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CONFIDENTIAI

Foreign and Commonwealth Office

London SWI1A 2AH

22 March 1982

jbeeur MLQLDLM.

UK/SOVIET JOINT COMMISSION

Thank you for your letter of 16 March to Simon Fuller.

We accept that at The Fconomic and Industrial Review later
this week you will not wish to convey a definite impression that
Mr Rees will not be taking part in the Joint Commission. But
equally FCO Ministers think it important that nothing be said
which might prejudice the collective Ministerial decision on UK
Chairmanship which you will be seeking in April. We hope DOT
officials will bear this in mind.

I am copying this to John Coles (No 10), Jonathan Spencer
(DOI), to the Private Secretaries of other OD members and to
David Wright (Cabinet Office).

A K C Wood
PE/Lord Privy Seal

Nicholas McInnes Esq
PS/Minister for Trade
Department of Trade

1 Victoria Street
[LLONDON SW1
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FM MOSCOW 178630Z MAR 82

TO IMMEDIATE FC O

TELEGRAM NUMBER 138 OF 17 MARCH

INFO IMMEDIATE D O T (FOR OT4) PRIORITY UKREP BRUSSELS

“/SOVIET =
YOUR TEL NO 145 3 EC MEASURES AGAINST SOVIET EXPORTS, ( ILEA CT Lon )

1. THANK YOU FOR THESE PROMPT INSTRUCTIONS,

9. MANZHULO READ FROM A BOUT DE PAPIER, A COPY OF WHICH HE
HANDED OVER (TEXT AND TRANSLATION BY BAG). THE PAPER WAS

S0 DRAFTED AS TO BE CAPABLE OF BEING USED WITH ANY MEMBER OF THE

COMMUNITY, AND DID NOT REFER TO THE UK BY NAME, THE MAIN POINTS

WERE 1

(A) ACCORDING TO WESTERN PRESS REPORTS, THE RESTRICTIONS WORKED

OUT BY THE COMMISSION MIGHT AFFECT, IN PARTICULAR, SUCH TRADITIONAL
SOVIET EXPORT GOODS AS '’MACHINE-TOOLS, CARS, RADIO EQUIPMENT,
FURS, CARPETS, CUT DIAMONDS CLOCKS AND WATCHES, PHOTO-CAMERAS,
VODKA, CAVIAR, CRABS AND OTHER FINISHED GOODS AS WELL AS
CHEMICALS'’,

(B) THESE ACTIONS CLEARLY DISCRIMINATED AGAINST THE SOVIET UNION:

(C) THEY CONTRADICTED THE SPIRIT AND THE LETTER OF BILATERAL
TRADE AND ECONOMIC AGREEMENTS, AND WERE NOT IN ACCORDANCE WITH
THE PROVISIONS OF THE HELSINKI FINAL ACT. \

(D) *’A REDUCTION IN THE |MPORT OF SOVIET GOODS BY YOUR COUNTRY
MAY RESULT IN THE REDUCTION OF OUR PURCHASES AS WELL AS IN THE
COMPLICATION OF NEGOTIATIONS UNDER WAY RELATIVE TO THE PURCHASE
OF CERTAIN GOODS, INCLUDING SOME KINDS OF MACHINERY AND
EQUIPMENT, OTHER INDUSTRIAL AND FINISHED PRODUCTS’’.

(E) THE SOVIET UNION HOPED THAT A SOBER APPROACH WOULD EVENTUALLY
PREVAIL AND THAT TRADE AND ECONOMIC COOPERATION ON AN EQUAL AND
MUTUALLY BENEFICIAL BASIS WOULD BE CONTINUED.

3. BEATTIE UNDERTOOK TO REPORT. HE MADE THE COMMUNITY COMPETENCE
POINT IN PARA 2 OF YOUR TUR, HE NOTED THAT THE SOVIET DEMARCHE

WAS BASED ON WESTERN PRESS REPORTS, ADDING THAT DETAILS OF THE

MEASURES WOULD BE PUBLISHED OFFICIALLY IN DUE COURSE. BEATTIE

THEN SAIDs

(A) THE COMMUNITY HAD TAKEN ITS MEASURES IN SUPPORT OF THE PROVIS-
IONS OF THE FINAL ACT, IN POLITICAL CIRCUMSTANCES FOR WHICH
MEMBERS OF THE COMMUNITY HAD NOT BEEN RESPONSIBLE, AS POINTED OUT
IN THE COMMUNIQUE OF THE FOREIGN MINISTERS OF THE TEN OF &

JANUARY. RESTRICTED / (B) THE




&

(B) THE COMMUNITY WOULD NO DOUBT STUDY ANY SOVIET COUNTER=MEASURES
WiTH CARE, TOGETHER WITH THE IMPLICATIONS OF THOSE MEASURES FOR
SOVIET RELATIONS ¥WITH THE COMMUNITY.

4., MANZHULO REPLIED THAT HIS STATEMENT HAD BEEN DELIVERED T0

THE CORRECT fADDRESS. THE BRITISH GOVERNMENT HAD PARTICIPATED
IN THE ELABORATION OF THE COMMUNITY’S MEASURES, AND WOULD BE
RESPONSIBLE FOR ENFORCING THEM SO FAR AS THE UK WAS CONCERNED.
THIS COULD NOT BUT AFFECT BILATERAL RELATIONS. MANZHULO SAID THAT
ANY REDUCTIONS IN SOVIET PURCHASES SHOULD NOT BE REGARDED AS
REPRISALS OR SANCTIONS, BUT SIMPLY AS A CONSEQUENCE OF THE FACT
THAT I|F CERTAIN COUNTRIES DID NOT BUY FROM THE SOVIET UNION,
THE SOVIET UNION WOULD THEN NOT MAVE THE NECESSARY FOREIGN CURRENCY
70 BUY FROM THOSE COUNTRIES, AND WOULD HAVE TO LOOK ELSEWHERE.
HE REPEATED BRIEFLY HIS POINT ABOUT THE FINAL ACT, REFFERRING
70 WESTERN RESPONSIBLITY FOR THE ADJOURNMENT OF THE MADRID MEETING,
BUT CLEARLY DID NOT WISH TO PURSUE THIS LINE OF ARGUMENT.

5. IN CONCLUSION, MANZHULO NOTED THE FORTHCOMING E AND | REVIEW
MEETING IN LONDON AS A SIGN OF '’SOBER AND CONSTRUCTIVE'’
THINKING, AND AS A FORUM WHERE CURRENT PROBLEMS COULD USEFULLY
BE DISCUSSED. HE ADDED POINTEDLY THAT HE HAD ATTENDED A MEETING
OF THE SOVIET-NETHERLANDS JOINT COMMISSION IN THE HAGUE ON
00-05 FEBRUARY: HE ALSO SPOKE FAVOURABLY OF THE CURRENT LONDON
CHAMBER OF COMMERCE AND INDUSTRY MISSION TO MOSCOW. MANZHULO
SUBSEQUENTLY CAME TO A SUPPER FOR THE MISSION AND IN CONVERSATION
COMMENTED THAT THE EFFECT OF THE WESTERN ECONOMIC MEASURES HAD
BEEN TO MAKE INDUSTRIAL MINISTRIES ANXIOUS ABOUT THE RELIABILITY
OF WESTERN SOURCES OF SUPPLY FOR MAJOR PROJECTS. THEY WERE
THEREFORE LIKELY TO DO WHAT THEY COULD TO AVOID BEING DEPENDENT
ON THEM IN FUTURE.

G. SEE MIFT.
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215
SWITCHBOARD 01 215 7877

From the
Minister for Trade

S W J Fuller Esq
Private Secretary to the
Lord Privy Seal
Foreign & Commonwealth Office
London SW1A 2AH > March 1982

h;.B-P'n'

5 -
A5

UK/SOVIET JOINT COMMISSION

Thank you for your letter of 9 Merch. Mr Rees has asked me to
say that he is most grateful for the constructive support of FCO
Ministers over the trade links with the Soviet Union which we are
concerned to maintain. The Moscow Embassy has now been
instructed to confirm arrangements for the Economic and
Industrial Programme Review with the Soviet side.

Your suggestion that a senior official should lead our team for
the next Joint Commission meeting needs to be kept in mind.
However, Mr Rees feels that at least for the present we should
proceed on the basis that, since there has been no collective
Ministerial decision to the contrary, arrangements for the Joint
Commission should proceed as originally envisaged. As agreed,
this will be subject to Ministerial review nearer the time and in
the meanwhile we will not be increasing our degree of commitment
over the event. For the present we would not want to give the
Russians any very definite impression that Mr Rees might not be
taking part in the event. In our view, which we believe reflects
the Ministerial discussion at the beginning of the year, business
with the Soviet Union in the trade field continues to be as usual
except in relation to those specific signals which have been
agreed.

I am copying this to recipients of the previous correspondence.

\/W(S .%me_e:‘elﬂ .

Midnocs Mflnnes

NICHOLAS McINNES
Private Secretary to the
Minister for Trade (PETER REES)
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE o01-212 3301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

[3 March 1982

N McInnes Esq

Private Secretary to the
Minister for Trade

1 Victoria Street

LONDON

SW1H OET

/Dé,oj Vol

UK/SOVIET JOINT COMMISSION

1 ~
Thank you for sending me a copy of your letter of utﬂafgh to
Michael Arthur.

2 My Secretary of State agrees that it is desirable to
maintain low key official contacts for the time being and to
consider, in the light of the sitution in early April, whether or
not it is also desirable to proceed with the meeting of the Joint
Commission proposed for May.

3 Copies go to Michael Arthur, John Coles (No 10), to the
Private Secretaries of 0D Members in other Departments, and to
David Wright (Cabinet Office).

\//
(OW/N Le)

'/" et :

7 . 4
-"‘%:/"V‘t-l _/!/“—"'

RICHARD RILEY
Private Secretary







DEPARTMENT OF TRADE 1VICTORIA STREET LONDON SW1H OET Telephone 01-215 7877

Fromthe Secretary of State

CONFIDENTIAL

The Rt Hon Humphrey Atkins MP

Iord Privy Seal

Foreign and Commonwealth Office

Downing Street s

Iondon, SW1A 2AL || March 1982

ok

[)mr /W }“’*7

oo
ANGIO-SOVIET SHIPPING TREATY

Thank you for your letter of 24—F€Bruary about the Anglo-Soviet
Shipping Treaty. I am glad to see that you endorse our overall
objectives.

As to the timing of these negotiations, we have already had
discussions about them with the General Council of British
Shipping and with the British line involved in the trade, the
United Baltic Corporation. I would hope that we shall be able
to complete our consultations with our main Community
partners during the Spring and thereafter to approach the
Soviet side without delay.

Copies of this letter go to the Prime Minister, our colleagues
on MISC 19, and to Sir Robert Armstrong.

JOHN BIFFEN

CONFIDENTIAL
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CONFIDENTIAL

DESKBY 1129007

M WASHINGTON 110845 Z MAR 82

TO IMMEDIATE FCO

TELNO 813 OF 10 MAR 82

INFO PRIORITY ROME PARIS BONN UKREP BRUSSELS UKDEL NATO
INFO SAVING WARSAW MOSCOW,

YOUR TELNO 448 1 BUCKLEY MISSION _

1. BUCKLEY ASKED ME TO CALL THIS AFTERNOON TO GIVE ME A FIRSTHAND
ACCOUNT OF THE SCOPE AND PURPOSE OF HIS MISSION, HE WAS ALSO DUE
TO SEE THE AMBASSADORS OF THE OTHER EUROPEAN COUNTRIES HE WOULD

BE VISITING, AND WOULD BE TALKING TO THE JAPANESE AMBASSADOR, THE
US EMBASSY IN TOKYO WOULD FOLLOW THIS UP WITH THE JAPANESE GOVERN—
MENT.

2. BUCKLEY CONFIRMED THAT HIS MAIN FOCUS WOULD BE ON HOW TO ACHIEVE
SIGNIFICANT REDUCTIONS IN OFFICIAL EXPORT CREDITS AND CREDIT
GUARANTEES TO THE SOVIET UNION. DRAWING ON SOME WRITTEN TALKING
POINTS (COPY BY BAG TO THE DEPARTMENT) HE SA|D THAT THERE WAS AN
OPPORTUNITY NOW TO TAKE STEPS TOGETHER WHICH, WHILE EMPHASIZING
CONTINUED CONCERN OVER POLAND, WOULD SIGNIFICANTLY STRENGTHEN THE
WESTERN SECURITY POSITION, THE PRESIDENT HAD DECIDED TO DEFER
FURTHER ACTION ON THE MEASURES ANNOUNCED LAST DECEMBER, PENDING
BUCKLEY’S REPORT ON THE RESULTS OF HIS MISSION, HE HAD TAKEN THIS
DECISION DESPITE CRITICISM FROM CONGRESS AND THE US PUBLIC THAT HE
WAS ACTING TOO HESITANTLY.

3. THE PRESIDENT BELIEVED STRONGLY THAT THE WEST, THROUGH ITS
CREDIT POLICIES, HAD HELPED TO SUBSIDISE THE ECONOMIC DEVELOPMENT
OF THE SOVIET UNION AND THUS HAD WORKED AGAINST WESTERN SECURITY
INTERESTS THROUGH THE UNCONTROLLED AND UNCOMPETITIVE PROVISION OF
CREDIT, IT MADE NO SENSE FOR THE WEST, FACING AN UNPRECEDENTED
ARMAMENTS BUILDUP WHICH DIRECTLY THREATENED ITS SECURITY, TO BE
SPENDING MORE AND MORE MONEY ON DEFENCE AND THEN TO LEND MONEY TO
THE SOVIET UNION AT SUBSIDISED RATES, MOREOVER THERE WAS NO
JUSTIFICATION FOR GRANTING THE SOVIET UNION CONCESSIONAL CREDIT
AT THE EXPENSE OF WESTERN TAX PAYERS WHEN OUR CITIZENS WERE ALSO
FACING HIGH INFLATION AND MAVING TO PAY HIGH INTEREST RATES, THE
PRESIDENT SAW AN URGENT NEED TO INJECT SOME SENSE INTO ALL THIS.

4, BUCKLEY CONTINUED THAT THE AMERICANS RECOGNISED THAT THIS WAS

A COMPLEX AREA AND NO COUNTRY SHOULD BE ASKED TO BEAR A DIS-
PROPORT IONATE BURDEN, AGREEMENT WOULD NOT BE EASY, BUCKLEY WOULD
THEREFORE BE COMING WITH A PROPOSAL IN TWO PARTS

(1) EARLY AGREEMENT ON AN INTERIM MORATORIUM ON NEW CREDITS:

(11) A MEETING IN SLOWER TIME INVOLVING NOT ONLY THE FOUR COUNTRIES
HE WOULD BE VISITING BUT ALSO OTHER CREDIT-EXTENDING COUNTRIES,

CONFIDENTIAL olets
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TO EXPLORE THE POSSIBILITY OF REACHING AGREEMENT NOT ONLY ON THE
SUBSIDY ELEMENT IN OFFICIAL CREDITS BUT ALSO ON THEIR TOTAL VOLUME,
(IN MAKING THIS POINT ON VOLUME HE APPEARS TO HAVE GONE BEYOND WHAT
WAS IN HIS TALKING POINTS, HE MADE IT CLEAR THAT HE MEANT SOME KIND &
CREDIT RATIONING SYSTEM),

5, IN ADDITION TO THE QUESTION OF CREDIT, BUCKLEY SAID THAT
SUBSIDIARY OBJECTIVES OF HIS VISIT WOULD BE TO DISCUSS THE
POSSIBILITY OF COMMON RESTRAINTS ON IMPORTS FROM THE SOVIET UNION
AND THE SCOPE FOR REDUCING EUROPEAN ENERGY DEPENDENCE ON SOVIET
RESOURCES OF ENERGY,

6. | ASKED BUCKLEY WHETHER HE WOULD NOT WANT TO DISCUSS THE GENERAL
OBJECTIVE OF ECONOMIC POLICY TOWARDS THE SOVIET UNION: WHETHER IT
WAS TO PUNISH THEM, TO MAKE LIFE MORE DIFFICULT FOR THEM, TO REDUCE
THE LEVEL OF COMMERCIAL EXCHANGES, OR WHAT, IN ANY DISCUSSION OF
STEPS TO BE TAKEN IT SEEMED IMPORTANT TO AGREE WHAT OUR OBJECTIVES
WERE. BUCKLEY’S REPLY SUGGESTED THAT THME AMERICANS WERE MORE
CONCERNED WITH CUTTING OUT THE NEEDLESS SUBSIDISATION OF THE SOVIET
ECONOMY THAN WITH PUNISHMENT, BUT HE MADE IT CLEAR THAT THE MAIN
IMMEDIATE OBJECTIVE WAS TO FIND A METHOD OF SETTING LIMITS ON THE
VOLUME OF OFFICIAL CREDIT GOING TO THE SOVIET UNION, HE REFERRED

TO THE POSSIBILITY OF ESTABLISHING PERMANENT MECHANISM SOMEWHAT
EQUIVALENT TO COCOM, FOR THE CONTROL OF OFFICIAL CREDITS TO THE
SOVIET UNION IN SUCH A wWAY AS TO PLACE EACH COUNTRY ON THE SAME
COMPETITIVE BASIS, HE RECOGNISED THAT THIS WOULD NOT BE EASY,

7. | PICKED UP WHAT BUCKLEY HAD SAID ABOUT DIVERSIFYING THE
EUROPEAN SOURCES OF ENERGY, THIS WAS A VERY IMPORTANT SUBJECT, |
HOPED THERE WAS NO MISUNDERSTANDING ABOUT THE LIKELIHOOD THAT
SUPPLIES OF GAS ON ANYTHING LIKE THE SCALE ENVISAGED FOR THE WEST
SIBERIAN PIPELINE PROJECT WOULD BE FORTHCOMING FROM THE UK'S

NORTH SEA RESOURCES, BUCKLEY SAID THERE WAS NO SUCH EXPECTATION IN
US MINDS THOUGH THE RECENT VISIT OF US EXPERTS TO NORWAY HAD
SUGGESTED THAT THE UK MIGHT BE A TRANSFER POINT FOR NORWEGIAN GAS,
HE UNDERSTOOD THAT THE NEW NORWEGIAN GOVERNMENT WAS DISPOSED TO
LOOK MORE POSITIVELY ON SUCH POSSIBILITIES THAN ITS PREDECESSOR.

8. AS REGARDS IMPORTS FROM THE SOVIET UNION, BUCKLEY SAID THAT THEY
WOULD BE LOOKING FOR COMMON GROUND RULES,

9. IN THE COURSE OF TH!S DISCUSSION THE FOLLOWING ADDITIONAL POINTS

OF INTEREST AROSE s

(1) THE AMERICANS DID NOT THINK WHAT THEY WERE PROPOSING ON CREDIT
WOULD GIVE RISE TO DIFFICULTIES WITH THE GERMANS, NEVERTHELESS,
DURING GENSCHER'’S VISIT, THE GERMANS HAD SUGGESTED DISCUSSING ALL
THIS IN OECD, THE AMERICANS WERE NOT PREPARED TO CONTEMPLATE THIS,
(11) THE BUCKLEY MISSION IN ITS PRESENTATION IN CAPITALS WILL DRAW

=)
CONFIDEMTIAL / S
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ON RECENT CIA AND OTHER MATERIAL ABOUT THE STATE OF THE SOVIET
ECONOMY AND IN PARTICULAR ITS EXTERNAL POSITION, BUCKLEY AGREED
THAT IT WOULD BE IMPORTANT TO TRY TO ESTABLISH A COMMON ECONOMIC
ASSESSMENT AS A BASIS FOR JUDGMENT ABOUT THE LIKELY EFFECTIVENESS
OF THE KIND OF MEASURES THEY WERE CONTEMPLATING ON CREDIT:

(111) BUCKLEY DOES NOT ANTICIPATE EXTENSIVE DISCUSSION ABCUT COCOM,

19, TOWARDS THE END OF OUR TALK, BUCKLEY MADE IT CLEAR THAT HE WAS
NOT EXPECTING, DURING THIS VISIT, TO GET INTO THE SUBSTANCE OF
QUESTIONS OF NON—UNDERMINING OR OF EXISITING CONTRACTS, HE SAID THAT
HE WAS NOT SUPPOSED TO ADMIT THERE WAS A LINK BETWEEN THE QUESTION
OF FUTURE CREDITS AND THESE OTHER |SSUES, THOUGH HE RECOGNISED THAT
IN PRACTICE THERE WAS, HE ALSO UNDERSTOOD PERFECTLY WELL THAT THE
EUROPEAN REACTION TO US IDEAS ON FUTURE CREDITS WOULD BE TO SOME
EXTENT CONDITIONED BY WHAT HE COULD SAY TO THEM ABOUT THE TREATMENT
OF EXISITING CONTRACTS, BUT HIS REACTION ON THIS SUGGESTED THAT

IT WOULD HAVE TO BE DEALT WITH DELICATELY AND MIGHT BEST BE DONE
INFORMALLY, THE OFFICIAL US POSITION WAS THAT THE PRESIDENT WOULD BE
TAKING DECISIONS ON ALL THAT IN THE LIGHT OF THE FINDINGS OF THE
BUCKLEY MISSION,

FCO PASS SAVING WARSAW MOSCOW,

HENDERSON
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CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

9 March 1982

gqah 7?1;151n44’

UK/SOVIET JOINT COMMISSION

Thank you for your letter of 4 March.

As you say, discussions with our allies and partners
have not produced a clear picture and we think it is probably
fair to assume that in the end most of them will go ahead with
their Joint Commissions. In these circumstances, FCO Ministers
(I should add that the Lord Privy Seal himself is abroad at
the moment) see no reason to object to your going ahead with the
regular review of the UK/Soviet Economic and Industrial
Co-operation Agreement, due to be held during the week of
22 March, nor with the similar review of the Scienceand Technology
Programme. Equally, while we note your Minister's view that a
final decision on whether to go ahead with the Joint Commission
itself should be delayed until early in April, FCO Ministers
do not anticipate any objection to the principle of the Commission
going ahead on schedule. A formal answer on this point will,
of course, be given when Mr Rees consults his colleagues early in
April.

However, we think it important, if the Joint Commission
does go ahead, that there should be some signal to the Soviet
side that we are not thereby returning to business as usual in
Anglo-Soviet relations. In our view, such a signal could best
be conveyed by sending a senior official rather than a Minister as
leader of the British side. This would have the additional
advantage that the absence of a Minister would reduce the risk that
by going ahead with the Joint Commission we might exacerbate our
difficulties with the Americans over East/West economic issues. A
number of our partners in any case have joint commissions led by
a senior official or business man.

Because of the different structure on the Soviet side,
we would not anticipate that such a change by us would lead to
any major change in the composition of their delegation, although
they might conceivably substitute another Deputy Minister for
Mr Yuri Brezhnev. We believe that their main concern will be that
both the March review and the Joint Commission itself should go
ahead on time.

Nicholas McInnes Esq
PS/Minister for Trade
Department of Trade

1 Victoria Street
London SW1

CONFIDENTIAL
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Pending a decision on this matter, we suggest that at
the Review Meeting, the British side should confirm orally that
Mr Rees remains the British co-chairman of the Joint Commission,
but indicate that because of other commitments he may not be able

to manage a meeting in May.

I am copying this letter to the recipients of yours.

