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I was asked to deliver the enclosed message

/
VAL
to you from Secretary Shultz, which was received \ACQE’T“A
at the Embassy this morning. ' (NV(D i
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Commonwealth Affairs,
Foreign and Commonwealth Office,
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Dear Francis:

The United Kingdom and the United States have a common
interest in a strong and equitable multilateral trade
system. In order to sustain and improve this system,
particularly during the current period of serious trade
tension, we also have a mutual stake in promoting effective
international trade rules. The well-being of the institu-
tion we cooperatively developed to administer these rules,
the GATT, is of major concern to both of us. These shared
interests prompt me to request your personal assistance

in assurlng a productive outcome for the GATT Mlnlsterlal
meeting in Novenber.

I am encouraged that we are in general agreement on the o
importance of a successful Ministerial. However, with the
meeting only a few weeks away, and with protectionist
pressures in many countries intensifying, I am concerned
that we must do more to assure a successful outcome. 1f

the Ministerial does not achieve mutually beneficial

results, which demonstrate that the GATT can address some- .
of the trade system's pressing problems, it seems to me

that the risk of a serious deterioration in world trade
relations is very grave.

I am pleased at the prugress we have made toward a work i S 83

-program on services. I know that we share a strong _
interest in an open international regime for services, and
~appreciate the support you have given to our initiative.

‘There are three other areas, however, in which I believe

it is particularly important for .the Ministerial to make
progress. The first is safeguards. Without an under-

standing on the type of measures a country can legiti-

mately take when one of its industries faces injury from
imports, the concept of a standstill on protective

measures will not find support. At the same time, it is
imperative that we find a solution to the problem of

selective safeguards, which developing countries perceive

as a major threat to their market access. I am convinced

that unless we conclude a safeguards agreement with X
selectivity provisions acceptable to the developing N

countries, we will lose the impact we need from the .
_ é $
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political statement by the GATT Ministers. It seems to me
that Secretary General Dunkel's proposal contains the
elements of a solution to this problem, and I urge you to
give it your support. Unilateral selectivity cannot be
the basis of a viable safeguards agreement.

The second area which the Ministerial must address is
agricultural trade, including in particular the use of
agricultural export subsidies. The long-standing policy
differences between the United States and the Community
are well known to you. I appreciate that it will not be
possible to resolve these differences before the
Ministerial. However, it is vital that we agree on a
method for discussing these issues within the GATT. 1In
addition, we must agree to initiate GATT discussions which
permit significant progress toward resolving these
problems in the relatively near term. If we cannot take
these steps I am concerned that the frustration.of pro-
ducer groups with the trading system will prove damaging
to us all.

Finally, it is extremely important that we make progress
toward integrating developing countries better into the
trading system. One aspect of this effort is safeguards,
another is the proposal which we have put forward for a
round of trade negotiations with developing countries. We
would like to have your active support in developing a
more detailed negotiating program and in persuading

developing countries with a large stake in trade that such 77

negotiations would be strongly in their interest.

I recognize that these issues are complex and involve
closely interwoven aspects of trade and foreign policy.
Bill Brock, the U.S. Trade Representative has discussed
these problems with Commission Representatives in Geneva
and in Brussels. I have written President Thorn to
express the same concerns which I am sharing with you. My
purpose in writing is to suggest that we must concentrate
on the political as well as the economic stakes involved
in this meeting. We cannot afford the corrosive, effects
of a continuation of present trade tensions on our polit-
ical relationships. The health '6f the Alliance and our
relations with developing countries alike need the -
stability provided by a strong trade system. I hope that
Great Britain's influence can be used to encourage others
to make the effort necessary to assure that the Ministerial
strengthens the trade system during this period of serious
strain. '
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In this connection, I note that the Council of Ministers
has as yet been unable to agree on a negotiating mandate
on these and other questions. I hope that you will take a
strong stand within the EC to assure a forthcoming EC
position and that you will support the Commission's effort
to assure pragmatic EC participation in the Ministerial.

Best regards.

Sincerely,

Geoxge

/8/ George Shultz

>
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G5 DEPUTIES' MEETING, 10-11 NOUVEMBER. 11/10/82

CONFIDENTIAL

Package on Increased IMF Resources

1. T7This note recoxds the extent of agreement and the
range of views found among The Five countries on the main
elements of the packagé for increased IMF resources. It uses
the United EStates paper dated November 2, 1982 as a reference
document. This paper is at Annex A. The Paragraph references

in the side-headings are to the U.S. document.

Paragraph 1

2. The range of view on the new size of the Fund was
from 85 billion SDRs to 100 billion SDRs, or from a 39 percent
increase to a 64 percent increase. /

3. Within this range, the U.S. position was 85; the
U.K. and Germany could accept any point within the range
85 to 100; France 90 to 100; Japan 100, but perhaps less if
the distribution of quota shares were right.

4. For Japan, there was a link between the size of

the Fund they could support and the results of the quota

distribution.

Paragraph 2

5. Four out of five ccuntries took the view that a
special borrowing arrangement should be part of the package
and should be built on the present General Arrangements to

Borrow. Japan agreed that a special borrowing arrangement

CONFIDENTIAL
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should be part of the package but preferred a separate
arrangement independent of the GAB, which should be pre-
served in its present structure.

6. As to the form of the amendment of the General
Arrangements to Borrow, there was ag;eement among The Four
that there should be a single new ceiling for the GAB in the
rénge 15 to 20 billion 8DRs, which should cover both the
present cooperative function of the GAB and a new borrowing
facility in favor of non-members of the GAB. The United
States view of the ceiling was 18.3 billion‘SDRs, equivalent
at present to $20 billion. It was common ground amoné
The Four that the 15 to 20 billion SDRs would be available
either for present GAR members in need, or for lending for
other IMF member borrowers.

7. The United States, United Kingdom, and France were
agreed on the following approach'to the new GAB lending
facility for the benefit cf non-GAB meﬁbers. To activate the
new GAB lending the Managing Director would have to
demonstrate:

(1) that there was a special situation in the

international monetary and payments system
which required additional resources because

it represented a potential systemic threat;

CONFIDENTIAL
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(2) that the existing resources available tc the
Fund were likely to be exhausted, or that
their lending was likely to be unacce@tably
inhibited in order to avoid exhaustion;

(3) that he facedAvalid applications from members
for Fund assistance amounting to a substantial
call on the Fund which could not be met

without activation of the new facility.

8. If the Managing Director's application were approved
by a suitable majority in the GAR, or by consensus, lending
would be to the Fund at a market-related rate.

9. The response of the Group of Ten to an application
from the Managing Director could be either a refusal; a
deferment; a partial response; or a full response; in any
event within the ceiling of the tofal GAB undertaking. In
making a decision, the G-10 would obviously have to have regard
to possible borrowing by its own members; and to whether any of
its members were themselves in balance of payments difficulty
and unable to contribute.

10. The proéedure for activating the new facility would
be; first, a proposal by the Managing Director; then a
decision by the G-10; and then decisions by the IMF Board
on the applications from particular member countries which

gave rise to the Managing Director's proposal. The GAB funds

CONFIDENTIAL
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would be directed to borrowing from the IMF "enlarged access"
though the GAB facility would not be the sole source cof funds
for "enlarged access."

11l. Germany was able to join the general line of the approach
agreed among The Three, but needed for the present to make a
.reservation about whether the new GAB lending should be
related to a round sum application by the IMF or to a specific
drawing for an individual case.

12. The Japanese view was that the present cooperative
nature of the GAB should not be prejudiced by introducing intoc
it a new facility on these lines. They preferred a separate
facility outside the GAB of 10 to 15 billion SDRs which
would be activated in relation to drawings from the IMF by
particular countries. When added to the present GAB facility
of 6.2 billion SDRg, the Japanese position produced a total
of available borrowed resources for both purposes very close
to the 15 to 20 billion SDRs agreed by The Four. Those who
supported an amended GAB envisaged (as did Japan) that it would
also be necessary to draw Saudi Arabia (and perhaps two or three
other countries) into any agreement to provide new borrowed
funds. It was therefore agreed that the difference between
the Japanese position on a separate facility and the views of
The Four was not all that great. Part of the difference was
presentational and perhaps legislative.

13. It was generally agreed that it would be essential
to associate Saudi Arabia with any new lending facility in

support of the Fund; but that this should not be done by

CONFIDENTIAL
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bringing Saudi Arabia into G-10 or GAB memberéhip. A Séudi
Arabian contribution would go towards satisfying the range

of 15 to 20 billion SDRs for the new facility. There would
have to be a separate agreement between the Fund and Saudi
Arabia and no doubt an appropriate degree of parallelism
between the new GAB obligation and a Saudi Arabiap obligation.
It was also agreed that a new approach to Saudi Arabia should
not be such as to prejudice the third tranche of Saudi Arabian
lending (4 billion SDRs) under the existing three-year lending
arrvangement between the Fund and Saudi Arabia.

14. As part of any change in the GAB, existing GAB
shares would need review. Germany, in particular, made clear
that their present share would be unacceptable. The Japanese
view was that their share would have toc take account of the
level of their new IMF gquota. A table showing 1962 and 1982
GAB shares is at Annex B.

15. As in the present GAB, there would be a "take-~out" from
contribution to the new facility for GAB members in balance of
payments difficulty. Such "take-outs" would reduce the
effective ceiling of 15 to 20 billion SDRs and the maximum
contribution from any member would be their quota share of the
nominal ceiling. It would also be desirable that, as with
present GAB drawings, amounts lent under the new facility

should continue to count as part of the lender's reserves.
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16, It was generally agreed that it remained the
intention to phase out IMF borrowing as the international
monetary and payments situation returned to greater normality.
The new lending facility would accordingly be regarded as
temporary and limited to the Eighth Quota Period. Any renewal

would require a new demonstration of need.

Paragraph 3

17. On distribution of quota shares, there was agreement
that there would be some reduction of U.S. guota share, but not
such as to impair the U.S. blocking vote; and thaé there would
be a reduction in the U.K. share and an increase in the Japanese
and, to some extent, the CGerman shares. It was also agreed that
whatever the method chosen for determining new quota shares,
that method should.be'applied uniformly across the IMF
membership, without reservations for any particular block of

members.

Paragraph 4(a)

18. It was agreed that normal access should continue
to be 165 percent of quota after the quota increase as in

Paragraph 4(a) of the U.S. paper.

Paragraph 4 (b)

19. On "enlarged access" the United States, Germany

and Japan were agreed in wishing to limit the cash value of

CONFIDENTIAL
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such access to the present absolute level. The Three
envisaged that there might, however, be provision for

higher access in exceptional cases. The United Kingdom
preferred some cash increase in "enlarged access" following

a quota increase, e.g., an increase of 20 percent. France
wishes to carry through the 450 percent limit to the new

quota level, It was agreed that "enlarged access" should
continue to be temporary. One possibility which found support
was to provide for a review of "enlarged access™ mid-way

through the Eighth Quota Period.

20. Paragraph 4(c) of the U.S. paper was regarded as

covered under earlier headings.

Paragraph 5

21. This paragraph of the U.S. paper was generally agreed.

Paragraphs 6 & 7

22. There was agrecment that it would be desirable to
move the present 85 percent rate of remuneration towards the
SDR interest rate. However, Germany, France, Japan, and the
United Kingdom were not disposed to insist on the 100 percent

rate, or indeed on any increase, if this proved a bar to

general agreement on a package. Germany and France in particular

CONFIDENTIAL

) Koo s



CONFIDENTIAL

W T
did not wish to deter early application to the Fund. On the

target rate of growth for IMF reserves, views were in line

with those on the rate of remuneration under Paragraph 6.

Paragraph 8

23. There was agreement that the U.S. proposal to

require payment of 25 percent of increased quota subscriptions

in SDRs or usable currencies should be tried. France suggested

that this would raise the question of an SDR allocation. The

U.K. view was that the proposal should not be pressed if it

Paragraph 9

24, The U.S. proposal for acceleration of agreement
and of implementation was generally agreed, but Japan and
the United Kingdom thought that for public purposes the
objective for implementation might.be.expressed as mid-1984
in order to accommodate legislative requirements and go carry

greater conviction that the target was attainable.
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ANNEX A

CONFIDENTIAL

November 9, 1982
Elements of Package on
Increased IMF Resources

l. Total IMF guotas would be increased to SDR 85 billion, an
increase of SDR 23.9 billion or 39.2 percent.

2. Special borrowing arrangements totaling approximately
$20 billion equivalent, including the existing GAB of about §7
billion equivalent, would be established in favor. of the IMF,
for use by the IMF in circumstances that pose a threat to the
international monetary system. Questions to be addressed
include:

(a) whether the existing GAB should be amended to permit
its activation to finance IMF drawings by non-GAB
participants; and

(b) whether the new borrowing lines to be established
should be integrated into an amended GAB, should
form a new separate "window" of the GAB, or should
form a2 totally separate arrangement.

Interests of speed and simplicity would appear to argue for
integrating the new borrowing lines into an amended GAB and main-
taining essentially the G=-10 plus Switzerland as the lending
group. Consideration could ke given to a limited expansion of the
group or to establishment of a limited number of new "association”
arrangements along the lines of the Swiss association.

3. The United States' guota share would be reduced to 19.8
percent, and the voting share to 19.0 percent, in the context of
share changes for the IMF membership in general determined on the
basis of uniformly applied criteria.

4. The guidelines on access to IMF resources would be modified-
along the following lines:

(a) Access to conditional IMF resources under normal circum=~
stances would be limited to 165 percent of guota, the
limit that applied to drawings in the credit tranches and
EFF combined prior to the policy on "enlarged access.”

(b) The "enlarged access" limits of 150 percent of guota per
year or 450 percent over three years would be modified to
maintain maximum access constant in absolute terms == i1.€.,
to about 108 percent and 325 percent respectively.

(c) The possibility of drawings on "enlarged access" == i.e.,
beyond 165 percent and up to 325 percent of guota == would
be reserved for exceptional cases. It would be envisaged
that the borrowing arrangements referred to in paragraph
(3) above could be activated for such drawings, although
activation might not be required in each instance of
exceptional drawings.

CONFIDENTIAL




K

5. The limits on access to the Compensatory Financing Facility
would be modified to maintain access constant in absolute terms =-
i.e., to 90 percent of quota. Any drawings on the CFF would be
contingent on IMF satisfacticn that the borrower is cooperating with
the IMF in an effort to find appropriate solutions for its balance

of payments difficulties.
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, 6. The rate of remuneration would be raised to 100 percent
of the SDR interest rate.

7. Charges on drawings financed by ordinary resources would
continue to be based on calculations designed to assure a target
annual growth of IMF reserves. The target rate of growth for IMF
reserves would be raised from 3 percent per year to a level related
to market yields, for example, the SDR interest rate.

8. Countries would be given the option of paying the 25 percent
portion of their gquota subscriptions either in SDR or in the curren-
cies of other members specified, with their concurrence, by the IMF.

P T T S A " j J i
Such specifications would be designed te assure payment in currencies

currently usable by the IMF in financing drawings at the time of
payment.

9. The effort to strengthen IMF resources would be accelerated
to aim for agreement on the guota increase and borrowing arrangement
by January or early February 1983, and to aim for implementation

of both by the end of 1983.
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Summarz

Quotas

Amount of Increase

-Percent Increase

New Quota Level

Borrowing Arrangement

U.S. Shares (percent)

gpesent
New

Access Limits (Percent quota)

Present
Traditional
Enlarged Access

New
Normal
Exceptional

Access to CFF (Percent quota)

Present

Remuneration

Fregent
New

Charges =- Ordinary Resources

Pregent

New

Subscription Payment

Timing

CONFIDENTIAL

SDR 23.9 billion
39.2 percent
SDR 85.0 billion

SDR 18.3 billion, incl.GAB

Quota Voting
20.65 . 12.52
19.79 19,00

165 percent
450 percent

165 percent
325 percent

125 percent
%0 percent,; all conditional

85 percent SDR rate
100 percent SDR rate

Linked to 3 percent
annual growth in
IMF reserves

Linked to annual growth
in IMF reserves at
market rate (perhaps
SDR rate)

25 percent in SDR or
usable foreign currency
at option of members

75 percent in local
currency

1-2/83 BAgreement
12/83 Implementation

11/9/82
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GAB Share Variables

{Percent)
(1} {2) (3) (4) {5) (6) (7 (8)
Participant  GAB GAB Shares Current Calculated Foreign Foreign Non-Gold Non-Gold
Shares Nov. 2, 1982 Quotas Quotas 1/ Exchange 2/ Trade 3/ Reserves 4/ Reserves
1962 and GOP
United States 29.0 28.3 36.7 27.0 233 20.5 25.0 12.5
Germany 14.5 22,2 9.4 14.4 }o.8 16.3 18.7 25.5
Japan_S_/' 13.7 17.3 7.3 117 311.3 11.6 15.2 16.0
United Kingdom 14.5 8.5 12.8 .0 6.0 9.7 7.9 8.1
France 8.0 5.3 8.4 2.8 6.6 10.8 9.1 9.6
Italy 8.0 3.3 5.4 5.4 8.1 7.6 7.9 9.5
Canada 2.9 2:5 5.9 5.0 1:5 5.6 2.8 1.5
Netherlands 2.9 3.7 4,1 5.3 3.8 6.5 3.8 5.2
Belgium 2.2 2.2 3.9 4.8 1.6 5.8 22 2.3
Swadan 1.4 1.0 2.0 2.5 1.5 2.8 1.9 2.0
Switzerlands/ 2.9 5.6 4.1 4.1 6.6 2.8 5.5 7.7

Total Value
(Us SMiilions)

&
0
=
-
o
p

Colums 3-6 are variables proposed by Germans in 1978. Germans also presented shares for the SFF
and OECD Support Fund.

1/ IMF calculation of June 18, 1982 using five formula method with 20 percent reduction in variability
coefficient. : :

2/ 1FS, as of August 31, 1982. US arbitrarily assigned one third share.

3/ IFS, exports and imports 1980.

4/ Rverage of shares of non-gold reserves (August 31, 1982) and GDP (1980).

5/ Japan unilaterally raised its GAB cammitment by Y 250 billion ($900 million) in 1976.

6/ Switzerlard, a rbn IMF member, is associated with the GAB with a total potential commitment of

SF 865 million ($3%4 million) equivalent to 5.6 percent of the total coummitments. Swiss quota assumed
equal to SDR 1.4 billion, with share of calculated quotas set at the same level as in current quotas.
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Mol EMBASSY OF THE

A

wallL UNITED STATES OF AMERICA
London

November 20, 1982

Resident Clerk

Foreign & Commonwealth Office
London, S. W. 1

Dear Resident Clerk:

I would appreciate your transmitting the enclosed
message from Secretary of the Treasgry Regan to
Chancellor of the Exchequer Howe which was received
at the Embassy this morning.

Sincerely,

EDrelll0 Tl 1y e

John J. Louis, Jr.
Ambassador

Enclosure:
UNCLASSIFIED
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Dear Sir Geoffrey:

While trade issues are not my primary concern, I request

your personal assistance in assuring that the GATT Minis-
terial is successful. A trading system weakened by growing
import restrictions and competitive subsidization will

weaken the general fabric of international economic relations
and destroy some of the progress we have made in strengthen-
ing international economic cooperation.

The United States believes that the GATT Ministerial must
and can make meaningful progress towards addressing the
major problems facing the international trading system.
Without such progress, I am afraid that the protectionist
pressures which are currently threatening the international
trading system could undermine the 1nternatlonal economic
system as a whole.

The most important task for the Ministerial will be a strong
declaration of intent by GATT members to avoid protectionist
measures, and to work towards eventually scaling down
existing trade distortive measures. This is a difficult
step to take politically, but one which will benefit our
economies in the long run. ,

It is unrealistic to expect a complete moratorium on pro-
tectionism; there are circumstances under which a country
must act to safeguard domestic industries. Therefore, any
anti-protectionism declaration should be accompanied by a
commitment on new GATT rules governing the imposition of
temporary import restraints -- "safeguards." The present:
use of such import restraints, in most cases outside of

the GATT framework, is getting out of hand. New GATT

-.rnles should place greater discipline on the use of temporary
import restraints, at the same time widening the application
of the rules to all types of safeguard actions. We should
try at the Ministerial to obtain agreement on a set of
principles addressing key areas such as transparency,
coverage, time limits, injury and degressivity.

Another threat to the stability of the international economic
system is the spiraling use of subsidies, particularly in
the agricultural area. Subsidy wars are expensive and achieve
little. To forestall such an occurrence, the United States
has suggested that countries at least agree to sit down and
discuss ways of resolving the subsidy issue, with a set
deadline for recommendations to their respective governments.
)
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In addition to addressing the two immediate threats of
safeguards and agricultural subsidies, the United States
has proposed that GATT look at emerging trade issues which
will probably have a significant effect on trade flows

in the future. 1In particular, the United States hopes
GATT members agree to begin work on the issues of trade

in services, trade-related performance requirements and
high technology trade.

I bring these issues to your attention because I know that
you are as concerned as I am that current economic diffi-
culties worldwide will encourage trade-distortive practices,
perhaps initiating a vicious cycle of worsening economic
conditions answered by adoption of additional protectionist
measures. One cannot look at trade issues in a vacuum. We
must maintain an international trade system that permits °
and encourages sound economic policies.

I look forward to meeting you in the near future to discuss
these and other issues of mutual concern.

With best wishes.
Sincerely, ' =
/s/ Donald T. Regan

Donald T. Regan

i
i
H
I
1




=
R : . s, B o
] B g

WWMW&%WM“N-#% w—*”’bx ,_*_c,. ] . -,_:_.‘,_-;.if’ Bydt, -‘_".":E, :.',J_a_. rr %
v ' :; o s
W ) X
b . A
R

Safrdel Bocespts aldd Bulbiaans ' Letudlast Lk abehunyisa

“ul &
Aaldy gouas: 2apars pﬂipfddtldﬁ_ﬂaal TLAD T8 Jwecgrw ansd .

i THORATTIAY AIBAGLNT owE eTs patmalabla ol bt ribE o

2wl abery wr suallts Jaae FENBrE p muky Yidedo wy Ligw g
??ldd fwudald Latinl wds cEBAlUE 2 sy T | Lozudol e nd o
BRETY 2 paurel gy f*cw nipwd oy aavps asadass TUAD %
Lvu 2lasmeyiopey oocesiotweqg bolalav-shasd 2096 vias of L
ol yeo londosr ded H

Haly wond I omewnoeml wotlEalin wey 08 sseest sseds pelwd i ;
' =V e D bdwimagy SusTien 'niF ms 1 26 RIaaisunod <8 w14 oy

> BT s amuu.l-ﬁi'wrm.— 4 SPas N L.tw awBizow aattiug 5l
F.-\.um..xo.}a ML DMWY St ._,Y: auninie ﬁ W‘-&‘hf'i.‘.ﬂ.« aﬂﬁdu—ﬁ—.{ ‘
fReaaa inatouy facoirrhbe Yo totgobs J Do tuwaan gacitihinao

'C.W ML rady B o talBnE abs_.¥ I ool FLmgan S . BOTUE RSN i:

2ELTa 2T mejaye scet LsnolTeraesnt Qs o weetales 1anm 8.1 3

-aal i fag axmm‘ T UNnLA LepsYuswe Bus T e

82useln O 9XLI0R Y8 533 wi Loy paitvem 1 Pyieroy dool R

RuBHaET lsuium 10 2sune; adso fna aesdd § =T *

’ caidalw sasd d3iw =
S : ) , VEssTaonid ' . a, , e

i . aspasd JT Hidnoa \,a\ y o et

GEPET .T biIsood - b

: ' n

lf;

- : | ;-‘
ks 4
N - - ’: !
nlf il i

p:

_ . ‘

&
r
_‘|> Jeals
3
¥
‘
in -
*
.
d
3 ;
T
Eur.,.,i-..._ L P
enalinl 41 ’ - .

"“ﬂ e




. CODE 18.78

Reference




- o e T = et e e Ll
o il S TR d,
) . & g O | )
n Fr
4
5

P
. (', { 5
g )3 froar L } ‘ . d - wA '
Y .H‘Jﬂ,‘ i - ~e S Al __"f'; kY ‘1‘ i
i ‘ S " ‘ - b ‘

B T e T T D T e | FUTP—

Pl yEY '

AT

g



FROM: G W MONGER
DATE: 29 November 1982

CHIEF SECRETARY cc as below
I am doubtful about some aspects of this project:

a. the public expenditure calculations show, especially

for the Northern Ireland option, substantial extra
expenditure next year as compared with the alternative of
closing down the gas industry (column 4 of annex to Mr Prior's
letter). The project does not break even, on p.e. terms,‘
compared with this alternative, until about the end of the
decade. The big savings on p.e. occur after 1990. This
profile of early costs covered by later savings is a familiar
one and we well know that things do not always work out that
way. I would not attach undue weight to the p.e. savings of
£13%6m given in the last line of Mr Prior's table.

b. Mr Prior is proposing to spend £147m renovating the gas
industry in Northern Ireland. The offsetting savings after
1990 depend on the assumption not only that Kins ale gas

can be sold at a profit but also that aell gas sales can be
increased five-fold by 2003. This cannot be certain,
especially since the price of the gas will be substantially
above that in Great Britain and will be escalated in line with
that of oil. (The contract will in any case need to be re-
negotiated after 20 years.) This expansion is, however, said
to be "necessary for a viable industry" (paragraph 5).

c. The paragraph on security considerations (paragraph 12)

is very carefully worded. Mr Prior quotes the view of his
security advisers that such considerations "would not be an
insuperable obstacle", but that the pipeline would be a target
for attack. I suspect that there may turn out to be major
problems in this area.

2 There is also the political aspect of co-operation with the Irish
Republic. This could be very controversial in Northern Ireland and
perhaps at Westminster. But this is, of course, a matter of political
Jjudgment.
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Bea I would not claim that these points are conclusive. Mr Prior
has already accepted that he can meet the extra costs within the total
agreed for his 1982 PES, and this meets our main concern. The other
provisos suggested in the submission will help. Avoidance of the
closure of the gas industry in Northern Ireland will save 1000 jobs.
The security problem is not directly for us, even though it might
have expenditure implications.

4, I suggest that you might send a rather more sceptical reply to
Mr Prior making these points but making it clear that you will not
oppose his proposals, on the strict understanding that he is not
asking for more money and that he agrees the provisos mentioned in
Mr Pratt's submission. I attach an alternative draft accordingly.

G W MONGER
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DRAFT LETTER TO:
SECRETARY OF STATE FOR NORTHERN IRELAND

Thank you for sending me a copy of your minute to the Prime Ministe:
of 11 November. I have since seen her reply of 15 November,

and Nigel Lawson's minute of 2% November.

= - I have some reservations about this proposal:

- first, I see that it will lead to a sizeable increase

in expenditure next year, especially if the gas is to be
supplied throughout Northern Ireland as you prefer. The
conclusion that it will save public expenditure depends

on the forecasts for the period after 1990, which are

bound to be very uncertain.

- Secondly, the forecasts assume that supply of Knsale
gas will make possible a five-fold increase in sales of
gas in Northern Ireland. Indeed, such an increase is
stated to be "nedessary for a viable industry". But we
cannot be certain that it will take place given the poor
prospects for growth of energy demand, and the escalation

of the price of Kinsale gas with the price of oil.

