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Political Topics:

1. Nuclear and Space Talks
2. Conventional Arms Control in Europe
3. Chemical Weapons
4, Cambodia
5. Korea and the Olympics
6. Philippines
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TORONTO ECONOMIC SUMMIT: THEMATIC PAPER /

INTRODUCTION °-

1. The Toronto Summit is the fourteenth: the end of the "second
cycle®. During this period, the world economy and econoamic policy
have undergone profound changes. The information-technology
ravolution and the globaligation of markets have increased economic
interdependence, making it essential that governments consider fully
the {nternational dimensions of their deliberations.

2, Most strikxing {s the contrast between the 1970s and 1980s.
The forner was a decade of high and rising inflation, declining
productivity growth, commodity and oil-price shocks, policies
dominated by short-term considerations, and sporadic and often
inadequate international policy cooperation, In the 1980s inflation
has been brought under control, laying the basis for sustained strong
growth and improved productivity. However, the 1980s slso saw the
energeance of large external imbalances in the major industrial
econonies. greater exchange rate volatility, and debt-gervicing
difficulties in highly-indebtad developing countries. Managing the
transition to more sustainable economic and financial positions while
supporting growth has required sore continuous and effective
international cooperatien, such as the intensified process of policy
coordination adopted at the 19686 Tokyo Summit. That process was
furcher strengthened at the Venice Sumait,

3. Thus, especially in the 1980s, Summits have motivated and
spurred the sxpanding process Of international policy cooperation.
They have proven an effective forum to address the issues facing the
world economy, promote new ideas and develop a common sense of
purpose. They have helped bring about an increasing recognition that
the conquest of inflation and of inflationary expectations is
fundaaental to sustained growth and job creation. That recognition
has baen fortified by a shift from short-term considerations to a
nediumn-term framework for the development and implementation of
aconomic policies, and a commitment to improve efficiency and
sdaptability through greater reliance on market forces and structural
reform while at the same time confirming the effectiveness of social
policies. Leaders have also achieved increasing consensus on the
inportance of resisting protectionism and strengthening the open,
pultilateral trading system: an effective strategy to address the
challenge of development and alleviate the burden of debt; and
recognition 0f the sericus nature of the world agricultural problem.

4, The Tozonto Bummit provides the opportunity to acknowledge
the contribution that Summits have made to international affairs: to
strengthen the ties of solidarity that bdbind the Summit partners; and
to express their greater awareness of their responsibilities to the
wider community of nations.

s. Since the Venice Summit the industrialized countries have
continued toO grow strongly and are now in their eixth year of econonmic
expansion. Employment has continued to expand, inflation has been
restrained, and progress has been made toward the correction of majdor
external imbalances. The situation of sone developing countries was

improved by the recovery in their terms of tgrade and strong growth in
world trade. .
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6., These encouraging economic develepnents are cause for I"
optimissm, dut not for complacency. A number of challenges face Summit
governmentst €0 continue narrowing large external and internsl
isbalances, theéredby reinforcing the ¢onditions for exchange rate
stabilicys to spur job creation and reduce the high unemployment {n a< -
nuaber of countries, particularly in Burope) to forestall any
tesurgance of inflationary pressuree;: to foster the process of
structural adjustment; to resist protectionist pressures and
strengthen the multilateral trading system; and to provide support for
developing countries in thelr efforts to implement effective progranms
of structural reform and smacroeconocaic adjustment, which would
increase capital formation and ease external dedt-servicing

difticultien.

To meet these challenges, Summit countries must reinforce
their commitment to continued economic cooperation. This will enhance
credinility, the ey to market confidence.

LICY COORDINATION
Egciooconon!c !§I!cioo and Exchange Rates

7. At the Tokyo and Venice Summits and in the Group of Seven
forus, the Summit countriee have developed and strengthened the
coordination of their economic policies. Developaents in the wake of
the financial strains last October demonstrate the effectiveness and
resilience of the arrangepents that have emerged. Regular reviews of
thelr policies and performance are taking place in the Group of
Seven. Medium teram Objectives and projections are deing discussed for
each Of their economies and for Sumsit countries as a group, together
with prospects for short term performance, as a basis for assessing
current economic trends. The Sussit welcomes the progress sade in
refining the analytical use of indicators, as well as the addition to
the existing indicators of a commodity-price indicator.