Yo Srectur

i
S WJ Fuller

PS/Lord Privy Seal

CONFIDENTIAL
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TO IMMEDIATE F C 0
TELEGRAM NUMBER 767 OF 5 MARCH ikﬁ,gf"f
INFO PARIS, BONN, ROME, UKREP BRUSSELS, UKDEL NATO

INFO SAVING TO WARSAW, MOSCOW

MY TELNO 6821 BUCKLEY MISSION

1, | UNDERSTAND THAT DATES HAVE NOW BEEN PROPOSED FOR THE BUCKLEY
MISSION AND THAT THEY ARE AIMING TO BE IN LONDON ON 15 AND 16 MARCH,
| ALSO UNDERSTAND THAT BUCKLEY WILL BE ASKING ME TO CALL NEXT WEEK
TO GO OVER THE OBJECTIVES FOR THE MISSION, IN THE MEANTIME MINISTER
CALLED TODAY ON NILES (DEPUTY ASS|STANT SECRETARY, EUROPEAN AFFAIRS,
STATE DEPARTMENT) FOR A PREVIEW AND HAS D)SCUSSED THE MISSION AGAIN
WITH HORMATS,

2, THE BASIC U,S, OBJECTIVE WILL BE TO START A DIALOGUE ABOUT THE
POSSIBILITY OF CONSTRAINING MEDIUM AND LONG TERM CREDITS TO THE
SOVIET UNION, SECONDRY OBJECTIVES WILL BE TO DISCUSS ENERGY SECURITY,
RESTRICTIONS ON SOQVIET IMPORTS, NOT UNDERMINING EACH OTHER’S
MEASURES, AND THE PROBLEM OF EXISTING CONTRACTS,

—

—

3. IN SHIFTING THE FOCUS TO FUTURE CREDITS, THE AMERICANS ARE AWARE
THAT THEY ARE EMBARKING, NOT FOR THE FIRST TIME, ON A VERY COMPL|CAT-
ED AREA, THEY RECOGNISE THAT THIS IS NOT DIRECTLY RELATED TO THE
SITUATION IN POLAND, IT IS SOMETHING WHICH THIS ADMINISTRATION WOULD
ANYWAY HAVE W]SHED TO PURSUE, IN PARALLEL WITH THE PROBLEM OF
TECHNOLOGY TRANSFER TO THE SOVIET UNION, THEY FEEL THAT IT IS
PROFOUNDLY WRONG OF THE WESTERN DEMOCRACIES TO BE COMPETING WITH
EACH OTHER TO FINANCE AND SUBSIDISE THE DEVELOPMENT OF THE SOVIET
ECONOMY, THEY BELIEVE THAT |T IS IMPORTANT TO SEE WHAT CAN BE DONE
AS THEY PUT IT, TO PLACE OUR COLLECTIVE ECONOMIC RELATIONSHIP WITH
THE SOVIET UNION ON A SOUNDER FOOTING. :

4, THEIR SIGHTS ARE SET ON OFFICIAL CREDITS AND OFFICIAL GUARANTEED
CREDITS TO THE SOVIET UNION (NOT THE REST OF EASTERN EUROPE). THEY
WILL AIM DURING BUCKLEY’S VISITS TO EXPLORE THE POSSIBILITY OF
RESTRAINING OR REDUCING THE VOLUME OF CREDIT INVOLVED AS WELL AS THE
TERMS ON WHICH IT IS OFFERED, PAYING PARTICULAR ATTENTION TO ANY
ELEMENT OF SUBSIDISATION,

5. THE AMERICANS DO NOT SEE THIS EXERCISE AS PART OF ANY PACKAGE OF
SANCTIONS, THEY CLAIM THAT THEY ARE NOT SEEKING TO PUNISH THE SOVIET
UNION BUT THEY HOPE TO BE ABLE TO DEMONSTRATE THAT CONSTRAINTS ON

WESTERN OFFICIAL CREDITS WILL IMPOSE SIGNIF]CANT ADDITIONAL BURDENS
ON THE SOVIET ECONOMY, THUS MAKING |IT MORE DIFFICULT FOR THE SOVIETS

TO FINANCE THEIR OWN ECONOMIC AND MILITARY DEVELOPMENT,
CONFIDENTIAL /6.
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6. THE BUCKLEY MISSION IS NOT EXPECTING TO_NEGOTIATE RESULTS DURING
THIS TOUR. IT WILL RETURN 70 | WASHINGTON TO REPORT REACTIONS TO THESE
GENER#L IDEAS, PENDING THEIR REPORT, THE PRESIDENT HAS DEFERRED
DECISIONS ON OTHER POSSIBLE ACTION BY THE US GOVERNMENT AND ON THE
VEXED QUESTION OF EXISTING CONTRACTS, THE AMERICANS ARE RELUCTANT
TO BE DRAWN ON THE PRECISE LINKS THAT MAY BE MADE BETWEEN THESE
ISSUES, BUT NILES AND OTHERS HAVE MADE IT CLEAR TO US THAT |F THE
BUCKLEY MISSION CAN REPORT A GENERALLY POSITIVE ATTITUDE AMONG THE
EUROPEANS ON THE IMPORTANCE OF TRYING TO TACKLE THE GQUESTION OF
CREDIT AND A READINESS, DESPITE THE DIFFICULTIES AND COMPLEXITIES,
TO HOLD FURTHER DISCUSSIONS TO SEE WHAT CAN BE ACHIEVED, THIS WILL
STRENGTHEN THE HAND OF HAIG AND OTHERS HERE WHO ARE TRYING TO AVOID
ACTION WHICH WOULD BE DAMAGING TO ALLIANCE RELATIONSHIPS,

7. IN DISCUSSION WITH NILES AND OTHERS WE HAVE BEEN MAKING IT CLEAR
THAT THIS WILL MECESSARILY BE A TWO-WAY PROCESS AND THAT THE
EUROPEAN REACTION TO AMERICAN |DEAS ON FUTURE CREDITS wiLL RE
INFLUENCED BY THE SENSE THEY GET OF US READINESS TO FIND SOLUTIONS

TO THE PROBLEMS THEY HAVE THEMSELVES CREATED FOR THE EUROPEANS,
PARTICULARLY OVER EXISTING CONTRACTS,

FCO PASS SAVING WARSAW AND MOSCOW

HENDE RSON

[REPEATED AS REGUESTED]
LIMITED ADDITIONAL DISTRIBUTION
EESD NEWS D
ECD(E) 5 EASTERN EUROPEAN ECONOMIC
CSCE UNIT PS/LPS
NAD PS/LORD TREFGARNE
SED PS/PUS
WED MR BULLARD
ESID LORD BRIDGES
TRED MR Goedisan
PLANNING STAFF MR EVANS
ERD MR HANNAY Lo
PUSD MR HAYES CONFIDENTIAL
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From the 4 March 1982

Minister for Trade

M A Arthur Esq
Private Secretary to the Lord
Foreign & Commonwealth Office

Downing Street ol 1 uﬂﬁwt_‘aLvu;gﬁla
LONDON SWl1
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UK/SOVIET JOINT COMMISSION F S
Discussions with allies about their regular contacts with the
Soviet Union have not produced very clear-cut results. Some
have suggested that their Joint Commissions and other similar
meetings might be delayed as a result of the situation over
Poland, but there have been few explicit commitments. Our
experience after the invasion of Afghanistan was that few of
these formal contacts were much affected; the UK put itself at
a disadvantage by postponing a meeting of the UK/Soviet Joint
Commission for a year. We would not want again to adopt a
higher profile than others.

On the basis that normal trade by British firms with Soviet
enterprises is continuing, except in the limited areas where
there has been a definite decision to the contrary, my
Department considers that we should in principle be prepared
to carry on with the normal intergovernmental contacts which
are necessary 1if our firms are to obtain business in the
Soviet Union. Most immediate is the regular review of the
UK/Soviet Economic and Industrial Co-operation Agreement, due
to be held at official level in London during the week of

22 March. There is then the question of a similar review of
the Science and Technology Programme for which a firm date
still has to be fixed.

My Minister feels that colleagues should be aware of these
reviews even though there should be no political probleums

over the necessary meetings. These will be held with the

lowest level of public visibility consistent with securing the
interests of British firms, in strictly businesslike manner, and
with the minimum necessary official entertainment.

The UK/Soviet Joint Commission meeting scheduled for Moscow
in the week of 17 May presents a greater problem because of

/the political




the political dimension. My Minister is due to lead the British
team (including high-level businessmen), and Mr Yuri Brezhnev

a First Deputy Minister of Foreign Trade, has been nominated on
the Soviet side. But, even more than in the case of the Programme
Reviews (which are really preparatory events), the Joint
Commission is important for our firms and evgn_postponement

of the May meeting would be disadvantageous for them. DMr Rees
has concluded that the best course for the present is to delay
a_final decision on whether or not to go ahead as planned: ne
would consult colleagues about this early in April. In the
meanwhile, we would not give the Soviets any firm impression

one way or the other.

I am copying this to John Coles (No. 10), Jonathan Spencer (DOI),
to the Private Secretaries of OD Members in other Departments
and to David Wright (Cabinet Office).

Ncr Mlaves

NICHOLAS MCINNES
Private Secretary to the Minister for Trade
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TO IMMEDIATE WASHINGTON

TELEGRAM NUMBER 385 OF :2 MARCH

REPEATED TO FOR INFO PRIORITY UKREP BRUSSELS, BONN, ROME, PARIS
UKDEL .NATO, WARSAW

YOUR TELNO 558: MEASURES AGAINST THE SOVIET UNION

1. IT IS USEFUL TO HAVE EAGLEBURGER'S OUTLINE OF THE PURPOSE

OF THE BUCKLEY MISSION. WE THINK IT IMPORTANT THAT THE
AMERICANS AND EUROPEANS SHOULD HAVE A FULL DISCUSSION OF THEIR
POLITICAL AND ECONOMIC OBJECTIVES IN ANY FURTHER MEASURES
AGAINST THE SOVIET UNION. WE NEED TO EXPLORE US OBJECTIVES IN
RAISING CREDIT POLICY, EG WHETHER THEY ARE THINKING OF SOVIET
UNION OR EASTERN EUROPE AS A WHOLE: WHETHER THEY PROPOSE ACTION
ON SUBSIDIESED CREDITS ALONE, OR ON ALL

OFFICIALLY GUARANTEED EXPORT CREDITS ALONE, OR ON CREDITS

MORE GENERALLY: LEGAL BASIS: EVENTUAL EFFECT ON TRADING PATTERNS:
IMPLICATIONS FOR THE INTERNATIONAL BANKING SYSTEM? THESE ARE ALL
QUESTIONS WHICH WE SHALL PUT TO BUCKLEY BUT WE SHOULD BE
GRATEFUL FOR ANY CLARIFICATION THAT YOU CAN OBTAIN.

2. MORE GENERALLY, THE AMERICANS DO NOT YET SEEM TO APPRECIATE
THE STRENGTH OF EUROPEAN OPPOSITION TO THE RESTRICTION OF CREDIT
FOR THE SOVIET UNION-. THE FRENCH AND GERMANS, AT LEAST, ARE
OPPOSED ON BOTH POLITICAL AND ECONOMIC GROUNDS TO DELIBERATE
ACTION TO CUT BACK EAST/WEST TRADE. THEY WOULD ALSO HAVE LEGAL
PROBLEMS. ACTION TAKEN FOR POLITICAL REASONS TO CURTAIL CREDIT
FOR EASTERN EUROPE (IF THAT IS WHAT THE AMERICANS HAVE IN MIND)
WOULD STRIKE THEM AS SENSELESS. OUR FIRST REACTION, THEREFORE,
IS THAT A JOINT MEETING CENTERED ON THESE ISSUES WOULD QUICKLY
RUN INTO SERIOUS DIFFICULTY. THERE MIGHT BE ADVANTAGE IN THE
AMERICANS LEARNING EUROPEAN VIEWS SEPARATELY AND AT FIRST HAND
IN CAPITALS. WE ALSO HAVE IN MIND THAT A MEETING BETWEEN
BUCKLEY AND FOUR EUROPEAN OFFICIALS YOULD PROBABLY BECOME PUBLIC,

1 e /ﬂﬁéﬂ
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AFTER THE ARTICLES IN THE US PRESS. THE REACTION OF OUR OTHER
EUROPEAN PARTNERS, AND JAPAN, WOULD BE DECIDEDLY NEGATIVE.

3. OUR EARLIER SUGGESTION OF A MEETING OF THE FIVE (FCO TELNO
249 TO YOU - NOT TO ALL) WAS MADE IN THE CONTEXT OF 'NOT
UNDERMINING'., WE ENVISAGED A CONFIDENTIAL MEETING OF ECONOMIC
DIRECTORS THAT WOULD HAVE BUILT ON THE OUTCOME OF THE MEETING
HELD IN THE US EMBASSY IN LONDON ON 2 FEBRUARY. WE REMAIN
ANXIOUS TO PURSUE A SOLUTION ON THE BASIS PROPOSED IN THE
PRIME MINISTER'S MESSAGE OF 29 JANUARY TO PRESIDENT REAGAN.
HOWEVER, THE AMERICANS HAVE SUBSEQUENTLY RAISED AND GIVEN
PROMINENCE TO THE ISSUE OF CREDITS FOR THE SOVIET UNION. WE
SHOULD BE GRATEFUL FOR YOUR ASSESSMENT OF WHETHER A BARGAIN ON
THE ORIGINAL BASIS REMAINS POSSIBLE OR ARE THE AMERICANS
LIKELY TO INSIST ON ADDITIONAL CONCESSIONS, FOR EXAMPLE ON
CREDITS FOR THE SOVIET UNION?

4, OUR CENTRAL CONCERN REMAINS THE PRESERVATION OF ALLIANCE
UNITY. SUBJECT TO INFORMAL SOUNDINGS OF THE THREE EUROPEANS
WE WOULD BE PREPARED RECOMMEND TO MINISTERS THAT WE HOST A
CONFIDENTIAL MEETING OF THE FIVE TO PURSUE THE QUESTION OF 'NOT
UNDERMINING' (IF THE AMERICANS SO REQUEST). IF THE AMERICANS
WERE TO SEEK A JOINT MEETING COVERING THE WIDER ISSUES, WE
WOULD HAVE TO SEEK ISTERIAL INSTRUCTIONS.

5. THE US EMBASSY TOLD BRIDGES TODAY THAT THEY EXPECT BUCKLEY
TO VISIT ROME, PARIS, LONDON AND BONN (IN THAT ORDER) BETWEEN
MARCH 9 AND L9. LIKELY DATES FOR LONDON WOULD BE BETWEEN

b,

MARCH L4 AND L7. THEY DID NOT REFER TO A JOINT MEETING.

CARRINGTON
POLARD SPECIAL
S _ ADDITIONAL DISTH.
% POLAND SPECIAL
CSCE UNIT

5 s  [COPIES SENT 0 NO 10 DOWNING ST]
Ken CORS D -
ECD (E) CONS EM TNIT
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TO IMMEDIATE F C O

TELEGRAM NUMBER 645 OF 26 FEBRUARY

INFO PRIORITY UKREP BRUSSELS, BONN, ROME, PARIS, UKDEL NATO, WARSAW.

MY TELNO 613: MEASURES AGAINST THE SOVIET UNION,

1. | CALLED THIS AFTERNOON WITH MINISTER (COMMERCIAL) ON NORMAN
BAILEY (NSC) FOR A MEETING WHICH HAD BEEN TWICE POSTPONED, BAILEY
SAID THAT THE NSC HAD MET EARLIER IN THE DAY, BUT HAD TAKEN NO
DECISIONS, THE PRESIDENT WAS NOW CONSIDERING THE OPTIONS, HE WOULD
BE LIKELY TO REACH A DECISION BY EARLY NEXT WEEK. (OLMER HAS SINCE
TOLD ME THAT AT THE MEETING THE GROUND HAD BEEN GONE OVER VERY
THOROUGHLY AND THAT ALL THE ARGUMENTS WE WOULD HAVE WANTED TO SEE
USED WAD BEEN FORCEFULLY DEPLOYED).

2, BAILEY SAID THAT THINGS WERE EVIDENTLY GETTING WORSE IN POLAND
AND THE AMERICANS SAW NO REASON TO LIGHTEN THE SANCTIONS AGAINST
EITHER POLAND OR THE SOVIET UNION, THEIR THINKING HAD BEEN
FAVOURABLY AFFECTED BY THE SUBSTANTIAL WILLINGNESS WHICH MOST

OF THEIR ALLIES WERE NOW SHOWING TO DO THINGS WHICH THEY THOUGHT
THE SITUATION DEMANDED, BUT THEY HAD BEEN UNFAVOURABLY IMPRESSED

BY THE DECISION OF THE FRENCH BANKS TO FINANCE THE DOWN PAYMENT FOR
THE GAS PIPELINE (WHICH THE FRENCH GOVERNMENT COULD NOT DISAVOW
SINCE NATIONALISATION), AND BY REPORTS OF CRITICISM IN THE

EUROPEAN PARLIAMENT OF SIGNIFICANT VIOLATIONS BY THE COMMISSION

OF THE SANCTIONS WHICH THE COMMUNITY HAD CLAIMED TO TAKE AGAINST THE
RUSSIANS AFTER AFGHANISTAN, EUROPEAN PARLIAMENTARIANS WERE ALSO

SAID TO BE CRITICIZING THEIR GOVERNMENTS FOR NOT TAKING SUFFICIENTLY
SERIOUSLY THE SECURITY IMPLICATIONS OF THE GAS PIPELINE, BAILEY

DID NOT ATTEMPT TO ANTICIPATE THE PRESIDENT’S DECISION, BUT HE
COMMENTED THAT THE DECISION WAS CLEARLY POLITICAL AND THAT IT
INVOLVED TRADING OFF DAMAGE TO THE SOVIET UNION AGAINST DAMAGE TO
THE ALLIANCE,

3. | ARGUED THAT, AS A RESULT OF EXCHANGES WITH THE AMERICANS IN
EARLY FEBRUARY, WE AND THE OTHER EUROPEANS HAD ASSUMED THAT THE
AMERICANS WOULD BE FLEXIBLE IN APPLYING THE MEASURES OF 29 DECEMBER
TO EXISTING CONTRACTS, I|F IN RETURN THE EUROPEANS PRODUCED A
SIGNIFICANT PACKAGE OF MEASURES OF THEIR OWN, AND COULD WORK OUT
ARRANGEMENTS FOR NON—=UNDERMINING, THE EUROPEANS HAD DONE THE FIRST
AND WERE READY TO DISCUSS THE SECOND, THEY HAD NOW DECIDED IN
PRINCIPLE TO CUT THEIR IMPORTS FROM THE SOVIET UNION, A STEP ON
WHICH THE UNITED STATES HAD NOT YET EMBARKED, | HAD EARLIER LEFT
HIM A COPY OF OUR NOTE OF 24 FEBRUARY ABOUT EXISTING CONTRACTS
WHICH HE HAD READ, HE SAID HE TOOK OUR POINTS,

CONFIDENTIAL
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4, BAILEY SAID THAT THE QUESTIONS FOR THE ADMINISTRATION WERE:
WHETHER THE REGULATIONS SHOULD BE EXTENDED TO COVER U.S. SUBSIDIARIES
AND LICENCEES ABROAD: AND WHETHER THE REGULATION ON OIL AND GAS
EQUIPMENT SHOULD BE APPLIED RETROSPECTIVELY TO AMERICAN COMPANIES,
THE EXISTING SANCTIONS CLEARLY PREVENTED GENERAL ELECTRIC FROM
EXPORTING ANY MORE ROTORS AND SHAFTS TO CONSTRUCTORS JOHN BROWN FOR
RE—E XPORT TO THE SOVIET UNION, BAILEY’S PERSONAL VIEW WAS THAT THE
PRESIDENT WOULD BE UNLIKELY TO MODIFY THIS, GIVEN THE CURRENT
POLITICAL PRESSURES, ANY SOFTENING OF THE EXISTING ARRANGEMENTS
WOULD GIVE RISE TO GREAT CRITICISM AND COULD FOR EXAMPLE RESULT

IN A UNION BOYCOTT OF GRAIN EXPQRTS.

5, BAILEY SAID THAT THE ADMINISTRATION WERE NOW PARTICULARLY
INTERESTED IN TIGHTENING FUTURE CREDITS TO THE SOVIET UNION: THIS

LED TO A WIDER DISCUSSION, REPORTED IN MY TELNO 646,

COMMENT

6. IT 1S NOT EASY TO JUDGE FROM BAILEY’S REMARKS WHICH WAY THE

CAT MAY JUMP, THE AMERICANS ARE EVIDENTLY VERY CROSS WITH THE FRENCH,
AND WITH THE ALLEGED SANCTION VIOLATIONS BY THE COMMISSION ( PARAGRA PH
2 ABOVE) ON WHICH | WOULD BE GRATEFUL FOR CLARIFICATION, BUT THEY
ALSO SEEM TO BE WELL SEIZED OF THE POTENTIAL DANGERS TO THE

ALLIANCE AND ON THE DESIRABILITY OF CONSULTATIONS,

7. ASSUMING THE PRESIDENT SO DECIDES, BAILEY THOUGHT THAT THE
BUCKLEY MISSION WOULD NOW LEAVE FOR EUROPE IN ABOUT TEN DAYS, IT
WOULD NOT NECESSARILY 60 TO BRUSSELS. HE WAS INTERESTED IN THE
THOUGHT THAT CONFUSION MIGHT BE AVOIDED |F THE MISSION MET ALL ITS
INTERLOCUTORS TOGETHER, INSTEAD OF SEPARATELY IN CAPITALS, HE ASKED
WHETHER LONDON WOULD BE PREPARED TO HOST SUCH A COLLECTIVE

MEETING. | SAID | WOULD ASK, AND WOULD BE GRATEFUL FOR EARLY
GUIDANCE,

THOMAS

POLARD SPECIAL
STANDARD ADDITIONAL DISTH.
EESD POLAND SPECIAL

CSCE UNIT
[COPIES SENT T0 NO 10 DOWKING ST]
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Fromthe Secretary of State

The Rt Hon The Lord Carrington KCMG MC
Sacretary of State for Foreien and Commonwealth Affairs
Foreign and Commonwealth urfice

Downing Street

SW1A 2AH 2_{) F'Cbruary 1982
» 4'__‘,
Lo Go g,

MEASURES AGAINST THE SOVIET UNION - QUOTAS

[ am concerned about the draft measures which the Commission is preposing to
implement the Council's decision on 23 February to introduce quota restrictions
on imports of USSR manufactured goods and lux: products, My officials are
already in touch with yours on the detailed pois but unless we can secure
changes both to the draft regulation and to the ists of pro.ucts te ke covered

may well find our.elves saddled with a syste.: ~h causes disproportionate
harm to our interests. I am therefore writing to ask that before We go any
furiner—miimtsrers should be given the opportunity to consider the outcome of the
COREPER meeting on March 1 at which these matters are to be discussed, and
that the UK's position at that meeting is appropriately reserved.

We might also consider at the same time whether we could not use action on
quotas by the Community as a barganing counter with the Americans on existing
contracts. The Community might for example agree to a 50% cut in USSR imports
in return for American agreement to exempt existing contracts from their
measures. Otherwise we might go for a much smaller reduction. This could point
for the need for some delay in taking further decisions.

I am copying this to the Prime Minister, Chancellor of the Exchequer, Secretary of
State for Industry, Secretary of State for Agriculture and Sir Robert Armstrong.

i 5 s ==
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20 JOHN BIFFEN

( approved by the Secretary of State
and signed in his absence.)
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Foreign and Commonwealth Office
London SW1

24 February 1982

ANGLO/SOVIET SHIPPING TREATY

Thank you for your letter of 17 February to Peter Carrington
which sets out the objectives you will be pursuing in the course
of the renegotiation of the 1968 Anglo/Soviet shipping Treaty.

While I agree that the main aim should be to include provisions
to correct the current imbalance in our bilateral trade, I am
pleased to see that you are also looking at the possibilities of
port closures and advance notification of Soviet vessels. In
addition, anything you can do to achieve a common Community approach
to the broader issues of the global activities of the Soviet
Merchant Shipping Fleet is to be welcomed. It should be borne in
mind that our treaty with the Soviet Union is more permissive than
the ecguivalent treaties of our major partners and allies with the
Russians.

I would be grateful if you could let me have some indication
of the timetable and mechanism you envisage for consulting with
partners and the opening of negotiations with the Soviet side. We
must impress upon the Russians that we are serious in our aims
and that our proposal to renegotiate, whilst an integral part of
our response to developments in Poland, was not a purely political
gesture; failure on their part to negotiate seriously could have
implications for the future of the Treaty itself.

I am copying this letter to the Prime Minister, our colleagues
on MISC 19 and to Sir Robert Armstrong.

ol
(oud =%
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The Rt Hon W John Biffen MP
Secretary of State for Trade
1 Victoria Street

LONDON SW1
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Fromthe Secretary of State

Rt Hon Lord Carrington PC KCMG MC
Secretary of State for Foreign
and Commonwealth Affairs
Whitehall
London SWI [ 7February 1982

ANGLO/SOVIET PING TREATY

ne nave told the Soviet Ambassador of our intention to renegotiate
this Treaty. u will wish to know the cihjectives I shall be
to achieve in doing = The essential problem is the
between British and Soviet carryings of our
mutual seaborre trade. We do not accept that this should continue,
but the Treaty in its present form contains no provisions on

which we can rely in order to improve it.

My broad objective will therefore be to increase the share of the

bilateral tracde carried in British ships; and to this end to

Soviet agreement to specific target My initial concern
with the liner trade.
seeking to raise our shzre of this market is
during the negoetiations.
carried by our shipping would not necessarily
for our trade. Much will depend on the
UK line now involved in the trade, or sone
overcome their present reluctance to commit
tonnage to it; and that may i»;z:_' in turn on their
18 freight rates significantly !} rer than those at which
‘ade is now carried. Part of the cost of this would fall on
:xporters and importers, so it will be a question of finding

lght point of balance ~ British interests as a whole.




From the Secretaryof State

As a separate objective, discussions are taking place between

Departments on the possibility of limitirg in the interest of
security the number of British ports open to Soviet vessels, and
e possibility of requiring Soviet vessels to give advance

ing of their arrival. We shall of course see how these

ers can also be pursued during the renegotiations.

We have
recently had some useful experience of the value of a concerted
response to Soviet shipping, vwhen we and four other Northern
European countries got some useful concessions concerning the
Soviet merchant fleet's activities in the c¢ross-trades out of
liorthern Europe and the UK. Ve also know that these EC countries

share our dissatisfaction witt he shippirg of their bilateral

ffor a concerted

I am copying this letter to our colleagues on MISC 19, and to Sir

Robert Armstronz.
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POSSIBLE ACTION.AGAINST SOVIET EXPORTS OF MANUFACTURED AND LUXURY
PRODUCTS TO THE COMMUNITY Z

o =

g

Thank you for your minute of 15 February about possible measures

against Russia.

Experience of trade sanctions suggests that they tend to be
ineffective and bring little but problems to those countries
imposing them. Because of this I have serious doubts about the
wisdom of embarking on this path. I can see that there might be
advantages for our manufacturers of industrial goods if we were

to curtail certain competing Soviet exports. But there are no

such benefits for our food and drink manufacturers and to take
action here could attract retaliation to this sector. Moreover,
what may start as a relatively limited action could easily escalate
to the Eastern bloc countries as a whole.

A further reason for my hesitation over items such as caviar and
canned salmon etc is that Soviet exports to us, and possibly to
the rest of the Community, have been falling steadily in recent
years. If the Community decided, for example, to restrict trade
to, say, 1980 levels this would be seen by the Soviets as an idle
gesture. As you say, the most important item in my sector that
could be hit is whisky. Here there may not be much to lose in
trade terms - although the sums involved may not seem significant,
the psychological impact on an industry already seriously affected
by cut-backs and redundancies is another matter. It seems however
that vodka is not on the 1list that has been circulated and this
might help somewhat to reduce the risk of retaliation on whisky.

/If however ...
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If however it emerges in Brusse this week that most of the
Member States ] G A i f this nature would not

i
insist on our ding ide i consensus that the luxury
ossible

foods on the 1i should 1 1 led among the p
candidates.

I am sending copies to members of 0D and to Sir Robert Armstrong.

B%AY,

PETER WALKEI
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MINISTER OF STATE FOR AGRICULTURE, FISHERIES AND FOOD

Possible action against Soviet exports of

manufactured and luxury products to the Community

——

11 As you know discussions have been going on in the

Community to identify possible measures against Soviet exports
to the Community. Discussion has focused on exports of

manufactures, since many of these compete with hard-pressed

Community industries, and of luxurfrﬁroducts, including food
—

products such as ;Saka and caviar. The Presidency has now
invited Member States to say by 17 February which goods in

these categories they could not accept restrictions on.

2. I am told that you have expressed reservations about the
inclusion of luxury food products on the grounds that

restrictions on imports of food products on political grounds

—

could prejudice our position on such questions as imports of
cereals substitutes; and that the Russians might retaliate

against our whisky exports.

S It is likely that there will be strong support among our
partners for the appearance of these products among the options

—

which the Council will be asked to choose from on 22/23
February. They see them as a demonstrative signal to the
Russians whichdoesno damage to Western interests. I share this
view. Whisky exports to the Soviet Union are minimal; the
— e it
Russians make a lot of money out of selling it internally at

~xastly inflated prices; and even if the Russians did retgliate,

the curtailment of their whisky would affect precisely those

in the Soviet Union whom we intend our signals to reach; in any

event we should not be alone, since the French exporf—cognac
and other Member States may also export eaux de vie to the

Soviet Union. On the trade point I do not see why our position

/on imports
CONFIDENTIAL




on imports of cereals substitutes should be in any way affected.

Our desire to see their continued importation is entirely
defensible in economic and GATT terms; there is no question of

politically-motivated sanctions in their case.

4, The UK has been pressing our partners to produce a
credible list for action against Soviet imports. It would be
difficult to defend either in the Council or in Parliament a
refusal to go along with our Community partners on luxury food
products. I therefore hope you will agree that we should not

oppose their remaining on the list of possible measures.

e I am sending copies of this minute to members of OD and

Sir Robert Armstrong.