- Thirdly, there is clearly cause for concern about the
security considerations. You quote your security
advisers as saying only that these considerations "would
not be an insuperable obstacle" and that terrorist |
attacks are likely. The Prime Minister has referred to

the possibility of intervention of supply.

il
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- Fourthly, I have noted Nigel Lawson's reservations
about the proposed terms of the deal with the Irish

Republic.

N Nevertheless, I accept that the project has important
employment implications, and if colleagues generally are content,

I would not want to oppose its going ahead, on these provisos:

- First, that any additional costs are borne within
your PES allocation. I see that you have accepted this,
and your accepténce helps substantially to deal with

my worries.

- Secondly, I am concerned that there should be no
question of Kinsale gas following the precedent of the
Northern Ireland Electricity Service, whose price is

of course subsidised at a level equivalent to the highest
in Great Britain. I should be grateful to have your
assurance now that the transitional subsidies provided
for under the terms of your project, and due to be
phased-out by 1987-88, will be the limit of Exchequer

subsidy to the Northern Ireland gas industry.

- Thirdly, I should like to ask for your agreement that
financial targets based on a percentage return on net
assets, on the pattern of those we set for nationalised
industries in Great Britain, should be set for the
Northern Ireland gas industry. The industry as a whole

is not projected to move into operating profit until

D



Loy

>

-

. PETPNSCNp, TED -

.

N= A N = DI R e AR =k D s

. "
:
T
., A
i
N
S 5 - - i .
- J 2 i -
B / 4 ¥ B » -
- .
- hd A =
. g
. . .
_
e, P - * + v
- 4 [ " €~
_
; 2
-
i
) . _
- _ "
“ .
1
:
-
e . h .
:
. _
.
;
_

.J -
i ¥ ' 1 -
) - o i
J .
- ) N
. c
- - q — iw
0 ) . . ¥ ¥
b -
L) L2 -
Eal n = B
N
. 4
)
-




1988-89. But I should like to suggest that our officials
should study, and report back to us on, the feasibility

of setting annual deficit targets for the industry,

which would plot a path to eventual profitability. I
would envisage these targets being formally set for the
industry, as is our practice for certain deficit industries

in Great Britain such as British Rail.
4, I should be glad to have your agreement to these provisos.

5. I am sending copies of this minute to the Prime Minister

and to other recipients of yours.

(SIGNED: CHIEF SECRETARY)
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CHALLENGE T0 BUSINESS FROM
NOBEL PRIZE WINNING CHICAGO ECONOMIST

The p}eésures of regulation and the pains of competition

"I believe that the automobile industry, or the chemical industry, ox
the computer industry, has done more for American civilisation then the
US Congress, with the Presidency and the courts thrown in for good
measure. Together with other industries not yet bo:m, they are capable
of doing as much in the future." (p.14)

In his Wincott lecture "The Pleasures and Pains of Modern Ca.pita.lism"*

given shortly before he was awarded the 1982 Nobel Prize for Economic Science,
Professor Stigler, of Chicago University, described "the regulating sector" of

the Am~rican economy as "the biggest of all growth industries".

Growth of regulation

"There is- no more notorious fact than the modern péoliferation of govern~-
mental policies dess.gned to control and direct economic activity... For
the United States - where the praises of Adam Smith are sung more often and

" moré loudly thar it Glasgow - the"Directory fof Federal Regulatory -Agenciem/-

reporte 88,000 .employees of 57 federal agencies busily directing our economy,
triple the number so engaged 10 years earlier.® (exeluding the Inte:ma.l
Revenue Sexvice) (pp.7/8)

Who benefits?

Professor Stigler obmserves that although all consumers - from rich to poor,

but especially poor - benefit from an efficient economy

v, .08t economic regulations do not benefit even an important sub~class
of consumers. Consumers do not gain from the regulation of public utilities,

¥ Do be published by the IEA on behalf of the Wincott Foundation on

Monday, Novembexr 29th as
The Pleasures and Pains of Modern Capitalism

by George J. Stigler
Occasional Paper 64; Price £1.00
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financial institutions, lsbour markets, imports and exports -~ and
literally thousands of other regulatory policies of almost inconceivable
variety. There is in the United States a compensation scheme for the
owners of bees whose death may have been hasgstened by pollutante. The
introduction of this policy a few years ago, one Department of Agriculture
employee has observed, has led to the complete disappearance of bees who
die a natural death." (p.9)

As meessor'.Stigler astresses,

"The consumers of honey did not get this programme adopted. Nor did
consumers support state licensing laws requiring a barber to have more
hours of training (es many as 1,200) than an airline pilot." (p.9)

8ince "the business community ie the beneficiary of more governmental
favours than it ever received in the past" and consumers do not benefit, it looks
as if

"the major part of the regulations to which businessmen are subjected must
be of their own contriving and accepted by them. It is they who persuaded
the federal and stabte governments to initiate the controls over financial
institutions, transport end communication systems, extractive industries
and so on." (p.11)

Paing of capitalism

Having congidered some of the pains of modern capitalism, such as the
losers from regulation, the tax burden of welfare programmes, and the self-
defeating outcomes of widespread access to the political system of many industries
and occupations, Professor Stigler faces an "emharrass:fmg problem®, -

F.knbarfassing problem

"And so we face an embarrassing problem if we wish to return to a freer,
more traditionally libexral society: the business community does not wish to
be released from the public interventions to which it is subject...Bach
industry will agree on the desirability of making other industries freer
and more competitive, bubt will assexrt that its own industxry would become
disorganised and perhaps even non-viable if the state withdrew." (p.22)

Professor Stigler concludes that
"Unless and until the business community is persuaded that on balance it
will gain from a freer regime, it is unreasonable to expect the rest of
gociety to join the movement towards deregulation." (p.22)

New hope
But

"The quantitative study of the effects of public policy on the efficiency
of the economy, and the identification of the beneficiaries and victins

of particular policies, has grown prodigiously”... and is "substentially
changing the attitude of economists towards public policy. For a long,

long time a criticism of business was alone sufficient to warrant a new
piece of state intervention in the economy. The resulting mixture of
costly inefficiencies and perverse income redistributions is changing

that response. Economists are developing the knowledge which will eventually
permit the limits of the competence of “the state to be defined in a way that
can usefully be applied. If we pursue this programme with sufficient skill
and zeal, the long~run prospects of capitalism will surely improve." (p.23)



.
*
S
=
A

5 8 . - - v
ot v o . i
: - oS

¥

Boe - sdroges bot wdroguml .a:rem.u ssrodel .aﬁoit gém "l.waaan ’/\
sldevisonueal deomis Yo estoilos yroisisgwr vedds 1o ‘bsserod? yilsresil
- ot ol ewedos golisacegmos s aatsdd bevioll et ui 8} aeadT .Wam
ot elesdsllog o bemeduusd meed aved wen dtaed m resd 1o ssive
syud Laos ol 10 Fnomimeged eno (038 8I8Y Wal & @u.aq a 1 am\ugummu
ofiw sesd 1o sorruwmeygesid e:?a.u;meu oy of hol asd .be [&@M peyolqus
(e.q) ‘hﬁ’nﬁw mmtm e oth

‘aemawm :zsla.ma TozaeloTd ad

'blﬁ wol Lbedguis smmstmerg aldd Jem dom bib veaod Yo axsammoo odT" . =
viom ovad of xedssd s puisiuper awsl g}mggfg*:; M"& $xogets wrbiweson .

_ (Q,q) " foliq axlicka me ¥l (6077 as ynexm o) gatmigz? To exmod
Ismmvas exom Lo yeatolleced edf al o fonmmap meemissd edd a«mla.

adool 3k Fitemed vom ok nammrxoo bm "rang orfid ok Deviecer weve F1 medd gzmwoval
il as

teim bedooldua 7 temessnieed doldy of ﬁ.m?’ﬂfmﬁ arld 10 ey .:ot,su sdi'"
fobewexog odw wadd oi ST ool vd balgooos b pulviviaop o tieds Yo ed
lsinoani} xeve alortoco adi sdaliing ¢F alosmorovey sbeds bue fexebe? ot
eaatwbnl avifosiize mustaya tolisotmnmos b Progemesd  sxoidsdliaal

. , ‘tr.q) ".a0 o8 bos

v
43

'!, goiladliages 3

¥
.

ogdd 88 dowre amltiptiges ciebom 'io soteq add 1o smom bszsbtaslbs acivel
~1ise add bos someimorg oxsllow 1o madrod xad sid moideluges mozl azssnt

. "ma [duzq gqm;m - aou% xofpiit W""&‘! .%ﬂsm bns
_ QLGW '_

Jeonl 8 of oretex of duiw aw 1i seldong goleasrradioes i 8981 sw o5 -Hag®

of dalw Foa eeob yiiowmmns sgoninvd ed? :yhelose Iivedii ylismoldibsxd ekom
dosll, .. dosfdra of ¢i doidv of socitmevasdal oilduyg 949 moxl bewseisy ad
veex} cobrdsrbat zodio scliden Yo yiilldexiesh add mo ocexns [{lw guisubal
anoosd bluow u#éxﬁmo afl tadd drpwec [liw Jud evilirequne exom bus
(55.q) ".wombddiw odmde arly i eldeiv-mor peve aqszt.:ati hrwe benlmxoalﬁ

S e

.
*3l¥?173gv A

.~

_tadd eebirfowoco Toini4d zmm‘&gﬂ Y

e

#t sonslnd oo $8d} Pebivexeq al ydinumuno mesuaiapd odd [idmu bus eas ™ .
© 30 ¥aex edd doogee of sldamomsexcwr ol i owmigen xes® 5 mord phem [fMw »
(8%.q) ".m)tshl&um alrgwod  fpemevon sdd ru.dt ad \f,.f« took

S

" sgod woll

ameloilils edi oo gouu[ oildisg To eios?la ot Yo yhude eviledriimaap: odT™

" ami¥obv Bns palisbolisced edd %o mo! Jm"‘um 2DE ot boa Jogooncss e 1o
vilsttnatadue® at bos ... "yleyobsibor, cwors asd eeiokiog xsism tfaey to
3ttol 8 20¥  .goileq oildug wbrawe' slalmonede 1o sfwdlTle edi anbnasde

walr 8 jasyysw oF fmeloifitus saols saw oesoipnd Id melotdiro o amiy arol

o ovudxio 3600 Lmer ol Lymoncoe el ol aolloasvxerei sisre Mo sowlg
unigaecn ol amolidodibede tbey omoonl oavevieg Lie selaosskolYsal wiiaco

vl lertasve [Liw rdokdw opbeiwony edd autgoloved exs sdeldodood -sanogaes fedd
Isily waw & oi Honlilsl ed of etede edr L0 sousteguos odd To aristf adi. lwrsq
Lfide Inetoilloe diiv esmernoxg aldd s »1., aw 1T Jbeklgee od yliivisay mag
(ZTS.q) ".evorgmi yietys [fiw meilalbges 1o segeory rwp-aael ofd | [dee bos.

LY

sabrisubsi yosm Yo weiaye Sscitileg odd of sneods beergeebiw To ssmondse saldseded o



- PERSONAL AJD CONFIDENTIAL

g

A : FROM: J 0O KERR
SIR KENNETH COUZENS o/r DATE: 29 November 18982

/

7 cc Mr Littler
f//

THE IMF EXERCISE : NEXT STEPS |

/

/ Mr Lavelle
v
We spoke on 23 November about the case for preparing

an early contingency plan on what steps the Chancellor
should take if:-

(a) He is this week elected to replace
MacEachan as Chairman of the Interim Committee;

and

(b) G5 on 9 December goes well.

I had particularly in mind the need to clear spaces in
the Chancellor’'s diary, and consult embassies abroad,
‘should any travel before 28 January be required. You
thought that talks with the Saudis might be desirable,

and that it might alsoc be necessary to visit Washington.

2. The Chancellor is anxious for early advice, and tried
to speak to you over the weekend. ' He would be grateful

for your advice, and a contingency plan, as soon as possible.

3. I have spoken today to the FCO about the weekend press
reports of a r%ﬁk in our relations with the Arab world

over the Prime Minister's refusal to receive an Arab league
delegation including a PLO representative. I am told

that relations are indeed dicey: King Hastam of Morocco,
who was to lead the delegation, is apparently incensed;

and - more relevantly - King Fahd of Saudi Arabia has,

more in sorrow than in anger, sent a message of complaint

to the Prime Minister. The FCO would not advise any



PERSONAL AND CONFIDENTIAL

bilateral Ministerial visits to Saudi Arabia for the

next few weeks. I have however explained that the
Chancellor would, if he went, be going in an international
capacity, as Interim Committee Chairman-Elect, and
possibly accompanied by the IMF Managing Director. The
FCO thought that this would probably be feasible, though
there might still be a slight frost in the air. Dates

to avoid would be those of the OPEC meeting in Vienna

on 18/19 December. Lord Cockfield plans a visit to Saudi

Arabia in early January, and Mr Pym one emdy in mid--January.

J 0 KERR



MR KERR FROM: MISS 3 RUTTER
DATE: 29 November 1982

ARRANGEMENTS FOR THE G5

I attach as requested draft telex for the Chancellor to
send to Hans Tietmeyer. You might consider it more
appropriate for Sir Kenneth Couzens or yourself to reply
in which case the draft can be suitably amended. As it

stands 1t contains all the relevant details.

2. Mr Beamish in the Embassy informs me that while the
Germans will meet the cost of hotel rooms for 3 members

of the delegation, any additional member will be expected

to pay for his or her own accommodation. The Schloszhotel
Kronberg is already booked out for the G5 so that would mean
accommodation in a neighbouring hotel - not necessarily a
bad thing as accommodation in the Kronberg apparently.costs
some DM200 to DM300 a night. Moreover no food will be provided
for the poor companion - you may therefore like to consider
whether anyone should be taken. I have drafted the telex

in the sense that there will be an accompanying Private

Sectetary. Obviously it can be easily amended.

3. As I think I mentioned to you earlier the flying times

to Frankfurt are hardly ideal . I have booked the Chancellor
onto an outward flight BA726 at 11.25 arriving Frankfurt

at 1350. Srolteunbarg's contention that it is a half hour

drive from Frankfurt to the Kronberg that suggests that the
Chancellor will possibly (British Airways permitting) be
kicking his heels from 2.45 to 4.00. This may not matter

too much. Worse are the flights on Friday morning. I
learned from Mr Beamish that Shﬂeeukufj will have to
leave at 9.30 so the working breakfast will take place



o

o




between 8.00 and 9.30. With the half hour drive into town

that means that the Chancellor will have an hour and 40 minutes
with very little to do other than see the Goethe Hau®

to complete his immersion in German culture. VYou may like

to consider the case I made to you earlier for hiring a plane.
Obviously again ig that were the decision part of the telex
dealing with the flight times would obviously have to be
redrafted.

4., The final point is one raised by Mr Beamish. As it stands
we will be accepting the Germans offer of transfer facilities,
so there will be no role for the British representative

in Frankfurt. Mr Beamish raised the question of whether the
Consul General could appear on the tarmac for the ritual
handshaking. I would have thought that this was totally
inappropriate in a case of what is supposed to be a secret
meeting. I have told Mr Beamish that I do not think the Consul
General will be called upon to put in an appearance. But I
said that this was obiously ad referendum to you. Grateful

for confirmation that I have taken the right line.

JIL

JILL RUTTER






DRAFT TELEX TO

HANS TIETMEYER

STAATSSEKRETAER

IM

BUNDESMINISTERIUM DER FINANZEN

CONFIDENTIAL

Your telex of 25 November refers.

2. We would be grateful for transfer facilities from

the Airport to Kronberg (and agéxﬁther direction on

10 December). We will be arriving on BA726 on 89 December
at 1350 and departing on 10 December on BA725 at 1140.

3. Wewill require oneadditional room for my Private
Secretary. The party will be the Governor of the

Bank of England, Sir Kenneth Couzens, Mr Kerr and myself.

4., With best wishes.

GEOFFREY HOWE






FROM: JILL RUTTER
30 November 1982

MR. KERR

ARRANGEMENTS FOR THE G5 % 9/io petwko ;

I have discussed the arrangements for the G5 with the British
Embassy in Bonn, Sir Kenneth Couzens' office, and with the

Governor's office.

2. I have booked the Chancellor on to BA726, departing Heathrow
at 11.25 and arriving at Frankfurt at 1350. Dr. Stoltenberg
estimated that it was a 30 minutes drive from the airport to the
Schloszhotel Kronberg im Tavnos so the Chancellor will arrive

in good time (British Airways permitting) for the meeting. As
you know, the items on the Cabinet agenda of Treasury interest -
contracting out and Civil Service manpower targets after 1984 -
have been postponed until 16 December because of the Chancellor's
absence. On this timing the Chancellor will be able to attend
Cabinet which starts at 9.45 on present plans for three-quarters of
an hour. Eﬁe E discussion on trade policy has been postponed;J

3. The flights after the working breakfast are less good.

Dr. Stoltenberg will have to leave at 9.30. The first flight

back to London is the 11.40 BA725 arriving at Heathrow at 1210.

In the light of this I investigated the possibility of chartering

a private plane. In fact there would be few advantages as a small
plane - a 5-seater - would take 2 hours 15 minutes to 2 hours

30 minutes compared with the scheduled flying time of 1 hour 15 mins.
So there would be little time gained for an additional cost of

£250 or so.

4, I havediscussed the arrangements with Mr. Beamish. He tells
me that the Germans will meet the cost of hotel rooms for three
members of the delegation, but any additional member would be

accepted to pay for his own accommodation. The hotel itself is

/already






already booked out, so that would mean accommodation in a

neighbouring hotel. Moreover the dinner will be restricted to

the three principals - I doubt therefore whether it would be

Tk X3 worth sending a Private Secretary to Frankfurt.

W% priulely

tiglt. Not

in maathys, 5. As you indicated, if the Chancellor decides against sending
A“Juhﬂfu, a Private Secretary this will suggest an enhanced role for the

N et tn

Consul General. Mr. Beamish is sounding out cur man in Frankfurt.
A hinl -3 J

Jwb""v} J)w He ,sees no difficulties in theory with the scheme proposed.

ourx
ﬂ&’&u‘;wb . I have spoken to both the Governor's office and Sir Kenneth
Sy . Couzens' office.

Mr. Littleswill be attending the WPE in Paris
so Sir Kenneth Couzens will accompany the Chancellor[én both legs
of the trd;i? On present plans, so will the Governor.

JIR

JILL RUTTER
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DR, GERHARD STOLTENBERG BONN, DECEMBER 1, 1982
' BUNDESMINISTER DER F INANZEN . 4 —
; : L ,_:’a_tff'._CH “CUER
SIR GEOFFREY HOWE | ot | -2DECI9B2
CHANCELLOR OF THE EJCHEPUER T SR K couzens)

OF THE UNITED KINGDOM

Ces 51R D wASS, MR LT
IMR_cAReY, MRLI
i . E

DEAR COLLEAGUE, - o . . -

AS PROMISED IN MY INVITATION TO KRONBERG, | WOULD NOW = ~ = == ==
LIKE TO PROPOSE THE ANNOTATED AGENDA FOR OUR ‘MEETING,

MR, SPRINKEL WILL INTRODUCE THE FIRST AGENDA'ITEM (IMF

MATTERS), M. CAMDESSUS AND POSSIBLY CHAIRMAN VOLCKER

WILL INTRODUCE THE SECOND ITEM (COUNTRY QUESTIONS ), AND

SIR KENNETH COUZENS WILL INTRODUCE THE THIRD .1TEM

(PROCEDURAL QUESTIONS RELATED TO OUR MULTILATERAL SUR-

VEILLANCE), WE SHOULD BASE THE DISCUSSION OF ITEM ONE ON

THE PAPER AGREED BY OUR DEPUTIES ON NOVEMBER 10,

LONDON

FOLLOWING 1S THE PROPOSED ANNOTATED AGENDA, THE PARAGRAPH
NUMBERS RELATING TO ITEM ONE FOLLOW THE DEPUTIES' PAPER.

ITEM 1: IMF MATTERS :

o —————,
-

PARAGRAPH 1 SI1ZE OF THE FUND

CAN WE NOW AGREE ON A COMMON POSITION REGARDING THE ‘:LS\ QE)
QUOTA TOTAL? . )

PARAGRAPH 2 SPECIAL BORROWING ARRANGEMENT C;

I SUGGEST THAT WE BREAK DOWN THE ISSUE INTO THE FOLLOWING QUESTI-
ONS s

A) DO WE ENDORSE THE IDEA OF A SPECIAL BORROWING ARRANGEMENT !
AS PART OF THE PACKAGE?

B) SIZE OF THE ARRANGEMENT,

C) USE OF BORROWED FUNDS AND CONDITIONS FOR ACTIVATION.
(THIS ITEM 1S LINKED WITH PARAGRAPH 4 B, )

D) PROCEDURE FOR ACTIVATION,

E) PARTICIPATION IN THE BORROWING ARRANGEMENT AND SHARES OF
PART ICIPANTS, .

F) INCLUSION IN GAB OR SEPARATE ARRANGEMENT,

G) INTEREST RATE, OPTING OUT, MOBILISATION OF CLAIMS,
DURATION AND REVIEW OF THE ARRANGEMENT,
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FROM: J.G.LITTLER
DATE: 3 DECEMBER, 1982

CHANCELLOR OF THE EXCHEQUER cc Sir Kenneth Couzens
Mr. Carey
Mr. Lavelle
Mr. Hawtin
Mr. Denison

YUGOSLAVIA

You are aware that Yugoslavia has a severe and urgent debt problem
and that the IMF and United States have been approaching a

limited number of other countries with ideas of new support

arrangements.

2. The subject will be on the agenda at Kronberg, and I will
send you a fuller brief, after further meetings among officials

at the beginning of next week. Meanwhile, the Foreign Secretary

is meeting Mr. Shultz on Tuesday and may, when he sees you
privately on Monday morning, mention Yugoslavia. In agreement with
me his officials are advising him that he will have to content
himself with a general expression of political sympathy and no more
until the financial position and implications have been further
examined. He may find it helpful if you could agree, as I think
you can, that he could tell Mr. Shultz that you are likely to be
engaged in the problem and dlscgsfeng it w1th colleagues including
Mr. Regan shortly. - R

 epe i

5 I attended yesterday in Paris a meeting promoted by the
United States, with Finance and Foreign Ministry representatives
from the US, France, UK, Germany and Italy. It became rather
clearer than previously (although we are all still anxious to await
further enlightenment from the IMF Mission which is at present 1n
Belgrade, Just starting a fresh rev1ew)'that there is a con51derab1e
pESEIEE'Bf“aomegeic economic adjustment in Yugoslavia, fraught
with political difficulties, which contributes to an unsatisfactory
current balance of payments position and prospect; but that the
adverse numbers which are really hitting Yugoslavia's liquidity at
present are the uncertain movements of remittances of emigrant

loans as they fall due, and refraln from offerlng new credlt

— = g p——————

L. The US approach struck many of us as amateurish. All other
countrlegrBfESent thought that they are underestlmatlng (optimisti-
cally) the immediate scale and duration of the problem; they spoke
of encouraging commercial banks to maintain the flows of credit,

1
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but seemed to have given little thought to what they would do about

US banks. They want to mobilise a $1.5 billion (or perhaps only

$1 billion) support arrangement. They suggested the burden should

be shared in proportion to outstanding credits. They offered with

apparent generosity to subscribe $300 million, but under questioning

revealed that they had in mind provision on credit of surplus cereals
e ——————————————— e —

Ds All present in Paris agreed on the political importance of

trying to help Yugoslavia. But all European Finance Ministry

representatives, including myself, drew attention to the unsatisfac-

tory state of internal economic policies, and to the impossibility

of mounting a successful rescue operation unless commercial banks

stay fully in the market, and even add to their exposure. We suspect

a tendency for US banks to be pulling out at least as fast as others.

Several of us hinted that an orderly and well stage-managed

rescheduling might well be a necessary part of any package, and

that it might even suffice ‘without special Government support.

PRSI

6. There was a curious diversion towards the end of the meeting
when the French alleged that there had been an understanding at the
Venice Summit (June 1980) which they described in elaborate terms
(undertakings by the Summit countries to seek to mobilise three
tranches of $900 million each, through their commercial banks or
otherwise, of which the first tranche had been achieved, but beyond
that only a part of the second tranche - including full subscription
by France!) The US representative welcomed this "reminder"; the
Italian quickly tried to maintain that Italy too had fulfilled its
obligations under both first and second tranches. The Germans

and I said that we were not aware of any commitment of this kind.

(I spoke privately with my German colleague afterwards and found
him very angry at the French attempt to bounce us all into something
whose ex1stence he flrmly denied ) A search of papers here and in -
the Fo Forelgn Offlce today reveals no such commitment or understanding
as the French described, and we have found records of discussions
later in 1980 which could not have been written in the terms in
which we find them if any such prior understanding had existed.

T The theme of my brief for you for Kronberg will be:

- willingness to recognise the political importance of

helping Yugoslavia, but it must be on sensible terms;
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- need to wait for the clearer picture which the IMF
Mission alone can give in 3 or 4 weeks' time;

- the almost certain need at some stage for rescheduling,
if only to hold some banks in, who would otherwise escape
through any help given from other sources;

- resistance to any precipitate and half-baked scheme of
the kind which the US mre at present advocating.

I would expect your German colleague to approach discussion in a
similar spirit, and quite probably the French also, with the
Japanese wanting to have as little to do with the problem as
possible.

62;;/C§j G. LITTLER)
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CONFIDENTIAL FLAG H
G5 MINISTERS' MEETING - KRONBERG ON 9/10 DECEMBER
POST-VERSAILLES MULTILATERAL SURVEILLANCE

As part of the statement on international monetary undertakings
issued with the Versailles communique the Summit partners and
especially the five SDR countries agreed to co-operate with the
IMF on its work on surveillance. This commitment has taken shape
in the form of private meetings between the Finance Ministers of
the five SDR countries and the Fund's Managing Director.

24 The first of these took place in the margins of the IMF/World
Bank meetings in Toronto. No public report was made but the
Managing Director later gave a brief summary of the discussion

to the Fund's Executive Directors. He reported that the Fund

had played a useful role in these discussions and that the pur-

pose of thefmeetings in promoting greater awareness and understanding
had been fully realised.

9 You will remember that de Larosiere prepared a short personal
paper for the G5 meeting in Toronto which we found disappointing
but which the Americans found quite acceptable. The paper noted
the progress already made in reducing inflation but urged the G5
countries to aim for a further reduction to around 3-5 per cent.
At the time he singled out France and the UK as examples where
further efforts were required. He warned G5 countries against
any policy relaxation, mentioned the need for a cautious US mon-
etary policy and for firm action to be taken except perhaps by
Japan to reduce deficits.

4, It was a disappointment in that it did not take up the ques-
tion of how the G5 countries should co-ordinate their policies.
Nor did it point out where the main onus of adjustment should lie.
It should have indicated the appropriate policy stance and the
main policy adjustments that individual countries needed to secure
the health of the world economy and to minimise the disruptive
efforts of monetary and exchange rate instability. As it did not
address these issues satisfactorily it might be worth raising the
possibility of Larosiere producing another better paper.