8. The Summit countries have undertaken s series of fiscal,
monetary and structural policies to foster the adjustment of
international imbslances whieh is underway. Efforts in those
dizections, including continued reduction of budgetary deficits, nust
continue if the progress to date is to be sustained. To manage the
transition over the medium term to more sustainable economic and
financial positions in the context of non-inflationary growth,
governrents will follow, and where feasidble strengthen, the agreed
strategy of coozdinated efforts to reduce spending in countriee with
large external deficits and sustain the mocmaentus of domestic demand in
countries with large external surpluses.

9. The reduction of external imdbalances will require the .
cooperation not only of the Susait countries, but also of some of the
smaller European econoaies and of newly industrializing economies with
large external surpluses.

10, The exchange rate changes {n the past three years, especially
the real depreciation of the U.8., dollar againet the Japanese yen and
the major European currencies, have played & major role in the
sdjustment of real trade balances. The Summit should resffirm that
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eicther excessive fluctuation of exchange rates, a further decline of
the dellarz, Or 8 rise in the dollar to an extent that becomes
destabiliging to the adjustment process, could be counterproductive by, -
danaging growth progpects in the world economy. h

gtpuctural Rofotu!

11, International cooperation involves more than macroeconomic

policies. GSummit countries have increasingly deen concerned with

ponitoring and promoting structural policies which complement

macrosconocaic policies, enhance their effectiveness, and provide the

basis for more robust growth. In so doing, they facilitate the
;actozul adjustuents associated with the correction of external
abalances.

13. Susait countries should welcome the further development of
the OECD's suzveillance of estructural reform, 8Such surveillance would
be particularly useful in improving public understanding dy increasing
cransparency. PFor sxample, improved analysis and monitoring of ‘
governaent subsidies to industry and agriculture would reveal their
impact on government budgets, consumer prices, and international trade.

13. Sumnit countries should explore other ways Of strengthening
the somentum for structural refora; for example, by policies which
mitigate the social and regional costs which such reform may engender,

14. Agriculture remains one of the wost serious structural
problems in beth developed and developing countries. It {s critically
i{pportant that encouraging policy reform efforts undertaken dy a
nusber of parties be reinforced ehrouih further positive action by all
suamit countrzies. The primary objective of agriculture in all cur
countries is to satisfy the demand for food in the most econosic way
possidle., Othar important cbjectives, such as satisfactory levels of
fars incomes, the preservation of rural communities, and environmental
protection, can be achieved without distorting production or marxet
decisions. The Summit should welcome the OECD's increased emphasis on
structural sdjustment and development in the rural economy.

15, Pinancial and technological innovations are rapidly
integrating financial sarkets internationally, contributing to a
better allocation of capital but also increasing the speed and extent
to which disturbances {n one country may be transmitted to other
countries. Summit countries should continue to cooperate amongst
thenselves and with other countries in the exami{nation of the
functioning of the global financial system, inecluding securities
aarkets.

16. Summit countries will continue to pursue structural reforms

3 removing barriers, controls and regulations: Iincreasing exposure
to market competition; removing disincentivee to work, save, and
invest such as through tax referas and by improving human resouzce
development through education and training. 1In this context, the
specific priorities that Summit countries have identified have been
outlined in the attached Annex. .
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MULTILATERAL TRADING SYSTEM/URUGUAY ROUND

17, To realize fully the benefits of structural policies to
liveralize markets and enhance competition, it is crucial that an open
international trading system de maintained, Thus, a succeseful
Uruguay Round is of eritical isportance,

'}
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18. A successful Uguguay Round will assure the integrity of an
open, predictable multilateral trading system based on clear rules of
the road, permitting trade expansion to resume its role as the engine
of world econceic growth and development. At Punta del Ests,
Ministers committed themselves to further trade liberalization across
the wide range of goods and services, including such new areas as
treade-related intellectual property and trade~-related investment
measures, and to strengthen the nultilateral trading systen.
Countries nust continue to resist protectioniem and the temptation tn
adopt unilatersl measures outside the framework of GATT tules.

