promote a summit be-
tween President Reagan and Soviet leader
Yuri Andropov, the Western nations must
give President Reagan a firm foundation of
support from which to proceed. Fifth, the
West must show patience and persistence in

taiks with the Soviet Union.

No Japanese leader at a summit meeting
bas spoken out as resolutely and explicitly
as this. The deployment of nuclear weapons
anywhere is always a politically controver-

! slal subject. It is especially so in the case of

Japan, which has a firmly established na-
tional policy nefther to make, possess, nor
allow the stationing of nuclear weapons on
its territory. Mr. Nakasone has come under
strong attack from opposition parties at
home over his statements.

Japanese defense policy has not
changed, Mr. Nakasone told reporters. Ja-
pan has not joined NATO and is not bound by
NATO decisions. Japan relies on its own
self-defense forces and its security treaty
with the United States. But if it is not to be
isolated in the world, £ must gpeak out and
take stands on issues vital to its security.

‘“Western unity can have a political re-
sult — to bring the Soviet Union to the nego-
tiating table,” Mr. Nakasone said. “’If we
are not united, the Soviet Union may just
laugh at us and never sit down to negoitate.
As a realistic statesman, that is how I
think.”
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Beyond Williamsburg

‘The degree of success ar failure of the
Williamshurg economic summit will emerge
in the weeks and months ahead. It will depend
on how the leaders of the seven industrialized
democracies follow up on their pledge to seek
greater “convergence” of economic policies
and how they put into practice the principles
on which they all agreed: the peed to lower
trade barriers, to keep inflation under con-
trol, and to reduce interest rates and budget
deficits. Reaffirmation of these broad princi-
ples may not be an achievement to shout
about. But the fact that the leaders avoided
confrontation and want to be seen committed
to cooperation for the mutual economic good
fs something on which to build.

Economic summits are not primarily de-
signed to solve problems. They are designed
to beighten mutual understanding so that na-
tional jeaders can proceed to work away at
the solutions in a spirit of interdependence
and personal knowledge of each other’s prob-
Jerns. In this sense every summit is a success.

Of course the political dimension of the
summit meeting weighed as heavily as the
economic one, if not more so0. The final decla-
ration was carefully crafted to paper over dif-
ferences and enable each leader to capitalize
at bome on the achievement of some political
objective. President Reagan bolstered his im-
age as a world leader, both through skillful
moderation of the meetings and by winning
for the first time an endorsement of a security
statement — a common arms negotiation
stance toward the Soviet Union. Japan man-
aged to defuse the gharp criticism of its trade
policies. France won a guarded agreement to
consider its idea of an international confer-
ence on mobnetary stabilization. Prime Minis-
ter Thatcher, for ber part, benetits domesti-
cally from the statement on national security
and the conservative thrust of the pledge to
limit government spending. No nation got all
it wanted — Mr. Reagan, for instance, did not
obtain assent to his optimistic economic
views — but most returned bome with some-
thing politically useful in their pockets.

o b

However, the basic accord and harmony of
the summit cannot obscure the lingering dis-
agreements on how to spur the world econo-
my and the challenges to overcoming these
disagreements. The onus on the United States
fs especially great. If the leaders promised to
fower budget deficits through “limiting the
growth of expendifures,” it is plain that the
US s the chief culprit in violating this stan-
dard. Federal deficits have reached the his-
torical high of $200 billion annually and may
approach the $300 biilion level if not soon
brought under control. Yet the Reagan ad-
ministration is not giving high priority to re-
ducing these soaring deficits, inasmuch as it
rejects increased taxes, resists slowing the
rate of military spending. and even denies
that there is any link between deficits and
high interest rates — a position with which
American and European economists dis-
agree. The US Congress is thus having to
carry the ball on restraining the budget
explosion.