CONFIDENTIAL
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CONFIDENTIAL

5. Inflation has been brought down everywhere and Larosiere's
3-5 per cent target, contrary to impressions in September,

now may be almost within reach for all SDR countries except
France.

6. Perhaps one of the major factors likely to provoke exchange
rate realignments in the immediate future is the prospective
current account imbalance among the major economies. The growing
US deficit together with the large surplus forecast for Japan and
Germany will, other things being equal, lead to downward pressure
on the dollar and upward pressure on the yen and the DM. Any
further falls in US interest rates not matched by falls in Japan
and Germany could tend to accentuate these developments. A rising
DM could put EMS pressures on the French franc.

7. No date has been set for the next meeting with Larosiere,
although it has in principle been understood that the group should
meet at least once a year and perhaps every six months. The next
Interim Committee meeting, possibly around the middle of February,
will be heavily preoccupied with the IMF quota review. This might
suggest that a G5 Ministers' meeting in the spring would provide

a more suitable opportunity for a discussion with Larosiere prior
to reporting back to the Williamsburg Summit.

2
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CONFIDENTIAL
JURGENSEN GROUP: STATE OF PLAY

After the approval in Toronto of its work programme and the proposed
outline of its Beport, the Group has been making its way through a
substantial quantity of individual country studies, case studies

and empiric (academic) studies.

2. This process is now largely complete. The Group has next to
try to consider what general conclusions can fairly be drawn from
this material and agree how it might be expressed. Work has begun
on the drafting of the Group's Report and there has already been
some discussion of the relatively uncontroversial initial sections
eg on objectives of intervention. The next meeting of the Group
is planned for 16-17 December and two final meetings are scheduled
for January 1983.

Ba Although the quality of the studies has generally been high
and the Group has kept doggedly at its task, it seems unlikely at
this stage that the conclusions it reaches will be either unexpected
or enormously profound. Nor does it seem likely that it would move
the Americans to adopt a significantly more liberal view of the
merits of intervention. On the other hand on present form the
balance of the analysis seems likely to be well in line with the
stance of UK policy in this area. The Report seems likely, for
example, to endorse a smoothing role for intervention but to be

a good deal more sceptical about any more substantial role in the
determination of the level of exchange rates over time.

4, The Group has not yet seriously addressed the question of how
best to distil the outcome of its work in a convenient form for
Ministers or such questions as public presentation. On the latter
point there may well be a disposition in due course to seek
agreement to publication of at least some of the underlying studies.
Deputies will no doubt wish to consider some of these points. The
position is complicated by the likely acceleration of the Interim
Committee timetable. ©Some special arrangements may need to be made
for Ministerial consideration of this work before the Williamsburg

Summit.

CONFIDENTIAL
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TELEGRAM NUMBER 277 OF 6 DECEhu
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Z DEC 82.

YUGOSLAV-IA: ECONOMIC CRISIS.

1. WHITTOME (EUROPEAN DEPARTMENT) ASKED ABOUT PROGRESS AT THE
PARIS MEETING ON 2 DECEMEER. HAVING CHECKED W ITH LITTLER, |
Hit A RESUME OF THE MALM POINTS [N YOUR TELNO 183.

2. WHITTCHME THANKED ME FOR IHFORMAT ION,. HE WAS CONCEh”En

THIS

THAT THE US WERE GIV.ING THE YUGOSLAVS AN UNDULY STRONG [MPRESSIOM
THAT THE US WAS PREPARED TO HELP TIDE OVER THE LIQUIDITY CRISIS.
A YUGOSLAV DELEGATION .IN WASHINGTON LAST WEEK HAD BEEN ''TREATED

ROYALLY''. THIS WAS NOT MAKING
A NEW FUND PROGRAMME. HE TOOK NOTE THAT OTHERS AT THE PARIS
MEETING HAD ADV.ISED AT LEAST AN ELEMENT OF RESCHEDULING AND
COMMENTED THAT RESCHEDULING WOULD FURTHER STRENGTHEN THE NEED
FOR ADJUSTMENT BECAUSE OF THE NEED TO FINANCE DOWMNPAYMENTS,
WHEREAS A PACKAGE ENTIRELY COMNSISTING OF NEW MOMEY WOULD
PRESENT A SOMEWHAT EASIER OPTION FOR THE YUGOSLAVS.

{N BELGRADE AT THE
DECEMBER.

3. WHITTOME (INTENDS TO JOIN THE FUND TEAM
END OF THIS WEEK, LEAVING VWASHINGTON AT NOOM ON 10

HE SPECULATED THAT G5 MIWISTERS MIGHT DISCUSS YUGOSLAVIIA AT THEIR

MEETING ON 9 DECEMBER AND HOPED THAT HE WOULD SOMEHOW HEAR
THE OUTCOME OF THAT DtSCUSSI{ON, IF MNECESSARY THROUGH THE
US EMBASSY i EELGRADE.

4, FCO PLEASE ADVANCE TO LITTLER AND LAVELLE

CONFIDENTIALgumcason,

GAVE

IT ANY EASIER TO GET AGREEMENT OM

TREASURY

(HMT), P J.BULL

(BANK OF ENGLAND) AND APPLEYARD (ERD).
TAYLOR
ADVANCED AS REQUESTED

%%%%TED NEWS D ADDITIONAL DISTRIBUTION
ECD(E%NIT ::%FO . EASTERN EUROPEAN ECONOMIC
gigE PS/MR RIFKIND
SED PS/PUS
WED SIR J BULLARD
ESID MR EVANS
TAED MR GOODISON

TAFF MR THOMAS
g%ﬁNmNG . MR HANNAY

MR HAYES

PUSD
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covering SECRET

FROM: A R H BOTTRILL
DATE: 6 DECEMBER 1982

B

1. SIR K ,@UﬁNs cc Sir D Wass
Mr Littler

2., CHANCELLOR Mr Lavelle
Mr Carey
Mrs Hedley-Miller
Mr Odling-Smee
Mr Atkinson
Mr Graham

Mr Anson (UKDEL/IMF)
PS/Governor
Mr Gilchrist (B/E)

G5 MINISTERS' MEETING, KRONBERG, 9-10 DECEMBER, 1982

The German Finance Minister, Dr Stoltenberg,has circulated an
annotated agenda for this meeting. This steering brief and the
individual briefs, therefore, follow the order in that. A copy
of the agenda is attached at Flag A, together with a record of the
G5 Deputies' meeting in Washington on 10 November which provides
the main relevant reference document.

IMF matters

25 There are two key points to the meeting. The first is totest-
ablish whether broad G5 agreement can be reached on the main issues
surrounding the Quota Review. The second is to consider whether
any agreed package can command sufficient support among other Fund
members to justify an early meeting of the Interim Committee in
January/February.

B The main issues are:

(i) The size of the quota increase (Flag B): The US still
wants to limit the increase to SDR 85 billion, but the other
G5 members would be prepared if necessary to raise quotas as
high as SDR 100 billion. It depends partly on the size of
any extra borrowing arrangement. On tactics, we may need to
find out whether the US might be prepared at a later stage
to accept a larger quota increase if that would make it easier

for the LDCs to accept a reduced quota share or lower access
limits. It may be useful for G5 to keep in reserve some
bargaining counters like this.

SECRET
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SECRET

(ii) Special borrowing arrangement (Flag C): We have

been strong advocates of a review of the GAB and can welcome
inclusion in the package of a new borrowing arrangement with
'windows' for both existing participants and for the Fund on
behalf of other borrowers. A figure of SDR 20 billion would
seem appropriate if both needs are to be met, as long as the
UK share is not too great. Our share has fallen over the
years to about 8 per cent. Illustrative US calculations based
on GDP and reserves suggest this is about right but figures
based on quotas would be higher.

(iii) Distribution of quota shares (Flag D): We have favoured
publicly the Australian approach (method 3) which would allocate
the increase in quotas in line with calculated quota shares.

It is fair and stmightforward. Others have advocated an equi-

proportional element. This causes us no difficulty but we

have not supported it so far in the interests of keeping aboard
the Japanese who fear it dilutes further the adjustment of
quota shares (in their favour).

(iv)  Access to IMF resources (Flag E): We believe that
access limits should be reviewed in the light of the results
of the quota exercise with a view to phasing out enlarged
access gradually as the need for it declines. This should
be possible perhaps by the time of the Ninth Quota Review,
and suggests the need possibly for a review mid-way through
the Eight Quota period. As a first step, access limits may

need to be scaled down from the present 450 per cent multiple
of quota but we recognise the need to safeguard access in

cash termsigggeg%% members. At G5 Deputies, we suggested that
a minimum/of 20 per cent in access for all members might be
needed to secure LDC agreement. The Executive Board, however,
has not addressed this question and attempts at G5 agreement
are probably premature. The best arrangement would be to

try to shelve discussion of this until after the Interim
Committee agrees the main package, but this may not be possible
if LDCs insist.
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SECRET

(v) Other items - remuneration, charges subscriptions and
timetable (Flag F ): Questions of remuneration, charges and
subscription payments are probably best left to the Executive
Board rather than tacked onto the main package. On timetable,
we believe that a date of mid-1984 rather than end-1983 is
more realistic.

4, It will be important to bear in mind throughout the G5 dis-
cussions that any package will need to be acceptable to other Fund
members, particularly among the developing countries. The
Chancellor, as likely chairman of the next Interim Committee meeting,
will have a strong interest in ensuring that the G5 package can
command a broad measure of support. The LDC reaction to the put-
ative G5 proposals has so far been muted but it is not difficult
to see some potential sticking points. The main ones are likely
to be resistance to reduction in quota share or in access limits
by those countries such as India which stand to lose elther votes
or find their future access to flnance curtailed. .

C— : R \

o 28 G5 Ministers will need to consider in consultation with the
Managing Director, how the package might best be presented to other
Fund Members. One possibility would be to table the G5 proposals
at the Executive Board to seek reactions. Another would be to

ask Larosiere to take informal soundings. A Board discussion
might be the most open way. Reliance on Larosiere might tend to
cast him in the role as potential broker between G5 and the LDCs,
although his good offices would be useful. In either event, the
Chancellor may need to avoid being too closely identified with the
G5 package if he is also to be chairman.

6. The timing of any early Interim Committee meeting will depend
on obtaining sufficient support from both industrial and non-
industrial countries for the package. There is a balance to be
struck between maintaining momentum and securing consensus. The
Executive Board is already scheduled to discuss the distribution of
quotas again in early January. It also seems unlikely that LDC

and OPEC reactions to any G5 proposals will be clear before then.
An Interim Committee in February then would be perhaps the best
that could be hoped for. Snags over distribution or access could
even jeopardise this. On the other hand, pressures in the real

world could reinforce the case for an early move to boost confidence.

2
SECRET
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Country questions

Te Dr Stoltenberg has suggested that Ministers discuss
Yugoslavia, Mexico, Argentina.and Brazil. You have seen

Mr Littler's note of 3 December recording last week's discussions
about Yugoslavia inParis and he promised you a separate fuller
note. Mexico has signed a letter of intent with the IMF in
connection with its application for a SDR 3% billion loan over
three years. The terms, however, are too imprecise to be wholly
satisfactory and have been poorly received by commercial banks.

We shall be seeking clarification from the Fund. On Brazil, you
will be aware that an approach has been made to the Fund for a
CFF drawing of SDR 500 million and a three-year EFF loan of

SDR 4% billion. The Brazilians are also seeking more immediate
help from industrial countries to /meet an alleged short-term need
for liquidity. We shall be seeking to ensure that negotiation of
a Brazilian programme with the Fund is not as fraught as the
Mexican case. Argentina is seeking SDR 1% billion from the Fund
and has also signed a letter of intent. We have not seen details

yet. Background notes on these and other problem countries are at
Flag G .

Multilateral surveillance

9. The Toronto meeting with Larosiere to discuss the policies

of G5 countries was not wholly satisfactory, and we should perhaps
seek a better paper from him next time. This should try to suggest
how the balance of policies might be improved both for the group
as a whole and for individual countries. The Jurgensen study of
intervention in the foreign exchange markets is scheduled to have
its final meetings in January. Ministers will want to discuss
both topics probably at a future meeting. An early Interim
Committee might be too preoccupied with the quota package. This
suggests perhaps a spring meeting ahead of the Williamsburg Summit.
Briefs on both surveillance and Jurgensen are at Flag H .
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SECRET

Economic prospects and policies

10. Dr Stoltenberg has relegated this to an optional item

'if time permits', but it seems unlikely that Ministers will not
want to spend some time on the present economic situation, par-
ticularly in view of the sharp downward revision to forecasts
for 1983 since the Toronto meeting. We have argued the case for
the need to assess the impact of policies carefully in this situ-
ation and to pursue both monetary and fiscal policies flexibly
within the broad framework of the strategy to reduce inflation.
The new weakness of the dollar and old fact of the growing US
budget deficit are two themes which may attract attention. A
brief is at Flag J,

GATT _
11. Mr Regan may raise this. A defensive brief is at Flag K.
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CONFIDEN&IAL QL&A\MLHﬂf/

FROM: A R H BOTTRILL
DATE: 7 DECEMBER 1982

SIR K COUZENS cc Mr Lavelle

AMENDED US PROPOSALS FOR GAB

Dini has circulated the attached note from Sprinkel, spelling out
US ideas on what the Fund package should contain and full details
of the US proposals for a revised GAB. Although the note is add-
ressed to G10 Deputies it is likely to colour discussions among
G5 Ministers.

2, The note is very much as predicted. Much of it we agree with
or can go along with. Points of interest or difficulty for us are:

a. The US want agreement (at least within G10) on all elements
of the package before the Interim Committee meeting. But some
of these (remuneration, payment of quota subscription) cannot
really be dealt with even in principle without a Fund paper.

And it is tactically wiser to leave as much of the dis-

cussion on access limits until after the package has been
discussed at the Interim Committee.

b. Para 2. We do not rule out participation in the G10/GAB
being extended to Australia, and possibly Spain.

c. Para 4. To maintain better control over access by non-
participants, we are suggesting that activation for a series
of coﬁntries should be for a year at a time, and not open-
ended.

d. Para 6. The US are irritatingly talking now of SDR 15-Z9
billion, ie no higher than US & 20 billion.

e. Para 7. The US illustrative examples give us a much
lower share than we feared (8 per cent for GDP/non-gold
reserves key; 9 per cent for calculated quotas key). The
Japanese and Germans will probably argue that our share should

be higher. - ;A-]%fnif( i
: : | A BOTTRILL
Xiigh % CONFIDENTIAL
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MESSAGE FOR LAMBERTO DINI AND G1O DEPUTIES
FROM UNDER SECRETARY SPRINKEL AND GOVERNOR WALLICH

Dear Lamberto:

Pursuant to our discussion at the GlO Deputies meeting on
November 29 1982 we enclose a proposed outline of the main
elements of a revised and expanded general arrangements to

borrow.

This outline attempts to reflect the principal points made at
the meeting and the general sense of direction that appeared

to emerge from the discussion. The outline assumes that
modifications of the GAB would be kept to the minimum necessary
to achieve desired changes, but does not suggest specific
drafting changes that would need to be made in the existing

GAB agreement. To help facilitate our discussions, we have
asked the IMF staff to prepare and provide to us prior to our
next meeting draft amendments to the GAB decision and»associated

letter that would give effect to the outline we have proposed.

The United States would be prepared to support a modification

of the GAB along the lines set forth in the enclosed outline.
But as we indicated during the discussion November 29, our
support would be contingent upon reaching agrxeement on an overall
package of measures. We believe that --- in addition to an
expanded GAB --- there needs to be a clear understanding within
the Gfoup on the following elements of a comprehensive package:
(1) the size and distribution of the quota increase;

(2) changes in enlarged access policy;

(3) changes in éccess under, and the conditionality of, the
compensatory financing facility;

(4) adjus£ments to the rate of remuneration and IMF charges

on ordinary resources; and

(5)° the payment of the quota subscription.

We recognise that you and others are concerned that Ministers
not be bufdened with unnecessary detail at the Interim Committee.

We dovnot believe it is necessary that all of these elements be

-
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discussed in detail at the Interim Committee, but we do feel
that agreement on these other elements at the same time is
essential in order to move ahead on the quota increase and GAB
expansion. The details of some of these matters can, of

course - as you indicated - be sorted out in the executive board,
but agreement among us in principle on all elements should in .
our view be reached by the time of the Interim Committee

meeting.

We would appreciate it if you would circulate this note and
outline to the Deputies (we are providing it to the Gl10
Executive Directors here in Washington). We hope that this will

help provide a basis for our next discussion on these issues.
Sincerely, BERYL W. SPRINKEL, HENRY C. WALLICH

cc: Managing Director De Larosiere

Text of enclosure follows:

Proposed outline of main elements of a revised and expanded

general arrangements to borrow.

1 CONCEPT. IMF quotas would remain the principal source of
IMF resourcés to meet the ordinary balance of payments financing
requirements of its members. The broad purpose of the GAB
would remain to supplement the IMF's resources if needed, to
forestall or cope with an impairment of the international
monetary system. The arrangements would provide standby lines
of credit in favour of the IMF which could be activated to
finance or help finance IMF drawings by any IMF member country,
under prescribed circumstances,to deal with extraordinary
situations that could pose a threat to the stability of the
international monetary system. Conditions and procedures for
-activation by participants would be unchanged: e.g. the GAB
could be activated to finance reserve tranchedrawings by
pa;ticipants. In order to insure the liquidity of reserve
claims on the IMF arising in part from extensions of credit

by participants to the IMF unger the arrangements. ' The

arrangements could be activated to finance IMF drawings by

- 3 -
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non-participants only in conjunction with upper credit
tranche or extended Fund facility programs. Activation
would not be effective in advance of IMF Executive Board

approval of such programs.

2. - PARTICIPATION. Participation would remain unchanged at
present. However, it would be envisaged that a number of
~countries not participants in the GAB but willing to make a
commitment could establish parallel arrangements for lending

to the IMF that could be called upon under the same circumstances
that apply to the GAB. The minimum for new adherents should
probably be raised significantly.

3. CRITERIA FOR ACTIVATION FOR NON-PARTICIPANTS.

(A) Unlike the present GAB, whose use is limited to financing .
IMF drawings by countries that participate in the GAB, the
revised GAB could be activated to finance IMF drawings by other

IMF member countries if the following criteria were met:-

(1) that a potential systemic threat requiring additional IMF
resources existed (this might involve a potential IMF request
by a single country or a series of countries with balance of
payments problems a character or size that could pose a threat
to the stability of the international monetary system;

(IT) the possible financing

4,
(III) theresources would be used in conjunction with upper

credit tranche or extended fund facility programs.

(B) DECISIONS ON ACTIVATION OF THE ARRANGEMENT WOULD PAY DUE
REGARD TO THE POTENTIAL FOR CALLS ON THE ARRANGEMENT TO FINANCE
IMF DRAWINGS BY PARTICIPANTS IN THE ARRANGEMENT.

4. Prdcedures for activation for non-participants.
| Procedures for calls, voting and activation could be as set
out in paragraphs 6 and 7 of the existing Executive Board |
decision on the GAB and the supporting letter from Minister
Baumgartner of December 15 1961, except that agreed criteria
for activation, would be reflected in these paragraphs;
procedures fd}Learly consultations between the Managing Director
and pa;ticipants on the possibility of ractivating the

....3_
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arrangements would need to be assured; the need for consultative
meetings and reviews as described in paragraph (F) of the
Baumgartner letter might be modified.

5, TERMS AND CONDITIONS. Obligations under the arrangement
would be denominated in SDR. Advances to the IMF under the
arrangement would earn interest at the average of interest rates
on fivé—year Government securities in the countries whose
currencies comprise the SDR, and the % per cent charge now levied
would be eliminated. All other provisions relating to evidence
of indebtedness, interest and charges, use of borrowed currency,
repayment by the Fund, rates of exchange, transferability and
notices, would be as set forth in paragraphs 8-14 of the |

existing GAB decision.

6. SIZE. The size of the arrangement would be of the order
of SDR 15-19 billion, taking into account existing GAB
commitments, the size of the quota increase and the desire

to provide a credible back-up arrangement for the IMF.

b SHARES. The financing obligations of individual
participants should be broadly reflective of their size and

rcles in' the international economy and of their ability to
provide financing to the IMF. Numerous "keys" have been
suggested and discussed in the past. One kéy that suggests
itself in particular, as indicative of these considerations,
would be based on an average of shares of GDP and foreign
reser&es excluding gold. Others have suggested that calculated
IMF quotas, or IMF quotas effective after the current increase,
might serve as an appropriate key. No such keys are
necessarily a determinant of precise participation. However,
they can serve as the basis for discussion, which would presumably
take into account participation in other lending arrangements
vis—a-vis the IMF such as the supplementary financing facility.
Illustratlve tables of participation for present GAB participants
and Switzérland, based on SDR 15 billion and SDR 18.7 billion
arrangements and keys based on shares of GDP/non4golé reserves
and calculated quotas, are attached The agreement of other

countries to provide flnanc1ng to the IMF in parallsl with the

- gk e
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GAB could augment the amounts available or affect the

commitments suggested in these tables.

8. ENTRY INTO FORCE. The expansion of the GAB would take
effect when it had been adhered to by at least seven countries

with credit lines amounting to not less than 80 per cent of the

agreed total.

TABLE 1. Illustrative participation in expanded general

arrangements to borrow (SDR millions)

(AA)
ASSUMPTIONS: SIZE -- SDR 18.7 billion (20 billion equivalent)

KEY -- average of shares of GDP and non-gold reserves (BB)
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PRESENT GAB NEW GAB INCREASE IN
COUNTRY COMMITMENT  COMMITMENT  GAB COMMITTMENT
BELGIUM 1L2.5 1110, 3 267.8
CANADA 162,2 522, 2 360.0
FRANCE 3.7 1,715. 9 1,321,2
GERMANY 1,527.7 3.,5006. 4 1,978.7
§ TALY 234, @ 1, L92.1 1,257.2
JAPAN 1,227, } 2,353.6 1,626,5
NE THERLANDS 284, 2 708.7 1BheH
SWEDEN 78,5 35he Ly 275. 9
SWITZERLAND 372.1 : 876.6 504.5
UNITED KINGDOM 573.7 1,482, 1. 918, L
UNITED STATES 1 , 865, 1 L,718.7 2,85
TOTAL 6,822.7 18,550,8 11,828.3

TABLE 2 lLLUSTRAthE PARTICIPATION IN EXPANDED GENERAL

RRANGEMENTS TO BORROW (SOR MILLIONS) (AA)
ASSUMPTIONS: SIZE -- SDR 15 BILLION= KEY ~-- AVERAGE OF
SHARES OF GDP AND NON-GOLD RESERVES (BB) : PRESENT GAB

NEW GAB INCREASE IN _

QUNTRY COMMITMENT  COMMITMENT GAB COMMITMENT
BELGIUM 142.5 . 330,0 187.5
CANADA 162.2 5L20.0 257.8
FRANCE 39,.7 1, 380.0 B5H, 3
GERMANY 1,527.7 2,820.0 1,292, 3
1 TALY 23, 9 1,200.0 65, 1
JAPAN 1,227, 1 2,295.0 1,057. 9
NETHERLANDS 24h.2 570.0 325, 8
SWEDEN 78.5 285.0 206.5
SWITZERLAND - 372, 1 705,0 332, 9
UNITED KINGDOM 573.7 1,200.0 62643
UNITED STATES 1, 865. 1 3,795.0 1, 929, 9

TOTAL 6,822.7 15, 000 8,177.3
TABLE 3:  1TLLUSTRATIVE PART!CIF\u‘ON .N EXPANDED GENERAL

ARRANGEMENTS TO BORROW (SDR MILLIGONS)
SIZE -- SDR 18,7 BILLIOM

ASSUMPTIONS ¢

(AA)
(20 BlLLlON

EQUIVALENT)_ KtY - LALCULATED QUOTAS (BB)
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BELGIUM - 142.5 £76.6 734. 1
CANADA 162.2 895.2 7334 G
FRANCE 3¢, 7 1,800, 1 1,510 4
GERMANY 1,527.7 2,667.1 1, 1394
VTALY 23, © 1,193, 7 %58.8
JAPAN 1,227, 1 2,163.5 936. 44
NETHERLANDS 2Ll 2 B85 Ul 3
SWEDEN 78.5 o hu7.6 369, 1
SWITZERLAND 372, 1 932.5 560, 4
UNTTED KiNGDOM 573.7 1,678.6 1,104. 9
UNITED STATES 1,865, 1 L, 98 3,133, 3
TOTAL 6,822,7 18,650.8 11,828, 1

TABLE U4 ILLUSTRAY!VE PARTICIPATION IN EXPANDED GENERAL
ARRANGEMENTS TG BORROW (SDR MILLIONS) (AA)

ASSUMPTIONS: SIZE -- SDR 15 BILLION= KEY -- CALCULATED
QUOTAS (8B) ' . ‘

PRESENT GAB NEW GAB INCREASE IN
CUNTRY COMMITMENT  COMMITMENT GAB COMMITMENT
BELGIUM 42,5 - - . 705.0 5562.5
CANADA 162, 2 - 720.0 557.8
FRANCE 39,7 1, 455.0 1,060. %
GERMANY 1:,527.7 2, 14,5.,0 617.3
ITALY 234, 9 960.0 725, 1
JAPAN 1,227.1 1, 740. 0 512, 9
NETHERLANDS 2k, 2 795, 0 5508
SWEDEN 78.5 260.0 281.5
SWITZERLAND 372, 1 750.0 377. 9
UNITED KINGDOM 5737 1,350.0 776.3
UNITED STATES 1,865. 1 4,020.0 2:54+9
TOTAL 6,822.7 15, 000, 0. 8,177.3

FOOTNOTES FOR TABLE 1: (AA) ALL FIGURES AT EXCHANGE
RATES OF SEPTEMBER 30, 1982= (BB) 180 +0= AUGUST 1982
RESERVES,

FOOTNOTES FOR TABLE 2: KAA)ALLLL FIGURES AT EXCHANGE

~RATES 0OF SEPTEMBER 30, 1982= (BB) 1980 GOP= AUGUST 1<d2
*RESERVES.,

FOOTNOTES FOR TABLE 3: (AA)-ALL FIGURES AT EXCHANGE
RATES OF SEPTEMBER 30, 1682: (B8B) 1AASSUMED SWISS SHARE OF
5 PERCENT, :

FOOTNQTES FOR TABLE Lk: iKAA) ALL FIGURES AT EXCHANGE

' RATES OF SEPTEMBER 30, 1982= (BB)AASSUMED SW!SS SHARE OF

5 PERCENT., (T PR R i s e R
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CHANCELLOR OF THE EXCHEQUER -
e ) ’f/ﬂ W}
Yugoslavia: Economic Crisis )L{V/ﬁzun&ch‘
N LeatiX .
17 At our meeting yesterday we touched on the outcome of

the meeting in Paris on 2 December of officials of Yugoslavia's
five main Western creditors at which the Americans put forward
their proposal for a special assistance package to help
Yugoslavia overcome its acute liquidity problem in the first
half of 1983. I enclose for ease of reference a copy of the
reporting telegram. The problem is on the agenda for
discussion at the traditional Berlin meeting of the French,
Germans, Americans and ourselves before the NATO Ministerial
Meeting on 9 December. I expect to come under heavy pressure
from George Shultz to take part in this operation. I also
understand that Yugoslavia is on the agenda of a meeting you
will be attending on 9 December with the Finance Ministers of

some of our closest allies.