(CARRINGTON)

Foreign and Commonwealth Office, SW1

15 February 1982
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lHFU PRIQRITY WASH! NGTON BONN UKDEL NATO
”‘IFO SAVI NG ATHENS, ANKARA, THE HAGUE, BRUSSELS, OTTAWA, ROME,

0SLO, COPENHAGEN, TOKYO, AND L1SBON VV(
COCOM M) GH LEVEL HEET?ME
SiMM ARY

-

1. THE MEETING (PARIS, JANUARY 19/28) PROVED LESS DIFFICULT THAN
EXPECTED. THE AMERICAN DELEGATION DID MOT PRESS THE|R PROPOSALS

T REVISZ THE STRATEGIC. CRiT"RIA AND TO EXTEND BLANKET HESeasz 1o
A WIDE RANGE OF SOVIET INDUSTRIE

SATI SFACTORY CONCLUSIONS ADOPTED WITH HELP OF EFFECTIVE FRENCH

CHAIRMAN (PAYE). BRIEF STATEMENT WAS | SSUSD 3Y FRENCH MFA ON

JANUARY 20 (SEE PARIS TELEGRAM NO 8% -NOT TO ALL). 1T WAS AGREED

THAT THERE SHOULD BE MO FURTHER COMMENT TO THE PRESS.

DETAIL:

2. FIRST DAY BEGAN Wl TH SHORT INTRODUCTION BY BUCKLEY LEADI NG
LARGE US DELEGATION. HE DID NOT GO OVER THE DETAILED US CASE;
hHICH HAD BEEN REPEATED 1H A LONG PAPER EMPHASING WINE DEFENCE
PRIO‘EITY I‘IDJSTR! ES CI RCULATED ON THE EVE OF THE MEETING, NOR DID
HE REFER TO REVI SED CRI TERI A. BR! DGES (UX) SPOKE MEXT,

INDI CATI NG OUR STRONG AND CONTINUING SUPPORT FOR COCOM AND REED TO
COVER AREAS OF CONCERN SUCH AS TECHNOLOGY TRANSFER ON THE TRIED
CASE BY CASE BASI 8. WE ALSO LOOKED FOR PRACTICAL IMPROVEMENTS IN
COCOM 7’8 WORK, WHICH WE SAW AS ESSENTIALLY LONG TERM AND HOT
SJSCEPTIBLE TO DETAILED CHANGES |N RESPONSE TO SHORT TERM

VI Cl SSIT\JDES IN EAST/WEST RELkTIONS Al.THOUGH THESE WOULD

WF&.D Wl THI N HHICH FRAHEWRK COCDH OPERATED. BE ALSO SUPPDRTED
THE TIMELY US INITIATIVE FOR THE HLM. THIS LINE WAS GENERALLY
SUPPORTED BY THOSE WHO FOLLOWED. THERE WAS VIRTUAL UNANIMITY ON
THE LONG TERM MATURE OF THE TASK AND ON THE NEED TO ACT ON THE
AMERI CAN CONCERNS BUT WITHIN THE EXI STING METHOD OF WORX, THERE
WAS NO SPECIFIC SUPPORT TO CHANGES IN THE CRITERIA. FISCHER (FRG)
AND OTHERS SPOKE OF THE NEED FOR A SUCCESSFUL OUTCONE OF THE
MEETIHG WHICH REAFFI RMED THE UNITY OF THE PARTNERS |¥ APPROACHING
THE WORK AKEAD,

3. AFTZRNOON SESSION WAS MAL HLY DEVOTED TO US PRESZ NTATION WITH
SLlDES SHOWING THE LARGE CONTI HUIHG SOVIET |NVESTMENT IN DEFENCE
INDUSTRI ES AND THE EXTENT TO WHICH THI'S DRAWS ON WESTERN

TECHNOLOGY. INTENTION WAS TO SHOH EXTENT TO WHICH OUR TECHNOLOGY

+ CONFIDENTIAL / LEAKED,
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LEAKED, AS NOT COVERED BY COCOM, AND WAS OBTAINED BY CLANDESTINE
MEANS. THE CASE WAS QUITE EFFECTI VELY MADE ALTHOUGH IT DID KOT

Viﬂdg THE AREAS HHICH THE AMERICANS LI STEDs EG GAS
AND COMMUNI CATIONS SWl TCHI NG,

&, ON SECOND DAY THE MORNING WAS SPENT M A GENZRAL DEBATE O THE
CFEECTI VENESS OF NATIONAL HEASURES, THE NEED FOR CLOSER

HARMONI ZATION OF THESE, ARD IMPROVEMENTS TO COCOM MACH!IKERY.

OUR PFOPOSALS FOR SPEEDING UP THE PPOCESSING OF APPLICATIONS WAS
GENERALLY WELCOMED, AND B 2 | CITED US CONTRITION AT THE DELAYS

14 THEIR SYSTEM.

5. DI SCUSSION THEN TURNED TO THE SUMMMARY OF CON JCLUSIONS WHIC
WERE ADOPTED AS A CONFIDENWTI AL TEXT FOR GU1 DANCE OF FUTURE woax
OF COCOM. THESE ARE SATISFACTORY AND MET ALL OUR POINTS.

THERE 1S M0 REFERENCE TO POSSIBLE REVI SION OF STRATEGIC CRI TERI A.
Wi TH OUR SUPPORT THE US L1 ST OF DEFENCE PRIORITY INIUSTRIES _
WAS READ mm THE TEXT AS SUBJECTS FOR FURTHER STUDY (WITH A VIEW
T 1NCLUSION IN THE COCOM LISTS), BUT Wi THOUT COMMI TMENT TO ANY
pARTI CUL AR 178M. |T WAS ALSO AGREED THAT WORK ON HARMON] ZI NG
NATIOMAL PROCEIURES SHOULD BE REMI TTED TO AN EXISTING SUB-

COMMI TTEE.  THE US PROPOSAL FOR A DEFENCE SUB-COMMI TTEE WAS

W) DELY OPPOSED BUT A COMPROMISE PUT FORWARD BY BRIDGES, THAT COCOM
I TSELF Ml GHT HOLD SESSIONS Wi TH DEFENCE EXPERTS PRESENT,

WAS ADOPTED WITH CANADI AN SUPPORT. ANOTHER US PROPOSAL FOR A
FURTHER HLM IN 1983 WAS OPPOSED FROM THE CHAIR AND NOT ACCEPTED.

6. TEXT OF SUMMARY CONCLUSIONS FOLLOW BY SAVINGRAM.

FCO PLEASE PASS TO ALL SAVING ADDRESSEES.

Kl BBERT

LIMITED
TRED PS/MR HURD REPEATED AS REQUESTED
DEFENCE D PS/LORD TREEGARNE L e
NAD LORD BRIDGES
EggD(E) MR WRIGHT

MR BULLARD NOT ADVANCED
NEWS D MR EVANS [ ;
EESD MR GILIMORE
PUSD MR GOODISON
PS MR HANNAY
PS/LPS 2
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DEPARTMENT OF INDUSTRY '
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 301

SWITCHBOARD 01-212 767
Secretary of State for Industry

20 January 1982

John Coles Esq

Private Seeretary to the
Prime Minister

10 Downing Street

London SW1

e/ ‘27:;;¢Lo4,

STRATEGIC EXPORTS TO THE SOVIET UNION

My Secretary of State has belatedly received copies of the later
exchanges on the above which originated with the Foreign and
Commopawealth Secretary's minute to the Prime Minister of

T Jaghuary (PM/82/2).

2 He has asked me to say that while he fully recognises the need
for us to demonstrate support in principle for the American
proposals to broaden the scope of the present COCOM embargo we
should not allow ourselves to be committed until we have
identified precisely what is involved and the attitude of our
partners. It is not possible to make an accurate assessment of
the potential impact on our industrial sector. But even if the
tentative estimate of £50 million is about right, the effect will
fall unevenly on the relatively few companies engaged in the sale
of products of medium level technology. He entirely endorses
therefore, the comments made on behalf of the Foreign Secretary
in Franecis Richard's letter to you of 13 _January and the Trade
Secretary's letter of 18 January.

3 My Secretary of State would be grateful if all correspondence
on this topic could be copieéd to him as well as to the members of
0D,

4 I am sending copies of this letter to the Private Secretaries
to members of 0D and to David Wright in the Cabinet Office.

RICHARD RILEY
Private Secretary

CONFIDENTIAL




10 DOWNING STREET

THE PRIME MINISTER 18 January

@;N Qﬁ‘ - By w4 /81

Thank you for your letter of 13 January about COCOM.

(
JO L

I too have been considering what we should seek . to achieve
at the special High Level Meeting on 19 and 20 January.

I agree with you that the uncontrolled export of technology
and critical equipment that contributes significantly to the shift
in the military balance must be stopped. Our Ministry of Defence
will be represented in our delegation.

I hope this meeting will provide a political framework for
future meetings on technical issues, leading to much closer
consultation, co-operation and agreement among COCOM members.

I am sure you are right to distinguish between responses to
events in Poland and the longer-term issues which the High Level
Meeting will address. The latter are of great importance to our
collective security, however the Polish situation may develop.

Our consultations with your Government in preparation for thi:

meeting have been most useful. We shall be glad to continue them.

/
tvﬂ/ﬁw"’

\/ [pperl”™ TN

The President of the United States of America
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PRIME MINISTER

STRATEGIC EXPORTS TO THE SOVIET UNION

I have seen the correspondence arising from the Foreign and

Commonwealth Secretary's minute (PM/82/2) to you of 7 January.

I share his view that, while we should aim to respond positively
and constructively to specific United States proposals to amend
the COCOM List, it is right to be more cautious over changes in
strategic criteria which are open-ended and potentially bear much
more heavily on European than American commercial interests, and
do not necessarily do much to limit Soviet military capability.
Without detailed exploration of the totality of their proposals
with the Americans, it is difficult to make any reliable estimate
of the consequences for our trade. But it would not be surprising
to find that an amount in excess of £50m a year could be involved.

I also agree that there is a need to separate COCOM's long-term
objectives and criteria from our response to the present situation
over Poland. Furthermore we must continue to ensure that the
controls are such that the great majority of our firms continue

to regard them as reasonable and equitable; circumvention is
frequently difficult to prevent so acceptance of the system by
those most affected is a very necessary requirement.

I am copying this to Members of OD and to Sir Robert Armstrong.

Department of Trade
1 Victoria Street
Iondon, SW1H OET

/5" January 1982
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Foreign and Commonwealth Office

London SWIA 2AH

15 January 1982

//i
/i— { <
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COCOM ,(}“ ==

I enclose a draft reply to President Reagan which you
asked for in your letter of 13 January.

There is only one passage in President Reagan's letter
which presents us with any real difficulty. That is the
last sentence in paragraph 3, which refers to the export of
technology and critical equipment for the Soviet military
infrastructure. This is a reference to the American
proposal to amend the criteria which define the term
strategic, acceptance of which could in principle extend
the scope of embargo very considerably. This problem is
covered more fully in my letter of 13 January, in response
to yours of 11 January.

While we need to respond positively and constructively
to specific US proposals to amend the COCOM list, the Prime
Minister may wish to be more cautious over expressing support
for changes in the strategic criteria. Such changes could
lead to extensions of the embargo which bore particularly
heavily on the commercial and industrial interests of the
Europeans and Japanese; and without necessarily doing much
to limit the military capacity of the Soviet Union.

I have not been able to consult Lord Carrington about
the draft message, which I shall put to him in weekend box.
If you agree, you may wish to pass it to the Prime Minister
on this basis so that we can get a reply off on Monday
morning.

57{;.?/\ J & er {

¢

S

(B J P Fall)
Private Secretary

A J Coles Esq
10 Downing Street
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Top Secret,

Secret

Confidential.
Restricted.
Unclassified.
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cztveenie In Confidence

From
President Reagan Prime Minister

Telephone No. Ext.

Department

Thank you for your letter of 13 January about COCOM.
I too have been considering what we should seek to
achieve at the special High Level Meeting on 19 and 20

January.

I agree with you that/the uncontrolled export of
technology and critical equipment that contributes

significantly to the shift in the military balance must be

Ous
stopped. The-Britiah Ministry of Defence will therefere be

represented in our delegation. w0
‘\-0}.&.‘-930. meeting sheukd

Wi-thin—+this—framework, I be%&eve—%h&%-%he%&ém:fe provide
- A
a political framework for future meetings on technical issues,
leading to much /eloser consultation, cooperation and agreement

among COCOM members. ’ : ,
Bann b A ore Al E A E-=L,n~i

I weteome—the—distinetion—you—draw between responses to
events in Poland and the longer-term issues which the High

Level Meeting will address. The latter are of great
fol 2
importance/ to our collective security, however theAfituation

-and-over-Poland may develop.
Owr
The consultations with your Government in preparation for
Lalp ey fod
this meeting have been most useful. We stand—ready to

continue them,

AL —







15 January,1982

Strategic Exports to the Soviet Union

Thank you for your letter of 13 January,
containing a fuller note on the American proposals,
In the light of this information the Prime Minister
agrees that the United Kingdom Representative at

the meeting to be held in Paris on 19 or 20 January
should be guided by the views outlined in the minute
of 7 January by the Foreign and Commonwealth
Secretary.

I am sending a copy of this letter to the
Private Secretaries to the members of 0D and
to David Wright (Cabinet Office),

F N Richards Esq
Foreign and Commonwealth Office




PRIME MINISTER

Strategic exports to the Soviet Union

In his minute of 7 January the Foreign Secretary proposed
certain instructions for the UK Representative (Lord Bridges)

at the meeting to be held in Paris on 19 or 20 January to discuss,

among other things, American proposals for strengthening the

COCOM arrangements. —
—————————
You commented that you would have hoped we could be more
forthcoming on the second of the four American proposals, namely
that the =scope of the COCOM embargo should be broadened to cover

exports to "industrial sectors which support the military potential

of the Soviet Union, either directly or indirectly'.

I therefore asked the FCO for a more detailed explanation of
the Foreign Secretary's views on this problem. This is now
attached. Given the interest of British companies in present
trading links with Russia, it does appear difficult to take a more

positive attitude towards this particular American proposal. It

would certainly be difficult to obtain inter-departmental agreement

on a more positive line before the meeting on 19/20 January.

Agree, therefore, that Lord Bridges should be guided by

the instructions in paragraphs 7-8 of the Foreign Secretary's

/.. -

s ; 7
original minute,

14 January 1982




EMBASSY OF THE UNITED STATES OF AMERICA
LONDON

January 13, 1982
« Prie Moot
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Dear Margaret:

At our meeting in Ottawa last July, I spoke about the
need for better control over trade with the Soviet
Union in strategic goods and technologies as we pursue
our common goal of strengthening Western security. We
agreed to hold a special high-level meeting of the
East-West Trade Coordinating Committee to discuss this
issue.

That meeting should reach a consensus for tighter
controls that are better enforced and administered.

Over the past decade, Western exports (and illegal Soviet
acquisitions) have made significant contributions to the
military capabilities of the USSR and the Warsaw Pact.

These contributions have added to the shift in the global
military balance that we must now redress at great
expense. The uncontrolled export of technology and
critical equipment for the Soviet military infrastructure
must be stopped.

I know that there are differences among the COCOM
countries on these issues. But we all recognize that
concern for our security must be paramount. To emphasize
that concern, I have asked the U.S. Defense Department to
join the small U.S. delegation to the high-level meeting.

We look forward to continuing our consultations with
your Government as we prepare for this meeting. We have
already discussed a number of details, and agree that
the meeting should provide the political framework for
further meetings on technical issues.




o P

Our diplomatic representatives are consulting now on
appropriate responses to the events in Poland. These
consultations and individual government decisions may
lead to the adoption of special measures. However, the
issues which the high-level COCOM meeting will address
predate and will continue beyond events in Poland and
should be addressed on their own merits. Their
successful resolution is vital to our collective security.
I hope you share my view that this meeting should provide
the framework for future meetings on technical issues

and lead to much closer consultation, cooperation and
agreement among COCOM members.

Sincerely,

Ronald Reagan




Foreign and Commonwealth Office

London SWIA 2AH

13 January 1982

Strategic Exports to the Soviet Union

Thank you for your letter offfffbanuary 1982 on this
subject. I attach the fuller note which you requested.

The Foreign and Commonwealth Secretary shares the Prime
Minister's view that we should give the American proposals as
much support as we can, on political grounds. The limiting
factor is the damage which would be done to our own commercial
and industrial interests. A tentative estimate made by
Departments is that the unilateral controls imposed by the
Americans on exports to the USSR in the Polish context, together
with the proposals they have made for COCOM, would reduce our
exports to the USSR quite substantially, perhaps by £50m annually.
Such estimates are hard to make when the COCOM proposals have
been defined only in outline. But it is clear that a number of
British companies with traditional trading links with Russia
would be much affected, notably ICL who have for over a decade
sold computers incorporating a US part to the USSR. For a
company in ICL's position this might be a serious matter.
Another company which might be affected is Rank-Xerox
(photocopying machines). There are no doubt others particularly
in engineering and capital goods.

It is for the Departments of Trade and Industry to offer
detailed advice on this aspect. But the proposals made in
Lord Carrington's minute of 7 January reflect their views about
the extent to which we can give active support to the American
propsals.

I am sending copies of this letter to the Private
Secretaries to members of OD and to David Wright in the Cabinet
Office.

rivate
A J Coles Esqg

10 Downing Street CONFIDENTIAL
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Strategic Exports to the Soviet Union

Paragraph 2b of the Foreign and Commonwealth Secretary's
minute to the Prime Minister and other members of OD refers to
an American proposal that the scope of the embargo applied by
COCOM should be broadened.

There are two ways in which this can be done. One is to
make additions to the embargo lists to take account of advances
in technology and changes in the strategic balance. Such
updating is the purpose of the review of the COCOM embargo lists
which begins later this year. The American proposals for the
High Level Meeting of COCOM to be held on 19/20 January make
only passing reference to specific categories of goods and
technologies to be added to the embargo lists in order to maintain
the lead which the West now has in military technology. The
other is to revise the c¢riteria by which goods and technologies
are defined as strategic. The emphasis of the American proposals
is on extending the scope of the embargo by revising the
strategic criteria to cover exports to "industrial sectors which
support the military potential of the Soviet Union directly or
indirectly'". This is much more open-ended than the existing
strategic criteria, If accepted, it would render a much greater
proportion of Western exports of industrial goods to the Soviet
Union liable to control. How large a proportion this would be
would depend on the interpretation given to the concept of
industries which indirectly support the Soviet Union's military
potential. The Federal Republic of Germany, France, Italy,

Japan and Britain would in any case be more affected than the
United States whose exports to the Soviet Union are largely
grain, It is doubtful whether the COCOM system could accommodate
the political and practical strains of what in principle would

be a far-reaching extension of the embargo.

No such political difficulties attend the updating of the
embargo lists. The Americans have not so far put forward
definitive proposals for the categories of goods and technologies
they would like to have added, though it is their intention to do
so. The examples they have adduced have been illustrative, not
comprehensive. Nor have they been documented in a way which would
allow our experts fully to assess their merits. Such assessment
presents technical problems and takes time. Many of the specific
categories of goods and technologies which the Americans have
so far quoted seem prima facie good candidates for inclusion in
the COCOM lists under the existing strategic criteria. We
believe our major partners share this view.

The Americans have not been particularly successful in
their attempts to update the COCOM lists following Afghanistan.
This may have influenced the way in which they framed their

/proposals
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proposals (tabled long before the military took over in Poland)
for the High Level Meeting. By working for agreement at the

HLM on guidelines for the review of COCOM's three lists of
embargoed goods and technologies to take place in 1982 (paragraph
7 of the Foreign and Commonwealth Secretary's minute), and by
adopting a sympathetic and constructive attitude towards
whatever specific categories of goods and technologies the
Americans propose for addition in the course of the Review,

we will be able to demonstrate that we share the fundamental
American concern which is to preserve the Western technological
advantage. We have made it clear to the Americans in COCOM

and other fora that we attach great importance to this. But

we have also stressed the need to concentrate on proposals on
which agreement might realistically be reached so as to preserve
COCOM's effectiveness,

CONFIDENTIAL
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Brian Fall Esqg

Foreign and Commonwealth Office.




EMBASSY OF THE UNITED STATES OF AMERICA
LONDON

January 13, 1983

The Rt. Honorable

Margaret Thatcher

The Prime Minister
10 Downing Street

London

Dear Prime Minister:

I enclose a letter to you from President Reagan
which was received by cable this morning.

Sincerely,.

F N A LT

_John J. Louis, Jr.
Ambassador

Enclosure: as stated




10 DOWNING STREET

11 January,1981

Strategic Exports to the Soviet Union

The Prime Minister saw the Foreign and Commonwealth
Secretary's minute of 7 January over the weekend, She commented
that she would have hoped that we could have adopted a more
forthcoming position on the American proposal described in
paragraph 2b of the minute, namely that the scope of the embargo
applied by COCOM should be broadened. =

I think it would be helpful if you could provide a
slightly fuller note on this aspect before the Prime Minister
indicates her views on the line which should be taken by the
United Kingdom representative at the meeting of senior officials
in Paris on 19 or 20 January.

I am sending copies of this letter to the Private Secretaries
to the members of OD and David Wright (Cabinet Office).

B Fall, Esq
Foreign and Commonwealth Office
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PRIME MINISTER

Strategic Exports to the Soviet Union

1L You will remember the discussion at Ottawa about the

control of strategic exports to the Soviet Union. President

Reagan put us all on notice that the United States wished to

make proposals about improving the present system of controls.

. The Americans duly put their proposals to all their
partners in COCOM (the NATO countries minus Iceland, plus
Japan) in tﬂg-afddle of October. The proposals are
complicated in detail; indeed they are contained in a
memorandum which runs to fifteen pages. But the most

important of them are that:

a. the criteria by which goods and technologies are

defined as strategic should be revised;

—
—

the scope of the embargo applied by COCOM should be
broadened to cover exports to 'industrial sectors which
support the military potential of the Soviet Union,
either directly or indirectly' (nine such sectors are
named; I enclose at Annex 1 the passage in the American

memorandum which lists these sectors and sets out the

case for extending the embargo to cover them);

-

the licensing procedures of the Member States should be

harmonised; and
_

the embargo enforcement procedures of the Member States

should be improved.

I, The Americans have made these proposals because they
believe that, although the COCOM has worked reasonably well

within its existing frame of reference, the Soviet Union and

/the other
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the other Warsaw Pact countries still obtain equipment and
technology of strategic and military importance from
countries which belong to COCOM. They attribute this
partly to the evasion of COCOM controls and partly to the

‘
limited coverage of these controls.

4. It has been agreed that a meeting of senior officials
should be held in Paris, within the COCOM framework, on 19

or 20 January. ;_ggzlose at Annex 2 the agenda for this
meeting. As you will see, it makes no reference to the
K'In’e‘xqcan proposals I have described. Mmericans have

made it clear that they intend to press for discussion of

these proposals. 5
—————

i The meeting has always seemed likely to be a difficult
one. It will be all the more difficult now that President
Reagan has announced the imposition of unilateral American
sanctions against the Soviet Union, some of which concern the

export of high technology equipment to that country.

6. During the autumn, the Americans held bilateral talks in
preparation for the meeting with the Germans, the French, the
Japanese and ourselves. The Germans, the French and the
Japanese all made it clear that, although they wished COCOM

to remain an effective instrument for the control of strategic
exports, they were not in favour of radical change in the scope
of the embargo. W;_gaid that we hoped the Americans would not
rush their fences. There was much in their proposals that was
contentious and much that was technical. We hoped, therefore,
that the Americans would concentrate on working for a

political consensus about what we all wished COCOM to achieve

in the 1980s. We did not commit ourselves, one way or the
e ——

other, on any of the American proposals.

i I believe that our principal purposes at the meeting

should be to focus discussion on the future role of COCOM;

/to prevent
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to prevent the kind of disagreement among participants which
could damage COCOM and set up strains between the United
States and their partners; and to work for agreement on
guidelines for the review of COCOM's three lists of
embargoed goods and technologies which is in any case due to
take place in 1982. It will be helpful if the Americans do

not press their partners to say whether they can or cannot

accept their four proposals. If, however, they do so, our
general objective should be to leave it to others (eg the
French and Germans) to make the qualifications they think

necessary. For our part, I suggest that we should be

prepared to accept the third and fourth of these proposals
— 000 "Sss——

(relating to the harmonisation of licensing procedures and
the improved enforcement of controls). The first two
proposals (about the revision of COCOM's strategic criteria
and the broadening of the embargo) are more difficult. We
could if necessary say that the far-reaching implications of
these proposals for our trade with the Soviet Union and other
communist countries will need more detailed study before

decisions can be reached.

8. If the US Representative at the meeting says that our
attitude does not go far enough, and claims that a much

tougher COCOM regime is required because of repression in
Poland ,we would again hope to leave it to others to carry the
burden of defending their position. Our own line might be
that COCOM has long term objectives and criteria: these

should not be confused with economic measures directed at the
Soviet Union for political and short-term reasons, which should

be considered - as we are already doing - on their own merits.

9, Our representative at the meeting will be Lord Bridges.
I hope that you, and those to whom I am copying this minute,

can agree to his going to Paris with a brief based on the

/views
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views which I have outlined.

10. I am sending copies of this minute and enclosures to

other members of OD and to Sir Robert Armstrong.

(CARRINGTON)

Foreign and Commonwealth Office
7 January 1982
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ANNEX 1

SOVIET UNION: DEFENCE PRIORITY INDUSTRIES IDENTIFIED BY
UNITED STATES

1. GOMPUTERS: SOVIET PROGRESS IN COMPUTER TECHNOLOG
HAS EFEITIT'BENEFITTED FROM SUBSTANTIAL IMPORTS OF e
WESTERN EQUIPMENT AND SOFTWARE. A MASSIVE "REVERSE
ENGINEERING; "~ PROGRAM IS CREDITED WITH REDUCING A

10-28 YEAR EAST-WEST GAP IN COMPUTER DEVELOPMENT AND
PRODUCTION TO TEE PRESENT ESTIMATE OF 3-7 YEAPS.
COMPUTERS ARE CRITICAL IN TEE OPERATION AND SUPPORT OF
MILITARY WEAPONS AND COMPLEX INDUSTRIAL PEOCESSES.

THE PRESENT PERFORMANCE ADVANTAGE ENJOYED BY THE WEST
IN COMPLEX COMPUTERIZED GUIDANCE, CONTROL, AND. COMMUNI-
CATIONS SYSTEMS MUST BE MAINTAINEL.

2. COMMUNICATIONS: TEE SOVIET COMMUNICATIONS '
"LAGS SUTSTANTIALLY BEEIND THE WEST IN TERMS OF éigE§¥E§TY
AND TECHENOLOGY. WESTERN COMMUNICATIONS TECENOLOGY EAS
BEEN ACQUIRED THROUGE DIRECT FURCEAST TF COMPLETE —
PRODUCTION FACILITIES AND THROUGE TECHNICAL AGREEMENTS.
THE SECURITY CF COCOM MEMBER COUNTRIES IS DEPENDENT ON
COMMUNICATIONS NETWORXS WITE FEATURES DERIVABLE FROM
ADVANCED TECHENOLOGY. AN EFFECTIVE COORDINATED EMBAPGO

CAN HELP PRESERVE THE WESTERN LEAD OVER THE WAESAW
PACT IN COMMUNICATIONS TECENOLOGY AND 1IN COMMAND AND

CONTROL SYSTEMS.