It may also be said that the summiteers
failed to address concretely what many re-
gard as the most dangerous near-term prob-
lem and that is the debt burden of the develop-
ing countries. No commitment was made to
strength IDA, the soft-loan arm of the World
Bank, or provide for sorne other source of in-
creased aid to help finance this debt. Yet the
fact is that sustained world economic growth
is closely linked to the state of economic
bealth of the third-world countries. One
American trade expert notes that demand
from the developing natiens has been the ma-
jor source of export growth for the industrial-
fzed world in the past three years. If the in-
dustrialized nations cannot export more to the
third world, how can they generate a momen-
tum of recovery? It is thus vital to keep the
debt-ridden countries on an even keel.

Will the seven nations pursue these prob-

lems with renewed vigor — even if this means .
making some politically uncomfortable !

choices? The world awaits an answer to that
question. -
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'The Limits of A}mitY

HERE'S .always the
chance that someone
at one of these inter-
national confabs will put
some truth serum in the
wine of one of the heads of

state and gét him to blurt .

out something newsworthy.
Pierre Trudeau used to spe-
cialize in such remarks.

* Perhaps it’s indicative of
the seeming uneventfulness
of this year's summit at Wil-
liamsburg, which brought
together the leaders of the
major industrial democra-
cies, that even Trudeau
could come up with nothing
better than “I told them, ‘we
should bust our bloody asses
for peace’; I made it em-
phatic.”

To one of the statements
released on Sunday, Tru-
deau got to add a phrase in
support of “lifting the
shadow of war” from the
world. This gave him a feel-
ing of triumph. Such are
summits.

In this summit's 10-point
declaration it was agreed
that structural deficits must
be reduced, chiefly by cut-
ting spending; that every-
one should try to cut infla-
tion and interest rates; that
free trade is better than pro-
* tectionism; that the minis-
ters of finance should con-
sider holding an interna-
tional monetary con-
ference; and on and on,
with the usual calls for ac-
tions that will be “coordi-

nated,” “effective,” “help-
ful,” etc.
- One thing that does seem

clear: We emerged from the
summit still disgusted with
the French, and they with
us. A French official said
that “the Americans were
isolated several times,” and

thus forced to accept “a text
like this. We think it's a
good one.”

But American officials
say essentially the same
thing. The guess here is that

‘the French felt more iso-

lated than the Americans,
given the conservative tilts
in recent elections in Ger-
many and Japan and the re-
markable popularity of con-
servative Prime Minister
Margaret Thatcher of Brit-
ain. In socialist France few
signs of recovery are to be
found — this at a time when
even the down-and-out
Canadian economy shows
signs of stirring.

“The issue over which
tempers flared at last year'’s
summit was trade with the
Soviets. This year's wording
was similar to last year's:
“East-West economic rela-
tions must be compatible
with our security interests.”
Substantive.

In truth, there is growing

talk among NATO nations of
easing sanctions against Po-
land. And remember those
sanctions we imposed, then
lifted, against companies
selling pipeline technology
to the Soviets? It now ap-
pears that the decision to
lift them was based largely
on CIA underestimations of
how much hard currency
the Soviets would rake in as
aresult.

Now the Western Euro-
peans are stuck with having
to pay inflated prices for the
“Gulag gas” the Soviets will
pump to them through a
pipeline they're building

with slave laborers. Obvi- .

ously, there is more to diplo-
macy than “the spirit of co-
operation.”
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W]lhamsburg What N ow?

President Reagan and leaders of six other major
,indust.nal countries kept their disagreements within
- the bounds of civility at Williamsburg, Va. The final
‘summit communique proclaimed a collective deter-
"mination to deal with such problems as high interest
‘rates, protectionist pressures in world trade and the
.economic drag created by the Third World's
.enormous unpaid debts.

v.. . As the negative reaction of the currency markets
~quickly demonstrated, however, it is far from clear
“that concrete actions will be taken to carry out the
“lofty aims outlined in the Williamsburg Declaration.
: Administration spokesmen consider the summit to
vae been a great success. And indeed some positive
- yesults were achieved.
.There was a lively debate over the wording of a
'.!'osumm.it statement on arms policy, but the final
declaration was approved by all seven nations—in-
~cluding, for the first time, both Japan and France.
- The leaders committed their governments to halt
“the trend toward protectionist trade policies and to
. give expanded trade opportunities to developing
countries. In a passage clearly aimed at the United
. States, the participants underscored the importance
. of reducing high interest rates and large budget
deficits.