19. Sumait leaders should welcome the Free Trade Agreement
between Canada and the USA, negotiated and concluded under the GATT,
which should serve as a catalyst for progress in the Uruguay Round.
They should note the n:oad¥ progress toward the target of the European
Copmunity to complete the internal market by 1992. Summit leaders
should affirm that these developments, together with othar aoves
toward regional cooperation in which they are involved, would not
weaken but rather support the open, multilateral trading system and
the liberalizifg impact of the Uruguay Round,

20. Accordingly, strengthening the GATT iteelf, particularly
surveillance of trade policies and diapute settlement procedures, is a
high priority, These objectives require the GATT to become a more
dynsaic and policy criented organization, with greater Ministerial
involvenent, and strengthened linkages with other {nternational
organizations. To ensure that disputes are resolved speedily,
effectively and equitably, GATT disciplines must be tightened so that
members accept their obligations, and ensure that recommendations on
dispute settlement are implemented.

al. The future role of developing and newly industrializing
econcanies (NIEBs) in the GATT system should also be a major part of
this message. Both developing and developed countries share an
appreciation that trade can play a key role in development, The
developing countries (a-gocially the NIEs), should be encouraged to
undertake increased commitments and obligationa and a greater role in
the GATT, comaensurate with their importance in international trade
and the intermational adjustaent process, &s well as their respective
stages of develepment, Equally, developed countries should consider
what they are prepared to do to meet the legitimate need of developing
countries for greater, more secure access for their exports.

22. Nowhere is the need for progress more evident than in
agriculture. Reflecting the clear terms of reference provided by the
Punta del Este Declaration and the political impetus provided by the
1987 OECD Ministerial and the Venice Economic Summit, good progreas
was made 4during 1987 {n the Uruguay Round negotiations on agriculture,



with the tabling of major proposals. Continued political support and
impetus is esséfitial to underpin the politically difficult efforts at =
dogestic policy reform and to advance the equally difficult and

related process of coaprehensive agricultural trade reform.

23. It {8 necessary to ensure that the Mid-Term Review in
Montreal in Dacesber, 1988 spurs the negotiating process in this as in
other fields. Summit countries should agree on & framework approach,
including short as well as long term elements which will promote the
reformn process as launched last year and relieve current strains in
agricultural sarkets. More precisely, this would be facilitated by
agreement on the measures to be included in a device for the
neasurenent of support and protection, such as s modified producer
subsidy equivalent, and on the trade liberalization target., Also in
this context, ways should be developed to take account of food
security and social concerns. Any short tera measures would need to
be & downpayment on the achievement of long term goals. The objective
of the framework would be to make the agricultural sector more
responsive to market signalse.

24. As the Uruguay Round enters a more d{fficult phase, it is
vital to ensure the momentum of these ambitious negotiations. The
Mid-Ters Review will provide a unique opportunity to send a credible
political signal to the trading world. The greatest possible advance
pust be made in the months to come, {in all areas of the negatiations,
80 as to reach before the end of the year the stage where tangible
progress can be registerd., To this end, the Sumamit countries urge all
participants to seek to agree 4during that period on fraaework
approaches in the negotistions. (These include fundamental reform of
GATT rules, market access, agriculture, trade in services, trade
related intellectual propsrty and trade related investment measures.)
Por their part, Summit countries are committed to ensure that the
Mid~Term Raview establishes a solid base for the full and complste
success of the negotiations, in accordance with the Punta del Este
Declaration. :

25. Sunmit countries all recognize the critical and axpanding
role of international investment in the world economy, They share a
deep concern that increased protectionisam would undermine the benefits
of open investment policies. Governments should express their resolve
to progressively lideralize international investment policies.