3. MICRO-ELECTRONICS: THE DEVELOPMENT OF AN, INDIGENOUS
COMPUTER CAPABILITY REQUIRES THE CCNTINUOUS INFUSION

OF TECHENOLOGICAL ADVANCES IN MICRO ELECTRONIC COMPON ENTRY
AND INTEGRATEL CIRCUIT DESIGN AND PRODUCTION. IN
RECENT YEARS, THE SOVIETS HAVE BEEN SUCCESSFUL IN
"*OBTAINING INTEGRATED CIRCUIT MANUFACTURING EQUIPMENT
LEGALLY AND IILEGALLY FROM THE VEST. COCOM BAS

PARTI ALLY EMBARGOED RA¥W MATERIALS, SUCE AS ELECTRONIC
GRADE POLYCRYSTALLINE SILICON, WEICH ARE ESSENTIAL TO
IC PRODUCTION. THIS MATERIAL IS AS CRITICAL AS THE
PRODUCTION MACEINERY REQUIRED TO PRODUCE ELECTRONIC
COMPONENTS. BOWEVER, MORE NEEDS TO BE ACCOMPLISHED,
BECAUSE SHIPMENTS OF TEIS SILICON AND OF PLANT T0
PROIUCE IT ARE APPARENTLY STILL TAXING PLACE.

NS WITH AEROSPACE TECHENOLOGY

4. AERQOSPACE: MAJOR CONCER
FOCUS ON CO UTEB-AID;ED—DESIGN. AIRCRAFT ENGIN%S,LASD
METALLUR-

AIRFRAMES (ESPECIALLY ;1DE-BODIED AIRCRATT).

* GICAL PROCESSES AND PROTECTIVE COATINGS CONTRIBUTE TO

TEE ABILITY OF AN ENGINE TO ACHIEVE HIGHER EFFIC—
ENCY AND LONGER SERVICE LIFE BY OPERATING AT RIGHER

TEMPERATURES AND PRESSURES.
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€. MACHINE BUILDING: THE SOVIET UNION'S ENTIRE
INDUSTRIAL BASE 1S DEPENDENT ON MACHINE BUILDING
TECENOLOGY. MACHINE TOOLS, FOR EXAMPLE, REQUIRE
STRINGENT CONTROLS AS TO THE NUMBER OF SIMULTANEOUSLY
'CONTROLLED AXES AND METAL CUTTING AND POSITIONING
ACCURACIES. SUCH MULTIAXIS HIGH PRECISION TOOLS,
COUPLEL WITH COMPUTER NUMERICAL CONTROL UNITS, CAN
SIGNIFICANTLY ENHANCE THE PRODUCTION AND QUALITY OF
PARTS, COMPONENTS, AND TOOLS USED IN DEFENSE PRIORITY
INDUSTRIES SUCH AS THE AEROSPACE INDUSTRY.

6. SHIPBUILDING: SINCE THE CUBAN MISSILE CRISIS IN
1962, THE SOVIET UNION BAS EMBARKED ON A MASSIVE NAVAL
SEIPBUILDING PROGRAM. 1IN RECENT YEARS, TEEY BAVE
BECUN TO EMERGE AS A DEEP—OCEAN NAVAL POWER. UNCON-=
TROLLED SALES OF SUCH ITEMS AS FLCATING DRYDOCKS HAVE
CONTRIPUTED TO SIGNIFICANT SOVIET ADVANCZES.

7. METALLURGY: THE SOVIETS HAVE MADE GREAT STRIDES
IN THE FIELD OF METALLURGY BUT TEEY STILL HASVE A NEED
FOR WESTERN TECHNOLOGY AND EQUIPMENT. FOR INSTANCE,
TEEY CAN BENEFIT EXTENSIVELY FROM OVERALL PROCESS
KNOW-HCW AND MA;NAGEMENT TECHENIQUES FOR A STEEL PRODUC-
TION FACILITY. THREE U.S. PROPOSALS TC REVISE THE
COCOM LIST IN THE METALLURGY AREA AFEE NOW PENDING IN
COCOM.

8. CHEMICALS: TBE CHEMICAL SECTCR CONTRIBUTES TO

' _ MANY*MILITARILY RELATED INTUSTRIES. THE DEVELOPMENT

OF POLYMERS IS A GOOD EXAMPLE. POLYMERS VITH ADEESIVE
QUALITIES ARE BEING DEVELOPED FOR BONDING OF SHEET
ALLOYS IN HIGH-PERFORMANCE AIRCRAFT AND OTEER MILITARY
EQUIPMENT. TEE BONDING OF POLYMER SURTACES IS KEY TO
THE ENTIRE FIELD OF COMPOSITE MATERIAL TECHNOLOGY.
SOME CLASSES OF SPECIAL POLYMERS ARE BEING CONSIDERED
FOR SELECTIVE ABSORPTION OF CHEMICAL AND BIOLO-—

GICAL AGENTS. SOME POLYMERS MAY BE USED TO CATALYZE
OR OTHERWISE CONTROL THE SENSITIVITY OF EXPLOSIVES.

9. EEAVY VEHICLES: WESTERN TECHNCLCGY BAS BEEN USED
BY THE SOVIET UNION TO PRODUCE SENERAL PURPOS?.EE&EXE_

S WHICH SUPPORT MILITARY LOGISTICS IN OPERATION
SUCH AS THE INVASION OF AFGHANISTAN.
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ANNEX 2

AGENDA FOR COCOM HIGH LEVEL MEETING - 19/20 JANUARY

Political and strategic aspects of COCOM

- Political Aspects

- Strategic aspects including COCOM's effectiveness,
scope and administration of controls

National Control Policies

- Enforcement and harmonisation of procedures

Future Work

Other Business
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
"WHITEHALL PLACE, LONDON SWIA 2HH
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From the Minister
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The Rt Hon The Lord Carrington KCMG MC

Secretary of State for Foreign and
Commonwealth Affairs

Foreign and Commonwealth Office

Downing Street

London SW1A 2AL

z) /_> ) oh —
¢ ' F L._ 2y I'_,' ~ (,_
AGRICULTURAL EXPORTS TO THE USSR

Thank you for your minute of lﬂ-May.

In view of your judgement that any attempt to oblige the Commission

to bring politically sensitive proposals for sales to Russia to

COREPER would fail, I agree with your suggestion that Sir Michael Butler
be instructed to make clear our position to the Commission. You will

I am sure appreciate that, unless COREPER has the chance to intervene,
there is nothing that our representatives in the Management Committee
can do to stop politically controversial proposals from being put to

the vote.

I am copying this minute to the Prime Minister, to other members of
OD and to Sir Robert Armstrong.

U,

\

" PETER WALKER







10 DOWNING STREET

From the Principal Private Secretary 21 May 1981

TRADE RELATIONS WITH
THE SOVIET UNION

I have shown the Prime Minister
your letter of 18 May to Michael Alexander
and she is content that there should be
a meeting of the United Kingdom/Soviet
Joint Commission in London on 27-29 May
on the understanding that the Foreign and
Commonwealth Secretary has been consulted
and has no objection.

I am sending a copy of this letter
to Brian Fall (Foreign and Commonwealth
Office).

B
Mt R

John Rhodes Esq.,
Department of Trade
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Private Secretary
10 Downing Street g;
Iondon, SW1 r"'( ¥ May 1981

By Pl Y e

There was correspondence between Ministers last September about

again taking up trade relations with the Soviet Union leading to
agreement that this could happen provided that it was done in a

low key way and not too quickly. There was a real risk that, unless
more normal relations were resumed, British business interests would
begin to suffer, particularly at the beginning of a new Soviet Five
Year Plan period. Indeed experience has borne this out in that no
large contracts necessitating Government-backed buyer credit for

the Soviet Union have been concluded since the beginning of last year.

M O'D B Alexander Esq :

We began to resume trade relations cautiously with the visit of a
small group of Department of Trade officials to Moscow in January
and the ninth meeting of the United Kingdom/Soviet Joint Commission
is to be held in Iondon from 27-29 May. The Minister for Trade will
be leading the British team with a Soviet Deputy Minister of Foreign
Trade on the other side.

This event is bound to attract press attention even though we will
certainly not be seeking it. As agreed in September, our aim is to
make the discussions as short and businesslike as possible and offer
no more than the bare minimum of entertainment.

and that the basis for it is no more than the continuation of the
Government 's policy, reaffirmed immediately after the Afghanistan
invasion, and we are continuing to seek mutually beneficial trade
with the Soviet Union (but no more than this).

b{% fo{Aumj,V\ ,

[The Prime Minister may like to be aware that the event is taking place

JOHN RHODES
Private Secretary
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MINISTER FOR AGRICULTURE, FISHERIES AND FOOD

Agricultural Exports to the USSR

Thank you for your letter of §/May.

2. The American decision to 1lift their partial grain
embargo was regrettable. Once the US embargo had gone, the

Community's restrictions on food sales, which were imposed

in support of that embargo, were bound to follow.

33 I agree with you that the line to be taken by our
representatives in the various commodity management
committees (for whose efforts since January 1980 to secure
proper enforcement of the Community embargo I am most grate-
ful) must now be altered to take account of these new
circumstances. In most cases, I agree that 1t would hex be
appropriate for them to decide their line on the basis of
market management considerations and our own economic

interests.

4, At the same time I very much agree that we would want
the Commission in future to take more account than they
have in the past of the potential political sensitivity of
proposals for sales to the USSR. The problem is how to
achieve this. I fear that efforts by us to seek agreement
in advance to the principle that the Commission should be

obliged to raise such proposals in COREPER would inevitably

/found
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founder on opposition from both the Commission and a number
of member states. It would be better not to try than to
try and fail. Instead, I therefore suggest that Sir M
Butler should be instructed to make clear to the Commission
our view that COREPER should be given the opportunity to

consider the political aspects of proposals for export

restitutions on unusually large sales to the Soviet Union

or for especially favourable rates of refund for sales. I
doubt if he will get a satisfactory answer, but at least

the Commission will have been forewarned that they will have
trouble on their hands from us if they act in a cavalier
fashion in future. At the same time it is fair to point out
that the Commission are already showing some political
sensitivity by retaining the existing restrictions on

—

butter sales and keeping in place thg new monitoring

arrangements. When I am in Brussels on 18 May I shall try

to have a quiet word with both Thorn and Dalsager to bring

home to them the importance we attach to this issue.

L ]

57 As to our public presentation, I agree with the line
proposed in the penultimate paragraph of your letter. We
shall also be able to say that we have made clear to the
Commission that member states should be consulted on

proposals for sales which are politically controversial

6. I am copying this minute to the Prime Minister, to

other colleagues on OD and to Sir Robert Armstrong.

-’

T -
>

(CARRINGTON)

Foreign and Commonwealth Office

14 May 1981
CONFIDENTIAL
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WHITEHALL PLACE, LONDON SWIA 2HH
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From the Minister | / Z’VX

CONFIDENTIAL

The Rt Hon The Lord Carrington KCMG MC
Secretary of State for Foreign

and Commonwealth Affairs

Foreign and Commonwealth Office
Downing Street

London SW1A 2AL
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SALES OF FOOD TO THE USSR

Last week's meeting of COREPER concluded that the Foreign Affairs
Council's resolution of 15 January 1980 was no longer applicable

as a result of the American decision to 1lift their embargo on grain
sales to Russia. Consequently, as agreed following the discussion

in Cabinet yesterday, our representative abstained when the Cereals
Management Committee voted on a proposal to resume sales of cereals to
Russia on the grounds that we objected to the way the issue had been
handled by the Commission. We now have to decide the general line

for our officials to take in Management Committees on proposals
involving export refunds on sales to the Russians.

I understand you think that, as the United Kingdom has accepted the
cancellation of the 1980 Council resolution (albeit objecting to

the way this has been done), it would be inconsistent for us to
maintain our general opposition to proposals for refunds on exports
to Russia. Without the cover of the Council resolution it would not
be sensible for us to continue to oppose export refunds that might
apply to sales to Russia in the Management Committees. Indeed, it
would considerably weaken our ability to influence decisions in
support of British interests and a reasonable Community policy.

Now that the embargo has been ligﬁ d I think that, in determining our

line in the Management Committees/ &xport refunds that might apply to
sales to Russia, we should be guided primarily by market management
criteria, unless there are exceptional circumstances of a politically

/controversial nature




controversial nature such as a proposal for the export to Russia of
unusually large quantities of a product or for especially favourable
rates of refund for Russia. In such circumstances I agree with the
suggestion in your telegram No %64 of 29 April to Brussels that

the Commission should inform COREPER so that the political aspects
can be considered before a proposal is voted on in the Management
Committees. In such cases our line in the Committees would be
determined in the light of the discussion in COREPER. However, the
principle that the Commission should inform COREPER in such cases
will first have to be agreed in COREPER or in the Foreign Affairs
Council. Without such agreement it will be pointless for our
Management Committee representatives to argue against such proposals
being put to the vote.

In the case of butter we should clearly support the Commission's stated
intention to retain the existing restrictions on exports to Russia

in present market conditions., If, as is to be expected, Community
stocks build up again following increased summer milk production, it
would not be unreasonable, on market management grounds, for the
Commission to propose refunds on sales to Russia. But here again

I agree that before a decision is taken the Commission should consult

COREPER.

It is helpful that the Commission are proposing to maintain the
monitoring arrangements which have been set up since the invasion of
Afghanistan. Bearing in mind the possibility of Russian action in
Poland leading to a renewed embargo to Russia, I think we should
support the Commission on this.

In reply to questions in Parliament and elsewhere we might say that,
with the lifting of the US embargo and cancellation of the 1980 Council
resolution, it would normally be appropriate to determine our line

in the Management Committees on the basis of market considerations.
This does not represent any change in our attitude to the Soviet
invasion of Afghanistan. To act otherwise would seriously limit our
capacity to safeguard our interests in the Management Committees. We
could also point out that even with the refunds sales to Russia would
not be below world prices.

I should be glad to know as soon as possible if you agree with what
I have suggested above. I am sending copies of this letter to the
Prime Minister, to the other members of OD and to Sir Robert Armstrong.

PETER WALKER
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BURNING BUSH

FROM ROME 4463452 MAY 81

TO |MMEDIATE FCO

TELNO 135 OF & MAY 81

{NFO PRIORITY WASAINGTON, PARIS, BOMM, MOSCOW (PERSONAL FOR
AMBASSADOR)

dUADRIPART!TE MINISTERIAL DINNER 1N ROME 3 MAY:
GRAIN SALES TO THE SOVIET UNION
FOLLOWING FROM PRIVATE SECRETARY

1, AT THE END OF DINNER HAIG IRONICALLY THANKED HIS COLLEAGUES

FOR NOT MENTIONING THE LIFTING OF THE GRAIN EMBARGO. THIS HAD

BEEN IMEVITABLE BECAUSE PRESIDENT REAGAN HAD GIVEN A PROMISE,
BECAUSE THE EMBARGO WAS NOT EFFECTIVE AND BECAUSE IT WAS NOT BEING
ABIDED BY. REACTIONS OUTSIDE THE UNITED STATES HAD BEEN LESS
SERIOUS THAN HAIG HIMSELF HAD PREDICTED.

. 9. FRANCO!S PONCET SAID THAT A CASE COULD BE MADE I[N THE POLISH
CONTEXT FOR LIFTING THE EMBARGO. BUT THERE WOULD BE NO CASE FOR
RENEWING THE AMERICAN/SOVIET 5 YEAR GRAIN AGREEMENT WHEH IT 3
EXPIRED. TH!S WOULD ONLY TIE AMERICAN HANDS. FRANCOIS PONCET
"TAVOUSED LEAVING DOORS OPEN TO THE SOVIET UNION, BUT NOT COMMITING
ONESELF TO DOING SO. IF THE GRAIN AGREEMENT WERE RENEWED, IT
WOULD BE POINTLESS TO TALK OF RESTRICTING SALES OF HIGH TECHNOLOGY
TO THE SOVIET UNION. :

3, HAIG *S RESPONSE TO THIS WAS A PENSIVE NOD.
ARCULUS

LIMITED

HD/PLANNING STAFFP PS/FPUS

HD/EESD MR BULLARD

HD/TRED IORD BRIDGES

HD/WED MR HANNAY

ggﬁuan MR EVANS
Sfff”r MR FERGUSSON
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Ref. A04793

PRIME MINISTER

Cabinet: Community Affairs

There are no major Community developments to report since the Easter

break.

2. You might invite the Foreign and Commonwealth Secretary and the Lord

Privy Seal to report on the Community aspects of their respective recent visits

to Bonn and Ankara, unless they have already been covered under the Foreign

Affairs agenda item.

3. You might also wish the Foreign and Commonwealth Secretary to inform

the Cabinet of President Reagan's decision to lift the United States embargo on

grain sales to the USSR, and to explain its implications for United Kingdom policy

with regard to the parallel embargo imposed by the Community in January 1980,
4, The 28th April Development Council was a non-event and calls for no

discussion.

ROBERT ARMSTRONG

29th April, 1981
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The Prime Minister saw in the Gulf FCO telegram no. 348 to UKREP

CONFIDENTIAL

giving preliminary views on how we would want the Community to respond
to the United States Government's decision to lift the grain embargo,

2. The Commission will be meeting today to discuss its line and we have
lobbied them on the lines of telegram no. 348, The French are taking the
line that the Commission is now free to decide, but we take the view that the
Council itself must be involved, and we expect the matter to be discussed in
COREPER tomorrow, I enclose a draft telegram of instructions which has
been agreed by FCO and MAFF and at official level, The main elements are:

(i) It is for the Council and not the Commission alone to lift the
Community's embargo on grain, But given that the Foreign
Affairs Council's decision in January 1980 was directly related
to the United States action, itis unrealistic to expect, now
that the United States have decided to lift their embargo,
that we could get agreement on the maintenance of a
Community embargo. Itis clear that we should get no
support from the Germans, and to try to and fail would only
bring political comifort to the Soviet Union,

(ii) But we should insist on the maintenance of the arrangements
taken since January 1980 to improve monitoring of
agricultural exports to the Soviet Union., This would be a
worthwhile achievement in case of any new development in

Soviet policy e. g. towards Poland.

(iii) Community exports of butter to the Soviet Union are not

affected by the United States decision, and since Community
stocks are very low there is no reason for the Commission
to change its position on export subsidies, which have been

suspended since October 1980,

-]
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35 It is clear that the President of the French Republic attaches
importance to a decision allowing the export of 600, 000 tons of French wheat
being taken before the final round in the Presidential elections (see the record
of my talk last week with M. Wahl). We should upset him to no purpose if
we tried to thwart him, If the French are assured that we will not block this
export, they should be ready to accept our position on the political nature of
the decision and the need to maintain the monitoring arrangements, Unlike
wheat there are no good management reasons for exporting butter to the
Soviet Union at the present time, and we will of course maintain our
opposition to any such sales.

4, The FCO and MAFF are consulting the Foreign and Commonwealth

Secretary and Minister of Agriculture respectively, I should be grateful

for confirmation that the Prime Minister is content with the line proposed.

Robert Armstrong

29th April, 1981

CONFIDENTIAL
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TO UKREP BRUSSELS

COREPER 30 APRIL: GRAIN EMBARGO
OBJECTIVE:
l. To secure agreement:

a) That the Council machinery should be seen to take the political
decision to lift the Community's embargo imposed in January 1980,

b) That monitoring arrangements introduced since that time should
be maintained.
LINE TO TAKE
2. US decision clearly remov es basis for principle ‘laid down by
January 1980 Foreign Affairs Council that Community supplies should
not directly or indirectly take the place of those of the US on the markets
of the Soviet Union, But in January 1980 Council was at pains to
demonstrate that their action was an independent political decision
taken by the Community on its own authority, The Community must
now again be seen to take its own decision and must not simply alter
its procedures without proper consideration in the Council machinery.
3. Therefore while British Government maintains reservations, which

ante’dated US grain embargo, about appropriateness of subsidised

we
food sales to Soviet Union,/accept that COREPER should agree on

recommendation to Ministers on following lines:

a) Lifting of US embargo removes basis for January 1980 decision.

b) Council should therefore decide that the principle then laid down
that Community supplies should not take the place of those of the US
should no longer be applied.

c) Commission should be invited to take appropriate measures.
4. Important to ensure that these measures do not give wrong signal
to Soviet Union and others about Europe's attitude to .invasion and
occupation of Afghanistan. Position of UK on this remains unchanged.
So no doubt does that of other member: states (see Paris telegram no 307
for French position)and Afghanistan must remain on agenda of

Community/Ten,
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5. At same time measures taken since January 1980 to improve
monitoring of agricultural exports to Soviet Union have proved useful
and tim.ely'. They should be maintained in case of any new
development in Soviet policy e.g. towards Poland, This point
also should be included in recommendation to Ministers.
6. (If appropriate) Agree with Commission that US decision
does not affect measures taken by Commission since October 1980
over export restitutions for sales of butter to the Soviet Union,
It is for Commission to @ ntinue to judge situation in view of market
‘requirements. Commission should however consult COREPER if
these conditions change and potentially controversial export
restitution proposals become once more a possibility. Same applies
to other products,
7. (If appropriate) Once Council procedures have been completed
(but not before) Commission of course free to bring forward
proposals for sale, for example, of 600, 000 tonnes of wheat to
Soviet Union, if they judge this desirable on market managemement
grounds.
BACKGROUND
8. The case for deliberate procedures being followed by the
Council machinery is basically political not legal. We attach
importance to the Council and its organs being seen to control actions
by the Community over matters of such political importance as the
grain embargo.
9. It is not yet clear what the Commission will propose to COREPER.,
But even if the substance of what they propose is acceptable we shall
want to press for the final word being seen to lie with the Council
machinery, eg in the form of a recommendation by COREPER which
would then be agreed by the written procedure.
10. It seems uncertain whether the proposed sale of 600, 000 tonnes

of French wheat to the Soviet Union will now come before the

Management Committee in the near future (para 3 of your tel no. 1444).




CONFIDENTIAL
If this were to come up at the Management Committee in the near
future, it would be inconsistent to oppose it. But we should ask that

no decision should be taken before completion of the discussion in the

Council machinery about lifting the Community's embargo. If, however,

others insi st on a vote irrespective of the position in COREPER

our representative will abstain,
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Foreign and Commonwealth Office

London SWI1A 2AH

23 April 1981

Dean Wit

US Grain Embargo

I attach a copy of Secretary Haig's message of 22 April
to Lord Carrington. The top copy was delivered here late
last night and sent straight down to Lord Carrington, and is
now with him in Germany; we have only now been able to
secure a further copy from the US Embassy.

As I told you on the telephone, the news of this decision

has already leaked in Washington. We shall, of course, let
you know the line being taken in response to press queries.

Logye® G wAFE oy %o )

Private Secretary

Nick Sanders Esq
10 Downing Street
LONDON

SW1

COVERING SECRET
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EMBASSY OF THE
UNITED STATES OF AMERICA
London

April 22,

The Lord Carrington, KCMG, MC, PC
Secretary of State for

Foreign and Commonwealth Affairs
Foreign and Commonwealth Office
Downing Street
London SW1A 2AL

Dear Peter:

7‘/I want you to know that the President will announce,
in the near future, his decision to 1lift the partial
grain embargo against the Soviet Union. As I know
you will understand, this decision has not come easily
to the President, who realizes full well its implica-
tions for our closest allies. He has, therefore,
personally asked me to see that you, and through you
the Prime Minister, are the first to be informed of
his decision and the reasons for it.

The President has long been opposed to the grain imbar-
go, which he believes has imposed unequal and therefore
unfair sacrifice on one sector of the American econ-
omy. He campaigned against the embargo; he made a

firm commitment to the American people to remove it.
Nevertheless, following his inauguration the President
recognized the substantial foreign policy considera-
tions that militated against lifting of the embargo.

He has firmly and courageously stood against the
political forces within this country that have sought,
from the moment he took office, a reversal of President
Carter's embargo decision.

In all frankness, Peter, those forces have now become
so strong that the President feels he can no longer
sustain his position. To maintain the embargo now
would seriously jeopardize affirmative Congressional
action on his economic program in general and his farm
bill in particular. The price, in terms of the abil-
ity of this Administration to reestablish a healthy




2

and productive nation, is too much to pay. Thus,
albeit reluctantly, the President has determined that
he must act now if he is to carry forward the domestic
reform programs that are so important to us and, in
the last analysis, our allies.

Let me emphasize that the lifting of the embargo does
not indicate any change in U. S. policy vis-a-vis

the USSR, or U. S. acceptance of the status quo in
Afghanistan. The United States remains determined to
resist Soviet aggression wherever it occurs. We will
continue to work for a political settlement in
Afghanistan which includes the withdrawal of Soviet
troops. We will continue to scrutinize all our commer-
cial ties with the Soviet Union carefully; we of
course urge our allies to do the same. Nor does our
action on the grains embargo affect our belief that
Poland contingency planning is vital to enable the
West to take concerted action if the Soviets should
intervene in Poland. In that regard, let me also as-
sure you that should the Soviets intervene militarily
in Poland we will take the most stringent measures to
limit economic relations between the United States

and the USSR; these measures will not be restricted to
the agricultural sector alone.

Finally, Peter, you should know that the President and
I have appreciated the firm support we have received
from you and the Prime Minister on the issue of trade
with the Soviets over the past several months. You
have our gratitude; I hope we have your understanding
for the reasons that led the President to this diffi-
cult decision.

/%

Sincerely,

/[ﬁ Alexander M. Haig, Jr.

~t~f
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON S5WIA 2HH

From the Minister / WS/ 5. See ivrb

CONFIDENTIAL 1-— /d Vmi. /‘fmu.éd

The Lord Carrington PC KCMG MC

Secretary of State for Foreign
and Commonwealth Affairs
Foreign and Commonwealth Office /i/

Downing Street
London
SW1
| € April 1981
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SALES OF BEEF TO THE SOVIET UNION L Vs %{/
27/

I thought I should draw your attention to the situation that has -
arisen over sales of beef to the Russians. At a recent meeting of /{
the Beef Management Committee the Commission reported that export 'T
licences for the sale of 44,000 tonnes of beef to the USSR had been
issued between 1 Januwary and 23 March. As this is already double

the annual average for 41927 to 1979 of some 22,000 tonnes - and is

indeed above the average of 38,000 tonnes for the period 1974 to 1978 -
my officials asked what action the Commission proposed to take. In
reply they were told, apparently on the instructions of the Commissioner,

that this was a political gquestion which could not appropriately be
discussed in the Management CommitTee.