The problem uppermost on everybody’s mind at
- Williamsburg was unemploymebt, which totals
..32 million in the countries represented at the

‘summit. There is general agreement that, while
“other factors are involved, the best single cure for
unemployment is world economic recovery.

Reagan's view is that the U.S. economy is on the
~mend and that world economic recovery will follow

-
.9

if other countries pursue non-inflationary spending
policies. Not a single other Jeader at Williamsburg
believed that things were that simple. The Euro-
peans, the Japanese and the Canadians all are
reported to have told Reagan that sustained world
economic recovery is unlikely until something is
done about the United States’ huge budget deficit
and the high US. interest rates that the deficit
produces.

Most U.S. economists agree. High interest rates in
this country serve- to depress the values of other
currencies, impeding world trade. They also force
other nations to keep their own interest rates at
levels that tend to choke off economic growth.

Neither Reagan nor other U.S. officials, however,
gave the slightest hint that the straight talk that
they heard at Williamsburg would make a dent in
the Administration’s determination to resist higher
taxes and meaningful restraints on the growth in
defense spending.

The Williamsburg summit had barely ended
before a senior Admjnistration official was telling
newsmen that the Federal Reserve Board may have
to restrict credit in order to curb the brisk expansion
of the U.S. money supply. That would mean more
upward pressure on interest rates instead of less.

Maybe the direct exposure to other views that the
President received at the summit will pay off in the
Jong run. Maybe: complacency will give way to
sober recognition that the United States does have
an obligation to itself as well as to other countries to
reduce the potentially ruinous gap between the
federal government’s income and outgo.

So far, however, the signs are not reassuring.
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WASHINGTON, May 31 — What
will the Russians make of the Wil-
liamsburg summit meeting of the in-
dustrial nations? In the economic
field, they probably wish they had our
problems rather than their own. In the
. strategic field, they are now con-
fronted with a fundamental decision
on the future of the arms race.

They have been gambling that the

anti-nuclear movement would compel.

the European nations 1o reject the de-
ployment of new U.S. Pershing 2 and
low-flying nuclear cruise missiles on
their territory. But the major Euro-
pean natlons, which requested this de-
ployment in the first place, sustained
it at Willlamsburg, joined for the first
time by Japan.

This debate is clearly not yet over,

but the Soviet hope of psychological

and political disarmament in Europe
was clearly rejected at the summit
meeting. The industrial leaders gave
President Reagan’s policy a vote of
confidence, and the advance party of

U.S. technjcians is alreauy jn Europe’

looking over the sites where thw-2uw

nuclear weapons will be based.
Moscow now hag two options: It can

come forward at Geneva with new

compromise proposals of its own, or it

can wait until the U.S. missiles are in
place and negotiate for their with-
drawal, which would be harder. Much
will depend on how the Soviet leader,
Yuri Andropov, analyzes this prob-
lem. If he follows the usual Soviet
procedure, the outlook will be bleak.

Several times since World War 11,
America has made propasals to the
Soviet Union for a more peaceful
world order. It asked Moscow (o join
the Marshall Plan. It proposed in the
Baruch, Acheson, and Lillienthal
plans abolition or international con-
trol of nuclear weapons, even at a
time when the U.S. had a monapoly.
The Russians not only rejected these
proposals but mocked President
Eisenhower’s suggestions for mutual
inspection of military arms and s
transfer of hall the cost of military
weapons to the development of hungry
nations.

These facts seem to have been for-
gotten by many of the well-meaning
leaders of the anti-nuclear movement,
who urge the West to set an example
by refusing to maintain a nuclear bal-
R

But the trend of recent history in
East-West relations is fairly clear. As

_the U.S. has reduced its nuclear ar-
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senal, the Soviet Union has added sub-.
stantially to its own, and in the last 10
years almost every Soviet military or
political aggression has been followed
by proclamations of peace and cffers
tonegotiate new arms agreemc,ts.