NEWLY INDUSTRIALIZING ECONOMIES

26. Certain newly~industrialising economies (NIEs) in the
Asia-Pacific region have become increasingly important {n world
tzade. Although these econonies differ in many important respects,
they are all characterizced by dynamic, exporteled growth which has
allowed them tO treble their share of world trade since 1960, Other
outwardeoriented Asian countries are also beginning to emerge as
rapidlyegrowing exporters of manufactures. 1Intza-regional investment
l:d tza?a are creating greater interdependence among the economies of
the region,
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27. 7 wWieh increased economic {mportance come greater international .
responeibiliti€s and g strong mutual interest in enhanced : ;-
cocperation. There {g a need for improved constructive dialogue
between the industrialized countries and the Asian NIEs, as well as
the Othar outward-oriented countriss in the region. The dialogue
should centre on cooperative efforts in the near term to achieve the
international adjustment necessary for sustained, dbalanced growth of
ths world economy. The developsent of informal processes which would
facilitate multilateral discuseions of issues of mutual concern such
ag Racroeconomic, trade and structural adjustment policies should bde
encouraged.

DEVELOPIRG COUNTRIES AND DERT

28. The performance of developing countries and their role in
world trade have become increasingly important to the world econonmy.
The situation of {ndividual developing countries varies widely; many
still face serious economic difficulties. Cesntral to the prospects of
all is a global economic environment conducive to strong and
sustainable growth, an open trading system, adequate financial flows
and, most {mportantly, a commitment by debtor countries to appropriate
econoaic refors.

Middle—-Incone Countries °
29. The market-oriented, growth-led afrategy based on the

case-by-case approach for dealing with the debt problems of the highly
indebted middle-income countries resains the only viable strategy.
This strategy has achieved significant progress in a number of areas:

= many indebted countries have begqun the process of macroeconomic
adjustment and structural refora necessary for sustained progress,
encouraging the return of £light capital and new investment flows:

- lending from official sources has continued to grow at a
signiticant rate;

- the “manu approach® has continued to expand and has facilitated the
channelling of commercial bank lending into productive uses; and

= the risk to the international financial system has been greatly
lessened as commercial banke have strengthened their financial
positions.

30. Progress toward a lasting solution, however, has been slower
than earlier expected. HNigh dedt ratios persist and the return to
creditworthiness for many countries rtemains 4istant. The financing
situation generally {s expacted to remain aifficult. :

3. Official financing and the international financial
institutions have played and will continue to play a ceatral role in
the debt strategy:



=

8 26.98-98 1T:2S 23

-7- 7/,:

4

- through the Paris Club, over USE73 billien of principal and
interest have been consolidated since 1983, Export credit agencies .
will continue to play & flexible role in promptly resuming or e
increasing cover for countries which are implementing comprehensive
adjustment programs:

- the US$74.8 dillion General Capital Increase (GCI) for the World
Bank will substantially incrsase availadble resocurces. Speedy
approval and subscription to the GCI by all governments ia
essontialy

« the modified Extended Fund Facility (EFP) of the IMF will support
epphasis on medium-term structural sdjustment, Also, the
incorporation into Tund programs of external contingency mechanisms
would assist countries to adhere to their adjustment programs in
the face of unexpected adverse external svents.

32, - Comnercial banks hold nearly two-thirds of the external dedt
of the niddle~income countries, and their continued involvement in the
dedt ct:nt-9¥ is essential. In this regazd, the world Bank and IMF
can play an important catalytic role in mobilizing additional
tinancing from private (and official) sources {n support of debtor
countries' adjustment programs,

3. In recent years there has dDeen increasing recourse to
innovative financing techniques. The important characteristics of
these techniques are that they are voluntary, market-oriented, and
applied on a case-by=cagse basis. The "menu approach” has engendered
new financial flows and, in some cases, reduced the existing stock of
dedt. The flexibility of the present strategy would dbe anhanced by

" the further broadening of the menu approach and the encouragesent of
innovative financing techniques te improve the quality of new lending.