28 As you know, the next meeting of officials of the five
countries will be in Paris on 14 December. I consider it
important that at that meeting we should be able to play a
positive part in any conclusions that might be reached about

how to assist Yugoslavia.

8. I do not underestimate the difficulties involved. But
in my view there are three reasons why we should be prepared

to provide some extra assistance for Yugoslavia:

a. the Yugoslavs have publicly set their faces against
rescheduling. They will take time to be brought round
to the view that this should comprise an element, even a

major one, of any package that might be offered them;

b. if while we are discussing the matter among ourselves, or

with the Yugoslavs, the Commercial banks call in their

/short
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short term deposits (currently about $1.6 billion) the
problem, both financially and politically will become

a great deal more difficult to manage;

(@ if, on 14 December, we are the only country not prepared
to do anything over and above debt relief for Yugoslavia,
I would expect this to get back to the Yugoslavs very
quickly with serious short term and long term economic

and political effects on our interests.

4. The sort of package I have in mind would contain, as an
essential pre-requisite, a tight IMF programme together with

an element of debt relief and some special assistance, in what-
ever form, I hope that our officials can work urgently on a
position on these lines in preparation for the 14 December
meeting. My officials will have some specific ideas to put
forward on the question of the form our special assistance

contribution might take.
by I am sending copies of this minute to the Prime Minister,

the Secretary of State for Trade, the Governor of the Bank of
England and Sir Robert Armstrong.

(FRANCIS PYM)

Foreign and Commonwealth Office
7 December 1982
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FM FCO 031300Z DEC 82

TO IMMEDIATE BELGRADE

TELEGRAM NUMBER 183 OF 3 DECEMBER

INFO IMMEDIATE COPENHAGEN (FOR EVANS AND BULLARD), UKDEL
IMF/IBRD WASHINGTON

INFO PRIORITY WASHINGTON, BONN, PARIS, ROME

INFO ROUTINE UKDEL NATO
INFO SAVING UKDEL OECD, MOSCOW

YUGOSLAVIA ¢ ECONOMIC CRISIS

SUMMARY

1. A MEETING IN PARIS ON 2 DECEMBER UNDER FRENCH
CHAIRMANSHIP, ATTENDED BY REPRESENTATIVES FROM THE UK, FRG, US
AND ITALY DISCUSSED YUGOSLAVIA'S ACUTE FINANCIAL PROBLEM.

THE UNITED STATES PROPOSED THAT,TOGETHER WITH OT%ER WESTERN

CREDITORS,DOLLARS 1 BILLION OF GOVERNMENT~BACKED FINANCIAL
ASSISTANCE SHOULD BE MADE AVAILABLE. THE US WAS PREPARED

TO COMMIT ITSELF IN PRINCIPLE TO CONTRIBUTING. NO OTHER
DELEGATION MADE A SIMILAR COMMITMENT AND OTHER OPTIONS

FOR ASSISTING YUGOSLAVIA WERE ALSO CONSIDERED, INCLUDING
RESCHEDULING IN SOME FORM. THE GROUP AGREED TO MEET AGAIN ON
14 DECEMBER TO SEE IF THERE WAS COMMON AGREEMENT

TO ASSIST YUGOSLAVIA AND IF SO IN WHAT WAY.

2. DISCUSSION COVERED THE POLITICAL, ECONOMIC AND

FINANCIAL ASPECTS OF THE PROBLEM.

POLITICAL

3. WITH THE US TAKING THE LEAD, THERE WAS AGREEMENT ON THE
STRATEGIC AND POLITICAL IMPORTANCE OF MAINTAINING YUGOSLAVIA'S
NON-ALIGNED STATUS. PAYE (FRANCE, CHAIRMAN) EMPHASISED 3

THE POLITICAL AND STRUCTURAL FRAGILITY OF YUGOSLAVIA POST-
TITO, THE ADDITIONAL STRAINS BROUGHT ABOUT BY ECONOMIC

1
CONFIDENTIAL
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AUSTERITY MEASURES NOW BEING PURSUED, THE VULNERABILITY OF
THE COUNTRY TO EASTERN PRESSURES AND THE POLITICAL SENSITIVITY
OF THE GOVERNMENT TO CERTAIN FORMS OF FINANCIAL ASSISTANCE.
ECONCMIC
y, ALL WERE AGREED THAT THERE WERE BASIC STRUCTURAL
ECONOMIC WEAKNESSES (FEDERAL STRUCTURE OF THE COUNTRY,
SELF~-MANAGEMENT SYSTEMS, ETC). THESE REQUIRED MEDIUM/
LONG TERM TREATMENT AND APPROPRIATE IMF PROGRAMME. BUT
THERE WAS AN IMMEDIATE FINANCIAL CRISIS REQUIRING URGENT
ATTENTION.
FINANCIAL
5. MEISSNER (US) SAID THE IMMEDIATE PROBLEM WAS THE
FINANCING GAP. THE MAIN ELEMENT WAS BANKING CONFIDENCE.
MORE THAN A QUICK-FIX WAS NEEDED. ANY SOLUTION SHOULD LEAD
INTO A LONGER TERM RESTRUCTURING AND CHANGES IN THE YUGOSLAV
ECONOMY. RESCHEDULING WAS NOT THE RIGHT APPROACH. IT
WOULD INCREASE LACK OF CONFIDENCE AND PRECIPITATE THE
PROBLEM WE WISHED TQO AVOID.
6. DISCUSSION TURNED TO THE FIGURES CIRCULATED BY THE
AMERICANS (COPIES BY BAG). MOST DELEGATIONS QUESTIONED THE
US ASSUMPTION ABOUT THE FINANCING GAP. MEISSNER EVENTUALLY
ACCEPTED THAT IT WOULD BE AT LEAST DOLLARS 1.5 BILLION.
SMITH (BANK OF ENGLAND) SAID THE IMF TEAM NOW IN BELGRADE
MIGHT FIND THAT IT WAS WORSE.
T MEISSNER SPELT OUT THE US PROPOSAL:
A. YUGOSLAVIA SHOULD HAVE DOLLARS 1 BILLION FOR THE FIRST
SIX MONTHS OF 1983.
B. A PUBLIC STATEMENT OF INTENT SHOULD BE MADE BY LATE
DECEMBER OR EARLY JANUARY.
C. THE FINANCIAL ASSISTANCE WOULD BE PART OF A PACKAGE
INCLUDING AN IMF PROGRAMME, YUGOSLAY UNDERTAKINGS
TO MAKE STRUCTURAL ADJUSTMENTS,AND INFORMAL UNDERSTANDINGS
WITH THE COMMERCIAL BANKS.
D. ALL HARD CURRENCY CREDITORS WOULD BE INVITED TO
CONTRIBUTE, WITH BURDEN SHARING BASED ON THE
APPROXIMATE RATIO OF PRESENT CREDIT EXPOSURE.

2
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8. FRENCH COMMENTS REVEALED A SLIGHT DIFFERENCE OF EMPHASIS
BETWEEN QUAI AND TRESOR. CAMDESSUS (TRESOR) SUGGESTED
DEFERRING A DECISION TO GIVE TIME FOR A 'PEDAGOGIC EXCHANGE'
WITH THE YUGOSLAVS IN WHICH THEY MIGHT BE BROUGHT TO
APPRECIATE THE ADVANTAGES OF RESCHEDULING. PAYE (QUAI)
STRESSED, HOWEVER, THAT SOMETHING ALSO NEEDED TO BE DONE TO \
DEAL WITH THE IMMEDIATE PROBLEM OF CONFIDENCE.

9.  SARCINELLI (ITALIAN TREASURY) SAID THAT IF THE CREDITORS
COULD CONVINCE THE MAJOR BANKS TO PROVIDE NEW LOANS THE
PROBLEM WOULD BE RESOLVED. BUT ALL BANKS MAJOR AND MINOR
WOULD NEED SIMILAR TREATMENT. HE MENTIONED SOME DEGREE

OF RESCHEDULING AS A WAY OF LOCKING IN THE BANKS. /
10.  LOECK (FRG) THOUGHT THAT RESCHEDULING AND NEW LOANS
WERE NOT ALTERNATIVES. IT WAS DIFFICULT, IF NOT IMPOSSIBLE,

TO FIND THE MEANS TO COVER THE FINANCING GAP QUICKLY.
RESCHEDULING HAD THE ADVANTAGE OF REDUCING THE AMOUNT OF
FINANCE REQUIRED. BUT IT WAS QUITE CLEAR THAT NECESSARY i
BUILDING OF CONFIDENCE COULD NOT BE SOLVED BY RESCHEDULING
ALONE:  SOME NEW MONEY WAS ALSO NEEDED.

11.  LITTLER (UK) RECOGNISED THE POLITICAL IMPORTANCE OF
HELPING YUGOSLAVIA. BUT WE SHOULD NOT RULE OUT RESCHEDULING.
THE TERM COVERED A WHOLE VARIETY OF OPTIONS. IT COULD BE
PRESENTED AND PACKAGED IN MANY WAYS. IT WOULD BE A PITY IF
THE IMF GAVE THE YUGOSLAVS THE IMPRESSION THAT RESCHEDULING,

IN WHATEVER FORM, WAS RULED OUT. IN ANY OVERALL PACKAGE

12, PAYE INITIATED A DIFFUSE DISCUSSION OF THE 'VENICE
DECLARATION' (JUNE 1980 ECONOMIC SUMMIT). HE CLAIMED THAT

IF COMMITMENTS WERE HONOURED YUGOSLAVIA WOULD OBTAIN THE
NECESSARY FUNDS. IT WAS CLEAR THAT PAYE CONSIDERED FRANCE
HAD PLAYED A FULL PART AND SAW THIS AS A WAY OF REDUCING

A FRENCH CONTRIBUTION TO ANY FUTURE PACKAGE. THE ITALIANS
DID NOT RESPOND NEGATIVELY. LOECK RESISTED THE SUGGESTION
STRONGLY. IF IT WAS PURSUED THE GERMANS WOULD WISH THE
TOTALITY OF PAST CONTRIBUTIONS TO BE TAKEN INTO CONSIDERATION.
WE SUPPORTED THEM. MEISSNER OPPOSED THE SUGGESTION ON THE

3
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GROUNDS THAT IT WOULD OPEN UP A TIME WASTING DISCUSSION OVER
BURDEN SHARING.
13. AFTER CONSIDERABLE FURTHER DISCUSSION AND ONE COR TWO
ATTEMPTS TO SUM UP, PAYE CONCLUDED THAT:

A.
B.
C.
D.
E.
F.
G
PYM

LIMITED

EESD

ECD(E)

CSCE UNIT

NAD ‘

SED

WED

ESID

TRED

PLANNING STAFF

ERD »

PUSD

o "

THE IMF MISSION MIGHT PROVIDE BETTER CURRENT

INFORMATION ABOUT THE YUGOSLAV ECONOMY, GOVERNMENTS
SHOULD HOWEVER PROCEED IN PARALLEL:

DELEGATIONS PRESENT WOULD REFER TO THEIR
GOVERNMENTS TO SEE WHETHER THEY WERE PREPARED TO
STATE THEIR INTEREST IN HELPING YUGOSLAVIA:

IF THEY WERE THEY SHOULD DEFINE WHAT TYPE OF HELP
EG PERSUADE THE COMMERCIAL BANKS TO EXTEND NEW
CREDITS: NEW GOVERNMENT MONEY SEMI-COLON OR
GOVERNMENT GUARANTEED LOANS
WHAT CONDITIONALITY SHOULD APPLY
HOW TO PRESENT A PACKAGE:
HOW TO BRING IN OTHER COUNTRIES (MEISSNER CLAIMED
TO OTHER WESTERN COUNTRIES WERE WILLING TO

CONTRIBUTE) :

THOSE PRESENT WOULD RECONVENE ON 14 DECEMBER.

NEWS D

INFORMAIION D
RS

PS/MR RIFKIND
PS/PUS

SIR J BULLARD
MR EVANS

MR GOODISON

MR THOMAS

MR HANNAY

MR HAYES

n
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SIZE OF THE QUOTA INCREASE

Points to make

Te We recognise that SDR 85 bn, in conjunction with the rest of
the package (particularly acceleration of the next quota review to
January 1989 - on which we set great store) might meet the financing

needs of the fund as currently foreseen.

2. BUT (a) we doubt that SDR 85 bn would give the right
confidence~building signals to the markets;

(b) SDR 85 bn gives very little room for selective

increases for individual members;

(¢) most unlikely that we could quickly sell SDR 85 bn
to other industrial and developing countries, so there

is the risk that entire package would be delayed.

3. Thus we prefer an increase to SDR 90-100 bn, Final position
within this range should reflect decision on size of GAB increase.

If GAB increased to only SDR 15 bn, then quota increase of SDR 100 bn
looks appropriate. With higher GAB figures, the quota increase

could be smaller.

CONFIDENTIAL



T g Dadd JAITMEQTAVOD 0L

A XANWA

HCAZAOML ATOUD HHT 4D HSI2

adpm oF =iaiod

To Fasr ordd fdriw aoidoauiinoo i L xd €8 AGE sedd eaimyoosa oW LT

ot waivet ajuup Fxea ard to woitsrelsoss ylisluoiitsg) smsiosg srii
anionsnlt adi Foesm dglm (ewoda ssey Fer sw dokdw geo - P80 visush

19989710 yifneyvus a2 bawd a1l 1o abssn

Jefa bt add avim bivow nd 28 AUd Joudd Fdwob ew (s) U .S

—— —

iededaem ol ot zlsamgiz aniblivd-somabiTmoo

avitosfos 10Y moot ol3Fil yuev asvig od ¢& Al (d)

satadoom isubivibal 10% z22ass10al

nd &8 AU (des yilotup bluoo ew Tsdd yledilins Faom (9)
ararld o2 2olrtruco zniqoleven brs [sixdaubnl daddo o

sbsysish ad bluow ausiosy exilpe ¥sdd widx odd el

=rfoftizoq isnty nd 00T-0€ 2 of azsstont ns 18Tavq ew-audT -3
-oasavoni GAD to sxiz no molatasb Josllex bivode Sghﬁq atody ﬂlﬂiiw

rrd OOF A0S to sesevoni sfowup madd nd ¢ AOZ yloo of bazssuaoni HAd Il
aagexont stoup od) 2o%Mumit AU wadatd dFiv  efsivtgotacs adool

»I0[ isma od bluocy

JAI TR TA00

()



CONFIDENTIAL

Background

L, At G5 Deputies, US advocated SDR 85 bn; UK and Germany could
accept any point within the range SDR 85-100 bn (but in our case
below SDR 90 bn only if the package was likely to attract wider
support); France SDR 90-100 bn; Japan SDR 100 bn (perhaps less

if the distribution of quota shares was right).

5 Since G5 Deputies met, the Executive Board has again considered
the question., Apart from UK Germany, and US, all Directors could
support an increase in Fund size to SDR 100-125 bn; their support
for this range did not ostensibly assume any increase in the GAB

or acceleration of implementation of both this and the next review.
If the increase in the GAB (from SDR 6% bn to SDR 15-20 bn) is

added to the sort of figures for a quota increase being canvased

in G5) the divergence between G5 and the rest is greatly narrowed.,
This is particularly so in respect of the useable addition to

Fund resources: only half a quota increase would be in useable

currencies, but most if a GAB increase,

6. Our estimate of demands upon Fund resources in the middle-late
1980's has somewhat altered qualitatively, though we emerge with the
same range of SDR 90-100 bn as before. The probably pattern is for
LDC deficits to be rather lower than we expected (reflecting more
rapid adjustment by Latin American economies ) but for the Fund

to finance : a rather larger share of them (reflecting lower growth
of commercial bank lending). We had assumed that the Ninth Quota
Increase would come into effect in 1990, and foresaw the balance

of available Fund resources falling as net lending gradually

increased., The prospect of the Ninth Quota increase being

CONFIDENTIAL
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implemented two years earlier reduces the likelihood of the Fund
running short of resources at the end of the period, and could
legitimately be grounds for a slightly lower increase in quotas

now,

7. The trade-off between the size of the GAB increase and the
size of the quota increase is only one of the factors which will
affect the final size of the Fﬁnd. Probably more important is the
willingness of the US to accept a quota increase beyond SDR 90 bn,
A further factor is the effect on quota shares and ranking. If
the quota increases are all distributed pro rata with calculated
quotas (method 3 or "Australian" method), the Japanese would
overtake the French at Jjust under SDR 95 bn and the Germans would

overtake the UK at just over SDR 95 bn.

CONFIDENTIAL
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CONFIDENTIAL
FLAG C

SPECTAL BORROWING ARRANGEMENTS

POINTS TO MAKE

(Following comments follow the order of questions in Stoltenberg's
cable).

(a) Agree that special borrowing arrangement should be part of
the package. It is a key selling point for a quota increase below
LDC expectations. It is also a wider confidence-boosting element.

(b) We favour figures at the top end of the range, and provision
for its size to be reviewed at each quota review. Even an in-
crease to SDR20 billion would hardly restore the GAB to its original
level in real terms, let alone allow it to embrace new functions.

If the facility is limited to SDR15 billion, then a quota increase
to SDR100 billion would be appropriate.

(c) Access to GAB by G10 participants should remain basically
unchanged (ie no question of having to demonstrate a crisis first,
GAB can be mobilised to finance G10 drawings of their reserve
positions). Activation of the new window for non-participants
should be confined to high-conditionality lending in times of

major strain in the international system when the Fund's quota-
based resources are insufficient. The Enlarged Access arrangements
agreed in 1980 are a good model.

(d) Procedures for activation should follow the sequence of a
proposal by the Managing Director, acceptance by the G10, but
decisions on individual countries' programmes should remain with
Executive Board. On the German reservation. There must be some
flexibility for Executive Board to decide the precise amounts of
GAB each recipient gets, perhaps even the precise list of recipients.
But there needs to be some constraint - in particular to ensure
that once the emrgency goes away, access to GAB credit is wound
down. This could be achieved by activating a round sum credit
line, but the credit line lapses after say a year, unless the
Managing Director makes a fresh proposal.

CONFIDENTIAL
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(e) We agree the need for parallel arrangements for Saudi
Arabia. We expect the Swiss to be offered full G10 membership

if and when they Jjoin the Fund. If Australia, and perhaps Spain,
also want G10 membership, it might help spread the burden more
widely. We do not have to arrive at a decision on GAB shares yet.
We sympathise with the German and Japanese view that their present
share of the GAB is too high. UK should not, however, be expected
to shoulder the same share as in 1962. GAB shares need fundamental
review. Quota shares are not a particularly good indicator of
ability to tend: reserves and GDP should be given rather greater
weight., Following the review GAB contributions should be SDR-
denominated to prevent fortuitous shifts in shares as a result of
exchange rate changes.between reviews.

(f) We prefer separate window within GAB for non-participants.
Total integration is ruled out because of different conditions of
access for participants and non-participants. Completely separate
facilities does not allow the flexibility of moving GAB resources
from the existing to the second window or vice versa depending on
the circumstances at the time.

(g) 1Interest rate may depend upon whether foreign exchange or
national currencies are provided. If foreign exchange, then market
rates are appropriate: Saudis will undoubtedly expect market rates
for their parallel contribution, and provision of foreign exchange
at less than market rates would cause legislative difficulties for
us. If national currencies (as provided now to existing GAB),

then we still prefer a market rate, since we would need to borrow
the money domestically at market rates.

- Opting out arrangements should be available as at present.

- We agree that loan claims under the GAB should be liquid and

easy to mobilise, so as to ensure their reserve asset character.
- We agree that the arrangement should be reviewed at the time

of the Ninth Quota Review. It is ,however, assumed widely that the
arrangement will be permanent (as distinct from existing bilateral
arrangements with Saudi Arabia etc ).
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CONFIDENTIAL

Background

. The US proposals have not yet been widely circulated.

Apart from the G5 Deputies' discussion, there has been a generally
satisfactory response from G10 Deputies and the EC Finance Council
dinner in November. On 2 December the US circulated documen-
tation to an informal meeting of G10 Executive Directors at the
Fund, and Dini is circulating it to G10 Deputies for their dis-
cussion on 10 December. A copy is attached at Flag

25 Discussion has so far stressed the benefits of grafting the

US ideas onto the existing GAB, partly because legislatures
(especially US Congress) may thereby look at it with less scepticism,
and partly because it removes some of the snags associated with

Mr Sprinkel's original ideas. Debate now seems to be mainly con-
centrated on the criteria for activation, the question of parti-
cipation in the new-style GAB and the question of comparative

access for participants and non-participants.

- 8 We ourselves have been strong advocates in the Fund of re-
viewing the size of the existing GAB, which has remained essentially
at its original level of SDR 6% billion since it was set up in

1962. Then, the GAB was equivalent to 60 per cent of G10 quotas,
now only 20 per cent (and less still after the Eight Quota Review).
Similarly, the GAB has fallen from 15 per cent of G10 reserves to

4 per cent.

4L, Our earlier thinking was that an increase in quotas to

SDR 90-100 billion should provide adequate resources for the

needs of non-oil developing countries in the late 1980s, but a
sufficiently large GAB (in our view SDR 15-25 billion) was still
needed to meet G10 contingencies. An enlargement of the GAB to
SDR 15-20 billion, even if its scope is extended to provide
finance for LDCs in a crisis, goes some way towards this. We
prefer SDR 20 billion (if we can get it without committing our-
selves to an unduly large share), and would like to see it further
augmented by parallel lending by Saudi Arabia.

CONFIDENTIAL
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CONFIDENTIAL

Giving it a dual role of providing resources for on-lending to LDCs
is not too troublesome. Widespread LDC deficits should not as a
general rule coincide with widespread deficits among G10 members;
and even if they did, the G10 would be free to ensure that their
own needs should be fully catered for before allowing GAB re-
sources to be lent out to non-participants., The Americans no
longer seem to envisage two independent pools of money for GAB
participants and non-participants but rather two windows into the
same facility. We can welcome this as a more flexible structure.

6. This fundamental revamping of the GAB provides a suitable
opportunity for correcting other anomalies. Interest rates on

GAB lending are far too low - the only outstanding loan (in support
of a US reserve tranche drawing) earns the Germans and Japanese

a fixed rate of only 4 per cent. Our aim was to see the interest
rate on national currencies provided through the GAB lifted to

at least the rate of remuneration earned on national currencies
provided under quota subscriptions (currently 7.57 per cent) and

to see it float with subsequent quarterly changes in the rate of
remuneration. (One point needs clarifying here - do the US envisage
the G10 providing national currencies to each other but foreign
exchange for lending to non-participants? Or are all loans to be
national currencies, or all in foreign exchange? This has some
importance because the case for a market rate of interest on

loans of foreign exchange is a strong one, particularly because

the Saudis would expect no less for their own parallel lending).

7. A second anomaly concerns the denomination of GAB obligations,
(as distinct from the denomination of the vehicle currencies).
Obligations are still expressed in national currencies, although
exchange rate changes since 1962 have significantly affected their
present values in SDR terms. There is a widespread view that
future obligations should be expressed in SDR terms. This would
bring them into line with the SDR denomination of both quota sub-
scriptions and bilateral lending to finance Enlarged Access.

CONFIDENTIAL
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CONFIDENTIAL

8. The distortions of existing GAB shares will also have to be
corrected. Thanks to exchange rate changes since 1962, the
Germans and Japanese are carrying too much of the burden, and we
are shouldering too little. I attach a table prepared by the
Bank which examines what the GAB shares might be on various
assumptions. We might be in line for about 10-12 per cent, in-
stead of the present 8 per cent. In the past GAB participation
has been seen as unattractive, and there have been frequent
wrangles over who should provide how much. Increasing the interest
rate to a market level, SDR-denomination, and clear provisions
for opting out should cut out much of the financial penalty and
risk of lending through the GAB.

9. On the issues under active discussion:

(a) Criteria for activation. We see slightly different
criteria for activating the two windows. There seems little
reason to change the criteria for activating the existing
window for GAB participants (ie a stated requirement from a
specific member for a reserve tranche drawing or a credit
drawing under any facility, where the Managing Director,
after consultation, considers that the drawing"is necessary
in order to forestall or cope with an impairment of the
international monetary system and that the Fund's resources
need to be supplemented for this purpose").

But at the second window for non-GAB participants, there
might need to be three changes. First, the wording on
"impairment of the international monetary system" could be
tightened to reflect more the view that the second window is
available only in a more serious emergency. Secondly,
drawings should only be available to finance upper credit
tranche drawings involving high conditionality and payments
imbalances which are serious in relation to quota.

CONFIDENTIAL
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CONFIDENTIAL

Thirdly, because it is undesirable that the Managing
Director should keep on coming back to the G10 for a
large number of fairly small drawings, there should be
provision for lines of credit to be made available in
round sum for periods of say a year at a time which the
Executive Board may assign to individual programmes which
fulfil the criteria. We envisage that the second window
could be activated at an early stage to finance drawings
under the Fund's existing policy of Enlarged Access.

(b) New participants in the GAB. Switzerland is a natural
member when she Jjoins the Fund, and should remain an

associate member if possible until then. Her participation
might be over and above the SDR 20 billion available from
G10 members. Australia has long been upset not to have been
invited to participate in G10 when it was set up: they would
be a useful addition to G10 counsels. They have a reasonable
case to be considered since their quota exceeds Sweden's by
more than 50 per cent. Another potential candidate might be
Spain, whose quota also exceeds Sweden's (by about 20 per
cent).

(c) Saudi Arsbia and the GAB. Larosiere believes it worth
considering whether they should be brought into closer re-
lationship with the GAB, even if they themselves might well
not want to Jjoin the G10. One possibility is that they
should have associate membership, rather like Switzerland
now. We have an open mind. We can go along with a general
G10 view that Saudi Arabia should not be offered formal
associate status, but we feel strongly that the question of
the precise relationship between the G10 and the Saudis
needs to be discussed frankly with the Saudis at an early

stage, and certainly before the Interim Committee. Larosiere
believes a visit by the Chancellor to Saudi Arabia would be
helpful.

CONFIDENTIAL
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Points to Make

1. We agree the general understandings reached at G5 Deputies (i.e. some
reduction in US and UK shares; and increase in the Japanese, and to some
extent the German shares). We emphasise need for uniform treatment of all

members, irrespective of country bloc.

2. We are hesitant about leaving the modalities, which will determine
the extent of the shift, to the Executive Board. Views there remain diverse
and wide apart. Lack of progress on this issue could delay agreement on the

package or unravel it later.

3. To improve prospects of early agreement, we feel that the distribution
techniques need to be kept simple and transparently fair. The shift towards
relative economic positions will only be a partial one at best, but less

major industrial countries coordinate their views, the shift may be further

diluted by LDC demands for a large equiproportional increase.