In 1980 the Commission took action so late that exports to Russia
eventually reached 103,000 tonnes, which is massively in excess of aay
possible assessment of traditional trade. Given the Commission's
attitude, it seems clear that there is nothing that we can do in the
Management Committee to try to avoid a repetition of last year's
failure to implement the Foreign Affairs Council's decisions of

15 January 1980. As I see it, the only chance of limiting beef sales
to Russia to a reasonable level is to take the matter up in COREPER
and the Foreign Affairs Council. In the circumstances you may like
to consider doing this.

I am sending a copy of this letter to the Prime Minister, members of
OD(E) and to Sir Robert Armstrong.

e

K

PETER WAIKER
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Foreign and Commonwealth

London SWIA 2AH

he Minister of State

Peter Blaker MP 1 April 1981
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Thank you for your letter of 23 March to Ian Gilmour.

I agree that the Soviet text is unacceptable, and that
our aims should be to go as far as we can to provide Rolls
Royce with the support they need, consistent with protecting
our own future freedom of action, while avoiding any negotiation
over the terms of the assurance.

I am in general content with the draft letter 1o
Mr Sushkov which you enclosed with your letter. I have,
however, three small amendments to suggest:

(i) Second sentence of paragraph 2 to read: 'Their
participation would be an important example of
cooperation between our two countries similar to
that envisaged under

(ii) The final sentence of paragraph 2 to read:

'As you know, the British Government has consistently
made clear its support for the expansion of Anglo-
Soviet trade on the basis of mutual advantage.'

(iii) The beginning of the second sentence of paragraph
3 to read: 'As far as the present contract is
concerned, while I am not authorised

I agree on the importance of the early despatch of
the letter and full instructions for our Ambassador to use
when handing over the letter to Mr Sushkov. My officials
will be in touch with yours about this.

I am copying this letter to the recipients of yours.

A - S
Heuwnn vy
7
i f‘
/1
4 .

Cecil Parkinson Esq MP
Minister of Trade
Department of Trade

1 Victoria Street
TONDON SW1
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TO IMMEDIATE WASHINGTON s
TELEGRAM NUMBER 509 OF 30 MARCH ; ==

INFO IMMEDIATE UKREP BRUSSELS, BONN, PARIS, HONG KONG (FOR PRIVATE
SECRETARY) g;iS‘

YOUR TELNO 1038: FRENCH WHEAT SALE TO SOVIET UNION

1. THE NEWS THAT HAIG HAS GIVEN THE FRENCH THE GREEN LIGHT IS
MOST UNWELCOME. AS YOU POINTED OUT TO STOESSEL, THE AMERICANS
HAVE KICKED THROUGH THEIR OWN GOAL. THEY HAVE ALSO CUT THE

GROUND FROM UNDER THE FEET OF THOSE LIKE OURSELVES WHO HAVE BEEN
WORKING CONSISTENTLY FOR THE PAST FOURTEEN MONTHS TO HOLD THE
COMMUNITY TO ITS JANUARY 1980 DECISION AND HAVE OPPOSED THE FRENCH
WHEAT DEAL IN BRUSSELS AS NOT BEING CONSISTENT WITH THAT DECISION,
WHICH WAS ITSELF TRIGGERED BY THE US GRAIN EMBARGO. YOU SHOULD
LEAVE THE AMERICANS IN NO DOUBT THAT THEY HAVE MADE IT VERY
DIFFICULT FOR US TO BLOCK THIS SALE IF AND WHEN IT IS FURTHER
DISCUSSED IN BRUSSELS. THEY MAY BE UNAWARE THAT AT THE FOREIGN
AFFAIRS COUNCIL ON 17 MARCH, WE EXPENDED A GREAT DEAL OF EFFORT IN
SUCCESSFULLY WATERING DOWN A FRENCH RESOLUTION IN FAVOUR OF A SALE
TO THE SOVIET UNION. THE FRENCH SEEMED RESIGNED TO THE SITUATION
AT THE MANAGEMENT COMMITTEE ON 26 MARCH, WHEN THE COMMISSION
REAFFIRMED ITS VIEW THAT DISPOSAL OF THIS 600,000 TONNES TO
DESTINATIONS OTHER THAN THE SOVIET UNION WAS NOT EXPECTED TO CAUSE
MAJOR PROBLEMS, EITHER FOR THE COMMUNITY OR FOR THE WORLD WHEAT
MARKET. BUT, FOLLOWING HAIG'S RESPONSE, THEY WILL NO DOUBT
RETURN TO THE CHARGE.

2. HAIG'S ACTION IS ALL THE HARDER TO UNDERSTAND IN VIEW OF THE
STRONG REAFFIRMATION BY PRESIDENT REAGAN PUBLISHED OVER THE WEEK-
END OF THE US DECISION TO MAINTAIN THE GRAIN EMBARGO, A FURTHER
REASON ADDUCED FOR WHICH WAS THE THREAT OF RUSSIAN INTERVENTION

IN POLAND.

3. PLEASE TAKE THIS UP WITH THE STATE DEPARTMENT AT AN

1
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APPROPRIATELY HIGH LEVEL AND MAKE THE POINTS ABOVE. SINCE THE
FRENCH MAY WELL HAVE PURPORTED TO BELIEVE THAT THEIR PROPOSED SALE
FELL WITHIN TRADITIONAL TRADE, AND THUS WOULD BE ACCEPTABLE TO THE
COMMUNITY, YOU MAY WANT TO MAKE CLEAR THAT THIS IS SPECIOUS,
DRAWING ON MY TELNO 182 TO UKREP AND THE BRIEF FOR THE 16/17 MARCH
FOREIGN AFFAIRS COUNCIL.

4. YOU SHOULD MAKE IT CLEAR THAT WE WOULD TAKE IT ILL IF THE
AMERICANS SUBSEQUENTLY TELL THE FRENCH THAT THERE HAVE BEEN
COMPLAINTS BY OTHER ALLIES ABOUT HAIG'S GREEN LIGHT. YOU SHOULD
ENCOURAGE ANY AMERICAN DISPOSITION TO REOPEN THE QUESTION WITH THE
FRENCH, SUGGESTING IF APPROPRIATE THAT THE CRITICAL SITUATION IN
POLAND AND PRESIDENT REAGAN'S REMARKS TO THE WASHINGTON POST
PROVIDE SUFFICIENT JUSTIFICATION FOR DOING SO.

5. (FOR BONN). YOU SHOULD NOT (NOT) TELL THE GERMANS OF THE

ACTIONS WE ARE TAKING WITH THE STATE DEPARTMENT.

0. IF HERMES ASKS ABOUT REACTIONS IN LONDON YOU SHOULD CONFINE
YOURSELF TO SAYING THAT WE HAVE QUERIED WITH THE STATE DEPARTMENT
THE APPARENT INCONSISTENCY BETWEEN WHAT HAIG SAID TO THE FRENCH

AND WHAT PRESIDENT REAGAN SAID OVER THE WEEKEND.

CARRINGTON

NNNN
DIST

FRAME EXTERNAL/AGRICULTURE
ECD (E)
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Foreign and Commonwealth Office

London SWI1A 2AH

30 March 1981

B

FRENCH WHEAT SALE TO SOVIET UNION

The Prime Minister and the Lord Privy Seal agreed this morning to
send instructions to the Embassy in Washington to complain about
the report in Washington telno 1038 that Mr Haig had given American
approval to a French proposal for the sale of 600,000 tonnes of

wheat to the Soviet Union. I attach a draft telegram.

I am copying this to Kate Timms and to David Wright.

W

S J Gomersall

bl

M O'D B Alexander Esq
PS/Prime Minister

10 Downing Street

CONFIDENTIAL




ri
|

‘ ICONFIDENTIAL

IMMEDIATE

, A

LLTL
GRS
CONFIDENTIAL

|6 FM FCO
7]

| 8 | TELEGRAM NUMBER
S

C

10 | YOUR TELNO 1038:
The news
unwelcome.

kicked

inde

L e

[Community to its

wheat deal in

lwhich was itself

Leave the

difficult for us

fdiscussed

22 |pffairs Council on 17 March, we expended a great deal of effort inl

- b =
that

through

n

Americans

viAND INFO TO UKREP BRUSSELS,

IMMEDIATE WASHINGTON

BONN, PARIS

FRENCH WHEAT SALE TO SOVIET UNION

Ha
As
:
the

tly

January
Brussels

triggered by

to b

in Brussels.

‘lto the Soviet Union.

lat the Managemen

t

Committee on

you pointed

in

ig has given the French the green light 1is

out to Stoessel, the Americans

heir own goal. They have also cut the

of ourselves who have been

hold

feet those lLike

(]
-

the fourteen month to the

1980

for past

decision and have opposed the French

as not being consistent with that decision,

the US grain embargo. You should

no doubt that they have made it very

lock this sale if and when it is further

They may be unaware that at the Foreign

€2 |successfully watering down a French resolution in favour of a sale

The French seemed resigned to the situation

26 March, when the Commission

CNWOrag

lreaffirmed

b 3y
1t L TRU LIl
|
|

Frame External/Agriculture

FitzHerbert

als)

ECD(E)
i EESD
| NAD

mher




CONFIDENTIAL IMMEDIATE

reaffirmed its view that disposal of this 600,000 tonnes to
destinations other than the Soviet Union was not expected to cause
major problems, either for the Community or for the world wheat
market. But, following Haig's response, they will no doubt
return to the charge.
26 Haig's action is all the harder to understand in view of
strong reaffirmation by President Reagan published over the week-
end of the US decision to maintain the grain embargo, a further
reason adduced for which was the threat of Russian intervention
in Poland
up with the State Department at an
nd make the poin sbove Since the

French may well have pu ted ) ha heir proposet

fell within t ion trade and thus would be acceptable
r

Community, you may want make clear that this is specious,
h

drawing on my telno 182 to UKRep and the brief for the 16/17
Foreijgn Affairs Council.

4 . You should make it clear that we would take

Americans subsequently tell the French that there

complaints by other allies about Haig's green lLight. You should
encourage any American disposition to reopen the question with t
French, suggesting if appropriate that the critical situation in
Poland and President Reagan's remarks to the Washington Post
provide sufficient justification for doing so.

5. (for Bonn). You should not (not) tell the Germans of the
actions we are taking with the State Department.

Gl If Hermes asks about reactions in London you should confir
yourself to saying that we have qgueried with the State Departme
the apparent inconsistency between what Haig said to the French

§ g . 3 . g
and what President Reagan said over the weekend.

CARRINGTON
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TELEGRAM NUMBER 1¢38 OF 27 MARCH 1981°
INFO UKREP BRUSSELS BONN AND PARIS

FRENCH WHEAT SALE TO THE SOVIET UNION

1, STOESSEL, UNDER-SECRETARY AT THE STATE DEPARTMENT, TOOK THE
GERMAN AMBASSADOR AND ME ASIDE THIS AFTERNOON AFTER ANOTHER
MEETING AND TOLD US IN CONFIDENCE THAT THE FRENCH AMBASSADOR

HAD APPEALED DIRECTLY TO HAIG FOR U S APPROVAL OF A PROPOSED
SALE OF 602,000 TONS OF WHEAT TO THE SOVIET UNION, THE STATE
DEPARTMENT HAD RESPONDED THAT THEY WOULD RAISE NO REPEAT NO
OBJECTION, STOESSEL HINTED THAT GISCARD’S ELECTORAL REQUIREMENTS
HAD PLAYED A PART IN THE FRENCH REQUEST AND THE U S RESPONSE,

2, HERMES AND | BOTH EXPRESSED SURPRISE, | COMMENTED THAT THE
STATE DEPARTMENT APPEARED TO HAVE FACILITATED AN END—=RUN BY
THE FRENCH AROUND U S POLICY ON AFGHANISTAN, STOESSEL SIGRED
AND INDICATED THAT WHAT WAS DONE COULD NOT BE UNDONE,

FRETWELL

[THIS TELEGRAM WAS NOT ADVANCED]

Yol md SRIT T
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E= 7™ I R0 bl -, - -
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215§ 5144
SWITCHBOARD 01 215 7877

From the
Minister for Trade

_ N& Y] %
/Lo

The Rt Hon Sir Ian Gilmour MP
Foreign & Commonwealth Office =k
LONDON SW1 23March 1981

WEST SIBERIAN GAS PIPELINE

Thank you for your letter of 4 March. I am glad you agree we
should do what we can to provide an adequate written assurance

to the Russians. Your idea of this being conveyed in the form

of a letter from our Ambassador to Sushkov is a good one. I
agree entirely that we should if at all possible avoid negotiating
a text with the Russians. The dangers involved in negotiation

are amply illustrated by the arrival of a Soviet draft text

(copy attached) that goes well beyond what we could accept.

My inclination is to persist with the idea of a letter from the
Ambassador along the lines of the attached draft. This has been
discussed with your officials. It deliberately makes no reference
to our receipt of the Soviet text. 1In our instructions to the
Anbassador we would ask him to explain why the Soviet text is
unacceptable to us. It goes beyond what any Government (including
the Soviet Government itself) could be expected to agree to. He
would make it clear that his letter went as far as we were prepared
to go. Our hope must be that the Russians will take a realistic
view of the situation and not press for any discussion of their
text.

In his letter to me ofL;l’ﬂarch, the Chancellor asked to what extent
other Governments were committed to the pipeline project. I do

not think we can say that any Government is irrevocably committed
to the project. At the end of the day it may prove impossible to
agree on the price to be paid for Soviet gas or on the credit terms
to be offered. However it seems clear that in those countries

which are likely purchasers of the gas their Governments are of
necessity actively involved in co-ordinating the negotiations

on the purchase of gas, the supply of equipment and the provision

of credit.




CONPFIDETISL

e

If you can agree the form of words for the Ambassador to use I
would like us to provide instructions to him as quickly as possible
so as to avoid officials here or in Moscow becoming involved in
~discussing the Soviet text.

- I am copying this letter to members of OD and Sir Robert Armstrong.

w0

.

CECIL PARKINSON
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DRAFT LETTER FROM HM AMBASSADOR, MOSCOW
MR SUSHKOV, DEPUTY MINISTER FOR FOREIGN TRADE
ing on 28 January you enguired about the policy of Her
Majesty's Government in relation to the export of equipment by
Rolls Royce Limited in connection with the proposed gas pipeline

from Western Siberia to Western Europe.

2 As we stated at that meeting the British Government fully
supports the wish of Rolls Royce to supply equipment for this project.
Their participation would be an important example of the co-operation
“between our two countries that is envisaged under our 1974 Agreement
on the Development of Economic, Scientific, Technological and
Industrial Co-operation and our 1975 Long Term Programme for the
Development of Economic and Industrial Co-operation. It would also
represent a significant development in our long term trade and
economic relations. As you know, the British Government has
consistently made it clear that it is in favour of expanding our

trade where this is to our mutual advantage.

3 With regard to the provision of export licences you will wish
to take account of the long history of successful trading between
our two countries and the fact that in no case has the British
Government revoked an export licence for goods to be supplied to

the Soviet Union. For the future, while I am not authorised to bind
Her Majesty's Government as to the future exercise of their power

to grant, withhold or revoke export licences, I am instructed to
inform you that the British Government give their full approval to
Rolls Royce Limited's tender for a contract to supply Avon and

RB 2-11 industrial gas generators for use in connection with the

proposed pipeline and intend to grant export licences for the

equipment that would be supplied by Rolls Royce if they successfully

tendered for this contrsect,”




I hope that the current negotiations between Rolls Royce and

Soviet foreign trading organisations can soon be brought to a

successful conclusion. My Embassy is ready to assist in whatever

way it can to bring this about.




DRAFT TEXT OF PROTOCOL PROPOSED BY THE SOVIET MINISTRY OF FOREIGN TRADE FOR
ADOPTION AT THE NEXT SESSION OF THE BRITISH-SOVIET JOINT COMMISSION

"The Government of the USSR and the Government of the United Kingdom, welcoming

the report of negotiations being conducted between the appropriate Soviet Foreign
Trade Organisations and the company "Rolls Royce 1971 Limited" about their possible
co-operation in the implementation of a project for the construction of the gas
pipeline from West Siberia to the western frontier of the USSR, noting that co-
operation of the aforementioned organisations in the implementation of the said
project would facilitate the further development of trade and economic relations
between both countries, taking into account the large-scale and long-term

character of the proposed co-operation in connection with this the importance of
.taking special measures which would furnish a firm basis for its successful
implementation.-

Have agreed on the following:—

1 Taking account of the provisions of the Agreement on the Development of
Economic, Scientific, Technological and Industrial Co-operation of the 6th May.

1974 and the Long-Term Programme for the Development of Economic and Industrial
Co-operation of the 17th February 1975, both sides, for the purpose of creating
more favourable conditions for co-operation between the aforementioned organisations
in the implementation of the said project, will contribute to the successful fulfil-
ment of the contracts which it is proposed shall be concluded, and in particular

will issue import and export authorisations without obstruction.

2 The Government of the United Kingdom will not use any discretionary powers
in accordance with laws, regulations and rules in force in the United Kingdom for
the establishment of control of the delivery by the aforementioned company of

goods to the Soviet Union in accordance with contracts concluded.

5 In the event of the introduction in the United Kingdom of limitations on' the
export of goods analogous to those which will be supplied by the aforementioned
company to the USSR, the Government of the United Kingdom will ensure the non-

extension of these limitations to the supply of goods to the Soviet Union by the

aforementioned company under contracts concluded.

4 Both sides will without delay consult each other about problems which may
arise in connection with the present understamding. Consultations will also be

carried out on problems arising in the course of co-operation by the aforementioned

organisations in the implementation of the said projet orin connection with it,




including during the fufilment of contracts, and problems relating to the
competence of the sides or in the solution of which the sides can lend assistance

in accordance with laws, regulations and rules in force in their countries.

The present protocol enters into force on the day of signature.

Concluded in London on the eceeeseccsscssesessy 1981, two original copies, in

the Russian and English languages, both texts having the same force.

.For the Government of the Union of Soviet Socialist Republics.

For the Government of the United Kingdom and Northern Ireland".
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70 Whitehall, London swia 2as  Tcle 'r-i;una 01-233 E31g "T

From the Secretary of the Cabinet: Sir Robert Armstrong xcs cvo /C b W €<

"Ref. A04505 19th March 981

Wheat for the Soviet Union

The Secretary-General in the Elysee, Monsieur Jacques Wahl, telephoned \'
Sir Robert Armstrong this afternoon about the proposed sale of 600, 000 tonnes of
wheat to the Soviet Union. He said that the French Government were concerned
that this proposed sale seemed to be de\ eloping into a2 major cause of dispute i
Europe. Monsieur Wahl argued thzt the szle was a routine question and not th

sort of substantial matter which should provoke disagreement. In addition, &:
said, the quantity of 600, 000 tonnes proposed in 1981 was the same zs in 1980 zn2
the cost to the Community would not be very high, Furthermore, dCCOI‘dlI‘lG to

Monsieur Wahl, the United States Government, who could have been expectzd i:
object to this sale, had let it be known that they were not concerned about it.

Sir Robert Armstrong took note of what Monsieur Wahl had said, agreed
to look into the question, and to be in touch with him again.

I have spoken to Michael Franklin about this and he says that this French
approach is something on which the Prime Minister will need to be briefed for
Maastricht, You will wish to arrange for this to be put in hand.

I should 21so be grateful for advice as to what Sir Robert should say when

he rings back. Copies of this letter go to Kate Timms (MAFF), John Wiggins
(Treasury), Stuart Hampson (Trade) and Michael Alexander (No. 10).

(D.J. Wright)

Private Secretary

R.A. Burns, Esq,
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Foreign and Commonwealth Office

London SWI1A 2AH

17 March 1981 ‘ (:>
Dee Mo i

WEST SIRERAN GRS Precine focs Roye Kb,
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Thank you for your letter of~5/March about the draft letter to
Mr Sushkov enclosed with the Lord Privy Seal's letter of 4 March

to the Minister for Trade.

The reference to Western European liggpgigg_ggqgtice suggested by

the Prime Minister would in our view have strengthened the
relevant passage in the draft; but officials in the departments
concerned are now inclined to think that our requirements would
best be met by a text which did not refer to licensing policy to
this extent. A revised text was on the point of being agreed for
submission to Ministers when we heard on 13 March that the Soviet
Ministry for Foreign Trade had taken the initiative by handing
over to our Embassy in Moscow a draft which they propose should be

endorsed by the British/Soviet Joint Commission which is to meet

at the end of May. Officials are ndﬁmreconsidering the position

on the basis of this rather unwelcome Soviet intervention and the

Minister for Trade will no doubt be writing to his colleagues again

in due course.

I am copying this letter to the recipients of yours.

Loy

M/‘«;.J A e

M A Arthur

M O'D B Alexander Esq
PS/Prime Minister

10 Downing Street

CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

Il March 1981

Cecil Parkinson Esqg., MP.
Minister for Trade
Department of Trade

1 Victoria Street

LONDON

b

WEST SIBERIAN GAS PIPELINE

Thank you for sending me a copy of your letter to Peter
Blaker of 19 February about the assurances which the USSR
are seeking in connection with the Rolls Royce bid for gas
generators for the West Siberian gas pipelines. I have
since seen Ian Gilmour’s letter of 4 March and Keith
Joseph's of 5 March.

I consider that the revised draft letter proposed by

Ian Gilmour represents a straightforward statement of

our position and would be happy for it to issue in these
terms. We can, of course, look at the position again should
it be unacceptable to the USSR, but it would be difficult

to go further. In that event it would be appropriate to
know more about what other countries are doing about
assistance for the project as a whole, both those interested
in orders only and those who will wish to purchase the gas
in due course. I am not clear to what extent other governments
are firmly committed to the pipeline project.

I am copying this letter to the members of 00 and Sir

Robert Armstrong.

GEOFFREY HOWE

CONFIDENTIAL







O DOWNING STREE

From the Private Secretary 9 March 1981

West Siberian Gas Pipeline

The Prime Minister has seen the Lord Privy Seal's
letter of 4 March to the Minister for Trade on this subject.
She has asked whether it would be possible to insert the
words '"'like their European partneirs'" (or something similar)
after the words '""the British Government'" in the second
sentence of the draft letter to Mr. Sushkov from
HM Ambassador, Moscow. I should be grateful for your
comments.

I am sending a copy of this letter to Keffg’Long
(Department of Trade) and David Wright (Cabinet Office).

Stephen Gemersall Esg
Lord Prjvy Seal's Office.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
CONFIDENTTAT, 123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3307
SWITCHBOARD 01-212 7676
Secretary of State for Industry

5 March 1981

Cecil Parkinson Esq MP
Minister for Trade
Department of Trade

1 Victoria Street
London SW1H OET

W i 1k

WEST SIBERIAN GAS PIPELINE (/)

Thank you for sending me a copy of your letter of 19 Februwary

to Peter Bleker zgbout Rolls Royce's bid to supply generators

for this pipeline. I recognise that the USSR's demand that

the Government should not interfere with the supply of generators
once a contract has been signed presents difficulties which
require serious consideration. But, I would like to emphasise

at the outset the importance of this contract to Rolls Royce.

If Rolls Royce are successful, this order is likely to amount

to a minimum of £150m. It would come &t a time when the company
is facing increasing competition in a market which has been badly
affected by recession. The Industrial and Marine Division has
recently had to lgy off 600-700 workers and is facing great
difficulty in maintaining the highly skilled workforce which
will be needed if it is to take advantage of the upturn in what,
in the medium to long term, should be a good market. Up to

1500 people would be involved directly and indirectly in the
contract. In addition, this order would provide a unique
opportunity to advance UK technology and would be a major
showpiece for future sales in the growing world market.

This situation speegks for itself in terms of the importance of
doing whatever we reasonsebly can to help Rolls Royce. I am
therefore in favour of trying to meet the Russians' request
although I appreciate the difficulties to which you draw attention.
A statement on the lines you propose in the second paragraph of
your aide memoire would be acceptable to me and T hope it mgy

be sufficient for the USSR. If this is not the case, I should
like to ask that we have an opportunity to consider the options




ore any decision is taken which
Rolls Royce's position.

end their imp
£

could signifi
I am copying this letter to the members of OD and Sir Robert
Armstrong.




Foreign and Commonwealth Office
London SW1

"4 March 1981 O
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other areas. I , however, accept

present intention to grant export licences in normal circumstances

ready known to the Russians, and a written assurance to this

could be said > be no more than a formalisation of what has
Rolls Royce. Furthermo
officia

and Germans are already closely identified with
tenders for business associated with the pipeline, and the Russians
have good readson to assume that their interest as purchasers of t
gas will influence their attitude over the supply of the necessary

equipment.
/1 wonder,

Cecil Parkinson Esq MP
Minister for Trade

Trade
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is not unnecessarily 1 The Russians can

scarcely expect guarantee that, irrespective of any possible

changes in the international sceng, permission to export the

eguipment wi ontinue. On the other hand, an all-embracing safety

LI AL L

clause would deprive our assurance of its and risk its rejection

o

by the Russians. his, as you suggest, might leave Rolls Royce in

2 worse position than if we were to deny written assurance at all.
Furthermore, i night induce the Russians to seek to negotiate a more
tisfactory text from their point of view. I would regard any such

1egotiation

tional competition and the
eral relationship may have
assurance, I

must be convinecing.

letter seeks

ligations. Our

e —

rovide us with a

basis for d =nding our actions should the Russians challenge any
subsegquent decision 'ithhold or revoke export licences. As you

will see, the text i in the form of a letter from our Ambassador

-

to Mr Sushkov an "lows from the discussions with Sushkov in Moscow in
A letter in this form would lend itself less easily

Soviet attempt to negotiate a text more to their liking.

The attached draft, like that which you enclosed with your letter,
would be available for adaptation in the event of future Soviet

to support tenders by British firms.
I do not think this will necessarily happen, but we must guard
against the coptingency a text which we could offer

without qualms to others.

I agree that it would be wrong to consult the Americans before

offering the Russians our assurance.
to the recipients of yours.

ji;,/\ R//
i

/2

I am copying this letter

-




DRAFT LETTER FROM

HM AMBASSADOR, MOSCOW

MR SUSHEKOYV,

MINISTER FOR FOREIGN TRADE

meeting on 28 January you enguired about the policy of
1jesty’'s Government in relation to the export of equipment
Rolls Royce Limited in connection with the proposed West

Siberian gas pipeline.

know, in determining their policy in relation to the

licensing of exports > the Soviet Union, the British Government l{

take account inter alia changes in the international situation

and the policies pursued by the Soviet Government. This will

continue to be the case in future.