Accordingly, the leaders at Wil-
llamsburg insisted that Moscow either
come forward with new proposals for
establishing a verifiable nuclear bal-
ance at a lower level or accept the em-
placement of U.S. missiles in Europe
torestore the balance.

Moscow'’s “rst reaction, &a expect-

ed, was negative, but not totally. Tass
described the Williamsburg arms
communiqué as an effort to ‘“camou-
flage the unbridled and dangerous
arms race,” but it added that the
Western leaders’ offer ““to cooperate
with the Soviet Union on arms reduc-

-tion"” would be ‘*welcomed if the

words of the Western leaders ac-
corded with their deeds, if they were
really referring 1o the finding of just
accords . . . observing the principle of
equality and equal security.”

1t will be interesting to see how Mr.
Reagan responds to this. President
Kennedy got equally mixed signals
from Moscow during the Cuban mis-
sile crisis: threats on the one hand,
and vague suggestions of compromise

‘on the other. Kennedy chose to ignore
the threats and explore the possibility
of compromise, and {inally persuaded
Khrushchev to turn the missiles back
from Cuba rather than face a naval
blockade.

Moscow's present threats to move
Its intermediate nuclcar missiles into
Eastern Europe If Washington puts
Pershing and cruise missiles in West.
em Europe has limited force, since
the Sovis* missiles can now hit every
European ciipital. So it may stil be

possible to talk about a compromise,
as the Soviet and U.S. delegates in
Gengva discussed briefly last July.

A distinction should be made be-
tween-the public pronouncements out
of Williamsburg and the private con-
versations. For there is reason for re-
porting here that the Western leaders,
while supporting President Reagan’s
nuclear policy, alsourged him togoon
to another summit meeting with Mr.
Andropov to discuss U.S.-Soviet rela-
tions in general before the two major
nuclear pawers reach a crisis when
the U.S. missiles are deployed begin-
ning this autuman.

The President has accepted such a
meeting in principle and talked
vaguely about arranging such a con-
versation next year. But the missiles
will be in place then if nothing hap-
pens, and the 1984 Presidential elec-
tion will be in progress — not an ideal
time for objective discussion.

The summit meeting has been
praised as evidence of Mt. Reagan's
leadership, but he is home trom the
make-believe world of Williamsburg
now and back in the real world of
power politics, where the Soviet nu.
clear arsenal increases by three war--
heads every day.

\
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REAGAN PREDICTS
BETTER SOVIET TIES
" INPARLEY'S WAKE

ASSESSES SUMMIT TALKS

He Asserts Allies’ Backing on
Arms Will Help Persuade
~Moscow to Negotiate

" BySTEVENR.WEISMAN
Special 1o The New York Thmes

WILLIAMSBURG, Va., May 31 -
President Reagan, assessing the results
of the seven-nation summit conference
that ended Monday night, predicted
today that Soviet-American relations
would improve because of the support
be had received for his Administra-
tion’s positions on arms control.

In an interview with eight corre.
spondents at Providence Hall, the 18th-
century clapboard house he used as his
personal headquarters, Mr. Reagan
said the improvement “‘may not be vis-
ible in the rhetoric in the immediate fu-
ture, because there’s an awful lot of
rhetoric that is delivered for home con-
sumption.”

Asked whether he expected better or
worse relations with the Soviet Union,
the President replied, I see better be-
cause I think all of us together have a
 roore realistic view of them."”

The Path to Negotiations

He said the conference showed that
the best way of persuading the Russians
to negotiate limits on medium-range
nuclear missiles in Europe was to con-
vince them there was broad-based sup-
port for the deployment of American
missiles there this year.

negotiations won't really get down to
brass tacks until they see that we are
going forward with the scheduled de-
ployment,” Mr. Reagan said.