L, We oursleves favour the quota increase being distributed pro rata with
calculated quotas (method 3). Some compromise may be necessary, but we
would prefer concessions to be made on access to fund resources rather. than:

at the expense of uniformity in distributing the quota increase.

Background

Be Four basic distributions methods, with numerous variants, have been
considered. Method 1 allocates selective increasesi'to those countries (128)
whose calculated quotas exceed their actual quotas. Method 2 is similar,

but is limited to 106 members. Method 3, the Australian approach, distributes
the quota increase to all members pro rata wg%ﬁ?agé}gaincrease. Method 4
restricts selective quota increases to the 35 of—50 members whose actual

quota share is below their calculated quota share.

6. The following table sets out for G5 countries and main country blocs
their present quota share, and their share if all the quota increase is
distributed in relation to calculated quotas, (Method 3), or only half, or

if every member is guaranteed at least a 25% increase in quota.

CONFIDENTIAL



:
]
F

JATTMALZTHOD

Phad ) }:.“.V.ﬁ.""_ /
| HEABAONT ATOLy 0 MOITUETATEII

spd ot ainied

anics .0er) Bsbiuaal O 4o berffones anatbosiBrebmy f[utausn ol gsnas ol b
smo o1 s geseemsanb sl nk eemsewnt bags jagveds AU bao U ak coliosuwher
L5 Yo fmendeesd mroline vo} hoew safasdame ol J{aowsda asmved ad! Ineixs

«a0ld yrinnos 1o sviioagastii cevxedmom

anke-atals [fkv Auldw ,asitilishom oft nnivesl fuoda Jnsdlasd ots oW L8
auredvih niemer avsilt ouakyv Jhegod evitioexd end of (JITida aulr To fnadxs eds
it no tnomsesns valeb Hiron owsal abidt e apowiorg To Howml drsoo obiv bae

ciadal 1E [aveww o snodoss

gattudinIdEh st Feidi [onl nw ,..‘_.».f.-:-m;'rf..c. I R R a‘:t:m-galo-:q gvoromi ol o
abqewed iTrda el  JEseT vidrsaecoiscd bise lgmia dued od od bean seupinmtiosd
neel dud Jimsd 3B are Tokdwar e oef yino [fLiw aanklizcq simonooe 9vitslon
et af vmm dvEda mit Lewelv «tisdd elsafbnoos rebtinves [siviaihni wolem
souBaTornl [epoiticagotc fure eptnl 8 1ol sbasmed UL vd heiullb

3

ity sget oro heldudiwdaio antsd ansetont s*owp ol twovel savelpaun a4

aw tud G Vicansssn od vENM safmotqgrion snol W \C bortan) astoup batsluaiss
pest! raftay assviosan brnt. ot zazesoas fe shem od of Fuaokzesanes voTewal bliow

Jousewont sloun odt gnitudieialbh ot vimmtotboe To srcoogxe st Ie

i L}f:);\ﬁ

gaar aver palmmitev ouoosnrn ftiv abofiem axoftucivieih siand wuwed oY
P o . A s 4 . P N el s = * “ . - .
(29T ) spbrinuns szndd obtiusasatont switialsr solsoolls U bofsoil Lhsvehiznos

Jelinie &l 8 hodfeld  sasTopp [epfos tredd hesnxs aploup beldsiuv [eo saordw

astudivinith Jomovaus meilstviash ol f Dhodtel .arodmem 07 of befimil =i hwd

‘ R ™ .If.'\ B -
# bertad  sensevond WIGHM\Ufre slet ovg auadmom [Ls o) sasernk stoup sild

fapioe geonw asadmarn (¢ o OF afdd ot noasecank 131‘1111_:1 avitar [oa afsicdan:

o owriwild wolsd of. e1ena slowy

soreeily proun bl

"y -

goold vitmuon ofem ber Refs ron D wet Tio aden aldet nobes” ot ofdT ot

al sreevonl afoup e Tl 1 swul alstc bas gevads ofouy Jfnogeta wisidd

.

a0 L1 lad wlage To ,';i Lorfded) asdour hats Timrr o} pneftalse f selydicdeid
oty wl amserr ol &N B Jeen’ A hosipRIGUE P tedoern Tiava * i

b THA L DO

()



CONFIDENTIAL

Present SDR 90 bn SDR 100 bn SDR 100bn SDR 100 bn
share all method all method 50% method 3 all method 3
3 3 50% pro rata but minimum
with existing increase of 25%
quotas
Us 207 19.4 19.1 19.9 19.1
UK 72 6.7 6.6 6.9 6.6
GERMANY 503 6.5 6.7 6.0 647
FRANCE L7 542 Sa? 5.0 542
JAPAN L1 5.1 53 L7 5.3
Total Industrial 61.3 63.0 63.4 62.3 63,2
0il Exporters 10.9 12.0 12.2 11.6 122
NOLDCs 27.8 25.0 o 2k 26.1 2k.6
(India) (2.8) (2.2) (2.1) (2.5) (2.2)

6. We have taken as our objectives in the discussions so far the securing of
a high quota ranking for the UK (it looks as if we may well retain second
place, but in any event will not drop below third); an increase in the share
of industrial countries as a wholej; a anddistribution method which is

uniform, transparent and simple, but at the same time allows the grievances of

those most out of line to be addressed if not fully satisfied.

7. Recent Executive Board discussion has shown a wide diversity of view.
Japan and some OPEC members want selective increases to be focused more or
less exclusively on those most underendowed with quota. Those NOLDCs most
overendowed with quota (eg India) naturally enough want most of the increase
distributed equiproportionately to prevent their present share being eroded,
or alternatively an entrenched position for LDCs. Remaining Directors could
largely accept Method 3 as the basis for distributing the increases although
many including the US and France were prepared to dilute it with a significant
(50%) equiproportional element. The Germans and Canadians were prepared to go
along with a small equiproportional sweetener. One idea which met with some
industrialised country support was for a minimum increase of at least 25% for
all members; this would to some extent protect the share of the Indians and
most African members from falling too far. As the table above shows it is

a much less costly concession than a large equiproportional element.

8. Other concessions have been suggested in the past. An increase in Basic

Votes (each member has 250 Basic Votes, the quota-equivalent of which is

SDR 25 mn) would involve a change in the Articles and can be ruled out.

Most would be prepared to go along with maintaining the present number of LDC

CONFIDENTIAL
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CONFIDENTIAL

Directors in the Board, even if their v ting power is eroded: there may,

however, have to be some ie shuffling of LDC constituencies.

9. We ourselves are more inclined to make concessions on access (g.v.) than
on quota shares and voting power. But if concessions have to be made it is
desirable, first, that they do not complicate the quota distribution in a way
which entrenches existing anomalies or creates new ones; and secondly that

G5 have a better coordinated view amongst themselves of what should be offered.
Larosiere has indicated that there will need to be further Executive Board

discussions before a framework can be put to the Interim Committee.

10. Japan's position needs sensitive handling. They are likely to tie their
position on the size of the Fund and the GAB to a significant improvement in
their present quote share, and probably will not be satisfied with a quota less
than the French. Although they do not seriously threaten our own position,

the methodology they use to justify exceptional treatment for themselves would
if uniformly applied - significantly reduce our quota share. It may be that
they will eventually go along with Method 3. There are few concessions
consistent with uniformity that we can offer them. There could perhaps be an
understanding that the next quota review too would have a selective element.

But it is probably premature to suggest this.

CONFIDENTIAL
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FLAG E

ACCESS TO FUND RESOURCES

POINTS TO MAKE /\

1. We agree that access to the Fund's ordinary resources cannot
normally exceed 165% of quota.

2w Enlarged Access, involving Borrowed Resources, was established
to meet the repercussions of the second oil shock. The
repercussions have persisted longer than expected, but Enlarged
Access should be progressively wound down as the global imbalances
subside. Helpful to react a common understanding that by the time
the Ninth Quota Review is implemented (1989) we can dispense with
Enlarged Access altogether. A review mid-way through the Eighth
Quota period would facilitate a more gradual and possibly acceptable
winding down.

;1 Against this background, we see little Jjustification for French
view that same multiples of access now available should be applied
to the new, higher quotas. (This would increase cash access by
50-00% on average). Some scaling down of multiples seems necessary.
Maintaining same access in cash terms implies reducing annual

access from 150% of present quota to 100% of new quota (with a

Fund of SDR 90 bn) or 90% of new quota (with a Fund of SDR 100 bn).

4. Providing Fund conditionality is maintained, we are willing
to be a little flexible on the precise level of Enlarged Access,
and to make concessions here if it helps to secure a more uniform
shift of quotas towards relative economic positions. At the very
minimum it will probably be necessary to safeguard the existing
cash access of these LDCs who are going to lose gquota share.
Alternatively, we could go along with a 20% increase in cash access
for all. Hopefully we could be rather more generous on the
cumulative access limit (at present o00%). All this of course
depends on availability of borrowed resources to finance it.
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4. On CFF, the political difficulties of formally converting the
facility from a low-conditional to a high-conditionality one may

be considerable. A more straightforward approach, possibly as
effective, would be to continue the de facto tightening up seen over

the last year.

B Tactics There are dangers in trying to negotiate all aspects
of access as part of the package at the next Interim Committee.
Agreement on access would then require an 85% majority. Perhaps
better to finesse the detail if possible and simply get a general
understanding within the package; that as a minimum existing
access to all facilities will be maintained in cash terms for an
initial period after the Eighth Review is implemented. Details
could then be hammered out separately; this way they would
require only a 50% majority.

BACKGROUND

b. The following table sets out the three access limits in force,
at present, and the multiples required to achieve the same cash
access with a Fund of SDR 90U bn and SDR 100 bn.

Present SDR 90 bn SDR 100 bn
Programme Limit (Annual)* 150 100 90
Cumulative Limit#** 600 400 360
CFF*** 100 06 o1

Notes
*Hence limit on a maximum % year programme is 450% at present.

**Cumulative Limit is the maximum a member may have outstanding
under a succession on programmes.

***Compensatory Financing Facility. Present Limit can rise to
125% if cereals facility is involved.



and myardrevires ¢ les1ol to 29idluniilib iraioileg sdd .T9D nl .Jf\i
(5]

ven ang Viilsnoldibroo-dgid 8 od lamoidibuos-wol & motl ydilioal
ze yldisaca . doenvgae bxewraliduiscis avcw 4 .afidgasblianes ed

Teve ooz g anioeddgtl odoel ob ardl swpailaon od od bBluow ,ovidoelis

«I25Yy Jasl Bl
eroeges fa elefdopaen ol mynivxt ol Rregsnbh eve ezopl advidoel "l

«99 2 Emrod wivedal Jxem =dd JFe azeiosg sdi Yo Jvsg =28 285203 1€
gosfred Jydrzohem X8 ns ouiupes aefdl bluow zeansz oo JaswmeoT)
‘stonsy & Jom viowmiz has o'dizzcc 1i [ekledh sdl amsenitt o v8ld

gnideixe muuianin s oa Jady ;ngeﬁunn ads afd)iw “‘rbu~u~1q%
s 7ot Bured famo nl benksluisy ad "Iiw 2al ifisst {'r od massos
2itsded .bodnsmelqui 8l weiveid dJidgid edy weiin boiwag fsicink

bivow vedJ yaw eidd ;viedesasgez Jgo bersuwrd od aerdld blwucH

.

XUitofsa 400 8 vlido euiupet .
QUUOHDNDAH

(2970l af piintl smgoor aoudl odl Juo RJea aldsd moitwwllol adi o
deaos swee ol eveido= nd bheaimpeT ssiagillvwm edv bas ,Jasmsag e
L QOF HIE2 bos od OO0 02 3o bau¥ o fiiw 229008

e QO sHig nd OF€ HAz JitaneTq
oR OOk O ¢ “«([epnm/)} Jiw:l smme
Qo& Qo 00¢ Tl SRt avtdjlnuno
Po I 0oF * % o)

29 SCH
«Jitagarn Jr SOCH BI suusTPorq T=Sav & mpwixam o 6 JIgk' sonaH”
r ¥ 7 - P e ' | T ~ 7 b Ea BT v ¥ b
ynibaelizdeo svad ven Todusn & wp Dywse odd 2 diald svids!paiult*
SBEALBTEON O 40L[B88sLHS a Bosr
o agld ary Jfakl crpasri i 1 guivanald wiouiganggnolt e
ylovaf g vJMELE2RY alnaTan 1 &S



e Most programmes are nowadays financed by a package of borrowed
resources (at market rates) and ordinary, quota-based resources

(at concessional rates). The ordinary element is limited to a
maximum of 165%. It is mathematically constrained to around

this multiple, irrespective of the size of Fund, because the
availability of quota-based resources is limited (no member can

be asked to supply more than 100% of hiérquota—subscription to the
Fund). This assumes normal borrowing patterns.

8. On Enlarged Access, US, Japan and Germahy proposé cutting

the present multiple to a level which offers precisely the same
cash access as at present for the average member. This is
understandable. It reflects the view that the size of LDC deficits
should fall from now on, and should hopefully be distributed in a
more sustainable pattern once the Latin American upheavals are
properly addressed. The need for very large individual programmes
should begin to fall away as a result. But in practice this may
be difficult to sell to LDCs. At the Seventh Quota Review access
was increased in cash terms by over 10% for all members. More
importantly, in the present review there are to be selective
adjustments of quota shares for most if not all members. Maintaining
the same cash access for the average member means a loss of access
for those who lose quota share. If a quota increase to SDR 100 bn
is distributed according to the Australian method, the countries
most affected would be:-

Loss of Quota Share (%)

Sri Lanka 31
Bangladesh 30
Zimbabwe 28
Zaire 27
~ Zambia 27
Pakistan 27
Sudan 26
Ghana 26
India 26
China 20
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9. Most of these would be worried at their loss of access,
particularly those (China, Ghana, Zimbabwe) who have not already
got, or recently had, a large Fund programme. If they are to
accept such a loss of quota share, we may need to safeguard their
access by allowing them individually to draw the same cash

amount after the Review as they technically can now. An
alternative which we mooted in the G5 Deputies meeting is to allow
a 20% increase in cash access to all members.

10. There may at any rate be a case for a more generous limit

on cumulative access. This reflects the view that commercial bank
flows will grow more slowly than in the past, and the recession

may be protracted. By the mid-1980s there will be a large

number of countries who have already drawn heavily on the Fund

but whose economies are either well stuck in the doldrums of debt
and low commodity prices or who are still highly vulnerable to sudden
squalls. Examples are:

% of Present Quota
Projected Drawn at

end - 1985
Jamaica 000
Hungary 550
Turkey 490
Somalia 490
Yugoslavia 485
Zambia 465
Mexico 450
Morocco 445
Sudan 420
Pakistan 410

Gambia 400

If the Fund is to pilot them through this period, there must be some
headroom of further access available to them. On this view,

an . increase in the cumulative limit in cash terms might be
appropriate (to say 500% of new quota), irrespective of the decision
on the individual programme limit.
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11. On the CFF limit, there is a generally shared view in the G5
and Monetary Committee that CFF access should not rise automatically
as in the past. Larosiere has privately accepted the need to

limit CFF access, but believes it would be difficult to secure
agreement on a formal tightening up of CFF conditionality: he

has pointed to the more rigorous de facto application of CFF
conditionality in the last year or so.
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FLAG F

REMUNERATION AND CHARGES, SUBSCRIPTION PAYMENTS, TIMETABLE

Points to Make

1. Inclusion of remuneration and charges in the package risks overloading it,

and certainly would delay the Interim Committee beyond January/February. Besides
the case for a remuneration increase next year is strong on its own merits. Why
jeopardise it by including it in a package requiring an 85% majority, when there is
good prospect of independently securing it anyway by a simple majority in the

Executive Board?

2. Similarly the question of subscription payments should not be included the

package, but left to the Executive Board for pragmatic resolution.

3, Acceleration of the Ninth Quota Review (to secure implementation by January 1989)

is an important element of the package for us.

b, A mid-1984 target for ratification of the quota increase is more credible than
end-1983. This might not preclude an augmented GAB being put in place beforehand.

Background

5. The proposal to include in the package an increase in the rate of remuneration
and rate of return on Fund lending is an American one. It is designed presumably
for presentational purposes, ie to demonstrate to US domestic opinion that the Fund
is not an aid vehicle. There is widespread support within G10 for the rate of
remuneration on currencies seht by the Fund t6 be increased from its present 85%

to 100% of the SDR rate. This would improve the reserve asset character of reserve
position in the Fund. On the other hand it would increase the cost of Fund lending,
and ought therefore to be timed to coincide with a period (such as 1983 perhaps) in
which interest rates are falling. There is little merit in the proposal to increase
the return on Fund lending. It runs counter to the concept of the Fund as a
cooperative institution, and unnecessarily pushes up the cost of Fund money to LDCs
at a time when we are trying to encourage them to approach the Fund at an early stage

of emerging imbalances.

6. The method of subscription is clearly defined in the Articles. "Each member
shall, within a period determined by the Fund, pay 25% of the increase in SDRs, but
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tne Board of Governors may prescribe that this payment may be made, on the same

basis for all members, in whole or in part in the currencies of other members
specified, with their concurrence, by the Fund, or in the member's own currency, ...
provided that the Fund's holdings of a memberé currency shall not be increased

(above 100% of quota) ... as a result of payments by other members ..." (Article III, 3).
A quota increase of SDR 40 bn (ie to SDR 100 bn) implies a subscription of SDR 10 bn

in SDR form, against a total stock of juét over SDR 20 bn. It is just possible to
conceive of SDR subscriptions being recycled rapidly through the Fund to allow

the full SDR 10 bn to be subscribed in SDRs over a period of time. Otherwise a

partial subscription in foreign currency will be necessary: this would almost certainly
involve sterling. This largely technical issue can be left on one side for the time
being. The important thing is to avoid any presumption that a fresh SDR allocation
will be needed to allow payment of 25% of the quota increase in SDRs.

7. We are considering what legislative action is needed in the UK. Powers already
exist to ratify by order an increase in the UK quota, and an increase in the GAB
could also be ratified by order, though some of the other possible changes in the
GAB (especially the supply of foreign exchange rather than sterling) might need
primary legislation. There is a reasonable chance, that the UK could ratify the
package quite quickly, and certainly by the end of 1983 if Ministers agreed that any
primary legislation should be included within the 1983 Finance Bill (assuming of

course that early agreement is reached in the IMF).
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Lw CONFIDENTTAL
FLAG G

NOTE ON PROBLEM COUNTRIES - DECEMBER 1982

LATIN AMERICA

Argentina '

Total indebtedness is about g37 billion. Argentina is making progress in

dealing with the pressing debt problems, but there are still serious difficulties.
With mounting arrears on repayments of capital and interest, there seems no
prospect that Argentina can meet the massive debt service due in the remainder

of the year. Payments of $15 billion in principal and interest are due in

the second half of this year. Debt service arrears amounted to some $2.3 billion
at the end of June and may be building up towards %6 billion by the end of

the year. Faced with the impossibility of meeting a sizeable proportion of

these commitments the Argentines are seeking a combination of further roll-overs

and fresh credits.

2. Following negotiations, which began after the joint removal of financial
sanctions in September, Argentina reached agreement in early November with the
four main UK clearing banks on the settlement of debt service arrears built up
while the sanctions were in force. Debts of about 44O million are involved:
short term debts will be rolled over for six months from the original due date
and other debt service obligations are to be paid. This agreement helped to
clear the way for other negotiations, in particular with the IMF where they
have agreed on a letter of intent on an economic programme suppérted by a

£1.5 billion standby with the further possibility of a $500 million CFF drawing.
At the same time Argentina has reached broad agreement with a consortium of

ten international banks on the terms of a 15 month, £1.35 billion bridging loan,
three~quarters of which is expected to be dispersed in December or January
ahead of the first drawing under the proposed IMF package. Argentina has also
applied for assistance (reported as $750 million) from the BIS.

3. However, the banking consortium has made their facility conditional on
other forms of support. The draw-down of the first tranche (Z600 million)
of the bridging credit is conditional not only on the implementation of the
Argentine agreement with the British banks but also, reportedly, on the
achievement of assistance from the BIS. The second tranche (Z400 million)

would be released only after the IMF has formally approved the economic

CONFIDENTIAL
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CONFIDENTIAL

adjustment programme. Any delay in the conclusion of an IMF agreement could
push back even further the major rescheduling which appears inevitable, but

which the Argentines still seem intent on avoiding. ECGD remain off cover.

Brazil ( yee wa ke (;,-mlf. v CJ>

4, The Brazilian official estimate of medium and long term foreign debt at .

the end of 1982 is £72 billion. Previous estimates that short term debt would

amount to a further ®8 billion now seem too low: total indebtedness now seems

likely to be almost $90 billion. The government was forced to introduce a
series of emergency measures from mid-September in a belated response to an
increasing current account deficit, expected to reach g14 billion in 1982.

The measures reflected the need to retain international banking confidence

in order to meet the higher than expected 1982 borrowing requirement and reduce
the country's vulnerability to the knock-on effects of the debt servicing

difficulties facing other Latin American countries.

Be The recognition by the Brazilian authorities that they could not raise
the funds necessary to meet their external obligations in the final quarter of
the year, led them to embark on a series of fund raising missions to various
financial centres. In late October and early November short term bridging
finance of up to #1 billion was reportedly raised from US banks to avert a
major liquidity crisis. Short term credits are also beimggmﬁkffrom Buropean
banks.

6. Following the elections on 15 November, Brazil has approached the IMF
for support, requesting an immediate CFF drawing of SDR 500 million (£535 million)
and an EFF over three years of SDR 4% billion (#4.8 billion). ECGD remains

open for cover, but new commitments are being carefully controlled.

Cuba

7. Debts are small but rescheduling negotiations are currently in progress .
with Western creditors. Total indebtedness is about g3 billion which includes
substantial debts to the Soviet bleck. The Cuban authorities formally approached

the UK and other Western creditor countries at the end of August to request

a rescheduling of medium and long term debts amounting to over g1 billion.

We and other creditors have insisted on multilateral negotiations. Cubabk

non-membership of the IMF is a complicating factor. A team representing

CONFIDENTIAL
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Western creditors, headed by Spain (the major creditor), has been in Cuba
discussing the economic package that would support any rescheduling agreement.
They reported back to the Paris Club at the end of November. Provisionally,
the UK view was that rescheduling hardly seemed justified: the economic
ajdustment measures required to enable Cuba to meet her debts seems minimal
by comparison with other countries requesting rescheduling. The UK is not

a major creditor. ECGD is off cover.

Mexico

8. Total indebtedness is about #HO billion. (It was #/7.9 billion at the

end of August 1982.) Mexico's difficultiea in raising finance and their
inability to halt substantial capital outflows suddenly ceme to a head iﬁ
August and the authorities appealed to international institutions and
governments for emergency help. In additon to ﬁexico's own economic measures,
international assistance included several forms of support including a

BIS bridging facility in which the Bank of England participated with a Treasury
indemnity. The three tranches of the BIS loan are dependent on the progress
towards an IMF arrangement and its implementation. The first tranche has been
fully drawn. The second has been made available (conditionally - because of
slow progress in the IMF talks) but this has not been announced. Longer term
support must come from the IMF in conjunction with an economic adjuatméht‘to
programme that will have to be severe. A letter of intent has been signed but
the terms are too imprecise for it to be wholly satisfactory. The next stage
is for the arrangements to be put to the IMF Executive Board on 23 December,

by which time we would hope there will be a more specific economic adjustment
programme for approval. The Mexican application is for a facility of $3%.8 billi
over three years.

9. An agreement made in August with private banks deferring for 90 days
repayment of capital on public sector debt (excluding debt .guaranteed by other
countries' export credit agencies) expired on 23 November but was extended for
a further four months. The IMF Managing - Director met commercial bankers
recently to explain IMF intentions towards Mexico and to emphasize the need
for commercial banks to play their part in maintaining some flow of credit.
Reports suggest that this was not very well received initially by the banka.
There is a risk that they might expect a corresponding contribution from .
Central Banks in the form of an extention of the BIS facility. It is not known
whether the Mexicans will ask to reschedule their officially guaranteed debts,

but they have not done so yet. ECGD remains technically on cover, but with a

limit that allows very little new business.

10. The change in the Presidency has been an added complication in handling
this crisis. President De La Madrid succeeded President Lopez Portillo on
1 December.
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EASTERN EUROPE

East Germany - GDR

11. Total indebtedness has been as high as $16 billion but is probably now
declining at some considerable cost in terms of economic disruption. Existing
undrawn credit facilities remain sizeable but are being taken up at an
increasing rate. However, GDR is unable to raise substantial new credits

from Westem banks. Figures recently released by the BIS show that gross

debts to BIS banks (excluding banks in West Germany) have declined from over
#10 billion at the end of December 1981 to 82 billion at the end of June 1982.
The decline is at least partly due to savage cutbacks in imports, which cannot
be sustained indefinitely. Payments delays and approaches to suppliers for
longer than normal credit terms have become more frequent. We understand,

in confidence, that an approach has been made to the West German Government
for assistance in raising a deutschmark financing credit equivalent to some
#1.5 billion. Serious debt servicing problems (and perhaps rescheduling)

are still possible. ECGD has introduced tighter market limits but is still

on covere.

Hungary

12. Total convertible currency indebtedness was 7.4 billion at the end of
June 1982 having fallen from #8.7 billion at the end of December 1981.
Hungary has been helped over short term liquidity prob%gm%.this year by

several tranches of bridging finance from the BIS in/fh;?Bank of England
participated (without official guarantees). The amount outstanding at any

one time has varied but is currentflyf400 million of which the Bank share is

10 per cent. 1In response to a deteriorating convertible currency balance

of payments position, and under the aegis of the IMF,the Hungarians have
introduced a nuimber of measures, including devaluation and increases in consumer
prices, but even so are having to take additional administrative measures

to curb imports. On 8 December the IMF Board will meet to approve an economic
adjustment programme supported by a 13 month standby of SDR 475 million and
a CFF of SDR 72 million (together equivalent to some $585 million). However,
Hungary still faces a substantial debt burden over the next few yeafs. The
country will remain highly vulnerable to the weakness of banking confidence

in Bastern Europe until large enough current account surpluses are achieved
to repay some maturing debt and rebuild reserves. ECGD commitments are modest

and under tight control.

CONFIDENTIAL
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Poland

13. Total convertible currency indebtedness is about %27 billion. Banks

and official creditors both negotiated rescheduling agreements in respect

of debts due in 1981. Following the declaration of martial law in December 1981
virtually none of the 10 billion convertible currency obligations falling

due in 1982 have been paid. On 3 November this year the banks signed a
rescheduling agreement covering 95 per cent of the 2.4 billion repayments of
principal due in 1982. Under the agreement interest due this year must still
be paid but the Poles will get half back in the form of new three year credits.
Western official creditors agreed after the imposition of martial law not to
resume talks on official rescheduling for the time being and have not attempted
to negotiate a rescheduling agreement for 1982, In practice, the effect of this
refusal has been to allow Poland to stop all payments, thereby gaining 100 per
cent defacto relief on both principal and interest. We (and many other
Western creditors, but excluding the US and France) would like to have a
rescheduling agreement in place, so as to resume payments of at least some of
the debt. If, as seems possible, martial law is lifted in the near future

this might provide an opportunity to begin negotiations. To some extent

Polish insolvency has been discounted by the banks, many of which (e.g. in

West Germany) have written off o. proportion of their loans, but total

default would still impose a burden. The loss of US Most Favoured Nation
status is likely to have only a marginal impact since the US currently accounts
for less than 6 per cent of hard currency exports. ECGD is completely off

covere.