I am however instructed to inform you that, in present circumstances,

the British Government give their full approval to Rolls Royce

Limited's tender for a contract to supply Avon and RB 211 industrial

generators for use in connection with the proposed pipeline,

support the wish of the company to undertake the supply of this

“and intend to grant export licences for the equipment

which would be supplied by Rolls Rovce if they successfully tender

for this contract.
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

The Rt Hon Lord Carrington PC KCMG MC
Secretary of State for Foreign and
Commonwealth Affairs
Foreign and Commonwealth Office
Downing Street
London SW1A 2AL | 2. February 1981

B!l
qu.w/ /A

You may wish to be aware of the reports that flour millers in

the Community are converting US wheat into flour and exporting it
to the USSR, in order to circumvent the embargo. —I enclose two
ex¥racts from the Public Ledger. These confirm rumours which my
officials have picked up 1n Brussels recently. You will see that
there is no suggestion that any of the milling is taking place

in the UK .=

L= =N ~1 i

EXPORTS OF FLOUR TO THE USSR

The operation is clearly being carried out under the "inward
processing arrangements", which allow raw materials to be imported
free of levies and other charges from third countries on condition
that an equivalent amount of processed goods is exported to third
countries., There is thus no question of a Community subsidy being
granted as there would be if Community raw materials were involved.

If US officials are correctly reported, they are resigned to no

action being taken on the grounds that the processing takes place
outside Community jurisdiction. This is not strictly correct.

The conditions for inward processing are laid down in a Community
Directive and it appears from this that Member States may authorise

it or not, as they think fit. There is also a provision in the

CAP regimes, including that for cereals, permitting the Council

to prohibit, in whole or in part, the use of inward processing to

the extent necessary for the proper working of the common organisation
of the market. '

The Community's policy on food exports to Russia following the
invasion of Afghanistan has been laid down by the Foreign Affairs
Council, and if you consider that something should be done about
this new development, the only possibility would be to get that
Council to look at it. Certainly we should get nowhere in the
Agriculture Council.

/Even if you decide ...




Even if you decide to bring the matter up in the Foreign Affairs
Council, the prospects are poor, especially at a time when
President Reagan is known to be considering the future of the
embargo. We could not claim that the Community was subsidising
the exports; and it would be argued that they did not fall within
the scope of the original Council resolution since the flour,
being made from US wheat, could not be called a Community product.
It could also be pointed out that a restriction on inward
processing in this case would not be necessitated by "the proper
working of the common organisation of the market" and would there-
fore be outside the terms of the provision I have referred to above.

I am sending copies of this letter to the Prime Minister, members
of OD(E) and Sir Robert Armstrong.

,—'/-_“

4

f’ -//ﬂjé%if

PETER WALKER




Extract from The Public Ledger
Wednesday 4 February 19381 ¥

~MID EAST LINER
TRADE GROWS
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US Agriculture  Department oflicials
denied having any Knod vledee of Euro-
pean mitlers’ sales to the Soviet Union
of 700,000 tonnes of Honr made from
1 mia tosnes of impuored US hard
whest, They were commenting on news
veports  from  Paris  quoting French
trade sources that the saules are being
maGe with the knowledse of the US
and the EEC Commission (sce PL
3281

if the sales ale v 1111“ place, the
LSDA officials said, the wheat is being
processed into tour al ‘in-bond or
customs-free’ arcas located near the
r-m::i.

Fhese customs-free areas are outside
the jucisdiction ol the “EC and thus
nke it difficult, if not iapossible, for
the Common Market to restrict the
four sales, in Jine with EEC support
for a partial embirzo on shipments to
(e Soviet Unton, they said,

“W do not we the sales in
the least,” one S official said.
adding  that the 15 still stands by
the partial grain ernbargo.

They reasoned that the tlour sales
appear to be another locphole in the
embareo  being eaploited by the
Soviets. They cited the \ndu»p:nui
yumours last  sunmer that EEC
crushers were buving US beans and
then shipping the meal to the USSR,

The ollicials also expressed \.ul,u\'
that the Soviet Union would need ¢
much as 700,000 tonnes of 1‘.ut|“
especially since the Soviet wheat crop
last vear was suflicient Lo nieet
domestic needs.

b




THE PUBLIC LEDGER, TUESDAY, fl.!i 5"
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10‘\';')0;\'. February 2. French trade sources report that millers in

Curope are currently \\-:,*Im'* on contracts to provide the USSR with
P pepahiioiled a ¥ . 4

more then 700.000 tonnes of fiour made from 1 min-tonnes of 1m-

Community whea
LEC flour sales,

Thi tem of

as “improved per

The US and the EEC Commission are apparently
which, sources said, do not directly infringe
the ..,J-IL s
to sell its wheat to European miilers although
¢ exporters would prefer Commission rebates on
allowing their own \\I..m. to be used instead,

'n]'v._“.,'.-'mu US wheat and "\m‘)'[ ng flour is known
fection traflic” and the trade as oids EEC import/

export ‘Juties because the nature of the p.m u¢t changes.

West Germ. my

is witere most of the milling is done aithough Italy,

-i]l--c

the Netherfands and Belgium are also involved.

195/

|







Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
\& January 1881

G H Walden Esq f{a
Private Secretary :

Foreign and Commonwealth Office //ZVM/K
Downing Street '
LONDON SW1A 2AL =

De ow chvjf,

THE SOVIET UNION AND AID
Rodovic LﬁM
¥eﬁ4wrote to me on 15 December about this.

I am now writing to confirm that the Treasury does
not wish to pursue further the points in my letter
to Michael Alexander of 4 November, in the light of
the explanations you have now provided.

I am copying this letter to Michael Alexander,
Brian Norbury, and David Wright.

lj Fas AN VSV

L “

)ohn Wigq vt

A J WIGGINS
Principal Private Secretary
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MR ALIDSNDER m
b

—

THE SOVIET UNION AND ATD

You asked me for advice on the line the Prime Minister might take on the
proposal discussed in correspondence beginning with Mr Walden's letter
of 2% October.

2. Although the Chancellor of the Exchequer was prepared to accept that
this topic should be excluded from the general discussion on development

policy with Lord Carrington and other Ministers (which has now been

postponed until late January), I understand that he is not happy with

the line advanced by the Foreign and Commonwealth Secretary. The

Prime Minister may prefer not to express a view until she has seen what

Uil

D J WRIGHT

line the Chancellor takes.

23 December 1980
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Ref, A03832

PRIME MINISTER

Credit Terms for Business with the Soviet Union

(OD(80) 75)

BACKGROUND

Although this Note by the Secretary of State for Trade deals with one
potential order for the Soviet Union, the underlying point at issue is the implied
reversion to a trade policy towards the Soviet Union not unlike that which
obtained before Afghanistan, On 17th January 1980 the Cabinet took note of your
statement on the policy which the Ministers concerned had agreed should be
pursued following the invasion; this included not renewing the Anglo-Soviet
credit agreement, OD discussed the matter on 22nd January and agreed that
Britain should refuse to accord the Soviet Union subsidised credit terms more
favourable than the OECD consensus ~ provided that other relevant members of
the European Community did the same, which in the event the French are not
doing.

2, The Secretary of State for Trade in a letter to the Foreign and
Commonwealth Secretary and OD colleagues of 18th September, which he copied
to you, proposed a review of the Government's attitude to trade relations with
the Soviet Union. He pointed out that if the United Kingdom, in contrast to
virtually every other Western Government, continued to maintain its present
attitude the amount of business coming to Britain seemed bound to decline.

This approach secured the guarded agreement of OD colleagues that some
relaxation in current policy was necessary to protect the competitive position
of British exports of non-strategic goods to the Soviet Union. The Secretary of

State for Trade is now proposing a significant further step in order to improve

Rolls-Royce's chances of securing over £200 million worth of orders for gas

compressor engines for the gas pipeline from the Soviet Union to Eastern and
Western Europe. This would provide at least 400-500 jobs over the period

1982~85.

v 9
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3 The gas pipeline will be of direct benefit to a number of our Continental
allies, but not to Britain, This may make our position more open to criticism
than theirs would be, in relation to any specially favourable terms which are
offered to the Russians,

4, The urgency for an OD decision stems from the fact that the Soviet Union
have asked Rolls-Royce's bankers (Midland) to submit financing proposals in
early January 1981.

A The Committee will be somewhat reduced in size as the Secretary of State
for Defence will be in Canada, the Lord President in Rome, and both the
Lord Chancellor and Lord Privy Seal are likely to be detained by Parliamentary
business. The Chancellor of the Exchequer may also be late, The Secretary of
State for Industry has been invited because of his interest in Rolls-Royce and the
Chief Secretary because of the public expenditure implications of the subsidised
credit proposals.

HANDLING

6, You will wish to ask the Secretary of State for Trade to introduce his

paper. The points to establish in subsequent discussion are =

(a) What are the views of the Foreign and Commonwealth Secretary on this

proposed change in our trade relations with the Soviet Union? How
would the change be regarded by our allies, particularly the United
States? Would the Soviet Union read it as a signal that this country
was prepared to forget about Afghanistan and regard the fate of Poland
with relative indifference? Or might the importance of this kind of
order to the Soviet Union have a restraining effect on their Polish
policy? The answers to these questions are by far the most important
issues to be considered by the Committee on this occasion. If the
Committee forms a clear view against any change in current policy,

it will be unnecessary to spend time considering the commercial,

industrial and financial balance of advantage in relation to the Secretary

of State for Trade's proposal. But if the Committee decide that this

proposal would involve this country in doing little more than some of our

“d .
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major allies are already either doing or contemplating, you will wish to
consider the actual merits of the proposal itself, In that case, you will

wish to pursue the following points.

(b) How important does the Secretary of State for Industry consider this
prospective business to be to Rolls=Royce's industrial and marine
division? Is any high~level technology involved? (The paper suggests
that there is no COCOM problem).

(c) How do the Chief Secretary and the Secretary of State for Trade regard the

financial implications of matching French competition in this and future
cases? At some point on the subsidy scale export business ceases to
be worth having (e.g. ships for Poland); how near that point would this
business be? The Chief Secretary is likely to argue that Britain should
not be in too much of a hurry to match the expected French credit offer
on the grounds that the Soviet Union may have strong reasons for placing
the proposed order with Rolls-Royce in any case. This is because
Rolls~-Royce already have a record of proven success in this field in

the Soviet Union, and the programme is so large that in their own
interest the Russians are going to be compelled to spread orders fairly
widely. He may also suggest that we should not react too quickly to
Soviet tactics designed to achieve cheap credit by playing off one country
against another. Finally he may suggest that the proposed size of
subsidy (£9.8 million) is too large in relation to the number of jobs
which will be created by the Soviet order. But this of course depends
on the ultimate size of the order.

How does the Secretary of State for Trade reconcile his proposal with

the conclusion of the European Community meeting on Credit on
10th December at which all the countries present including France thgught
it was premature for firm commitments to be made on the pipeline

project? Is there a risk that, if ECGD are allowed to match, we shall be

lef{’golated because our allies continue to adhere to the consensus and

the French return to it when their agreement is reviewed in

September 19817

<38
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(e) What will be the extent of this country's commitment if the Committee
agree to the Secretary of State for Trade's proposals, the Midland Bank
submit financing proposals to the Soviet Union and the latter subsequently
invade Poland? In the case of Afghanistan existing transactions were
allowed to run their course; but they might not be after an invasion of

Poland.

(f) In the Secretary of State for Trade's view how relevant are timing factors

in relation to this transaction? How likely are Rolls-Royce to lose
the proposed business if the Midland Bank is not ready to submit
financing proposals in early January? More time would allow the Soviet
intentions towards Poland to become more clear and would also be in
keeping with the conclusion of the European Community meeting on
Credit on 10th December, But how much more time would be most
appropriate in the circumstances? Three months?
CONCLUSION
48 In the light of discussion on these points, the Committee will wish to take
particular account of the views of the Foreign and Commonwealth Secretary,
If he argues that it would be totally out of keeping with our current policy towards
the Soviet Union to make this particular relaxation in current trade relations,
and that it would be widely misunderstood by our allies, you may feel that the
Committee ought to be guided to the appropriate conclusion, But if the views of
the Foreign and Commonwealth Secretary are less clear cut (which is probable)
and the Secretary of State for Industry makes out a powerful case about the
importance of this business to Rolls~Royce and British industry, you may care
to guide the Committee to the conclusion that in principle they accept the
Secretary of State for Trade's proposal that ECGD should be allowed to match
credit offers for the pipeline business (within the limits of their normal
commercial judgment) and should be authorised to match other cases subject to
the usual procedure, DBut you may wish to stipulate that they should not move

in this direction just yet; and that before they do so, Ministers should consider

-
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the matter further on the basis of a submission from the Secretary of State for

Trade which might be circulated in 2-3 months' time (you will need to set the

timescale) and cleared "out of Committee'',

(Robert Armstrong)

17th December, 1980
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Foreign and Commonwealth Office
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The Soviet Union and Aid

o

You wrote og/ﬁ November to Michael Alexander.

We have now consulted the Ministry of Defence, who
confirm that Mr Pym is content that we should proceed as
suggested in my letter of 24/October. Lord Carrington
feels that it would not be “appropriate for the meeting
of Ministers on development policy on 17 December to
discuss the minor alteration to existing policy which
was proposed in my letter: that, in addition to
criticising the Russians for their poor aid performance,
we should henceforth encourage them to improve it. As
we have pointed out, both the Germans and the Americans
are already taking this line, which was also reflected
in the Venice communique.

On the question of Scviet participation in the . _
World Bank and the IMF, it was not our intention to
suggest that membership, however unlikely, should be
welcomed. We recognise that Soviet membership would have
serious implications for the effectiveness of these
organisations and the strength of the West's position in
them. Paragraph 6 of the paper was intended to apply
only to those agencies of which the Soviet Union is
already a member, such as the UN Development Programme.
As you know, at the latter's Governing Council this year
the Americans made considerable play with the question of
the non-convertibility of Soviet contributions. We would
hope to capitalise on this at next year's Council, when
non-convertibility is due to be discussed as a specific
issue. In general we feel that we should not let pass the
opportunity to draw attention to those issues on which the
West and the developing countries are together in
disagreement with the Soviet Union.
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The Foreign and Commonwealth Secretary therefore
hopes that we can now agree to proceed to use the paper
as a basis for future policy, as proposed in George
Walden's letter of 24 October.

I am copying this letter to _Michael Alexander,
Brian Norbury, and David Wright.

jawd Prev

o g3

(R M J Lyne)
Private Secretary

A J Wiggins Esq
Treasury
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SECRETARY OF STATE FOR TRADE

Credit for the Soviet Union

3 Thank you for your letter of 23 @ctober. It raises
a good many difficult issues, which have implications
going beyond Rolls Royce's interest in the West Siberian
pipeline project. Among them are the political
acceptability, both at home and abroad, of relaxing our
policy on credit for the Soviet Union when the Russians
have shown no sign whatever of modifying their policies
in Afghanistan; and our general attitude towards Western
coordination of credit rates. I think that the best way
forward would be for officials of interested departments
to prepare a paper which we might discuss in OD. The
paper will need to cover the point I have mentioned as
well, no doubt, as the implications of the present project

for Anglo-Soviet trade as a whole, Rolls Royce's financial

position, and employment in this country.

2 I am sending copies of this minute to the Prime
Minister, the Chancellor of the Exchequer and the Secretary
of State for Trade.

Y

4
L\/a
Sl

(CARRINGTON)

Foreign and Commonwealth Office

5 November 1980
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01-233 3000
4 November 1980

M O'D B Alexander Esqg
Private Secretary

Prime Minister's Office
No.1l0 Downing Street
LONDON SW1

De o L/V]. L (/"ﬂkr_}lr

THE SOVIET UNION AND AID

I have seen a copy of the letter from Lord Carrington's
Private Secretary of 24 October suggesting that we
should press the Soviet Union to give more aid, and
also make more propaganda use of their poor aid performance.

The Chancellor will shortly be discussing with the Foreign
Secretary and others the whole question of aid policy

and our relationship with the Third World. There is

also the remit to the special representatives following
the Venice Summit. The question of our attitude to the
Soviet Union's aid performance is only a small part of
this, but we think more consideration is necessary before
treating the paper as the basis of future policy. As

the paper itself recognises, the case for taking the
initiative in criticising Soviet aid performance and urging
them to do better, rather than using the material
defensively and leaving initiatives to others, is a
balanced one. We suggest it would be right to consult

the Ministry of Defence. And we ought to consider whether
we should say anything which would imply that we would
welcome Soviet participation in the World Bank and IMF.
Paragraph 6 of the paper as now drafted seems to point

in that direction.

I am copying this letter to George Walden and to Sir Robert
Armstrong.

I-j v g AV

)ahm,h;N;nc

A J WIGGINS
Private Secretary
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CABINET OFFICE
20 Whitehall. London swia 2as Telephone o01-233 8319

From the Secretary of the Cabinet - Sir Robert Armstrong KCB.CVO

Ref: A03368 28th October 1980

/
) v

Ao
o )-»f&

Trade with the Soviet Union

Your Secretary of State wrote to the Foreign and Commonwealth
Secretary on this subject on 18th/September copying his letter to the Prime
Minister, the other members of OD, the Secretaries of State for Industry,
for the Environment and Energy, the Minister of Agriculture, Fisheries
and Food and the Secretary of the Cabinet. Your Secretary of State has
already had the agreement of the Foreign and Commonwealth Secretary
to his proposal and he has also received comments from the Secretary of
State for Defence, the Minister of Agriculture and the Secretary of State
for the Environment. You will wish to be aware that the Prime Minister
has now given her approval to the course of action he has proposed.

Copies of this letter go to the Private Secretaries to members of
OD, the Secretaries of State for Industry, the Environment and Energy and
the Minister of Agriculture, Fisheries and Food.

< N W
g va '

(D.J. Wright)

S. Hampson, Esg
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The Soviet Union and Aid

You will recall that there was some discussion at Venice as
to whether the West should encourage the communist countries
to accept a greater share of the burden of aiding the
developing countries. In the event, the section of the
communique dealing with the developing world did mention the
industrialised communist countries. Since then both Herr
Schmidt and Mr Muskie have called in separate fora for
greater communist aid to the Third World.

I now attach the summary of a paper by the FCO Planning
Staff which argues that we should ourselves adopt a similar
line to that already taken by the Germans and Americans.
The full paper is available if the Prime Minister wishes to
see it. Since it is a Planning paper it has not been
cleared outside the FCO and ODA,

The Foreign and Commonwealth Secretary agrees with the
paper's conclusions. The idea, to which Herr Schmidt is
attached, of involving the Russians more closely in efforts
to tackle the economic problems of the developing countries,
breaking down their isolation and persuading them to play a
more constructive role will only be realised in the long
term, 1f at all, In the short to medium term, there is
little likelihood of a positive change in Soviet aid policy,
with or without Western pressure. For practical purposes,
therefore, the issue turns on whether there are propaganda
benefits to be gained. The paper concludes that there are,
but that such propaganda will need to be carefully handled
if we are not to alienate Third World opinion. It could
also have some effects on domestic opinion.

Lord Carrington therefore proposes that the paper should
form the basis of our future policy on the subject; and
that in particular it should guide the Prime Minister's
Personal Representative when the work of the Aid Policy
Group, envisaged at Venice, gets under way.

I am copying this letter to John Wiggins in the Treasury and
to Sir Robert Armstrong.

M O'D B Alexander Esqg (G G H Walden)
10 Downing Street Drivate Secretary
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1 The arguments for and against stepping up Western pressure
on the communist countries to give more development aid can be

summarised as follows:

Arguments for

a) The developing world needs more aid, and a greater communist
contribution would add to the total amount provided;

b) Engaging the Russians in a more cooperative approach to
Third World development problems could help to build a

more constructive relationship between East and West:

c) There are propaganda advantages to be gained from exposing

the pocor Soviet aid performance.

Arguments against

d) Greater communist aid would mean greater communist

involvement in developing countries, to the West's detriment:
e) The Russians could turn the propaganda weapon against us,.

Soviet and East European economic aid

& Soviet and East European economic aid has hitherto been
concentrated on the Third World members of .the Council for Mutual
Economic Assistance (CMEA), with only a relatively small amount
going to non-communist countries, and this primarily for political
purposes. Development aid has not constituted the main Soviet weapon
in the struggle for influence in the Third Worlds military aid has
been of far more immediate effect. But in the longer-term, the
pacfty of Soviet development aid, and the insensitivity with which

it is often given, can lead to disillusionment on the part of the
developing world and a more objective view of the Soviet Union geners:
This may not, however, be before the Russians have secured certain

short-term advantages.,

3. Only in countries where Soviet aid has been massive (Cuba and the

Vietnamese empire) can it be said to have been the d: cisive factor

in establishing and consolidating a dominant Soviet influence.
Neither the Soviet Union nor the countries of Eastern Europe,

whose economies are likely to grow more slowly in the next decade.
A ;
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. will be well-placed to take on# significant new commitments in the

u':ar future. But they will no doubt continue to interfere, perhaps
“with the carrot of some development aid, in places where they

stand to gain substantial benefits.

4, Western pressure will neither persuade the Russians and their
allies to give more aid, nor prevent them from using it for political
ends. Although in the longer-term we may eventually succeed in
creating a more constructive partnership with the East in North/South
(as in other) affairs, this will not be before political ard economic
priorities in the USSR have first changed substantially. 1In such
circumstances, the West's best policy for the immediate future is to
take the necessary measures (aid, trade, political contacts,

military improvements etc) to counter Soviet advances in the Third
World.

Propaganda and counter-propaganda

e Since the Soviet performance is unlikely to improve in the

short term, the question of how the West should treat the subject

of Soviet aid-giving must be seen primarily in terms of public
relations., The West can gain certain propaganda advantages by
drawing attention to the poor Soviet aid record. This can be
achieved either by encouraging the communist countries to do better,
or by direct criticism of the Scivet aid performance. Encouragement
may be preferable to criticism in many cases because it is less
likely to draw accusations of "'propagandising''; but we can,

according to the circumstances, do both.

S In pressing for more aid, the West should be robust in rebutting
the Soviet argument that the responsibility for helping the Third

World rests solely with the ex-colonial powers. We should criticise
Soviet multilateral aid; additional Soviet aid of this type would bhe
more likely to be spent according to genuinely developmental criteria
and wouid allow less room for poltical meddling, than greater bilateral |
aid. An improved multilateral contribution means in the first place

the payment of the Soviet contributions to multilateral agencies in
convertible currencies or, at least, the ending of the practice

whereby the Soviet Union earns convertible currencies by providing
equipment for projects financed by multilateral aid, while its nominal
contribution, being in non-convertible roubles. remains underspent.

A largqr Soviet contribution would be a second objective.
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When criticising the Wwiet ltateral aid record we can point
the small size and heaviiv b ed distribution of their aid effort,
#ne extent to which their aid is ''tied'' and "'double-tied'', the
low grant element and harsh repayment terms. Other shortcomings
such as the very-high ratio of Soviet defence expenditure to aid
volume, the poor Soviet trade record and Soviet unwillingness to

cooperate in ad hoc debt relief operations, can also be brought out.

8. But we should be ready for Soviet counter-propaganda, The
Russians have a number of points in their favour: their total aid
to the Third World as a percentage of (WP is higher than that of

many Western countries, Soviet aid ‘has frequently gone to the poorest
LDCs, their trade may well improve in the near future, and on many
issues in the North/South dialogue their interests either coincide
with those of the Third VWorld or are such that they can afford to
indulge in propaganda against the West. And Western aid cannot
itself entirely escape criticism either on the grounds of volume

or of self - interested motivation.

9. .Finally, we should not expect that by bringing greater
pressure to bear con the communist countries we will ease Third
World pressure on ourselves. Nevertheless, provided Western

propaganda is carefully handled, there is something to be said for

reminding developing countries from which side they get the better
deal.

Planning Staff

Foreign & Commonwealth Office

1 October 1980
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Fromthe Secretary of State

The Rt Hon the Lord Carrington KCMG IMC
Secretary of State for Foreign and
Commonwealth Affairs

Foreign and Commonwealth Office
Downing Street

Tondon EWAA 2AT, &3 October 1980

g{h%\\
CREDIT TERMS FOR BUSINESS WITH THE USSR

In my letter of 18 September 1 sug ed that in the interests
of our trade prospects through their next Five Year Plan period
(1981-85) we ought now to consider a limited change of course
in our relationship with the USSR.

Added point is given to the desirability of such a change by

the opportunity for Rolls Royce to participate in the £5 billion
project to bring to Western Europe part of the production of

the West Siberian gas field. Rolls Royce are keen to participate
with a Franco/West German consortium in a bid for the construction
of 37 compressor stations required for this very large project.
They hope to win a substantial part of the project's &£800 million
turbine/compressor equipment requirement. They have very little
prospect of succeeding in this endeavour unless they are able to
arrange UK finance for their participation on terms similar to
those available from France and Germany. In the case of France
the terms provided for under the Franco/Russian Credit Agreement
will probably apply. These provide for an interest rate which is
2% below the Consensus minimum to which we have adhered since the
expiry of our credit agreement with the Russians in February.

The Germans do not subsidise interest rates and are, therefore,

less constrained by the Consensus: they are said to be offering




credit at an interest rate similar : available from France.

Although the negotiations are at a very early stage and the terms

of the financing package will take some time to emerge it would be
useful to establish the attitude we should adopt towards this

case. Rolls Royce are anxious for guidance as to the support

that HMG is willing to provide. My own view is that we should allow
ECGD support to be given to enable Rolls Royce to compete on equal
terms for this valuable prospective business. I would be grateful
for your views and those of the other recipients of this letter.

This course would, I think, be consistent with our preparedness to
look to our own interests in the application of our present cool
attitude in our relations with the USSR, and is one that we might
adopt in carefully selected cases where those interests stand to

benefit substantially.

I am copying this letter to the Prime Minister, Geoffrey Howe and

Keith Joseph.

G e

JOHN WOTT
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The Prime Minister has seen your
minute to me of 14 October on this subject.

She is content for Mr. Nott to go ahead.,

MICHAEL ALEXANDER

21 October 1980
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The Secretary of State for Trade wrote to the Foreign and Cornmonwe

tx

Secretary on 18th September about this, copying his letter to the Prime Minister,
OD colleagues and the Secretaries of State for Industry, the Environment,
Energy, Agriculture and Sir Robert Armstrong.

2. Mr. Nott proposed that the time had now come to review the Government's
attitude to trade relations with the Soviet Union. He pointed out that if the
United Kingdom, in contrast to virtually every other Western Government,
continued to maintain its present attitude, the amount of business coming to

this country seemed bound to decline to the benefit of this country's commercial

rivals. He therefore suggested a limited change of course in order to protect

British interests but without giving the impression that business was back to

normal. In particular he suggested that we should now resume discussions on
—

the implementation and updating of the United Kingdom /Soviet Scientific/

Technological and Economic/Industrial Co-operation Programmes which relate

directly to export opportunities. This would involve holding the 9th Session of
the Joint Commission in due course, At this occasion the British side would
normally be led by Mr. Cecil Parkinson, and Mr. Nott sought agreement that
Mr. Parkinson might invite his Soviet opposite number to come to London for
these talks.