3. . International direct investaent can play an tagortcnt role in
spurring econofic growth and alleviating dedt problems in developing
countries. Accordingly, developing countries, for their part, should
walcome and encourage such investzent. The positive contribution that
the Multilateral Investsent Guarantee Agency and the International
Pinance Corporation are making in stimulascting international Airect
investmant should be encoursged.

Debt of the Poorest

38, The debt durden of the poorest developing countries,
especially i{n Sub-Saharan Africa, {s part of a broader developmental
challenge that requires the developing countries to persist with
strong adjustrment measures and developed countries to provide adequate
concessional assistance. Progrese in dealing with the dedt burden has
been encouraging over the past year:

- the recent enhancement of the IMP's Structural Adjustment Facilicy
b{ SDR 6 billion will substantially increase funds available on
highly concessional tezrms for low-income countries undertaking
structural retorm: '

Y
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- the World Bank, in conjunction with ODA agencies, has put in place
an enhanced ‘program of co~financing aimed at the poorest
countries. The donors have announced a total contribution
apounting to US$6.4 billion for the period 1988/90;

= the fifth replenighment of the African Developrent Pund has reached
a total amcunt of approximately US$3 villion;

= Paris Club creditors are rescheduling dedt at extended grace and
repayusent periods.

The firet three initiacives listed adbove will mobilize & total of more
than US$18 billion in favour of the poorest and most indebted
countries undertaking an adjustrnent effort over the period 1988/90.
Out of this total, US$1S dillion will be channelled to sub-Sgharan
African countries, The bulk of {t will help finance adjustment
programs.

36, In cases where it is extremely 4{fficult for countries to
aeet their debt-service obligations, an increase in concessional
Tesource £lows will de necessary to help those countries resume
sustained growth. One proposal is to reschedule the commercial debts
of the poorest countries at concessional interest rates. An
alternative is for official creditors to choose between shorter
repayment periods at concessional rates and longer repayment periods
at commercial rates. Thus, the adoption of cptions, as in the menu
approach, to allow creditors the choice to offer concessional iAterest
rates with shorter maturity periods would be a positive development.
The relief provided would de additional to countries' exiating aiqd

- prograns.,

37. Other techniques for reducing the burden of debt service
should also be explored, including the provision of grants for
countries undertaking adjustments, and further ODA debt cancellation.

FUTURE SUMMITS

38. The challenge for future Summits remains the same as that
confronting leaders today: coping sffectively with change in an
increasingly intardependent world. There is a proven way to achieve
this =-- througr an evolutionary process of {sproved international
cooperation. Im particular, we should examine the opportunities for
strengthening Summit cooperation in: improving coordination of
economic policiess astriving for a more open international trading
system:; intengsifying efforts in favour of poor and indebted
countriess and extending international cooperation to other issues as
they emerge. Based on the lessons learned from past Summits, these
will be among the nain tasks of future ones.

CERPANRNOPCRRROONOINGO SN RO DO OY
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In addition to economic matters, the leaders have digcussed

EWVIRoMHENT
1. Protection and enhancenent of the environment is essential.

3.

The report of the World Commission on Epvironment and
Desvelopnent has etressed that anvironmental considerations must
be integrated into all areas of economic policy-making i€ che
globe 18 to continue to suppert humankind., Summit countries
endorse its concept of sustainable development.

Threats to the environment recognize nc boundaries. Their
urgent nature requires strengthened international cooperation,
not merely among the industrialised countries, but between Tast
and West, and North and South, Significant progress has been
achieved in a number of environmental areas. The Montreal
Protocol on Substances that Deplete the Ogone Layer is a
silestone., All countries should bYe encouraged to sign and
ratify it, Completion of negotiations on a protocol eon
enissions of nitrogen oxides within the framework of the Geneva
Convention on Long-range Transboundary Air Pollution is
important. The efforts of UNEP for an agreament on the
transfrontier gshipment of hazardous wastes are welcome and
encouraged,

Further action is needed. Global ¢climate change, air and water
pollutien, hagardous substances, deforestation, and endangered
species require priority sttention., A worldwide consciocusness
sust be developed and saintained to counter threats that
diminish the heritage of humankind. 1In this connection, the
sSummit countries welcome the estadlishment of an
intergovernaental panel on global climate change under the
auspices of the UNEP and the WMO. The Summit welcomes the
Conference on the Changing Atnosphere to be held in Toronto.