Rumania

14. Total convertible currency debt is about $10 billion. In July the .
Paris Club agreed the general terms of a rescheduling of debts due in 1982.
Bilateral agreements with each creditor country are now being negotiated

to implement these arrangements, and the UK bilateral has just been signed.
The separate negotiations on the rescheduling of bank debts are progressing
andl an agreement (s l‘{keiﬂ to be <igiesl scon. Further
reschedulings will clearly be needed in 1983 when some $2.3 billion debt
service falls due. Governments have already agreed in principle to consider
this provided that access to IMF resources remains open. But there must be
considerable doubts whether the Rumanian authorities are prepared to take the

adjustment measures necessary to maintain IMF access. ECGD is off cover.

CONFIDENTTAL






CONFIDENTIAL !

Yugoslavia (?Sggaﬁdiurf%lﬁdwﬂj

15. Total indebtedness is about $20 billion. Noﬁvyithstanding an IMF

upper tranche programme, Yugoslavia have failed to come to grips with increasing&j
severe payments imbalances resulting from high growth and investment rates in
the late 1970s. There are now increasing signs that financial collapse in
Yugoslavia is imminent, requiring urgent international measures of some kind
involving financial support or debt rescheduling. The Yugoslavs continue

to maintain that they will not reschedule. Imports have been cut drastically
and other recent economic measures include the 16.7 per cent devaluation
(initially reported as 20 per cent). A 200 million short term facility

being arranged by Citibank has encountered considerable problems but may now
have been signed. An application to the BIS for a $500 million standby over
three years has been rejected but the possibility of a short term facility

is still open. The Governor of the National Bank of Yugoslavia visited

London in September to assess the prospects of further loans from British
banks. They were not enthusiastic at the time. Current reports of the
seriousness of Yugoslavids position may have ended any prospect of further
lending of this kind. ECGD has a substantial exposure (more than £700 million)

but is now virtually off cover except for short term business.

CONFIDENTIAL
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1..E INTERNATIONAL FINANCIAL SCENE

Conditions in the international money markets have eased somewhat
since September. Falling interest rates and official action in
maﬁaging the crisis have encouraged most banks to be patient and
responsible in their market behaviour. Recent announcements that
the IMF managementhas reabhedagreemenf in principle with Mexico

and Argentina on stabilisation programmes have been helpful to
sentiment. But banks remain anxious about their exposure to
problem countries, and many small ones are looking for oppartunities
to reduce it, so thét the situation in the banking markets has not

yet stabilised fully.

Mexico remains the chief worry for the markets. The immediate
liquidity position of the Mexican banks in London and New York has
improved. The activities of the Advisory Group (of thirteen

major banks co-ordinating the approach of the very many banks with
claims on Mexico), the Bank of England and the Federal Reserve Bank,
together with the funds provided by the joint BIS/US facility, have
played a crucial part in bringing this about. Nevertheless the
Mexican banks' overseas offices continue to lose liquidity
from'withdrawals of some interbank deposits, the attitude of small
and regional US banks being of particular concern in this respect.
At the same time, although ﬁhe Mexicans are keeping interest payments
on their public sector debt current (having proposed with the support
of the Advisory Group a four months' extension from 23 November of
the moratorium on repayments of the principal), there is a continued
build-up of interest arrears (now amounting to some $750 mn) on
private sector debt which is creating difficulties for the banks.
Beyond this the banks have become more acutely aware of the amounts
of new lending being sought from them next year even on favourable
assumptions about the rescheduling or roll-over of existing debt.
Thus there are still serious problems for them in consolidating

the improvement recorded in recent weeks. However, the agreement
in principle between the IMF and Mexico is a positive development
which - as well as triggering the release of the remainder of the
JIS/US joint facility - should offer éncouragement to the banks to

continue to play their part in dealing with Mexican liquidity needs.
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SECRET 2

" re are a number of other, potential problems facing the market

at the moment of which Brazil is the biggest. A payments
interruption by Brazil, whose financial situation is precariously
balanced, would deal a very severe blow to confidence at a time when.
the market had not fully recovered from the previous shock.
Brazilian banks in London have already experienced some funding problems
in the last three months, although these have receded somewhat in

" recent weeks. The position of Brazil, like that of Mexico, depends
critically on the provision of new money by the commercial banks.

The government has already achieved some success in arranging
further short-term finance from US banks and is seeking similar
assistance from British and other European banks. It is commonly
expected that the Brazilian authorities will approach the IMF for

a loan following the recent election and this will help confidence.
Even so the large financing requirement in 1983 is a source of
concern to banks facing other demands domestically as well as

internationally next year.

Among 6ther debtor countries adding to the strain on market confidence
is Argentina. Its immediate problems have been eased by an agreement
with major UK banks on- the treatment of outstanding arrears and by

the gpparently satisfactory outcome of negotiations on an IMF
programme, but some rescheduling of existing debts seems unavoidable.
Further debt difficulties are in prospect in Eastern Europe and

much depends on their being handled in an orderly manner. Yugoslavia
is a clear case for res¢cheduling, although its leaders seem for

the moment to have set their face against it, and East Germany could
follow. ° Meanwhile IMF assistance should gradually take over from

the BIS in shoring up confidence in Hungary.

The fall in interest rates has brought an easing of conditions in
the international money markets but some 'larger banks still have
to pay a (now marginally) higher-than-normal price for their funds.
The markets remain cautious about certain major banks from the
industrialised countries whose names have been associated with
well publicised difficulties of various kinds. Some banks,
including the UK clearing banks, have taken advantage of their
relatively good standing to strengthen their balance sheets by

raising new capital. Equity and bond markets, though disturbed
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SECRET 3

tatterly by the possibility that the fall in interest rates may have
stalled, seem to have been relatively untouched by international debt
problems. The shares of US banks, however, remain generally
depressed in the United States and the share prices of the UK
clearing banks have dipped in November first on fears of a
prospective rise in provisions against bad debts and later on the

announcement of a substantial increase by LBI.

In their immediate response to present difficulties the authorities
and the banks have demonstrated that they can act rapidly to

sustain confidence in the international financial system. Conditional
lending by the IMF, as well as the continuing commitment of the banks,
will be an important element in carrying matters forward and recent
indications that a quicker and 'substantial increase in Fund resources
may be possible have also helped to improve sentiment. Meanwhile

the banks are proposing to establish an international institute

to facilitate communication with borrowing countries and enhance

the capacity of its members to make their own more informed

judgments about lending decisions with a view in the medium term

to the avoidance of crises rather than the management of them.

Banl: of England

November 1982
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FLAG K

G5 FINANCE MINISTERS MEETING, KRONBERG, 9/10 DECEMBER
GATT MINISTERIAL

The GATT Ministerial ended on 29 November. The final declaration
included a reaffirmation in realistic terms of signatories'
commitment to the open trading system, and launched a number of
studies. Those of most interest to the UK(and US) concerned the
problems of international trade-in services, and the possibility
of increased acceptance by the NICs of GATT obligations and of an
increase in trade with them. The meeting did not result in any
changes in signatories' obligations under the GATT - this was

not its purpose.

& The UK and EC went into the meeting with no very high hopes,
and the outcome was no better than we had expected. The US set
themselves some difficult and probably unrealistic objectives,
and may have more reason to be disappointed, though they appear
to be setting a brave face on it and unlike the Community

entered no reservations on any of the final document. The points
on which they conspicuously failed to achieve their aims were
their idea for a "cease~fire" on new protectionist measures
linked with their suggestion for new GATT rules on the imposition
of temporary import restraints ("safeguards"); and their attempt
to launch a GATT-based attack on agricultural subsidies. These
were the two themes to which Mr Regan gave most prominence in

his recent letter to the Chancellor.

e Mr Regan suggested in his letter that he might wish to
raise these issues at the G5. If he does so - we have no
particular wish to do so ourselves at this time - the following
are some points which could be made to him bilaterally:
AQ-»( v P

(a) Refer to the Shultz/Pym exchange of letters.

This identified a substantial area of agreement

between the US and the UK/EC as regards objectives

for the GATT Ministerial; as well as diagnosing

(correctly, as events showed) differences of view

on such matters as dispute settlements procedure

and safeguards.
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(b) Remind him that in the present difficult

world economic situation many of the expectations

from the meeting were exaggerated. The outcome

was in fact very much as the Community had consistently
forecast and urged.

(c) Emphasise (c¢cf final paragraph of Mr Pym's
letter) the importance of the macro-economic
dimension, and the role of the US and Japan in
that perspective.

(d) Reaffirm UK/EC commitment to the open trading
system,and our determination to make a success of
the studies agreed at Geneva.

(e) [If raised] Although the Americans were unable
to obtain all they hoped for on agriculture, some
progress was made in that it was agreed to set up
new machinery to examine trade of agricultural
products, including the questions of access and
subsidies. (Mr Regan should not need to be reminded
that the UK is pretty close to the US in its view of
the protectionist nature of the CAP.)

4, Copies are attached of Mr Regan's letter to the Chancellor
and the Shultz/Pym exchange of letters.
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Kredltanstalt flir Wiederaufbau.

We spoke of this at MacAlpine's party last week, and you said you would
like a note before your forthcoming visit to Frankfurt.

KfW is a fund in Frankfurt which financies small and medium sized businesses
in Germany. It has other interesting functions as well.

It is Government owned and it originated in counterpart Dms withdrawn when
Marshall Aid $ were received. Its new funds come from retained profits
and from the markets, generally in Germany. Its capital is &£250m plus
reserves of £300m. Its balance sheet total is &£14bn. It pays no tax or
dividends and need not conform to Central Bank deposit regulations. Its
staff is under 200 employed on loans to small and medium sized businesses.

The highlights are that it made 22,000 loans last year at an average rate
of interest of 8.5%, with a life of up to ten years; total lent over &£lbn
(compare this with I.C.F.C.'s £100m). The credit risk is taken by the
commercial banks for an annual commission of 1%, paid out of the 8.5%.

I believe that Britain should have a similar institution, which could push
small business and subsume the Guarantee scheme plus other odd jobs.

Shell U.K. (John Raisman) has funded me with £10K to study this, and I have
engaged The Economist Intelligence Unit, who have produced an interim report.

I was at KfW (third visit) on 19 November with Mike West of E.I.U., whose
short report is attached.

If you want to pursue this, Dr. Gerhard Stoltenberg, Minister of Finance,
is Chairman of the Board of Directors, Count Lamsdorff is Deputy Chairman,
and Mr Abs is founder and Hon. Chairman.
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I have thought of the English version as "Small and Medium Business
Credit Organisation" (SAMBO). I have studied Credit Naional in France,
S.B.A. in America and S.B.F.C. in Japan, and they all hae points to
contribute, but KfW seems the best model. Perhaps I.C.F.C. should
handle SAMBO, but perhaps not!

If you would like more on this after your visit to Frankfurt, I would,
with E.I.U. be happy to supply.

T
e NG Jr
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A SMALL & MEDIUM BUSINESS CREDIT ORGANISATION (SAMBO)

Objective: to reduce the financial disadvantage faced by small/medium
firms by providing loan finance for medium/long periods on terms at
least as good as those obtainable by larger firms, Secondarily, to
provide other forms of finance - working capital, equity - as needed.
Thirdly, to foster such particular industries - computing, energy-
saving, high-technology - as the Government may from time to time
require, and, if required, to administer special schemes, i.e.,

for Assisted Areas.

Method: to establish a SAMBO with capital subscribed by Government,
with no interest or dividends payable, but with the requirement to
break even over a run of years. Main type of lending to be term
loans, at fixed or variable rates, for terms of five to fifteen years,
repayable by equal annual instalments after a "period of grace" of

up to three years. Loans to be made through the banks who would
check credit-worthiness and assume the credit risk for a commission.
Qualifying companies would be those with less than 500 employees
("medium size") or 50 employees ("small").

Background: there are six propositions upon which the proposal is
founded: -

- that the real performance of the economy has been poor
compared with that in other countries;

- that the level of investment in Britain remains
inadequate and that new technology - e.g. micro-chip
- will not be quickly introduced without new
investment programmes;

- that British business has relied heavily on own
funds;

- that small/medium-sized businesses play a smaller
role in the British economy than they do in most other
developed economies; and

- that financial support for such businesses is much
less in Britain than in competitor countries.

The full report considers and discusses the evidence of these propositions.
Spa.ce precludes it being rehearsed here but:

- in the 1950s UK income per head was three times that of
Japan and well above France or Germany: in the late
1970s it was 35% below Japan and 27% below the EEC
average;

- gearing ratios (i.e., ratio of shareholders funds to
total liabilities) in 1977 for listed companies were
19% in Japan, 23% in Germany and nearly 42% in the UK;
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(SAMBO con'td) 2

- in 1979 there were 3 million small firms in France,
2 million in Germany, 5% million in Japan, under
1% million in the UK;

- the balance sheet totals for public and semi-public
institutions serving small/medium businesses in 1981/82,
range from £33 billion in Japan through £17 billion in
Germany to £1 billion in the UK.

Kreditanstalt fur Wiedersufbau - Frankfurt.

While there are elements identified in many of the foreign institutions
studied in the report which would be worthy of consideration in
establishing a UK Corporation, the best example of the kind of
institution which it is suggested is needed is the Kreditanstalt fur
Wiederaufbau of West Germany. Founded in 1948 and initially based

on European Recovery Programme (Marshall Aid) funds, this body has

a capital of £250 million, eighty percent subscribed by the Federal
Government and twenty per cent by the states. It has accumulated
£300 million of reserves. Its small business programme was initially
based on ERP funds but is now financed from KfW's own resources. The
on-going programmes of lending to small/medium businesses, described
below, have been supplemented occasionally by special programmes, such
as the anti-recessionary programme of 1981/82.

Companies with turnovers under DM300m (£75m)qualify for "M" loans (but
some KfW executives would prefer to use a maximum number of employees
as the criterion). All sectors of trade and industry, including the
professions, are eligible, although some energy-saving/high-technology
are given some "indicative priority". Loans are made for periods up
to ten years, repayable in equal annual instalments (after a period of
grace - up to one year), at a fixed interest rate and repayment in
advance is permitted with no penalty. Up to ten thousand such loans
have been made in a year and in 1981 loans made to small/medium-sized
businesses from all KfW programmes totalled nearly 22,000, worth over
Dm five bn and creating an identified 57,700 new jobs.

The funds are currently made available at an effective interest rate

of about 8%%. The borrower pays 7%%, of which the handling bank receives
%. KfW thus receives 6%% but since only 96% of the nominal value of

the loan is disbursed, KfW receives an effective 7%%. This currently
probably represents at least a 1% shortfall over the cost to KfW of
obtaining funds and administering them, and the difference is made up

from KfW's reserves and its other activities.

The lessons to be learned seem to be:

1. That the borrowers value most highly the fact that interest rates
are fixed; second, that they are long-term; third that they are at
the lower end of the range paid by big companies; and fourth, that
there is considerable freedom in:

- choosing a bank through which to borrow

- choosing to take up a loan at the rate current at the
time of the commitment or at the time of disbursement

- choosing to repay if the market or the firm's
circumstances change so that other, cheaper, monies
can be obtained.
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(SAMBO con'td.)

2. That administration costs are relatively lower where the lending
institution has other activities which help to meet overheads.
(KfW also handles export finance, foreign investment and foreign
aid for the German Government and has other domestic functions.)

3. That the relative and absolute size of the resources and
activities of KfW encourage applications since the borrowers'
chances of receiving loans are good.

4. That the simplicity of the application procedure, a single-sheet
form, backed by the credit-worthiness and other knowledge of the
bank which is to be the agent, fosters efficiency, speed and
effectiveness.
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Details mav not add to totalse

due to -nunding.

1 trative varticivaifcn in exvanded GAE fmsmsurmed size: SDR 15 bil1lion)
Feys presently under consideration | pirer xeys
Average of
shares of
Present Present Calculated | GDP and Foreign
GAD IMF IMF non-gold b Non-gold exchange Toreign
shares 1) | gquotas quotas 2) reserves 3] of 1962 reserves 4)| reserves 5)| irede 6)
— (1) (2) (3) («) | ¢ | © (1) (8)
A. Parxicipation In
hercent
United States 28.0 36.7 217.0 25.0 29,0 ¥2.5 33.3 20.2
United Kingdom B.S 12.8 9.0 7.9 14.5 A8.1 ‘6.0 2.4
Germany 22.2 9.4 14.4 18.7 14.5 25:5 9.8 1 -2
France 5.3 8.4 9.8 9.1 8.0 9.6 6.6 10.2
Japan 7). 117 1.3 1.7 15.2 13.7 16+ 1.3 i
¢c-5 81.7 4.6 71.9 75.9 75.7 71.7 7.0 £6.9
Canada 2.4 5.9 5.0 2.8 2.9 15 1.9 5.§
Italy 3.4 Sedl 6.4 7.9 8.0 9.6 8.1 2.0
Netherlands Bl R | 5.3 3.8 2.9 502 3.2 ‘.g
Belgium 2.1 509 4.8 2.2 2.2 243 1. /.8
Sweden 1.1 2.0 249 1.9 1.4 2.0 1.2 g.e
Switzerland 8) 5.6 4.1 4.1 5.5 2.9 T 6. .
Total 100 100 100 100 100 100 100 100
B. Present commitment
(SDR billion)
United States 1.9
United Xingdom .6
Germany 1.5
France .4
Japan 7) )
c-5 5.4 Seme =8 in column (1)
Canada 2
Italy .2
Netherlands o2
Belgium .1
Sweden .1
Switzerland 8) ol
Total 6.7
C. Yew commitment
TSR biliion)
United States 4.2 5.5 4.1 3.8 4.4 1.9 5.0 3.1
United Kingdom 1.3 19 1.4 1.2 2.2 < [ .9 1.5
Germany 33 Tud 2.2 2.8 22 3.8 3,0 2.4
France .8 13 1.5 1.4 1.2 1.4 1.0 1.6
Japan T7) 2.7 1.1 1.8 2.3 2.4 2.4 1.7 1.7
G-5 12.3 11.2 10.8 114 120 { 10.8 11.6 10.3
Canada .4 .9 .8 .4 vl 42 o2 .8
Italy .5 .8 1.0 1.2 1.2 1.4 1.2 1.1
Netherlends .6 .6 .8 .6 .4 .8 .6 1.0
Delgium .3 <6 .7 .3 o3 <3 2 .9
Sweden .2 a3 4 i3 2 N e .4
Switzerland 8) .8 .6 .6 .8 L4 1.2 1.0 .4
Total 15.0 15.0 15.0 15.0 150 15.0 15.0 15:0
D. Incresse in commit-
ment (SDR billion)
. Unitcd States 2.3 3.6 2.2 1.9 2.5 <0 7% 1.2
'Y United Kingdom .7 1.4 .8 .6 1.8 .7 3 9
Cermany 1.9 (- .1) 7 1.3 i 2.3 1.5 1.0
France .4 .9 Tt 1.0 .8 %9 .6 1.3
Japan T) 1.5 (- .1) .6 1.1 .9 1.2 .5 .6
|
| G-5 6.8 5.8 5:3 549 6.5 | 543 6.1 4.9
Canada 2 bl .6 i3 3 1 1 .7
Ttaly 23 .6 B 1.0 1.0 1.2 1.0 .5
Netherlands .3 .4 .6 .3 .2 .5 .3 -7
Belgivm = .4 .6 .2 .2 .2 .1 .7
Tweden vl 2 .3 o2 5 2 .1 .3
Switzerland 8) .5 .2 .2 .5 1 .8 .6 +0
: g
Total 8.5 | e3 | 83 | 83 | =3 | a3 | 83 | s
1) At exchange rates of September 30, 1982. - 2) Zased on formula schems 5 P-20. - 3) GDP 1980 non-gold reserves
er of end August 1982. - 4) As of end-August 19R2., ~ 5) As of end August 192g; US arbitrarily assigned one thixd
share, - 6) Exports and imports 1960. - 7) Japan unilaterally raised %+s GAS commitment by Y 250 billion %o
Y 240 bdillion in 1976. - 8) Switzerland, a non IMF member, is sssociated with the CAB with a total potential
comnitment of SF 865 million, equivalent to 5.6 vercent of present total commitnents.IMF quota was essumed to de
SDR 1.4 billion, with share of calculated quotas set at the same level as in current guotas.
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- United Xingdom

Feys presently under consideration Other keys
Pro
Avernge of| memoria:
sheres of |
Present Present Calculated | GDP and GAB Foreign
GAB IMF IMF non-gold shares YVon-gold exchange
shares 1) | quotae quotas 2) reserves 3) of 1962 reeerves 4)| reserves 5)

Country 1om 2 | » (4) (s) | (6 (1) (8)

A. Part
perc

oreign

rade 6)

o

vation in

icd
ent
United Strtes

United Kingdom
Germany

France
Japan 7)

N
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Svitzerland 8)
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Total 100 100 100 100 100 100 100 100

Present commitment
T5DR billion)

United States 1.
United Kingdom
Cermany 1.
France .
Japan T) : 1.

-]

Same as in column (1)

G-5 5.

4
Canada 2
Italy .2
Netherlands 5l
Belgsium .1
Sweden +1
Switzerland B8) .4

Total 6.7

‘C. lew commitment
ESDP billion)
United States
United Kingdom
GCermany

France

Japan 7)
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Canada

Italy
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Total | 120 | 2.0 | a2

| 1 | ]
1) At exchange —ates of Septembsr 30, 1982. ~ 2) Based on formula scheme 5 F-20. - 3) GDP 1980} non-gold reserves
»n of end -tupgust 1982, - 4) As of end-Auguet 19R2. ~ 5) As of end August 1982; [US arbi<rarily serigned one thira
share. - 6) Ixporte and imports 1980. - 7) Japan unilaterally raised i{ts GAB commitment Sy Y 250 billicn to

Y 340 billion in 1976. - 3) Switzerland, a non IMF merxber, is associasted with the GAB with a iotal potential
commitment of SF 865 million, equivalent to 5.6 vercent of present total comniiments.IMF quota was assumed to be
SDR 1.4 billion, with share of calculated quotas set at the same level as in current quotas.

Detailes may not add to totals due to rounding.
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1) At exchange rates of

September 30, 1G€2. - 2) 3aescd on formula scheme
»a of end August 1982. - 4) As of end-Auguet 1982, ~ S) Ae of
share, - 6) Exports and imports 1980. - 7) Japan unilaterally
Y 340 billion in 1976. - 8) Switzerland, & non IMNF xmendber, is
compitnment of SF 865 zillion,

equivalent o 5.6 sercent of present total

end August
raised its
aesociated

1682,
GAB commitment by
with the GAB with a total potential

cuota was assuced to be

comnitments. I}MF

Us

-

5 7-20. - 3) GDP 1980} non-gold
arbitrarily eesigned
Y

Y 250 vill&cn

SDR 1.4 billion, with share of calculated quotas set at the same level as in current guotas.

Details may not add to totals

due to rourding.
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| MORLD HOWETARY SYSTEM: TREASURY secactaav REGAM'S RENMARKS TO
~ REPORTERS -

1. THE NEW YORK TMNES (CLYDE FARNSWORTH) REPORTS TODAY THAT
TREASURY SECRETARY REGAN SALD TO REPORTERS YESTERDAY THAT HE wWOULD
BE TAKING AN BUITIATWE AT THE MEETHHG OF G5 FANANCE MINISTERS O
THURSDAY FOR AN JINTERMAT:-LOMAL CORFERENCE TO HMPROVE THE WORLD'S
MOKETARY SYSTEM AHD TO DEAL wiTH THE MOUNHTHXG DERT OF DEVELOPIKS
CuUVT«!ES AD BESANG WUORLDWIDE UREMPLOYMEUT, REGAN 45 QUOTED AS
SAY BHG Y 'WHAT i AM SUGGESTHNG 15 THAT wE€ MAVE TC HAVE SQME DETTER
€AY OF OPERATUHG' ', THE SAED THAT HiI1S CEJECTIVES FOR THE PROPOSED
MORETARY CONFERENCE WOULD «HCLUBDE EXPLCRING WAYS TO CONTROL
ANFLATMON, CHAKGE MOXETARY PRACTHCES AXD DEAL wiTH CURRLRCY
PROBLEMS: WE WAS SEEKANG TO ACHAEVE ''VASCOSATY'* OR LESS FLUCTUATIOM
48 THE VALUE OF THE WORLD'S MAJOR CU?QEnultq, TG SE ACHIEVED ’
THROUGH A CONVERGENCE OF ECOHOMIC POLACUHES, ESPEGHALLY THESE
DEAL'ING wITH TAXAT.ION AHD MOMEY SUPPLY. REGAN DESCRAZED #tS CALL
FOR A CONFEREHCE AS A PERSOMAL MUITHATHVE WriCH RAD ¥OT YET BEEN
CLEARED BY THE ADMINASTRATAON, ALTHCUGH HE SAID HE HAD TAKEH T uP
@hTH OTHER NEMBERS OF THE REAGAN CABINET. HE 1S QUOTED AS MAKING
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SEALANG WITH TAXATAON AND MOHEY SUPPLY. REGAN DESCRIDED IS CALL
FOR A CONFEREHCE AS A PERSOHAL (MUITHATIVE WHICH RAD MOT YET BEEW
CLEARED BY THE ADMUIMLSTRATAON, ALTHOUGH HE SAID HE HAD TAKEW T UP
£iTH CTHER MEMBERS OF THE REAGAN CABMNET, HE 5 CUOTED AS MAKIRG
LT CLEAR THAT HE WAS HOT CALLAKG. FOR A RETURN TO FIXED EXCHANGE
RATES NOR FOR US IMTERVEKTHON ‘1N FOREACX EXCHANGE MARKETS (UNLESS
CONDITAOHS BECOHE CHAOTIC).