3. The Foreign and Commonwealth Secretary has now agreed to this

proposal, as a necessary move to protect the competitive position of our exports

of non-strateﬁ}'c goods to the Soviet Union. He, the Secretary of State for Defence,

the Minister of Agriculture and the Secretary of State for the Environment have

made various cautionary remarks in their replies which Mr. Nott accepts.

Mr. Nott's Private Secretary tells us that his Secretary of State now feels that

he has the agreement of his colleagues which he needs in order to go ahead with

=14
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the action he proposes without the need for a formal OD discussion., You may

care to inform the Prime Minister of the position which has been reached, and

to make sure that she is content with the action that Mr. Nott is proposing
% &

(D.J. Wright)

to take,

14th October, 1980

==
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SECRETARY OF STATE FOR TRADE

Trade with the Soviet Union

I Thank you for your letter of Lg/é;ptember.

2. Since the Soviet invation of Afghanistan, we have,

of course, taken two decisions which affect the way in
which Anglo/Soviet trade is conducted. The first was

not to renew the Anglo/Soviet Credit Agreement of 1975 but
To offer the Soviet Union instead export credit on a case
by case basis on terms fully in line with the OECD
consensus. The second was to participate in the informal
agreement among COCOM countries that no general exceptions

should be made to the COCOM rules as far as the Soviet

Union is concerned and to join in discussions about
widening the scope of the COCOM embargo. I attach
considerable importance to both these decisions and
believe we should do our utmost to stick to them and

persuade our partners and allies to do so too.

3. We have not, however, attempted to take action to

limit normal trade with the Soviet Union in non-strategic

goods which brings benefits to our exporters. I therefore
agree that we should do what is necessary to protect the

competitive position of our exports in this area, and I do
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not think we could hope to do this if we abandoned the
inter-governmental activities which provide the frame-
work within which our exporters operate and which the
UK and other Western countries have seen as the
necessary basis for conducting trade with state trading
countries., The imminence of the next Soviet 5-year

plan is, as you say, an important consideration.

4, I therefore agree that we should hold the next
session of the Anglo/Soviet Joint Commission when we
are ready for it and should be content for Cecil
Parkinson to invite his Soviet opposite number to
London for this purpose in the first part of next year.

T

The invitation itself presumab{y need not issue for a

little while yet. It follows that I see no objection

to our holaing the traditional reviews of our Economic

and Industrial and Scientific and Technological
Cooperation Programmes before then. I also agree that
all these activities should be as businesslike as

possible.

5 For the rest, I think that we should pursue
energetically the work begun before the invasion of
Afghanistan to eliminate from our cooperation programmes
activities which have done us no good and to make the
cooperation programmes more effective vehicles for the
promotion of British exports. As far as other bilateral
agreements are concerned, I believe that these
agreements should be made to serve British interests
better than has sometimes been the case in the past and

that a substantial redirection of effort under some

/agreements
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agreements will be necessary. My officials are already
in touch with officials in some other departments about
how these general principles should apply in particular

dareas,

6. I should add that we would, of course, need to
review the whole range of our trading and other
relationships with the Soviet Union should the Russians

intervene by force of arms in Poland.

7 I am sending a copy of this minute to the Prime
Minister, Members of OD, the Secretaries of State for
Industry, Environment, Energy and Agriculture, and the

Secretary to the Cabinet.

(CARRINGTON)

Foreign and Commonwealth Office

9 October 1980
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Stuart Hampson Esqg

Private Secretary to the

Rt Hon John Nott MP o Qﬁw/
Secretary of State S
Department of Trade

1 Victoria Street

London SW1H OET 29 September 1980

DE

TRADE WITH THE SOVIET UNION

The Chief Secretary has asked me to say that he does not wish to
cormment on the proposals in the letter of 18 September from
your Secretary of State to the Secretary of State for Foreign
and Commonwealth Affairs, and is content for them to be agreed
sub ject to the views of Lord Carrington.

I am sending copies of this letter to the Private Offices of
the Prime Minister and of other Ministers who received copies
of your Minister's letter.

\[/o“vs s‘.\leue\ﬂ
Jtew\j V\ojtc;a‘;

T F MATHEWS
Private Secretary
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The Rt Hon The Iord Carrington KCHMG M /9319/

Secretary of State for Foreign and X,
Commonwealth Affairs

Foreign and Commonwealth Office

Downing Street )
Iondon, SWI1A 2AL lg September 1930
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With the Olympics over but no apparent likelihood of Soviet withdrawal
from Afghanistan, we need to review our attitude to trade relations
with the USSR. Our basic policy this year has been to seek the
development of mutually beneficial trade but with the minimum of
Government involvement.

On the whole, the policy has worked quite well; txade has increased
with a reduction in our customary adverse balance, and the Russlans
have even been friendly towards British firms - probably with the
aim of contrasting short-term commercial interests with the general
position which it has been necessary for us to adopt. But we cannot
count on this friendliness continuing indefinitely and it is
noticeable that few sizeable contracts have been placed here by
Soviet organisations during the last éight months. If the United
Kingdom Government, in contrast to virtually every other Western
government, continues to maintain its present attitude, the amount
of business coming our way seems bound to decline to the benefit of
no—one but our commercial rivals. This would have important
implications for firms in the process engingering gector and others
for which the Soviet bloc is a2 very important market. Unless their
interests can be promoted at the beginning of the Soviet Five-Year
Plan 1981-85, they are liable to lose out during the whole of the
Plan period. *

These considerations lead me to feel that we must now make a limited
change of course so as to protect our interests but without giving
the impression that the invasion of Afghanistan is a fait accompli
and business is back to normal. I would not want to go as far as
the French, who seem fully to have resumed the normal round of
intergovernmental exchanges and are contlnulng to provide the Soviet
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From the Secretaryof State
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Union with credit on exceptionally favourable terms, or emulate the .
ermans in negotliating a new co-operation programme. But on the
other hand it would be costly to us to remain at arms length with
the Soviet Union to the same extent as the USA, which has very
different and domestically relatively less important trade at stake.

I therefore suggest that we begin to pick up the threads at a
deliberate pace. We would continue to provide support for trade
fairs, missions and other normal promotional activities where
these can be seen to benefit our firms, but we should now also

resume discussions on the implementation and up-dati of the United
Kingdom/Soviet Scientific/Technological and Econommc%igdustrial"
"Co-operation Programmes, which relateé directly to expor portunities.
It f&TIows that we should also be prepared in due course to hold the

th session of the Joint Commission (held over from May). This is
the only point which gives me pause, since the Soviet Delegation
would be headed by a Deputy Minister, and it would be normal for
Cecil Parkinson to lead our side. This might be the first occasion
since the invasion of Afghanistan when a Soviet Minister was invited
by the Government to visit the United Kingdom, and I should be grateful
for your views. We should in any case make these exchanges as
businesslike as possible avoiding activities purely intended to promote
goodwill and the exchange of information with no direct commercial
content.

I understand that colleagues are reviewing a number of the current
specialist agreements with the Soviet Union in the industrial, cultural
and other fields, and the activities of individual joint working parties
It is clearly right that we should look very hard at the benefits
resulting from these activities but I feel that it would be better not
now to attempt an across the board re-negotiation of our working
relationship with the Soviet Union. Our aim is to restore the
necessary basic relationship with the minimum of involvement and
complication. Individual activities will need to be treated on their
merits.

I seek my colleagues' agreement to these proposals and am sending
copies of this letter to the Prime Mirister, Members of OD, the
Secretaries of State for Industry, the Environment, Energy and
Agriculture, and the Secretary to the Cabinet. .~

<

‘\,V} —(_j {_‘/ 'f_,A‘-

o
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Fromthe Secretary of State O
2

The Rt Hon The Iord Carrington EKCMG, MC

Secretary of State for Foreign and~”
Commonwealth Affairs

Foreign and Commonwealth Office

Downing Street @v’ ’/2 wi o
Tondon, SWIA 2AL winlex. 30 gune 1980

CREDIT FOR THE SOVIET UNION

In your minut June you asked me to consider withholding ECGD

R T e 4=
sSupDoIrt

Purpose Iines of Credit for the Soviet Union and

—

such lines in negotiation at present Consensus

D&

interes te until after the Moscow Olympic Games, by which time

will apply.

While generally I support strongly the view - long held by successive
administrations - that ECGD's facilities should not be used for political
purposes, I agree that in the circumstances of the present situation

it would be right to t fhe course you propose. The Department had

—

its agreement in principle to support General Purpose Lines of

:-:-.-: ven
e LV isll

Credit to the Soviet Union at present Consensus interest rates

provided that they are signed by %0 June. I have now instructed them

withdraw that agreement and also to delay until after the Olympic

the provision of support such lines at the higher Consensus
that will apply from 1 July 1980. Fr e
-~

I am copying this letter to the Prime Minister and Sir Robert Armstrong.

LR







10 DOWNING STREET

From the Private Secretary 19 June 1980

Credit for the Soviet Union

The Prime Minister has seen the Foreign
and Commonwealth Secretary's minute of 17 June
to your Secretary of State on this subject.
The Prime Minister has minuted that she is
in full agreement with the Foreign and
Commonwealth Secretary.

I am sending copies of this letter to
George Walden (Foreign and Commonwealth Office)
and David Wright (Cabinet Office).

Stuart Hampson Esq
Department of Trade
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Credit for the Soviet Union

1 I have learned that ECGD have agreed in principle to
p——

underwrite small general purpose lines of credit which four

—

banks wish to make available to the Soviet Union.

i

~ - D s ]

2. I understand that your view is that arrangements of
this sort fall within the government's policy of continuing
to support trade with the Soviet Union which is of genuine
mutual benefit, so long as the OECD consensus on interest
rates is observed. That is strictly correct. However, 1
am concerned about the timing and presentation of any final

e e e et
agreement that ECGD may give to any of the banks concerned.

First, we should do nothing which would undermine our

e

Olympics policy. In the next few weeks we shall be making

‘s final attempt to persuade British sporting bodies and
athletes not to go to Moscow; and I am meeting the chairmen

of various sporting bodies today. As you know, the sporting
community have repeatedly complained that they have been
singled out by the Government and have contrasted our policy

on the Olympics with our decision to continue to support normal
Anglo-Soviet trade. The Private Member's Bill just tabled by
Patrick Cormack is the latestl illustration of the increasing
cteam behind this line of argumen t. and the availability of
Government-supported credit to finance trade with the Soviet

A - L N e, : e
Union is a particularly sensitive aspect of our policiles.

Our position on the Olympics would be badly undermined if it

became known in the next few weeks that ECGD had underwritten

new credit lines, even small ones, for the Soviet Union. The

—

impact of my discussions with the Olympic Federations today

would be reduced if the news about new credits to the Soviet

/Union
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Union were to leak immediately afterwards. A further important
consideration is that such news could be embarrassing for the
Prime Minister at the Venice Summit of the Seven on 22-23 June,

e e e g,
when the Americans are likely to press the Europeans to take

tougher trade measures against the USSR.
=) &

3. I should prefer ECGD tTo withhold their agreement to any

new lines of credit for the Soviet Union until after the

-
Olympic Games. I realise that delay beyond 1 July would

mean that higher interest rates would apply, in line with

the agreement recently reached in OECD, and that our exporters
might conceivably lose business as a result. I should never-
theless be grateful if you would consider this possibility:

and I hope that you will anyway agree that ECGD should delay
reaching final agreement with any of the four banks concerned
until at least 24 June, the day after the Prime Minister's
return from Venice. The subsequent presentation of any agree-
ment should be carefully coordinated between our officials.

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

and to Sir Robert Armstrong.

A

Foreign and Commonwealth Office

17 June 1980
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Ref. A01554

PRIME MINISTER

Afghanistan: Controls on the Transfer of Technology to the
Soviet Union

(OD(80) 16)

BACKGROUND
This paper is being taken as Item 2 following discussion of the Secretary
of State for Defence's paper on arms exports to China. The juxtaposition

highlights the fact that our current policies are widening both ways the differential

between our treatment of the Soviet Union and our treatment of China.

Zs The Lord Privy Seal begins by referring to Ministerial agreement on
P e}

I7th January. The Cabinet that day took note of your statement that an ad hoc

meeting of Ministers which you chaired on 16th January had decided that we

should study with our partners the possibility of tightening the COCOM rules on
-

strategic exports to the Soviet Union and of extending their scope to include more
potential exports of technology. OD on 22nd January took the view that significant
joint steps were unlikely in this area and that unilateral British action could not
be contemplated. The Government's statement to Parliament on Afghanistan on
24th January said: ''on technology, we are studying with our partners the

COCOM rules for controlling the transfer of sensitive technology to the Soviet
Union''.

3. The paper by officials, which the Lord Privy Seal circulated, seeks

general endorsement for the line we have been taking with our partners. This
- = AT T i

is broadly that we are prepared to make certain economic sacrifices in terms of

exports to the Soviet Union, provided our partners do no less. Most of your

garl_ea.gues are likely to support that line, because of the importance for the future

of bringing home to the Russians that the invasion of Afghanistan involves serious
penalties for them in areas where it hurts.

4. Imports of Western technology are certainly one such area. But from
that point of view the emerging Western position is weakened by the consensus in

favour of not similarly penalising the East Europeans. There are good general

S ——

Y
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reasons for that consensus. Butit does mean that the Russians will be able to

obtain indirectly much of what the West now refuses to let them have directly.

lﬂ‘ .'_—_—7
S Mr. Parkinson, on behalf of the Secretary of State for Trade, is likely to

question the paper on the more general grounds that a country in Britain's

T
position should not damage its_exports prospects for political purposes. This

point has been made before by Mr. Nott, both in the Afghan context and (more
e

forcefully) in the Iranian context. In the two months since the invasion of
—y

Afghanistan there has been a good deal of Ministerial argument about the relative
H

weight to be given to our economic interests and our foreign policy aims.

Systematic agreement is unlikely to be reached one way or the other.  but the
dilemma is less sharp in the present case where no one suggests we should do

more than our partners; and where the speed of the Western convoy is likely to

be kept fairly slow by those who have most at stake, e.g. the Germans and

Italians.

———
6. The Secretary of State for Energy, who is being invited for this item,

will make a strong plea for exempting exports of technology to the Soviet energy

—

industry; partly because we have a comparatively large stake in this area, and
————
partly because the development of global energy resources is more important

than damaging the Soviet economy. His colleagues are unlikely to dissent.

e The Foreign and Commonwealth Office are submitting to you separately

a draft reply to President Carter's message of 10th February (Annex A to the
A e ST

paper). This can go off without waiting for the OD meeting.

HANDLING T
8. You may like to ask Lord Carrington or Sir Ian Gilmour to introduce the

paper (it is Sir Ian Gilmour's paper only because Lord Carrington was abroad

at the time). Thereafter Mr. Parkinson and Mr. Howell will certainly wish to

comment, for reasons given above. The Chancellor of the Exchequer and the

Secretary of State for Defence should also be asked for any views.

9. A point to press Mr. Parkinson on is whether there are particular areas

(apart from energy-related exports) where Britain may have significantly more

to lose than her partners.

S
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10. Discussion could then be centred on the following questions /__.c?onclusiorxs

suggested in bracket_g—/.

Speed of the convoy. Should Britain urge her partners to go slower than

they are otherwise minded? Or faster? Or neither? [_‘ﬁeithezl

The United States. Are the Americans likely to press harder on

tightening than on widening? /_?feg/

Eastern Europe. Is the emergence of a differential in favour of Eastern

Europe acceptable? [__?Ieg—/
China. Are we satisfied with the likely cumulative result of being
stricter with the Russians at the same time as we are being less strict
with the Chinese? /_?feé_/
CONCLUSION
11. Subject to the discussion, you may wish to guide the Committee to conclude

(i) that the answers to the questions in paragraph 10 above are as indicated;

(ii) that officials may continue to negotiate as proposed in the paper, subject

(a) to careful monitoring by DOT officials to ensure that we do not
agree to measures likely to bear significantly more severely on
Britain than on others;

(b) to our pressing for the exemption, so far as possible, of exports

to the Soviet energy industry.

(Robert Armstrong)

28th February, 1980

A
CONFIDENTIAL




Ref. A01477

PRIME MINISTER

CEGB Uranium Enrichment Contract with the Soviet Union

(OD(80) 12)

When OD discussed Afghanistan on 22nd January, one of the conclusions

put forward by the Foreign and Commonwealth Secretary was that ""we should
pursue the political and economic measures directed at the Soviet Union which
we have been discussing in NATO ....'". As a result the Secretary of State for
Energy raised with the Foreign and Commonwealth Secretary the question of
the Central Electricity Generating Board's contract with the Soviet Union for
uranium enrichment. This involves sending uranium hexafluoride from this
country to Russia to be processed and returned as enriched uranium to fuel
nuclear power stations. You asked for the matter to be considered by OD.
The Secretary of State for Energy has therefore been invited, and has tabled
OD(80) 12 which recommends allowing the contract to stand. Other invitees
are the Secretary of State for Scotland (because the contract also involves the
Scottish public utilities) and the Attorney General.
HANDLING

2. You will wish to ask the Secretary of State for Energy to introduce his

paper; and the Foreign Secretary to comment on the implications for our policy
e ————
towards the Soviet Union post-Afghanistan.
3. The points to establish in subsequent discussion are:-

(a) Can the Government actually order the CEGB to cancel the contract?

The letter attached to the Secretary of State for Energy's note suggests
that the CEGB would not resist any Government action to terminate the
contract provided that a clear event of '"force majeure'' could be brought
about, but the letter also suggests that this would be very difficult to

achieve., Whatis the position?




If the CEGB does agree to cancel the contract, what are the likely

penalties? Could the CEGB be sued successfully for damages in the
Soviet courts and to what extent might the Government need to
compensate CEGB for any damages?

What are the alternative sources of supply? What extra costs would be

involved in having to make use of them?

What is the particular nature of the Scottish Office interest in this issue?

It is not clear whether the Scottish interest is different in principle from
that of England and Wales.

What are the West Germans doing about their similar contract? The

answer is almost certainly nothing, because West Germany public
utilities are partly in private ownership, and because this particular
contract forms part of a wider network of energy contracts (particularly
for natural gas) which West Germany has got with the Eastern bloc.

How exposed to criticism will the Government be, particularly from

the United States, if this contract continues? It seems likely that this

contract will attract public notice only if an attempt is made to cancel it.
CONCLUSIONS
e 2 In the light of discussion on these points the Committee might be guided

to reach the conclusion that the contract should be allowed to stand, because it

is a long standing one, because the Germans are not cancelling theirs, because

cancellation might make the Government liable for considerable damages, and

r
because the Board's enriched uranium needs could only be met from other sources

at considerable extra cost. The decision is needed urgently because the first

shipment of uranium hexafluoride is due to leave this country for the Soviet Union

this month.

(Robert Armstrong)

20th February, 1980
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Rt Hon The Iord Carrington KCMG MC
cretary of State for Foreign and
Commonwealth Affairs

Foreign and Commonwealth Office
Downing Street
Iondon, SW1A 2AL
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CEGB URANIUM ENRICHMENT CONTRACT WITH THE SOVIET UNION

QOEbbruary 1980

Unfortunately I will not be able to attend the OD discussion on
Thursday but I have seen the note by David Howell (OD(8012) and I
should like to support the conclusion in his letter to you of

8 February that this contract should go ahead. The practical
considerations are important here but I would also like to emphasise
the trade policy aspects which suggest that cancellation would be
damaging in principle as well as practice. These aspects were of
course set out in the letter sent by Cecil Parkinson's Private
Secretary to David Howell's on 25 January.

I am copying this to the Prime Minister, David Howell, George Younger
and Sir Robert Armstrong.

0L

S

JOHN NOTT
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CEGB URANIUM ENRICHMENT CONTRACT WITH THE SOVIET UNION

Thank you for sending me a copy of your letter of B/February to
Peter Carrington. :

It is clear that we can reasonably intervene to have the CEGB contract
cancelled only if we are certain that such action would satisfy the
force majeure provisions of the contract. Your letter raises serious
doubts on this score, suggests that trade in nuclear materials could
be prejudiced to BNFL's overall disadvantage, and refers to the
possibility that CEGB and SSEB would seek compensation from the
Government. In all the circumstances I am inclined to agree with
your conclusion that the contract should be allowed to continue.

I am copying this letter to the recipients of yours.







MR. ALEXANDER

The Prime Minister has suggested that this should be

discussed at E. OD might be more appropriate, and she will

accept this.

Cabinet Office have suggested an ad hoc meeting. They
say no OD is scheduled. I told them that one will have to be
scheduled for the Arab/Israel paper, and that we should decide
tomorrow whether this subject can be added. Another ad hoc

meeting is unnecessarily messy at present.

11 February 1980
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The Rt Hon The Lord Carrington KCMG MC
Foreign and Commonwealth Secretary

Downing Street ;
London SW1A 2AL & February 1980
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CEGB URANIUM ENRICHMENT CONTRACT WITH THE SOVIET UNION

Following your minute of 25 January and letters from the offices of
George Youpnger and Cecil Parkinson, my officials have discussed this
matter with the CEGB and with BNFL.

Briefly, achieving effective cancellation of the contract without

genalpx gould well be impossible, and the benefits to BNFL of getting
e work from the CEGB either directly or through Urenco could well

be outweighed by disadvantages to them in losing other business for
the conversion of uranium hexafluoride (UF6) and its onward transport

to the USSR. = T

The contract between the CEGB (contracting on their own behalf and on
behalf of the SSEB) and Technabexport makes no provision for cancellation
on notice. The contract Cam tHor=rore only be lawfully cancelled,
without giving rise to a possible claim for damagesfor its breach, under
its force mai;pre clause. This provides that if circumstances beyond

the control of the parties make it impossible for either party to perform
its obligations under the contract, the time for performance shall be
extended while the parties try to find a solution which will make
fulfilment of their obligations possible. If however the circumstances
continue for more thay 12 months. the contract may be cancelled without
liability to pay compensation. Import and export prohibitions are
included as examples ol force majeure.

The export of UF6 is subject to export licence. If the Government

were to refuse an export licence for shipments for the purpose of
fulfilling this contract, it would be open to the Russians under the
clause described above to ask the CEGB to divert one of their incoming
shipments of natural uranium to_the USSR for conversion and enrichment
there or, less Tikely, gg_giign_ng_nzgxigg_ggéTfrom their own resources
for the purpose of fulfilling the contract. If they did either of

these things, there would be no basis for cancellation of the contract.

The import of enriched urgnium is subject to import licence. But, the
CEGB are contraCtually obliged to pay for enriched uranium as soon as it

- -
18

loaded on to a ship in a Soviet port. Refusal of an import licence
would not frustrate the contract.

[
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Thought has been given to the possibility of using exchange control
legislation (even though presently dormant) in this case, to prevent
the CEGB making payment, but there is legal advice to the effect that
there is considerable doubt whether a Court would regard this as
constituting force majeure for breach of contract.

It therefore seems that it may well be impossible for the Government

to bring about a clear event of force majeure. It is understood that
the contract, though providing for arbitration in Sweden, is written
under Soviet law, so that if force majeure were not clearly established,
the CEGB could be sued for damages in the Soviet Courts.

If a way could be found of cancelling the contract lawfully, we would
expect-the CEGB to look to BNFL or Urenco for replacement quantities
of separative work. GBI e

could only do it for more than twice the Soviet price. If the
work went to Urenco, BNFL would only ge% a third of the benefit.

Urenco's price ToOTr doing the work would, even on the basis of some
element of discount, be likely to be at least $25 per swu more than the
Soviet price. This would mean an extra cost to the Boards of about

£10m over the life of the contract. It is relevant that BNFL engage in
conversion of uranium oxide to UF6 on behalf of European utilities

and then ship it to the USSR for enrichment., They are at present’
negotiating further contracts for work of this nature worth some £20m,
Hﬁ% canceiiafloﬂ'ﬁT'EEe CEGB contract, in which they are involved through
their responsibilities for converting the uranium oxide into UF6, could
well cause the Russians to refuse to undertake further business involving
BNFL in this capacity. BNFL believe that the benefit foregone in this
way would more than offset what they would expect to gain if the CEGB

has to come to Urenco for replacement quantities. Because of the wide
price differential, they would not expect the CEGB to come to them, or,
if they did, for the full amount. The benefit to BNFL is hence small
(through Urenco) or speculative (on their own). There would also be

long term affects on BNFL's reputation as a reliable supplier.

It is my officials' impression that the CEGB would not resist any
Government action to terminate the contract, provided that a clear
event of force majeure could be brought about and that there was no
possibility of their having damages awarded against them. They have
said however that in the event of cancellation they would want to be
free to seek the most advantageous terms available elsewhere, including
France and the US. Although we would wisn to prevent thelr doing this,
it throws further doubt on the benefit to BNFL of cancelling the Soviet

contract. The Boards might seek compensation from the Government.

It is for you and John Nott to form a view about the effects on
Anglo-Soviet trade #ma on Anglo-Soviet relations of trying to break this
eBNtract. rrom my officials' talks with those involved, it seems that
the difficulties of doing so are great, the benefits so far as trade in
nuclear materials is concerned are dubious and the likelihood of a

CONFIDENTIAL
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frustrated legal wrangle in which the Generating Boards might suffer
financially through a Soviet court decision is considerable. So far

as my own responsibilities are concerned, I now tend to think that the
contract should be allowed to continue, but I should be glad to know
urgently whether you agree. The urgency arises from the fact that the
first shipment of UF6 under the contract could be required to leave the
UK before the end of this month, and would have to leave BNFL's
Springfield works several dags before the planned departure of the ship.

I am copying this letter to the Prime Minister, to John Nott, George
Younger and Sir Robert Armstrong.

L7'}«r: e~

D
5

D A R Howell
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10 DOWNING STREET

THE PRIME MINISTER 4 February 1980

) j;é e Clu_ *%Aofh& bfj.

Thank you for your recent telex about export credit support for
trade with the Soviet Union. I understand your concern about the
possibility of officially backed export credit being withdrawn for
trade with the Soviet Tanion. I can assure you that this is not what

the Government has in —ind.

You will have seexn from the Foreign and Commonwealth Secretary's

statement of 24 Januz—— that we do not intend to renew the Anglo-
o

Soviet Credit Agreement which expires on 16 February. This is because
the terms of the Agreement are too favourable to the Soviet Union,
allowing interest rates lower than those extended to countriesg in a
similar position. We cannot continue to subsidise trade with the
Soviet Union in this way, particularly in present circumstances. But
this does not mean that we want to deny credit for such trade or put UK
firms at a competitive disadvantage in any other way.