He said ‘“we’re going to try”’ to reach
an arms agreement with the Soviet
Union in Geneva even before the de-
ployment. But he added: “I am just an-
ticipating from the Soviet side, they
have based their entire propaganda
campaign, everything they've been
doing, on seeking to prevent beginmning
deployment. And we have a schedule of
deployments, the request of our NATO
allies, and we're going to follow that.”

The North Atlantic Treaty Organiza-
tion plans to deploy the first of 572
American cruise and Pershing 2 mis-
siles before the year's end. :

Security Issues Prominent

this restored colonial city was the ninth

annual conference on economic issues,

many American and European officials
agreed - that its most significant
achievemnent was a statement Sunday
evening on security issues. In that
statement, the allies backed the at-’
tempt to negotiate equal lirits on medi-
um-range missiles and called on the
Soviet Union to come forward with con-
structive proposals. .o

On Monday ‘night, the conference
closed with an agreement that, despite
*gigns of recovery,” further steps were
needed to reduce trade barriers and to
Jower inflation, interest rates and
budget deficits.

Participating in the conference were
the elected Jeaders of the United States,
West Germany, Britain, France, Cana-
da, Japan and Italy, and the president

“Frankly, my own opinion is that the .

Although the thrée-day conference at’

ofthe E
sion.
Mr. Reagan bade farewell to the las
of the participants this morning at the
dﬂve’way of the Williamsburg Inn, a
replica of a 19th-century resort hotel.
Each leader boarded a helicopter ac.
companied by soidiers in Revolution.
ary-style scarlet jackets, white
breeches and three-cornered hats,

‘Great Kinship’ Noted

. Mr. Reagan told Williamsburg em-
ployees and residents that the leaders
“felt s great ‘kinship and a part of
American history” by being here. He
flew back to Washington early this af-
ternoon.

For Administration officials, the
conference was a vindication of Mr.
Reagan'’s preference for informality
and a show of support for his economic
and political positions.

However, some- of the leaders did
suggest that the allies needed to ex-
hibit more urgency on the arms talks.
Prime Minister Pierre Elliott Tru-

- deau of Canada told reporters so in

+ unusually blunt terms Monday. And
Prime Minister Margaret Thatcher of
Britain said before leaving Sunday
night that proposals for arms talks
“have not been pursued as vigorously
as they shouid.”

Mr. Reagan said today that he had
received “total support’” for his st.
tempts to negotiate the withdrawal of
Syrian, Israeli and Palestine Libera-
tion Organization troops from Leba-
pon.

On economic issues, he said no par-
ticipant’s views changed “in any
major way' as a result of the confer-
ence. “You would be amazed at how
much our thinking was alike on so
:iagy of the things discussed,” he

Community’s Commis.

s s
of his views, Mr. an ied,
“Not really.” sagan replied
He said jt was especially significant
that the allies agreed on *'the whole
idea of convergence’” of economic
policies and that they “are going to
monitor each other closely on how we
are progressing on this.”
" “There were no winners or losers,”
Mr. Reagan said, explaining that
_ “‘there was no vote taken’ on each ele-

ment of the tinal statement. “’Before
we settled on it, all seven were in
agreement,’ he said of the statement.
On relations with the Russians, Mr.
Reagan said, “’If there is an increase
of tension, it will be the Soviet Union
that causes it.” He emphasized that
the nations represented at the confer-
ence’had overcome “terrible deep
wounds" of war among themselves
:ng wanted peace with the Soviet
on.

Mr. Reagan's interview today was
with eight correspondents selected by
the White House press office. The cor-
respondents were Lou Cannon of The
Washington Post, Saul Friedman of
Knight-Ritter Newspapers, Jerome
Watson of The Chicago Sun-Times,
Dean Reynolds of the Cable News Net.
work, John Hall of Media General,
Robert Sole of Le Monde, Mauro
Lucentini of Il Giornale and Carvia
Kaps of Frankfurter Aligemeine Zei-