2. THE WASHANGTON POST (HOBART ROWEN), .4 A S:HHILAR REPORT, QUOTES -
REGAR AS CALLNG FCR AW OVERHAUL OF THz ECCOHONIC AOHETARY SYSTEM TO
DEAL WilTH THE CLOSAL PROBLEMS CAUSED 2Y THE RECESSION. N PARTICULAR
REGAK .15 QUOTED AS SAYHHG THAT HE willL ASK FIHANCE MIMISTERS OF

THE MAJOR IWDUSTR.AAL COUNTRUES TO CONSIDER WAYS TO ENSURE A FASTER
AXD MORE CUORDAHMATED RESPOWSE BY GOVERXMENTS AND LENDING

AGEHCHES TO COPE WiTH CRETICAL CREDAT SHORTAGES I8 THE THIRD WORLD
AND THAT HE WOULD BRANG TWHS QUESTHON UP AT THE G5 DIH%ER. HE TOLD
REPORTERS THAT THE PRESENT AD HOC BASIS OF RELATIONS AMONGST THE
4%F , THE BANK FOR (INTERHATLONAL -SETTLEREXTS AKD CENTRAL BANKS WusT

.. BE ADANDOMED 50 THERE CAM BE A FASTER RESPONSE TO THE NEEDS OF LESS
" FORTUNATE HATHONS, AND SALD THAT ' THERE IS HO OVERALL SYMMETRY = .

il AM HOT KNOCKAHG THE «#ff , BUT E DON'T GET THE NEEDY NATHONS TO THE
F SOON EROLGﬁ" i

3. THE WALL STREET JﬁuanAL CONTALHS A UCH MORE RESTRAINED REPORT

~ THAN M THE wA;&thG'Oﬁ POST OR“THE HEW YOSRK T:#ES. (UMDER SECRETARY

*SPRINKEL'S CFFICE CLAJHS THAT b7 COMTAMHS THE MOST AUTHORKETATAVE
GERERAL RIDICATIONS OF THE WAY THE TREASURY 4§ THINKING,) THE
JOURNAL REPORTS THAT REGAK SAIDFHE WOULD PROPOSE THE CREATION OF A
FASTER LOAN=~D-SBURSING AGENCY 'TQ.HELP DE3T—RIDDE} COUNTRIES KEEP
AFLOAT WRILE wWALTHHG FOR (IHTERHATILONAL MONETARY FUND LOANS TO BE
APPROVED, REDUCTOM OF PROTECTHOMMST TRADE BARRMERS, AND CLOSER
CQORS4§A?th OF BROAD ECONOMIC PO LduJ£S TO HELP HEENLIZE YOLATALATY
481 THE FOREAGK EXCHANGE HARKETS. HE S CUDTED AS SAY-HHG THAT *°*THE
SETUATHION CONTMUES TC GROW MORE SERICUS AHD THE POTENTEAL kS OUT
THERE FOR AN EVER MORE SERAOUS SHTUATIOX. WE HAVE GOT TO TRY TO
HEAD 4T OFF'*, THE REPORT CONTRADACT:LHG THE REPORT ¢ THE MEW YC“V
TA#ES, QUOTES REGAN AS SAYHNG THAT ''<E ARE HOT YET .EA“V" FOR A
BRETTON WOODS COWFERENCE.

COMMENT :
4e TONTACTS ThAT WE %AVE HAD WHTed ThE US TREASURY SUGGEST THAT
REGAN'S STATEMENTS TO REPORTERS DD KGT RESULT AS THE CULBIHATION

OF THE WORKING OUTvOF TECHR{CAL PROPOSALS. THEY WERE PUPRELY
SOMTANE NI AHD PFRAUONAL . THIS 4ttt D AT 2F THE 16087 TIUME THAT



REGAN'S STATEMENTS TO REPORTERS DI KCT RESULT AS THE CULMINATION
OF THE WORK.ING OUT OF TECHN{CAL PROPOSALS. THEY WERE PURELY
THE f AME THAT

- SPOMTAMECUS AND PERSONAL. THiS deLE 50T ZE
R. 4l HAS SPCKEN J{HJUDICICUSLY TO REPSRTERS
SEEM TO COMSTHTUTE THE MOST SERIQUS ER

T0 LATE. —

5. REGAN MAY HAVE BEEMN NFLUCHCED BY H1S RECEHT VASHKT TO LATLH
AHERECA W.ATH THE PRESADENT AMD (4 PRRTHCULAR EY THE DECISION OF THE
US TO GRAMT A MAJOR SHORT-TEPM LOAN TO TRAZIL AHD THE HEED FOR
FURTHER FINANCE FOR THAT COUNTRY. HE MAY ALSO WISH TO SOFTEN UP
CORGRESS TO PREPARE FOR A LARGE t¥F QUOTA -1HCREASE. HIS REMARKS
SEEM TO REFLECT MCREASINC AMERICAN GEMERAL COMCERN ABOUT THE
ABILATY OF THE WORLD MOMNETARY SYSTEH TO CGPE wiTH THE STRA4NS

BEARG PUT UPON 4T. THE REFEREHCE DY REGAN TO HAVANG DISCUSSED THE
PROBLEM WiTH CALRIXET COLLEAGUES MAY BE A REFEREKCE TO SHULTZ,

WHO kS KNOWH TO BE COHCERKED ABOUT (INTERHATIONMAL ECOHOMIC
DEVELOPHERTS,

OR HAIS COMMENTS
OHFIDENTIALTY

-

6, THE MAJK SUBSTAHT.IVE PROPOSAL WitlH SEENS TGO HAVE EMERGED

k5 THAT REGAN WOULD WISH TO HAVE :IMPROVED CCORDINATADH &
ARRARGEHENTS FOR PROVWDING LUQUADAHTY TO UNDER-DEVELOPED CCUNTRES,
OR OTHER PROBLEM COUKTRAES, :tH THE PERJAOD EEFGPS THEY HAVE ACCESS
TO THE «IHF, AHD :T MAY BE THAY THIS #S TﬂE PROPCSAL THAT REGAN WHLL'
MAKE AT THE G5 MEET:tHG,., THE REFERERCE TO THE XNEED FOR &

- CORVERGENCE OF FRTERNATACNAL ECONOMIC POLAGIES TO DR4KHG ABOUT

VISCOSHTY Hif EXCHANGE RATES Wil NEED TO BE FURTHER ELABORATED
 B:FORE CORCLUSIONS CAN BE DRAWR<AS TO -WHETHER THE AMERICANS ARE
SAY:AKG ANYTHING HEW,

°©

7. COP.ES OF PRESS REPORTS FOLLOW Y EAG.

a8, FCO PLEASE PASS TO COUZEMS awa LAVELLE (TREASURY), GILCH®ST
(BANK) AKD APPLEYARD (an). ‘

b A

WRUGHT g

HHNN i
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.. To ~Raise  Gasoline 'I'ax

' Reéistan,ce

|
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By a WALL Sm)sw JOURNAL: Standeorter

WAS INGTON—The Senate Commerce
Commlt ee .approved the use of wider ‘and
loniger trucks on federally financed high-
ways as part of the Senate's gasolme -tax in-
crease package, -

‘But the administration’s plan fo more
than double the ‘tax on gasoline to pay for
hlghway and transit projects . ran into
stronger-than-expected oppositlon in House
debate last night. The legislation, which has
been embraced by congressional leaders of
both parties, is opposed by truckmg industry
groups and others. Besides raising the fed-
eral gasolme tax to nine cents a gallon from
four cents, the measure would sharply in-
cregse taxes on heavy trucks, which are
consndered most responsible for road
wear, -

‘Last mght a fragile bipartlsan coalition

“in' the House tried to maintain support for
the bill by adding a series of administration- {-

backed amendments designed to please

. some, labor, construction and state groups.

The bill seeks to raise $5.5 billion annually
for road and transit work and to create as
many as 320,000 jobs. - 1

“The Senate panel voted to require states
to.allow truck tractor-trailer combmations,
involving twin trailers, of as long as 65 feet
and ‘trucks as wide as 102 inches, on all
roads: built with federal money. Currently,
‘13 states and the District of Columbia don’t

permit the 65-foot, two-trailer rigs, while 47

" states dont_ allow’ trucks wider than 96

inches. \(

‘The committee also approved provxsxons
aimed at prodding the Reagan administra-
tion and states to issue tougher safety regu-
lations for big trucks. It approved authoriza-
tion of $150 million:over five years to help
states issue and enforce the rules. Sepa-
rately, the commerce panel voted to add a
total of $250 million to finance work at air-

' ports through fiscal 1985. The panel also

voted to allow $225 million—currently sched-
uled “for use in later years—to be used dur-
ing fiscal years 1983 to 1985. The effect

- would be to boost fiscal 1983-85 airport funds

by. $475 million.’

.The truck-size changes, which ‘= were

~ backed by the Reagan administration, would

-go into effect 90 days after Congress enacts

a gasoline-tax package: The administration
had proposed giving the states two years to

‘put the changes into effect.

-‘‘user. fees,”

The Senate Public Works Committee wm
con51der mcreased truck welghts today. .

Truckers want even more-liberalized
truck sizes than the Senate panel approved,
as a price for paying higher fuel and other
But - they  also: oppose - the

“amount of user-fee boosts that the adminis-

‘tration is seeking or that the House Ways |

and Means Comrhittee had recommended
for House action yesterday. ;

TIME-DC Trust

~ Buys 6.4% of LLC’s
Cowvemble Preferred

ByaWaLn STREET JouRNAL Staff Reporter
WASHINGTON=A pension trust for em-
ployees of T.LM.E.-DC Inc. said it acquired
6.4% of LLC Corp.’s 5.5% cumulative con-
vertlble preferred stock as ‘‘equity mter
est.”
In'a filing with ‘the Secuntles and Ex
change Commission, the pension trust said it
acauired 10 000 of the “referred shares Nov.

" The UAW’s  Canadian .chief, . Robert
White, said in Toronto, that Chrysler’s pro-
posal—aimed ‘at settling a month-long strike
by 10,000 Canadian workers—"'still leaves us

| miles apart" and “in no way comes close to
what it will take to get a settlement” of the

walkout. Mr, White said the union wouldn’t
counter Chrysler’s offer in Canada but sim-
ply would wait for the company to increase
its proposal. .

UAW President Douglas Fraser said in
Detroit that the auto maker’s U.S. proposal
fell short of the union’s wage demands on
behalf of about 43,000 hourly workers and
that UAW bargainers would make a counter-
proposal today and “drive for a settlement”’
by around midnight tonight. But he said the
proposals provided a “‘foundation” for a set-
tlement of the Canadian strike and of a con-
tinuing contract stalemate in the U.S.

Chrysler Chairman Lee Iacocca said Fri-
day that the Canadian dispute must be set-
tled in time for workers there fo return to

‘of living is higher than in the U.S, bech

U.S. Says ItIs Ready

To Help Stabilize
Economy of World

By a WaALL S1 REET JOURNAL StanReporter

'WASHINGTON--The Reagan-administra-

tion sxgnaled it is, worried enough about -

growing world Qconomic strains to go along’
with expanded-international efforts to cope
with the problem, but it still isn’t backing
any sweeping new proposals.

Treasury Secretary Donald Regan told
reporters at a briefing yesterday that he
thinks the major industrial powers should
consider various approaches to stabilize the
troubled global financial system. He said
these include creation of a faster loan-dis-
bursing agency to help debt-ridden countries

keep afloat while waiting for Internationa]

Monetary Fund loans to be approved; reduc-
tion ‘of protectionist trade barriers, and
closer coordination of broad economic poli-
cies' to help minimize volatility in the for-
eign-exchange markets. .

At the same time, however, Mr. Regan
rejected any more sweeping proposals, such
as abandomng the current system of floating
exchange rates in an effort to limit the
range within which currency values may
fluctuate, He again turned thumbs down on

- suggestions that the U.S. increase its inter-

vention- in the international currency mar-
kets to keep exchange rates from getting out
of line, as some European officials have pro-
posed.

- Finance ministers of the U.S., West Ger-
many, Britain, France and Japan are sched-
uled to meet m Frankfurt Thursday to com-
plete work on‘a plan . to expand the IMF's
lending resources.

Mr.. Regan said -U.S. officials were be-
comiing more concerned because ‘‘the situa-
tion” internationally . ““continues to  grow
more serious and the potential is out there
for an even more serious situation. We've
got to try to head that off,”” he said. -

The secretary said the'finance ministers |

ought to begin laying. the groundwork in
Frankfurt for a meeting to consider the
whole financial and economic issue. But he
asserted it probably shouldn’t come too soon
because policymakers aren’'t sure'yet what
ought to be on the agenda. Asked about a
second Bretton Woods conference, such as
the one in 1944 that established:the IMF and
World Bank, he replied: ““We're not ready
for that yet.”

The U.S. already has broached most of
the proposals Mr. Regan listed in earher in-
ternational economic meetings. «

| agreements.

.in Canada ttrat Chrysler sends {0 othe

semblies is scheduled to begin soon,

S. California Edisof

_gerously defective, Bechtel, an ¢

LTIUU O COAGUIIT UUITE WU VT YUy,

in September 1984. Last week, in- the
the company and the union agreed tef
tively to a September 1984 expiration &
for any pact, rather than the September
date provided in a proposed accord .“"'
members rejected this fall, = ‘

Yesterday, Mr. Fraser said Chrys
U.S. offer is an improvement on the eay
agreement. Union officials declined to
details of the U.S. and Canadian pro
or to say whether they included a g
wage increase, restoration of cost-of-
payments, or both. Chrysler’s chief negy
tor in Canada said, however, that in its
there, the company recognized that the

of higher inflation rates and the lower
of Canadian currency.
Mr. Fraser said Chrysler’s U.S. ang
nadian agreements would be “‘no mord
ferent’’ under the company proposals
are the*American and Canadian versi
accords with General Motors Corp,
Ford Motor Co. The union in Canada g
two-year contracts this fall with those
makers in which that nation’s higher §
living is reflected in the second year

In a related matter, Marc Stepp,
vice president and director of the y
Chrysler department, said, Chrysler
yet begun production in Detroit-area
of seat springs and assemblies thy
made in a Canadian Chrysler plant
the strike.

The union has saxd its U.S. m
won't perform such “struck work" {
yolves productlon of parts for Chryslg
cles. U.S. union” members are: inv
the production of some, parts former

makers.

However, Thomas Miner, Chrysle
president for industrial relations, s
terday that production of the springs

that if UAW members refuse to do t}
Chrysler could have other comparig
productlon of the parts within dayg

Clcaréd of Allegati
Of Bad Weldingat|

By a WALL STREET JOURNAL Staff Ry

WALNUT CREEK, Calif.—The
Regulatory Commission’s staff said
found any evidence to substantiate
that builders used defective weld
Southern ' California Fdlson Co,
power plant.

The findings were in a ,report
response to allegations by E. Eay
former quality-control engineer: fof
Power Corp. Mr. Kent had chay
welding on the San Onofre nucle;
ing station in Southern California

-and = construction . concern, had
plant.

The agency’s regional office | '
cluded that NRC regulations hadyi s
olated in the construction of safit’
equipment at Units 1 and 2, geners
at the San Onofre plant. {

" The report alsp concluded thy
Mr. Kent's concerns already had
dressed and resolved by Bechte]
ern California Edison. The repor
with Mr. Kent's contention that i
sion’s standards for we!dmg )
quate. -
" Last March, Mr. Kent was g
Bechtel after he allegedly failed s

aminatinn on analitv enntral A
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CONFIDENTIAL

)
FROM: J 0 KERR .

7 December 1982

MR BOTTRILL 5 | cc - Sir K Couzens

JAPAN

The Chancellor was very grateful for your brief for his meeting with

Mr- Pym yesterday morning. (I am writing a record.)

2 The Chancellor noted that, on Japan, the brief argued - as he has
in the past-- that a more relaxed fiscal stance, and tighter monetary
policy, would be appropriate. It also suggested that the IMF agreed.
The Chancellor got the firm impression, from discussion with Larosiere
on his recent visit, that the IMF no longer think that the Japanese
should be urged to relax their fiscal policy. He wonders whether we

are sure that we want to stick to our previous line.

J 0 KERR

CONFIDENTIAL
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Lea B!l om
G5 VNISTERS' MEETING, KRONBERG 9-10 DECEMBER 1982 Torpom: It
WORLD ECONOMIC PROSPECTS P oo N
POINTS TO MAKE Seehh. Qu/ .

(i) Prospects for world economic activity both this year and next
have been revised downwards. But slowdown in inflation has also
been greater than anticipated.

(ii) Most forecasters still expect some recovery next year
in the US although the timing remains uncertain. Japan's growth
picks up next year based largely on domestic demand. Growth in
the European economies next year has been revised down sharply
and prospects are for very little growth.

(iii) The present depressed level of activity is part of
the transitional cost of moving to a lower level of inflation.
Monetary conditions, however, may have been tighter than intended
in some cases and the effects more severe than expected. Financial
strains on developing countries and their impact on trade have been
greater than most expedted.

(iv) Delayed recovery does not call for an abandonment of the
counter-inflation sﬁggzgégiggllowed by major industrial countries
since OPEC 2. But / need to interpret carefully the impact of
policies and tailor them to make allowanee for the protracted nature

of the recession.

(v) TFor monetary policy this implies taking account of a wide
range of factors when setting monetary targets. Welcome, therefore,
more flexible US approach.

(vi) In judging fiscal policy the cyclical and structural elements
of budget deficits must be distinguished. Deficits may be allowed
to reflect at least in part the effect of the recession, as long
as the underlying trend is firmly downwards. Important, though,
that the US should regain control of public finances and put its
budget deficit on a declining medium-term path.

CONFIDENTIAL
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CONFIDENTIAL

(vii) Important, too, that countries should take account of
intc.national repercussions of their policies, particularly monetary
policies - especially as we may be heading into another period of
growing current account imbalances and volatile exchange rates.

(viii) The international financial situation remains fragile
and requires adherence to firm policies by the major reserve currency
countries. It also requires adjustment by the major debtors among
the developing countries together with the provision of adequate
finance by the international financial institutions and the
commercial tanks. (See separate briefs on IMF matters.)

(ix) Protectionism, whether by trade barriers, devaluation
or unfair competition must be avoided. Open trading system and
associated healthy world trade offer best prospect for sustained
recovery. Recent GATT meeting reaffirmed support for open trading
system.

BACKGROUND

Developments and Prospects

GDP growth in the industrial countries is now estimated to have

fallen slightly this year on average, and the OECD Secretariat estimates
that it will increase by less than 2 per cent next year. The fall

in output has been particularly steep in the US and Canada, although
output has also fallen in Germany and remains depressed in much

of Europe. Only Japan has achieved modest growth. Next year,

the US is expected to grow by some 2 per cent and Japan by 3 per

cent. But the major European countries are likely to growth by less
than 1 per cent on average.

2. The prolongation of the recession reflects weak growth of real
incomes, high savings ratios, depressed investment, a prolonged
stock adjustment by companies and recently a sharp decline in demand
from developing countries. This last which reflects the growing
financing strains on many debtor countries has meant that world
trade has fallen this year for the first time since 1975. Any
recovery next year is likely to be modest.

CONFIDENTIAL
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CONFIDENTIAL

3. Unemployment has continued to rise in all major economies except

Japan, and now averages almost 9 per cent.

4, Inflation, however, has slowed more rapidly than expected, the
rate of increase in consumer prices which was more than 12 per cent
in the major economies in 1980, had slowed to 6% per cent by

October of this year, although there were still wide divergences
with Japan, Germany, the US and the UK well down into single figures,
France and Canada around 9-10 per cent and Italy still at 17 per
cent.

5. The prolongation of the recession and the slowdown in
inflation have been accompanied by lower interest rates. Three-month

money market rates in the US which were around 14-15 per cent at the
start of the year have now fallen to around 9 per cent. Falls

in interest rates elsewhere have also been marked, although they
have been smaller than those in the US, and in Japan rates have
tended to be firmer.

6. The narrowing of interest differentials between the US and other
countries has been accompanied most recently by some modest decline
in the dollar's exchange rate from the peaks reached last summer.

The DM and the yen have tended to be firmer. These movements have
been encouraged by growing signs that the US current account may

be on a weakening trend while the Japanese and German current balances
are strengthening. The OECD forecasts that the US will be in deficit
by #24 billion next year with surpluses of $15 billion for Japan

and $#5 billion for Germany.

7. These changes in current balances among major countries come at
a time when the group as a whole appears to be moving towards a position
of broad balance as the OPEC surplus disappears. The smaller OECD
countries, however, still appear to be in deficit as a group, as do

the non-oil developing countries, although fimncial strains are
forcing them to reduce their deficits faster than earlier seemed likdy.

CONFIDENTIAL



'.‘;’.:;ma: egq i.‘ ma&:tz mm» tW:h wm m‘ut ,rs, t:eu]_ (")
azfa ,mrwn m& aﬁm ﬂtm- mm %g m«w ediodon

&h@a m ot g acd m&s W !é'&’hﬁ awﬁw sﬁ,@‘ms w68 i HEpeLp FESL e

oy iaw 6y 55 od beud.n Busi O a-&:i.mqaﬁnb 'zpwn 883 nl o

i "_ ;h mw )‘"f}d:n S g}ﬂ# rghsion ,' T abikd 10 el

ke oo, msr&.lg ﬂmv ﬁﬂ m% @H‘ &% 'mnwﬁ) .mam ﬂhw‘?‘;._f"-

a ‘,V-‘».aﬁm :ms.t ioarmg" a:tn.eq amv W Slnec: :
M g1 ﬁww m«ur .':Eim..,ri aé-aa bma»# wm* ftét ws btm m e
AR duopbas Bwerike B edy. .m,ﬂt argie *Hnm-.e's& m nsgzwmaq J'md
: wmrud ﬂmm ::anmm nm wﬁmpm‘ﬁ sﬂé «ai:mw Mm wﬁ%&w S Ao oo
el wm LY o 1 mw A urig g 'xs‘hadrwﬂ zt%(, =% amuh::tmnum uswf' _
T @mmt 'm'& m.x;ff.[é’ ”“R Lo 'a-aauiqw :#iw T80T »:;w Ak itde m G ‘"
i o .-nw::"a'“ th ﬂmi iM "’R bm

' *3 s«sm- amwuym f.,m‘mﬁ *‘uwm" an' mind Froorrys GL am«mm aamu? ¢ :
u».l‘:a.raag e ahuauet mivb.;. o 63 mﬂqq& ﬁm & as mm gt ok am: ot
m‘m 'MII#M em' : rxqumﬂ; nmrim Wm sm; g ~f->~\r~ﬁt.‘ off Baene g ,
c':- ne qmsvzg B e slax‘r@;b 8i w’ e psame Loiva ,*wv.rsml p GEAATGLCD
T mum o Inmﬁfsﬁ" d‘_mmf&, fn ,whs: uaa gu"tr “.’f\{‘ LEa-ron g : 24
favu !“maaﬂ '1‘*1"11’*': ng.rﬂ tHyR -'44 ag. IniGeb Gl ng spNas ol padd Satomel. :

TATIATITR00




CONFIDENTIAL

Policies

8. The present situation offers several considerations

for policy. First, the slowdown in inflation and reduction in
interest rates should improve the prospicts for recovery next

year. They should improve the cash flow of companies, and encourage
households to increase spending. They will also mean that given
cash targets for public spending will imply larger volume increases
or increase the scope for lower taxes.

9. A second consideration, however, is that on present indications
the recovery will be modest by past standards and not fast enough to
stop unemployemnt rising further. This may to some extent reflect the
fact that in some cases policies may have turned out tighter than
originally intended and the restrictive effects more severe. This

has been revealed perhaps by the high real interest rates of recent
years, the sharppressures on companies and in the case particularly

of the dollar of pressure on the exchange rate. The cumulative effects
of many industrial countries trying simultaneously to pursue restrictive
policies have alsobeen difficult to judge, as has the effect on non-
industrial economies.

10. The series of Mimisterial meetings over the summer at the OECD,
the Versailles Summit and Toronto all agreed that the broad counter-
inflation strategy should be sustained. But at the same time there
has been recognition of the need to tailor policies to the present

situation.

M. A particular diffialty has been to decide the correct stance: of
monetary policy at a time of institutional change and shifting
liquidity preferences. We have therefore welcomed the more flexible
approach adopted by the US Federal Reserve as long as it does not
lapse into laxity. The US authorities have suspended the M1 target
for the rest of this year due to technical distortions, but have
increased the target range for M2 for the last few months of 1982

up to 83-94 per cent (the earlier target was 6-9 per cent). Recently
M2 growth has been within the higher range though, measured from

the base period, it has overshot the original target. Canada has

recently abandoned monetary targets for similar reasons and
CONFIDENTIATL
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CONFIDENTIAL

suvstituted an exchange rate target. Monetary growth in Germany
is running at 6% per cent and remains at the top of the 4-7 per
cent target range which is being continued for next year. In
France, however, monetary growth at 18 per cent is well above

the 121-13} per cent target range.

12. Progress in reducing fiscal deficits has been hampered by the
effectof the recession. The OECD estimates that general government
financial deficits in the major countries which were equivalent to
less than 2 per cent of GDP in 1979, are likely to have risen to

4 per cent of GDP in 1982 and may not fallnext year. Only the UK

and Japan have actually managed to reduce deficits. Germany has
maraged to offset much of the effect of the recession by restrictive
measures. In the US and France, however, expansionary fiscal measures
have added to the effectof the recession in increasing deficits.

13.. Ministers of the major countries have agreed on the need to
reduce deficits in the medium-term, but again there has been
recognitionof the need to tailor policies to countries' circumstances.
In particular, there has been recognitionof the need to distinguish
between the cyclical and structural elements of the deficit, and to
make at least some allowance for the effectsof the recession. We
have also argued the case for those countries, such as Japan, which
have good inflation and external performance to use what scope they
have to encourage greater reliance on domestic demand. This autumn's
yen 2trillion fiscal package, therefore, was welcome. The US
deficit, however, remains a cause for concern. Forecasts now suggest
that it may rise from $110 billion in FY 1982 to around $200 billion.
The Administration will announce its budget plans for FY 1984 in
January and we shall be looking for convincing signs that the deficit
is to be put on a declining medium-term path.

14. The prospect of current account imbalances and potentially

volatile exchange rates over the next yearor so reinforces theneed -
recognised at Versailles - for co-ordination of policies between the
major countries. Careful handling of both US monetary and fiscal policy
will be required if confidence in the dollar is to be maintained. Other
countries, such as Japan and Germany, with potentially strong currencies

CONFIDENTTAL
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CONFIDENTIAL

will need to strike a balance between reducing domestic interest

rates = and allowing their exchange rates to appreciate.The objective
of an orderly adjustment to a realistic pattern of exchange

rates will not be easy to achieve.

14. The maintenance of firm but flexible policies

- together with adequate co-operation between countries

- has been seen as the essential framework for sustainable
world economic recovery and the stability of the international financial
system. The financial strains caused by the liquidity problems of a
few major debtor countries have also stressed the need for appropriate
adjustment policies supported by finance from the international
financial institutions (see separate brief on IMF matters). Lastly,
the prolongation of the recession and the associated strains
on the open trading system have reinforced the need to avoid protectioni:
and to rely instead on free but fair trade.

CONFIDENTIAL
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; FROM: C J CAREY

no %L DATE: 7 December 1982
1. MR ngff/w//// cc Sir Kenneth Couzens
2. CHANCELIOR OF THE EXCHEQUER Nr Lavelle

Mr Bottrill
Mr Hawtin

Copies attached for:

Chief Secretary
Economic Secretary
Sir Douglas Wass
Mr Ridley

YUGOSLAVIA: ECONOMIC CRISIS

I attach a self-explanatory draft reply to the Foreign Secretary's
minute of today. The line is broadly agreed at official level with
FCO and ECGD, with whom we have been in touch separately. The
draft goes slightly further than the line suggested in the interim
report you have already had from Mr Littler, in two respects. 1In
the first place it accepts, in the light of last week's discussion
in Paris that it may be difficult to hold the line that we are not
interested in any type of solution for the Yugoslav problem beyond
a tough dose of IMF medicine plus rescheduling. The draft also
accepts, by implication, Mr Pym's view that at next week's resumed
official meeting in Paris, and quite possibly at any Ministerial
discussions beforehand, the UK is likely to come under pressure to
respond pretty specifically to the question how much we would be
prepared to put up and in what form by way of help to Yugoslavia
other than debt relief.