»

Illicit narcotics tratficking poses grave viske to the peoples
of Summit countries as well as to the peoples of source and
transit countries. There is an urgent rieed for improved
international cooperation in all appropriate fora on programs
to counteg all facets of the illicit drug probles, in
particular, production, tratficking. and financing of the drug
trade. The complexity of the problem requires not only
reinforcenent of present efforts but also additional
international approaches. 1In this respect, we look forward to
the successful negotiation in Vienna {n Noveamber of a United
Nations Convention on illicit tzafficking.



The Sumsit also could consider supporting an iniciative of the
Government Of the United States toO convene & special task force
comprised of senior foreign affairs, enforcement, finance and
other appropriate officials from Summit countries concerned

- with the fight against narcotics. This tasx force should

propose methods of improving cooperation in al}l areas including
national, bilateral and multilateral efforts.

BUMAN FRONTIER SCIENCE PROGRAM

6.

We note the successful conclusion of Japan's feasibility study
on the Human Prontier Program and are grateful for the
opportunities our ecientists were given to contribute to the
study. We look forward to the Japanese government's proposal
for the implementation of the progras in the near future.

BIOETHICS

7.

We note that, as part of the continuing review of the ethical
{aplications o0f developments in the life sciences, the Italian
governmant hosted the fifth conference on biocethics in April
1988 and welcome the intention of the Buropean Cosmunity to
host the sixzth conference in the spring of 1989,

French reserve
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Burope is pursulng structural reforms to complement : .
nmacroeconomic policies in order to spur job creation, enhance
growth potential, and achieve a sustainable pattern of external
balances. Structural reform measures are being put into place
in the framework of the Community programme for & unified
internal market by 1992; including full liberalisation of
capital movements; removal of physical, administrative and
technical barriers to allow the full mobility of persons, goods
and services and an improvement of competition policy.

However, full achievement will depend on timely {mplementation
and on associated regional and social policies.

The main slements of Germany'e structural cteforms are tax

refors and reduction, dereqgulation and privatiszation, reform of
the postal and telecommunications system, increased flexidility
in the labour market, and reform of the social security systen.

In Prance, the main structural reforms will deal with
improving the level of education and professional training and
developnent for workers, the refora of financial markets, and
the eladboration of fiscal incentives to {nnovation and to
productive investaent.

Italy will seek to prosote training and education, increase
the flexidbility of the labour market to epur employment,
tmprove the functioning of financial markets, revise the tax
systen to promots efficiency and eliminate distortions, and
enhance public sector efficiency. ‘

The United Kingdos has been pursuing a substantial program of
tax reform, deregulation, the opening up of markets and the
privatization of state industties, and will continue the
prograa through further measures to improve the flexihility of
the workforce through education, training, and other actions.

Japan will pursue further structural reforms to support and
sustain the zroneor reliance on domestic demand-~led growth
which has quickened remarkably over the past vear. .Japan will
{rouoeo~t.£o:l of government regulations in key sectors,
ncluding agriculture and land use policies, the distribution
system and the tax system.

Por the United States, where recent indications that the
declining trend in private savings may have dottomed ocut are
encouraging, it is nonetheless a priority to increase
incentives to save. Also the United States will strengthen the
international competitiveness of its industrial sector.

The most promising areas of structural refora in Canada are
implenentation of the second stage of tax reform, the proposed
lideralization of the financial services sector, and, most
importantly, the implementation of the Pree Trade Agreement
with the United States.
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