2e The refinancing suggestion has no direct impact on public
expenditure, PSBR or ECGD's trading accounts (though being medium
term money it would be a useful measure of reflief for the Yugoslavs,
and helpful for confidence). To go much above g60 million could be
more difficult, because it would add to our exposure.

B This exchange of minutes with Mr Pym, if the attached draft is
agreed, might serve as briefing for any discussion on Yugoslavia at
G5 and at Mr Pym's pre-NATO meeting.
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GONFIDENTIAL

DRJAT, MINUTE FROM: CHANCELLOR OF THE EXCHEQUER
TO: FOREIGN AND COMMONWEALTH SECRETARY

YUGOSLAVIA: ECONOMIC CRISIS

Thank you for your minute of / December.

P noled
Tia —mﬂ“‘ M(% w\‘"’.\h dolw ot my

e A OU 5 ey YugoslamLi ems
Wil he s G S
omthe—agenda—of—the meeting of—~Hhe—fiwve)Finance Ministers

Towa v | ) (so
o I=40—Dbecembor .—Under thuam.e.g..t-en(% shallbe

4o W
discussing Brazil; where—es—Feou—knaou -the—fmericens—eare

now looking to their-Eurepesn—sand—otheralriies—tomake a
substantiai—eontribution—bowerdes a bridging operation of

similar sizes$ Mmwnlaged , ot The Amintd lole bo  Pucs
Buvopen od 8o alles b wmale o Subshtva/ ““\W"LJ"-\)

S I think you know my view, and agree with it, that a
credible and realistic solution to Yugoslavia's financial
crisis must include a substantial element of rescheduling.
el bel &
The other essential element of course’w' La tight IMF
programme. It is unfortunate that the Yugoslavs have
taken such a firm stand to date against rescheduling, and
doubly unfortunate that they appear to have been encouraged
in this attitude by the Americans,whose own analysis of the
Seaums o hawk
gravity of the Yugoslav.financial crisis hasEeen amateurish

and superficial.

§ wadsaeod That

4, Prrere-weresome signs at the meeting of officials on
¢ wun anvat
2 Decemberlfhat our other allies are closer to our own

diagnosis than that of the Americans. I—suggest—timat ﬂt
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the forthcominsépigANAmQ/QQAMGE gatherings with our closest
I, k LN Y we need P

allies&re shoulQlPuild on this.adeFontinue to impress on
the Americans that both their analysis of the Yugoslav)
situation and their proposed solution of a major
international rescue operation involving new money or

new credit)are unrealistic. (Ehe tactless way in which

they have inspired the latest Brazilian approach to European
creditors makes it even less likely of course that official
funds will be forthcoming for Yugoslavia on anything like
the scale which would be required even on the Americans’

own optimistic analysis.')

Se At the same time I agree with you that it would be
difficul [tovgecline to make any contribution to a
collective rescue opera?ion if other creditors and allies
were prepared to o;gégégaﬁe. Other reasons apart, our
claim that the American approach is an inadequate response
to the Yugoslav problem would look like self-interest.

I would not therefore exclude some indication to the
Americans and others of willingness to make a modest
contribution to a rescue package, if that is essential

to avoid the—%%ﬁ}eing identified as the only country not
prepared to do anything over and above debt relief. Any

such offer ought in my view to be subject to the following

three pre-conditions being met:

(i) The Fund staff would need to put forward,

and the Yugoslavs accept, an adequate IMF programme.

(ii) The burden of any assistance package

wauld Aave bo
shouldpbe widely spread.

e
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(iii) The need to consider rescheduling, and
to explain the advantages of it to the Yugoslavs,

should be accepted among the creditors.

6. As to the form and amount of any contribution we
might make to a special assistance package, I would

hope that we could avoid being too specific at this

stage. But I—weﬂ&é—eee—ne—ebﬁee%&on subaect to

Q womld L2 ho dhgectdom
Arthur Cockfield's v:Lews) GDs PAM‘J:M'X

guarantees of new commercial bank lending, on a medium
term basis and at commercial rates of interest, to
refinance 1983 maturities of ECGD-guaranteed loans.

260 million, or perhaps a bit more, should be available
by this route:fnd I understand there may be some other
ways in which ECGD would be able to make modest amounts
of additional short term credit available consistently
with their statutory and other obligations.

M

Pe I am copying this minute to the recipients of yours.

Qe
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FROM: A R H BOTTRILL
DATE: 8 DECEMBER 1982

G -
MR KE@R/// cc Sir K Couzens

Mr Lavelle
Mr Graham

JAPAN

Tha Chancellor asked whether we should modify our view of the
appropriate macroeconomic policies to be followed by Japan. In
particular, he said that the IMF Managing Director no longer be-
lieves that the Japanese should be urged to relax their fiscal
policy.

2 There is clearly room for debate here. The Fund staff in
their last public pronouncement in the World Economic Outlook in
August said that signs of a recovery in activity in the Japanese
economy remained 'weak and tentative!'. It added:

'One can understand the importance attached by the authorities
to bringing about a substantial reduction in the fiscal
deficit over the longer-run.. But if the recovery of dom-
estic demand is accorded high priority, caution would be
appropriate in determining the pace at which that reduction
is to be accomplished in the short-run. More specifically,
adherence to such a priority would mean that the authorities
should not aim to withdraw fiscal stimulus faster than private
demand can expand to absorb an equivalent amount of net
saving.'

R Larosiere himself in his paper for G5 Ministers in September
singled out dapan as the only major country where the downward
adjustment of the budget deficit had gone so far that 'it could
allow the adoption of a somewhat different stance of fiscal policy
in the short-term'.

4, The Fund and the Managing Director, therefore, appear to have
changed their views over the course of the autumn. The major

factor behind this no doubt has been Japan's announcement in

CONFIDENTIAL
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October of a Yen 2 trillion increase in public spending - equiva-
lent to about 1 per cent of GDP. This is to be spread over both
the current financial year ending in April and over next year.

It includes the bringing forward of spending on disaster relief
from the countingency funds of the next two years, together with
extra public works by both central government and local author-
ities. This additional spending is certainly a welcome 'step in
the direction we have advocated and should help support Japanese
domestic activity next year.

Sie On the monetary side, Japanese short-term interest rates

have remained relatively steadyover the autumn at around 7 per

cent while US interest rates have fallen from 13 per cent to 9 per
cent. This has sharply narrowed the interest differential in
favour of the dollar. The combination of this with the recognition
that the US current account is likely to move into deficit while
Japan moves into increasing surplus, has been accompanied by a

1Q per cent appreciation in the Yen/dollar rate since October.
Again, this is in line with what we have urged.

6. Any remarks on Japanese policy, therefore, clearly need to
acknowledge these favourable developments. They perhaps also need
to recognise Japan's longer-term potential structural fiscal pro-
blems as a result of its ageing population, as well as the con-
tribution of the nationalised industries in increasing the overall
public sector deficit.

Tis Nevertheless, when all this is said there is still some cause
for concern about the outlook for the Japanese economy and the
impact of this on the international trade and payments system as a
whole.

8. The OECD Secretariat in the draft for its December Economic
Outlook estimates that Japanese fiscal policy on the conventional
measures will still be restrictive next year. The low level of
activity seems likely to increase the ex ante fiscal deficit by
about 4 per cent of GDP but this should be more than offset by the
restrictive stance of policy (even allowing for the October measures)

2
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so that the overall deficit is forecast to fall by 1 per cent
of GDP to around 2-2% per cent - the lowest of major countries
except for the UK.

9. A major influence, as we have described previously, is that
fiscal drag should ensure that direct tax receipts rise about
twice as fast as personal incomes (16 per cent against 8 per cent).
At the same time public consumption will rise less than 1 per cent
in volume and, despite the extra spending measures, overall public
investment including nationalised industries will fall.

10, Domestic demand as a whole is expected to rise by about

2% per cent - broadly similar to that forecast for the UK in the
November Industry Act. But whereas in the UK import growth is
likely to exceed export growth and the current account deteriorate,
in Japan exports seem likely to rise about twice as fast as imports
(6 per cent against’ 3% per cent) and the current surplus is fore-
cast to rise to $15 billion. The OECD expects that by early 1984
it will be running at an annual rate of more than $20 billion.

s This is a prospect with which we have become familiar. It is
a recipe for continuing trade tensions between Japan and the rest
of the world. It suggests to me that although we have made some
progress in the right direction, continued steady pressure may
still be needed to ensure the Japanese sustain domestic activity
while the yen appreciates.

12. The vital corollary, however, is that the need for parallel
adjustment by the United States is all the more urgent. It is pre-
cisely this subject of where the onus for adjustment should lie
that we should like the IMF Managing Director to address in his
discussion with the SDR countries before we reach the Williamsburg
Summit. We should perhaps see rather more of the Fund's analysis
as to why pressure on Japan should be relaxed before conceding the

point too readily. ; ka’
N

A BOTTRILL
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1o, THE MANAGENG DJRECTOR HELD AN HFORMAL MEETHHNG OF EXECUT:WVE K(“
S

A

DIRECTORS THES AFTERNOON TO DSCUSS THE PROSPECTS FOR ADVANGHNG
" THE DATE OF THE HEXT MTERAM COMWITTEE MEETUNG. HE SAGD THAT
LATE FEBRUARY WOULD BE DIFFICULT AND MARCH WOULD NOT BE A
SOLUTHON, GIVEN THE THME NEEDED YO PREPARE FOR A MEETAHG THIS
LEFT END~JANUARY OR SOME TIHME i THE FiRRST TEN DAYS OF FERRUARY AS
THE ONLY PRACTICAL DATES FOR AN EARLY MEET.ANG. ME THEM LASTED
A SERIES OF TESTS WritCH NEEDED .TO BE FULFULLED |F AN EARLY
MEET:ANG WERE TO BE WORTHWHILE «sHebS LiIST WAS THE SAME AS THAT
DESCUSSED wiTH ERB AND ANSON ON:-2 DECEMBER (OUR TELNO 272),
NAMELY SATAISFACTORY PROGRESS ONu: THE Si{ZE OF THE QUOTA (NCREASE,
Ot WHICH THE (SSUES HAD ALREADY BEEN CLARIFIEDs THE DISTRIBUTION
OF QUOTAS, ON WHICH A FURTHER DB4SCUSSLON «N THE BOARD WOULD BE
HEEDED: MODALINTWES OF SUBSCRIPTION, WHUCH HAD WOT YET BEEN
DASCUSSED AND ON WHICH A PAPER AND AT LEAST A PRELIMINARY
BOARD DSCUSSION WOULD BE DES:ARABLE: AND THE ENLARGEMENT
OF BORROWHING ARRANGEMENTS, ON WHICH GAB MEMBERS WERE MAKING
- PROGRESS. HE AVO.ADED MENTHOMSNG ACCESS L4MITS AT THiS STAGE
7 BUT THEY WERE RAISED LATER (SEE PARAGRAPH 6 BELOW).

2. THE MD SAID THAT Jf THERE WERE TG BE A REASOMABLE
PROSPECT OF AN EARLY IHTERIA COMMITTEE MEETING .HT WOULD DE
HECESSARY TC GET THE SECOND, THIRD AND FOURTH OF THE

ABOVE TORICS Ok TO THE BOARD AGENDA BEFORE CHRISTMAS, O
BORKOWING ARRANGEMEHTS, HE WOPED THAT (kT wWOULD BE POSSABLE

TO COME TO THE BOARD WiTH A PALER VERY QUICKLY AFTER THE
MEETAHG OF €10 DEPUTIES ON 10 DECEMBER. A PRELIMINARY DISCUSSION
MIGHT BE ARRANGED ON, SAY, 17 DECEMBER 3uT THERE WOULD |
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TO COME TO TWE BOARD WwWhTH A PALER VERY QUHCKLY AFTER THE 2
MEET:HG OF G10 DEPUTHES ON 10 LECEMBER. A PRELIGMHNARY DIBCUSSIONS
MIGHT SE ARRANGED OM, SAY, 17 DECEMBER 2UT THERE wWOULD
PROBABLY ZE A NEED FOR A FGLLOW UP, O QUOTA DISTRIBUTICH 1T
MIGHT BE POSShBLE TO HAVE A DISCUSSION OM 21 DECEMBER, BUT ME
RECOGHASED THAT THE TOTALATY OF #4SSUES HERE WOULD PRODAELY NOT
BE SOLVED I8 THE BOARD.

3. DIRECTORS THEN GAVE THE#R REACTHONS. LASKE (GERMANMY) SAID THAT
END-JANUARY/EARLY FEDRUARY SEEMED THE ONLY PRACTICAL POSSIBILATY
FOR AR EARLY MEETANG. THE GERMAN AUTHORITHES WOULD FAHD 4T -
DAFFAICULT TO ATTEMD AFTER 12 FEBRUARY. DALLARA (US)

CONCURRED wikTH THE HD'S SUGGESTIONS O TIMING AND O THE TEGTS
FOR A WORTHWHILE MEETHNG. HIS AUTHORITIES WERE KEEM TO TACKLE
MODALKTHES OF SUBSCRIPTIHON AT AN EARLY STAGE, THEY WOULD ALSO
WELCOME AH EARLY BOARD D:ISCUSSHON OF BORROWING ARRANGEMENTS

AND HOPED FOR AN EARLY STATEMENT FROM THE G1O DEPUTHES.

i SALD THAT THE CHANCELLOR STULL HAD IS SIGHTS SET ON AN

END=JAHUARY DATE, PROVIDED THAT SAT:SFACTORY PROGRESS HAD BEEH
MADE BEFOREHAND. i AGREED W.ATH THE MD THAT 10/11 FEBRUARY

WAS PROBABLY THE END OF THE PRACT.HCAL RANGE OF DATES FOR HOLDIHG
AN EARLY MEETING, OF THE VARIOUS fSSUES LUSTED BY THE MD,
MODALATAES OF SUBSCRIPTHON MEGHT BE GIVEN LOWER PRUIORLTY IF
NECESSARY TO ACHLEVE AN EARLY MEETANG.

4o HIRAQC (JAPAN) MUCH PREFERRED THE END-JANUARY DATE: LATER

WOULD BE LESS COMVERIENT FOR WIS MINISTERS. DE MAULDE (FRANCE)
THOUGHT THAT THE CHOICE WAS BETWEEN END-JANUARY AND 10/11 FEZRUARY:
HE AGREED WKLTH ME THAT THE HODALATHES QUESTHON MIGHT BE SHELVED
URTILL AFTER THE ONTER(IM COMMNETTEE,

5, MALHOTRA (1HDNA) PREFERRED END=JANUARY OR VERY EARLY FEDRUARY.
BUDGET SESSHONS M THE bEDLAM PARLLAMENT STARTED AT 15 FEBRUARY.
HE HAD DOUBTS ABOUT MAKENG SAT-ESFACTORY PROGRESS OR THE

BORROWING ARRANGEMENTS QUESTHON. kN T:ME FOR AN EARLY MEETANG.

SO FAR THE DISCUSSHION HAD DEEN CONFUHED TO A FEW MEMDERS AHD
OTHERS HAD HAD VERY LLTTLE CHANCE TO CONSHDER THE HSSUES.

HE WOULD HAYE AN OPEN MGLND BUT PLEADED FOR THE BOARD NOT TQ 2E
RUSHED. THE MANAGING DIRECTOR AGREED THAT ALL THE OUTSTARDING
TOPACS SHOULD PRECE(AVE PROPER COHSHDERAT-LON. bT MIGHT ‘MIDEED

SE NECESSARY TO HAVE TWO SESSIOKS ON THE BOWRROWING ARRANAGEMENTS
BEFORE REPORT!ENG TO THE SINTERIM COMMITTEE, FINAISH (LABYA ETC)
PREFERRED THE SECONMD HALF OF FEBRUARY BUT 10 FEBRUARY wWOULD

- BE BETTERMANE END—JANUARY. LOVATO'S ADVISER (<hTALY) SALD THAT
ELTHER END-JANUARY Off MID-~FEBRUARY WERE ACCEPTABLE ., JOYCE (CANADA
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P REFERRED THE-SECOND—RALE OF FEBRUARY-BUT 10 FEBRUARY WOULD

/' 8F BETTER ANDERD=AMUARY T COVATO TS ADVISER —GEFALY ) SALD THAT
£ =JAT T =F £ AR AR YW EREACCERT AL E E—L6ANADA

ETC) TOOK A MORE CAUT-IOUS LINE. THERE WAS MOST TO BE SALD FOR THE

WD-FEBRUARY DATE. HE THOUSHT 1T WOULD BE HECESSARY TO LEAVE

ROOM FOR A SUBSTANTIVE DISCUSSIOM CF BORROWING ARRANGEMENTS

AN VERY EARLY JANUARY i ORDER TO ALLOW PROPER CONSIDERATION.

6. PROWSE (AUSTRAL'MA ETC) AGREED wiTH JOYCE THAT A MEETANG IN

JANUARY WOULD BE VERY DAFFUCULT. HE DOUBTED THAT THE BOARD

WOULD BE ABLE TO GIE FULL CONS4DERATLON TO THE (SSUES AND

PREPARE ADEQUATE DOCUMENTATAON FOR THE GOVERNORS BY EHD-JAHUARY.,

HE ALSO RAMSED THE QUESTHON OF ACCESS POLICY. PROWSE RECALLED

THAT ERB HAD SAMD THAT ACCESS POLJCY HAD TO BE AGREED AS

PART OF TRE REVIEW AND OTHER DIRECTORS HAD SUPPORTED i, HAD THE

MD CONSIDERED HAVILNG AH APRIL MEETING Ll ADDITAON TO AN EARLY
MEETUNG? THE MD REPLEED THAT THE WHOLE POBHT OF ADVANGHHG THE

© TUMETABLE WAS TO REACH DECHSIONS EARLY ENOUGH TO OBTAtH

SUBSTANTIAL RATUFICATHON OF THE 8TH QUOTA ‘INCREASE NEXT YEAR.

HE THEREFORE HOPED THAT AR APRIL MEETMG WOULD NOT BE NEEDED,

OM* ACCESS, T WAS A TOPIC THAT WOULD HAVE TO BE ADDRESSED BUT

HE HOPED THAT (T COULD BE LN THE CONTEXT CF ''ANOTHER DECUSIOH=

HAKING PROCESS''. HE THER TURNED TO DALLARA, WHO ADMITTED THAT

THE US AUTHORLTIES HAD CALLED FOR EARLY BCARD CORSHDERAT:ION OF

ACCESSs HOWEVER, THE US AUTHORAWTIES WERE WILLING TO DEFER

CONSIDERATILON OF ACCESS i TME NTERESTS OF ADVANCING THE

MEETING. DALLARA NOTED THAT THERE WAS A FORMAL REQUIREMENT FOR

A REVILEW OF ACCESS POLMCY i JUNE, WHICH [LIGHT PROVIDE A SULTABLE

OPPORTUNATY TO DISCUSS THE WSSUES.

7. THE MANAGING DIRECTOR DD MOT SUM UP OR ATTEMPT TO DRAW OUT A
CONSENSUS, BUT HE SEEMED WELL CONTENT WiTH DASCUSSION. ME MOTED
THAT THE STAFF WOULD HEED TO PRODUCE EARLY PAPERS OH THE
MODALWTIFES OF SUBSCRIPTHON AND ON THE QUESTHON OF MItIHUM
AMDUVAIDUAL QUOTA sHNCREASES. THE FUND SECRETARY WOULD HEED T0

REV:HSE THE PRE~CHRAISTMAS AGENDA L& THE LIGHT OF THIS DISCUSSION.
TELEX ON THE CHALRMANSHIP ELECT.LON

B, AT THE END OF THE MEETING, VAN HOUTVEN MENTHONED THAT HE WAS
ABOUT TO SEND OUT THE TELEX WHAICH WOULD 5ET «IN MOTION THE SELECTIION
PROCESS FOR THE NEW CHAJRMAN AND SUGGESTED THAT <M VilEW OF THE
EXAGENCHES OF THE TAMETASLE AND T & MEED TO SsINVOLVE THE MEW
CHAILRMAN FULLY ¥ THZ PROCESS OF PREPARATAOH FOR THE HHTERHA
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wmww vun L WEW UHAGKMAN AND SUGGESTED THAT M VIEW OF THE
EXIGENCHES OF THE TIMETABLE AND THE MEED TO IHVOLVE THE MEW -
CHARMAN FULLY siH THE PROCESS OF PREPARATIOH FOR THE ANTERIH
COMMITTEE 4T WOULD BE DESARADLE TO ASK FOR AN EARLIER REPLY,

VihZ BY 17 DECEMEER. THERE WAS (MERCIFULLY) HO OBJECTION.

Us POSHLTHON ON ACCESS POLICY

o AFTER THIS AFTERWOON'S MEET-BMG, DALLARA TOLD ME PRIVATELY THAT
US ACQUESCENCE «H DEFERMENT OF: THE DASCUSSHON ON ACCESS POLACY
LEFT THEM WhTH MISGIVANGS. HE THOUGHT THAT SECRETARY REGAN

wOULD BE PARTICULARLY AMXdHQUS TQ OBTAIN AGREEMENT AnD A COMMOH
LAIHE ON ACCESS POLICY whTH G5 AND G10 COLLEAGUES BEFORE AMNY
DECHSIONS WERE REACHED ON SJZE . AND DISTRIBUTION OF QUOTAS,

NORD(MC POSHTHON ON THE CHAMRMANSHIP

10, JON SiiGURDSSON CALLED ME THS HORNANG TO SAY THAT ALL HiS
NODIC AUTHORET:LES HAD MOW CONFURMED TO Wil THAT THEY WOULD
SUPPORT THE CHANCELLOR il THE FORTHCOMING ELECTHOH, b THANKED

Hiid4 AND SALD THAT THES SUPPORT WOULD BE VERY MUCH APPRECHATED
4N LOWDOR. ' s b S

11. FCO FLEASE_ADVANCEiTO COUZENS AND LAVELLE (WMT), GH.CHRIST
(BANK OF EMNGLAND) AND APPLEYARD (ERD).

TAYLOR
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TO PRUORATY FCO

TELEGRAM NUMBER 282 OF 8 DECEMBER ~T
AWFO BRASHLYA ‘

AMFs BRAZIL

1. AT WIS MEET:HNG FOR G5 DURECTORS LAST EVENMNG, WHHCH DEALT
MAANLY wWitTH MEXICO AND ARGENTINA (SEE MY TwWO «4PTS NOT TO
BRASHL:A4A), THE MANAGING DMRECTOR TOUCHED BRAEFLY ON BRAZIL.
MATTERS i THHS CASE WERE MUCH LESS ADVANCED. A STAFF MISSION HAD
STARTED REGOTHWATHONS ON AN EFF ARRANGEMENT JUST OVER A WEEK
PREVAOUSLY. THE REQUEST WAS FOR MAX:IMUM ASSISTANCE OF ABOUT

SDR ONE AKD A HALF BN PER YEAR FOR 3 YEARS, TOGETHER WiTH A CFF
FOR 50% OF QUOTA. ROBACHEK (WESTERN HEMISPHERE DEPARTMENT) SA4D
THAT THE DATA MIGHT JUSTWFY A CFF OF 100% OF QUOTA (VARTUALLY
SDR1 BN) WHEN ALL WAS SAWD AND DONE.

2. AMONG THE ECONOMIC OBJECTHVES wWriCH HAD BEEN PUT TO THE
BRAZALAANS WAS A MAJOR REDUCTHON (N THE ECONOMY'S RELVANCE ON
EXTERNAL FJNANCHNG, ALTHOUGH THE AVERAGE MATURATY OF BRAZWL'S
EXTERNAL DEBT WAS SHGNAFHCANTLY LONGER THAN THAT OF MEX4CO OR
ARGENTAMNA, ERAZI. HAD OBTAMMED SHZEABLE SHORT-TERM CREDWTS AND HAD
PROVED NOT EXEMPT FROM THE ASSOCHATED PERILS. A FURTHER

AMPROVEMENT N BRAZMAL 'S EXTERNAL DEBT STRUCTURE SHOULD THEREFORE

BE SOUGHT,

‘3. FCO PLEASE ADVANCE TO LAVELLE (HMT), GILCHR4ST (BANK OF ENGLAND)

AND APPLEYARD (ERD).

TAYLOR
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TO PRIGRITY FCO Copy
TELEGRAM NUMBER 280 OF 8 DECEMBER

ANFO MEXICO CATY

AMF sMEXICO

1. THE WMANAGHIG DIRECTOR HELD A MEETHHG FOR G5 DIRECTORS LAST
EVERING TO BRING THEM UP TO DATE ON MEXICO. ARGENTIMNA AND BRAZIHL
WERE ALSO DAGCUSSED (SEE MIFTS)., ROBUACHECK, WIESHER (HIS
SUCCESSOR) AWD BEZA (WESTERN HEMISPHERE DEPT) WERE ALSC PRESERNT,

2. THE MD REMINDED US THAT NEGOTHATIONS BETWEEN THE FUND AND THE
BANKS' ADVIISORY GROUP HAD BEEN OPENED ¥WiTH A ViIEW TO SECURING
FAHANCHNG COMMATMENTS FROM THE BANKS MM SUPPORY OF THE FUND
PROGRAM, THE BANKS HWAD BEEN ASKED TO CONTRABUTE DOLLARS 5 BJALLHON
OF FRESH MONEY i 1983, AND CABLES HAD BEEN SENT BY THE GROUP
TO ALL BANKS NVOLVED (PERHAPS 1300 i TOTAL). MEANWHALE, OGUTLANE
AGREEMENT HAD BEEN REACHED BETWEEN THE BANKERS' GROUP AND MEXICO
FOR A ''RESTRUCTURING'' OF OFFUCIAL DEBTS TCO COMMERCHAL BANKS,
HNCLUDAING DEBTS OF LESS THAN ONE YEAR TO MATURATY. REPAYMENTS
WERE TO BE RESCHEDULED OVER 8 YEARS, BEGHINING wWiTH A A-YEAR GRACE
PERIOD. T HAD ALSO BEEN REQUESTED THROUGH THE ADVASORY CGROUP

© THAT ANTERBANK DEPOSUTS WwiTH THE MEXGCAN AGENCHES wOULD BE
MAINTARNED AT THEIR PRESERT LEVEL. HE HAD ASKED THE BANKS FOR

. COMMATMENTS ON THE PROVASION OF NEW MOWEY BY DECEMBER 15, SO THAT
HE WOULD BE N A POSHTION TO COME TQ THE BOARD BY DECEMBER 23,
ANSWERS ON RESCHEDULWNG wOULD PROBABLY TAKE LONGER BECAUSE THE
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3. THE MD SAD THAT THIS REQUEST TO THE BANKS LANKED WiTH HAS
APPROACH TO THE SUPERVISORY AUTHORATHES (OUR TE