In deciding what arrangements should follow the expiry of the
present agreement, our aim is as far as possible to move in concert
with other Western countries. We feel very strongly, and are urging
on other Western countries, that it is in the general interest for all
of us to adhere to the terms of the OECD Consensus on export credit.
In keeping with this Consensus, even without a new credit agreement,
we therefore expect to be in a position for the Export Credits
Guarantee Department (ECGD) to continue to consider credit support on

a case-by-case basis.

sugges
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I suggest that your Association should contact the Export
to discuss the position

' ;

Credits Guarantee Department if you wish

on particulgf contracts. ' i

H Hornsby Esq
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31 January 1980

Thank you for your letter of 15 January, with which you
enclosed a telegram from Mr. P.W. Greenwood, the Managing
Director of Molins Ltd., Evelyn Street, Deptford, London, SES8,
about credit support for trade with the Soviet Union. I
understand the concern you and Mr. Greenwood have felt about
the possibility that officially-backed credit might be denied
for trade with the Soviet Union but I can assure you that this

is not what the Governmeai has 1n mind.

As Ian Gilmour aznncunced in the House ou 24 January, we. do
not intend to remnew the Anglo-Soviet Credit Agreement which
expires on 16 February. This is because the terms of the
Agreement are too favourable to the Soviet Union, allowing
interest rates lowar_than those extended to countries in a
similar position. We really caanot c« inue to subsidizse tr
with the Soviet Union in this way, particulsxly in present
circumstances. But this does not mean that we want to deny
credit or put UK firme at a competitive disadvantage in any
other way. As Yan Gilmour told you in the House, it is not

our intention to hurt ourselves or firms like Molins.

In deciding what arrangements should follow the expiry of
the present agreement, our aim is as far as possible to move
in concert with other Western countries. We feel very strongly,
and will urge on these other countries, that i1t is in the

/general




general interest that all should adhere to the terms of the OLECI

Consensus on credit. In keeping with this Consensus, even
without a new credit agreement with the Soviet Union, we expect

to be in a position for the Export Credits Guarantee Department-\

(ECGD) to offer case~by-case credit. I suggest that Mr. Greenwégd

contacts ECGD about support for new busliness as soon as he has

e oy YOI

specific cases to put forwax

(SGD) MARGARET THATCHER

The Rt. Hon. R.J. Mellish, MP.
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Trade with

3 You wrote to me on 21 January about the CEGB's contract with
the Soviet Union for enrichment of uranium., I was surprised to

learn that the CEGB had gone to the Russians in the first place,

. 1 = 4 . o : : 1 . ; ‘r__.
given that security of supply could in due course be brought®into

question for political reasons, I understand, however, that the
decision was taken for reasons of price and because of a possible
shortage of enrichment services which was then foreseen.

2. In normal circumstances the arguments against government inter-
vention in trade for political reasons are strong. Even after the
Russian invasion of Afghanistan it is not our wish to restrict trade
with the Soviet Union where there is clear advantage to British
firms. However, in the light of the more aggressive Soviet attitude
to relations with the West, it seems to me sensible not to give the
Russians levers which they could use against us. On these grounds

I should be in favour of transferring CEGB's contract away from the

Russians.

3. The overall commercial advantage to the UK also appears on

balance to favour cancellation of the Russian contract and its

replacement by an arrangement with URENCO. I understand that the

CEGB have no strong feeling either way. As you point out, there is

a risﬁ_that the Russians would retaliate against other British.firms

by deliberately switching business away from them. I doubt, however,
that cancellation of the CEGB contract would add significantly to the
chances of Soviet retaliation, given the action we are already taking
against them in the fields of credit and technology following the

invasion of Afghanistan.

4, On balance, therefore, I would favour cancellation of the
! ) ﬁ
contract on government instructions, and am content for you to hold

discussions with the interested parties as you propose.

4, I am sending copies of this minute to the Prime Minister,
John Nott and George Younger. {J
o

T r 1 T
Foreign and Commonwealth Office RS ERERCTON)

25 January 1980 CONFIDENTIAL







SCOTTISH OFFICE
WHITEHALL, LONDON SWI1A 2AU

The Rt Hon David Howell MP
Secretary of State for Energy
Thames House South

Millbank

London

SW1P 4QJ

CONFIDENTIAL Naey) 7/, -

(o

”

rZ.(;January 1980

TRADE WITH THE SOVIET UNION

I have now seen a copy of your letter of 21 January to Peter Carrington
about the possibility of our requiring CEGB to break its contract with
the Soviet Union for uranium enrichment work.

The case for asking the Boards to withdraw from the contract is, in
my view, fairly strong. Withdrawal would, I understand, seem not to
be likely to create serious difficulties for SSEB provided that it
followed direct and unmistakable Government intervention so that the
"force majeure" provision in the contract can be brought into play.
At the very least, I think that we should ask for the postponement
of the proposed visit to Moscow by the CEGB delegation, on which,
incidentally, SSEB is not to be represented, to enable the arguments
for and against intervention to be considered at greater leisure.

In the time available I have not been able to give any consideration
to the question of the availability of alternative supplies of enriched
uranium. I should be grateful, therefore, if you would arrange for
your officials to keep mine closely in touch with discussions on this
matter so that SSEB's interests, which may not necessarily coincide
with those of CEGB, can be fully taken into account.

I am copying this letter to the recipients of yours.

Approved by the Secretary of State
and signed in his absence
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it do ly Minister considers that in terms of the existing collect
decisi that decision must be not to intervene. If it were possil
postponement of the CEC ‘ more careful
ation of the issues involved.

I am copying this letter to the Private Secretaries the Prime Minister,
the Foreign Secretary and the Secretary of State for Scotland.

VIVIEN THACKERAY
Private Secretary
for Trade (CECI
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The Rt Hon The Lord Carrington KCMG MC
Secretary of State for Foreign Affairs
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Tel: 211 6402

Foreign and Commonwealth Office
Downing Street
London. SW1A 2AL 9) January 1980
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TRADE WITH THE SOVIET UNION

We have been considering the relations of our nationalised
industries with the Soviet Union. The CEGB have a contract
with the Soviet Union, concluded in 1974/75 and known to the
former Government, under which the USSR will enrich subsﬁaﬂfial
quanflfles o uranlum for the CEGB. The contract 1s for the

onnes ol S e work, starting this year and
continuing until 1989. The total contract is worth some £50m to
the Russians. Uranium hexafluoride will be shipped from here to
Russia and returned as enriched uranium, about 90-100 tonnes at
a time. The first shipment of uranium hexafluoride is due to
leave here in March; before that happens, a CEGB delegation (with
an SSEB representatlve) has to go to Moscow for final negotiations
dealing with the interpretation of the price clauses in the
contract. They are due to travel on 28 January. The enriched
uranium is for use in AGR nuclear power stations: it will amount
to about 20% of CEGB's annual supplies.
To direct the CEGB to break this contract would be a major act of
policy, and decisions on this must rest on the balance of advantage
between foreign policy and commercial considerations. I understand
that a Government direction to break the contract would get the
CEGB out without penalty, (although it is always open to the
Russians to sue in the UK courts for breach of contract). Urenco
should be able to supply the services instead, and BNFL as the UK
partner in collaboration could gain a substantial share of the
business as a result. There would however be some price dis-
advantage for the CEGB, as Urenco supplies would be more expensive.
However, they would also be secure. Implementation of the contract
could also be delayed without penalty by Government direction,
provided this is sufficiently clear and public to convince an
outside body such as the London Chamber of Commerce.

There appear to be three possible options:

i. cancellation of the contract on Government instructions

/ii...-t.
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notification to the Russians of a delay of 1 year in
its implementation: and a review of the situation in
say, 6 months time.

iii. non-interference in the contract.

Cancellation would involve interfering with the CEGB's commercial
judgement. It could have commercial advantages for BNFL, but
disadvantages for other UK companies trading in the Soviet Union.
In the final analysis, the decision will need to be taken in the
context of our overall relations with the Soviet Union.

I should like to know if you think that consideration should be given
to including cancellation of this contract in any package of economic
sanctions against Russia that is drawn up in response to the invasion
of Afghanistan.

I should be grateful to have your views and those of John Nott and
George Younger, to whom I am copying this letter. We need to decide
quickly whether this is an option we want to pursue; if so officials
will need to discuss it immediately with interested parties including
CEGB, SSEB, and BNFL and Urenco.

I am also copying this letter to the Prime Minister.

o

L]
D A R HOWELL \O a—”’"
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"OR THE USSR

1. |IT HAS BEEN DECIDED THAT WE SHoULD MAKE A FURTHER EFFORT TO
DISSUADE THE FRENCH FROM NEGOTIATING WITH THE RUSSIANS A NEVW CREDIT
QREEMENT PERMITTING INTEREST RATES AT BELOW CONSENSUS MINIMUM
LEVELS.

v FLEASE SFEAK AS SOON AS POSSIBLE TO THE ELYSEE ALONG THE FOLLOWING

LINES, MAKING IT CLEAR THAT YOU ARE DOING SO ON THE PRIME MINISTER’S
INSTRUCTIONS. THERE 1S OME IMFORTANT MATTER WHICH THE PRIME MINISTER
DID NOT HAVE AN OPFORTUNITY TO DISCUSS WHEN PRESIDENT GISCARD VAS

I'i LONDON IN NOVEMBER. THIS IS THE QUESTION OF CREDIT AGREEMENTS

WITH THE SOVIET UNION. FRANCE AND THE UNITED KINGDOM BOTH HAVE
GREEMENTS WHICH EXPIRE SHORTLY. THE CHANCELLOR OF THE EXCHEQUER

HAS ALREADY WRITTEN AND SPOKEN TO M MOMORY ABOUT THIS. YE STRONGLY

BELIEVE THAT THE EXCEPTIONALLY FAVOURABLE INTEREST RATES WHICH THE

SOVIET UNION HAS BEEN RECEIVING SHOULD BE BROUGHT To AN END.

WHEN THE BRITISH AGREEMENT EXPIRES, WE WOULD CERTAINLY VISH TO ENSURE

THAT FUTURE BUSINESS WAS ON TERMS WHOLLY IN ACCORD WITH THE OECD

CONSENSUS ON EXPORT CREDITS. WE VQULD WISH TO INSIST IN PARTICULAR

ATES WERE IN LINE WITH THE MINIMUM RATES LAID Down [N

| ISENSUS AND TGO MAKE IT CLEAR TO THE RUSSIANS THAT THESE RATES

VOULD BE SUBJECT TO ANY FUTURE CHANGES IN THE CONSENSUS RATES.

To CONTINUE THE LRESENT PREFERENTIAL RATES FOR ANY PERIOD BEYOND

THE EXISITING EXPIRY DATES WOULD BE A EREACH OF THE CONSENSUS.

THE PRESENT RATES HAVE CONTIMUED HITHERTO WITHIN THE CONSENSUS

TECAUSE THEY COUNT AS QUOTE FRICR COMMITMENTS UNQUOTE. BUT ONCE /pyg
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THE FRESENT AGREE!
C--.nrl"r:""!‘r Tn o @

ELSEWHERE AND INDEED ITS EXISTEN

NTS EXFIRE, ANY EXTENSION OR RENEWAL |8 A KNEW
] l |

e
el
A THE CONSENSUS v'oULD ENDANGER |TS OFERATION
THIS ¥QULD GO AGAINST THE

L4

INTERESTS 0F FRANCE AND THE UMITED XINGDOM AND OF THE EEC AS A WHOLE,

HE u
i 1

'-'\_.

THERE IS NO MEED To GIVE THE RUSSIANS SFECIAL SUBSIDIES IN ORDER TO
SECURE EXPQORTS. OUR STRONG HOFE IS THAT IN ANY NEV AGREEMENT OR

FRRANGEMENT THE FREMCH GOVERNMENT MAXES WITH THE SOVIET UNION THE
RATES AVAILAELE WoULD BE WITHIN THE TERMS SET BY THE CONSENSUS AND
THAT THE FRENCH WILL JOIM WITH US IN PERSUADING OTHER COUNTRIES T0
D) THE SAME. IF, HOWEVER, THERE VAS ANY QUESTION OF THE FRENCH

s

aovzﬁwarrT OFFER ING THE RUSSIANS TREDIT SUTPORT VHICH WAS IN ANY

WAY MORE FREFERENTIAL THAN THAT FROVIDED FOR IN THE fﬁ”QCP?Hf, THE

FRIME MINISTER HOPES THAT THE PRESIDENT WOULD RBE WILLING TO DISCUSS
i

THE MATTER “WITH HER EEFORE ANY DECISioN LAS TAKEN.
CARRINGTON
[COPIES SENT TO NO 10 DOWNING STREET]

PILES COPIES TO

TRED PS/MIN FOR TRADE
EESD 1 VICTORIA STREET

i MR COPTERILL ) gogp
e/ MR EENLEY

PS/MR RIDLEY MR WIDDUP g
PS/MR BLAKER MR COWDY TREASURY
PS/PUS

MR EVANS

MR FERGUSSON

2
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10 DOWNING STREET

. A 78| 50O - & lolrde
From the Private Secretary 21 December 1979

CREDIT FOR THE IFJE-J_[«

We discussed on the telephopne the guestion
of whether or not the Prime Minister need
herself write to President Giscard in the
terms of the enclosure with Vivien Thackeray's
letter to me of 7 December on this subject.

You suggested that it would suffice +f

Sir R. Hibbert were to speak to M. Wahl on

the lines of the draft letter, making it clear
that he was speaking on the Prime Minister's
instructions,

I have consulted the Prime Minister and she
is content that we should proceed in the way
you propose.

I am.sending a copy of this letter to
Vivien Thackeray in the Department of Trade.

Paul Lever, Esq.,
Foreign and Commonwealth Office.
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 L';'I{_Ul
SWITCHBOARD 01 215 7877

:grs$;:2:??ﬁﬂffice /ZLWHI: fﬁzﬁvgéL;h : (Ej
@A//&ZLS 65l wias /AA-(MJA. i)
Mr N Sanders CC‘O' s : Mﬁ A’hﬁzﬁr W'SUF ’4?’“

Private Secretary to the A P> /L«A
Prime Minister I )-J(
No 10 Downing Street l fye "I/\"‘"’

London

SW1 3 uwe hdﬂ/" w-’w-”('“ 7 December 1979 %“
~” = '.,_M :

Dear NIUL (oddl b deatl™
oty et Al
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CREDIT FOR USSR

One of the agenda items for the Prime Minister's recent meeting with M Giscard
d'Estaing concerned credit terms for exports to the USSR. Since time did not

permit a discussion of this subject, my Minister feels that the Prime Minister
may wish to write to the President in the terms of the attached letter.

The background is briefly as follows. The UK/USSR Credit Agreement was sign-
ed by the then Prime Minister in February 1975 to match similar arrangements
which had been negotiated by the Russians with other countries. It expires

mid February 1980. The French agreement signed in 1974 had very low rates

of interest which the French maintained throughout the life of the agreement

on the grounds that they were a commitment undertaken prior to the introduction
of the Consensus (the agreement amongst the major trading nations on terms

and interest rates for exports). With the expiry of the Agreement in December
1979, the French cannot so arque any longer, and if they continue preferential
rates they will have to derogate formally from the Consensus.

The Italians and Canadians also have similar agreements with the USSR, both

of which expire on 31 December 1979. We therefore have an opportunity to
return to Consensus interest rates on the USSR which is unlikely to be repeated
in the near future.

There have been frequent representations made to the French at official level,
but the response has always been that a decision on a return to Consensus
rates would be taken by the President. Mr Parkinson raised the matter with

M Deniau when he was in Paris in October and more recently Sir Geoffrey Howe
did the same with M Monory, who expressed broad agreement with our line.
Nevertheless, it seems likely that the President will have the final say.

Representations have also been made at official level, and at Ministerial Tevel
with the Canadians and Italians. Both recoqgnise the need to return to Consensus

CONFIDENTIAL
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rates on the expiry of their present agreements; indeed officials here have
just been advised bv the Canadian authorities that their agreement will not
be formally renewed, but that business will be dealt with on a case by case
basis giving due consideration to financial terms being offered by others.
Everything therefore depends on what France does.

I attach a draft for the Prime Minister's consideration.

>/cflfuf§ S;~}xxﬁéﬂlga :

é?;£<,L,_ \ij;z;zLxﬁxdqa,j

VIVIEN THACKERAY
Private Secretary to the Minister
for Trade (CECIL PARKINSON)
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DRAFT LETTER FROM THE PRIME MINISTER TO PRESIDENT GISCARD D'ESTAING

There is one important matter which we did not have an opportunity
to discuss when you were in London recently. This is the question

of credit agreements with the Soviet Union.

We both have agreements which expire shortly: yours at the end
of December and ours in February. Sir Geoffrey Howe has already
written and spoken to M Monory about this. I feel very strongly
-—_____

that we should bring to an end the exceptionally favourable
interest rates which the Soviet Union has been receiving. When

ke mlls Woinng Srmls
GaréAgreement expires we would certainly wish to ensure that
future business was on terms wholly in accord with the OECD export
credit agreement - the Consensus. We would wish to insist in
particular that interest rates were in line with the minimum rates
laid down in the Consensus and to make it clear to the Russians

that these rates would be subject to any future changes in the

Consensus rates.

To continue the present preferential rates for any period beyond
the existing expiry dates would be a breach of the Consensus. The
present rates have continued hitherto within the Consensus because
they count as 'prior commitments'. But once the present agreements
expire, any extension or renewal is a new commitment. To breach
the Consensus would endanger its operation elsewhere and indeed

its existence. This, I am sure you will agree, would go against
the interests of France and the United Kingdom and of the EEC as

a whole. There is no need to give the Russians special subsidies

in order to secure exports.

Continued ....

CONFIQENTIQL



+ + s scontinued

Your own agreement has now only a few weeks to run and I hope very
much that in any new agreement or arrangement you make with the
Soviet Union the rates available would be within the terms set

by the Consensus and that you will join with us in persuading

other countries to do the same. If, however, there was any

question of your Government offering the Russians credit support

which was in any way more preferential than that provided for in
the Consensus I hope you would be willing to discuss the matter

with me before any decision was taken, I should add that we are
making similar approaches to the Canadians and Italians who also

have credit agreements with the USSR which expire next month.
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DEPARTMENT OF TRADE
1 VICTORIA STREET
LONDON SWIH OET

TELEPHONE DIRECT LINE 01 215 5 =1 _,_1_{:_
SWITCHBOARD 01 215 7877

From the
Minister ‘Q‘( ‘?:arﬁ

for Trade

~

Chancellor of
HII Treasury
Parliament Street
London

SW1P 3AG

W i}

SR - ANGLO-SOVIET CREDIT AGREEVENT

the Exchequer

On 9 October you wrote to lMonsieur llonory expressing HIG's concern

at the possible continuation of the below Consensus int efect rates

in any renewal of t‘ X and Prench Credit Agreements., At the
same time similar eS¢ vions were made at official level to

he Italians whose ¢ eement also expires at the end of

%
year,

Reports from th e Italians may
well caxceed on ' st rates dﬂlﬂﬂ tle Ita o/ oviet Joint
Commiszion which place ﬁctoueT. Ii this were to be th
case the French uOU AVe & - es they need to themselves
concede low interest 3 an S ] T then find ourselves in the
difficult UOultlon of ha : matchk or be out of line with our
compemltoﬁu. passed © substance of your letter

M. Monory to It&lLaﬂ of ‘u g 1 SJJHQGt that you Jhould follow
this up with a ssage b : 3lian linister of Finance
urging him to Hdcuﬂ firm, J ft is attachs If you azree with

it we can telegranh the text Vi le ) ; 1t up with a signed
version later in the weel

1~
@l

I am sending a copy of




Minister of
Rome
Italy

The British and Italian credit agreements with the USSR bvoth
expire in the next few months. If the Soviet Government seek

to renew these agreements both our Governments will need to
reach decisions soon on-the terms on which any renewal should

be negotiated.

The British Government are concerned that the exceptionally low
rates of interest which apply in both the present agreements for
the financing of credit sales to the Soviet Union should be
eliminated if the agreements are renewed. You will recall that
during the recent meeting of our two Prime lMinisters it was

agreed that we should try to co-ordinate our policies on this

issue. Our Bmnbassy officials have since communicated our views

to your Govermment at senior official level.

Mr Patolichev, the Russian Minister

Rome on 25 and 26 October. I

will be discussing the renewal of your
and that he will press for the continu
terms. I very much hope that you will not

that if you come und

further consultatio:
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INFO IMMEDIATE PARIS

FOLLOWING FOR CHANCELLOR
USSR CREDIT AGREEMENT.

1, THE UK/USSR CREDIT AGREEMENT SIGNED BY THE THEN PRIME MINISTER
IN FEBRUARY 1975 EXPIRES IN 1980, TO MAICH SIMILAR ARRANGEMENTS
.,ica HAD BEEN NEGOTIATED BY wa RUSSIANS WITH THE FRENCH (AND
C COUNTRIES), IT PROVIDES FOR EXPORT FINANCE TO BE MADE

ABLE AT RATES OF INTEREST BELOW THOSE IN THE INTERNATIONAL
CONSENSUS ON EXPORT CREDIT TERMS. EVEN IF THE AGREEMENT 1§
RENEWED BY US, IT IS VERY MUCH iN OUR INTEREST TO STRIVE TO
ELIMINATE THE BENEFIT TO THE RUSSIANS AND THE PUBLIC EXPENDITURE
COST TO US OF THESE EXCEPTIONALLY LOW INTEREST RATES. SIMILAR
VERY LOW RATES OF INTEREST WERE AGREED IN THE FRENCH/RUSSIAN

CRENIT AODCCMEMT I k ""f'.“'-' e AT THE =i NE 3 CVRER 4 Q
LeEDIT AGREEMEN o | H EAPIREDS Al JTHE ERND OF DECEMBER 19 e

RENEWAL OF THAT AGREEMENT WITH CONTINUED LOW
WOULD BREACH THE CONSENSUS.

2, OFFICIALS HERE HAVE BEEN TOLD THAT PRESIDENT GISCARD WiLL

HIMSELF MAKE THE DECIS| » ON THE RENEWAL AND TERMS OF A th
AGREEMENT, EFFORTS AT C ClAL LEVEL TO PERSUADE FRENCH TO

GIVE AN ASSURANCE NOT T ENEW AT PRESENT VERY LOW RATES
HAVE FAILED.

"quﬁnn THAT .FRENCH FINANCE MINISTER 1S GOING TO MOSCOW
FOLLOWING THE IMF MEETING AND THERE THUS. SEEMS TO
HE WILL HAVE PRELIMINARY DISCUSSIONS ON RENEWING THE
THAT ANY PRESSURE WE WERE LATER TO PUT ON FRENCH
T WITH THE RESPONSE THAT THE.DECISIONS HAD ALREADY BEEN

%y l& VIEW COF T iT,SEEHS VERY DESIRABLE THAT YOU SHOULD RAISE
THIS WITH THE FRENCH FINANCE MINISTER AND PRESS HIM STRONGLY
NOT TO MAKE ANY COMMITMENT TO THE RUSSIANS, STRESSING THAT IT IS

CONEIDENTIAL [ iv BoTH
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CREDIT TO THE USSR NOT TO BE GJVEN .

-INES OF THE FOLLOW!NG 3=

THE BRITISH AND FREM REDIT AGREEMENTS WITH THE USSR BOTH
EXPIRE IN THE NEXT FEW MONTHS. IF THE SOVIET GOVERNMENT SEEX TO

R = Y

RENEW THESE AGREEMEN BOTH OUR f!"UCH" NT NEED TO REACH
DECISIONS SOON ON T TERMS ON WHICH AN\
MEGOTIATED,
CONCERNED THAT THE :J:f“..-‘TI'IOFH.LL“
BOTH THE PRESENT AGREEMENTS
'-_“-::--'Dl.!{_D Be EL IMINATED
GOVERNMENTS SUBSCRIBE TO
. SUPPORT FOR THE FINANCIN
HAT IT WOULD BE VER
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From the Private Secretary - 28 September 1979

SR Credit Agreement

has seen Stuart Hampson's
letter to me of : eptember on this subject and the

draft telegram enclosed with it.

The Prime Minister agrees that a telegram should
be sent to the Chancellor of the Exchequer proposing
that he take acticn along the lines proposed in Stuart
Hampson's letter. Jowever, she is unhappy with the
text of the letter contained in the draft. I enclose

a new draft which reflects the Prime Minister's wishes.

I am sending copies of this letter and its enclosure
to George Walden (FCO), Stuart Hampson (Department of
Trade),
Vile (Cabinet Office).

\ndrew Duguid {(Department of Industry) and Martin

B DD B ALy,
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TEXT OF A LETTER TO BE HANDED TO THE FRENCH MINISTER OF
FINANCE BY THE CHANCELLOR OF THE EXCHEQUER

The British and French Credit Agreements with the USSR

both expire in the next few months. If the Soviet Government

seek§ to renew these Agreements both our Governments will
Cotn.
need to reach decisionszon the terms on which any renewal

should be negotiated.

I am concerned that the exceptionally low rates of interest
which apply in both the present Agreements for the financing
of credit sales to the Soviet Union should be eliminated if
the Agreements are renewed. Both our Governments subscribe
to the international Consensus on official support for the
financing of exports. The British Government believe that it
would be very damaging to concede rates of interest to the
USSR below the minimum rates laid down in the Consensus.

I hope that the French Government agree. If there is
any possibility of the French Government responding to
Soviet pressure to go below the appropriate Consensus rates,
the British Government would hope that there would be
consultation between our two Governments before any decision
was taken. If necessary, this consultation should take place
at the highest level when President Giscard visits London

in November.




v.
CONFIDENTIAL

DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWI1H OET Telephone 01- 215 7877

&
@,
Bl

[ bline Mo BN IL/DKE

Fromthe Secretary of State bnald bo Oonlinn fov Mm m Kire
i f R A’K)(j_ bl ?

Michael Alexander ksq
Private Secretary

Prime Minister's Office
10 Downing Street
London SW1
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The UK/USSR Credit Agreement wnlch was signed by the then “ 7 >
Prime Minister in rebruary 1975, expires in February 1980. A ~el” 7

To match similar arrangements which had been negotiated by our N
trading competitors, principally the lFrench, the Agreement provides
for funds to be provided at rates of interest below the minimum
subsequently agreed under the International Consensus. The Russians
are expected in the near future to seek renewal of our Agreement.
Even if we decided to renew it, it seems clear that we must _strive to
ellmlnqte the benefit to the Ru851ans, and the public eéXpenditure

st to us, of These exceptionally low rates of interest. Our Ministe
are aware of the political sensitivity of this Agreement and are still
considering its future. However, urgent action is needed to prevent
an initiative by the French which could impinge on our freedom of
action.

USSR CREDIT AGREEMENT

The minimum rates of interest at which export finance may be provided
are governed internationally by the so called Consensus to which all
the credit giving countries of the West subscribe. Rates considerably
below the Consensus minimum were agreed in the Franco / Russian
Agreement and were later defended by the French on the grounds of a
commitment undertaken prior to the introduction of the Consensus, the
terms of which did provide for prior commitments to be excepted from
its ambit. Italy elected to match the French low rates of interest
and the previous Government considered themselves obliged to follow
suit to protect the competitive position of British exporters.

This means that we have to pay higher subsidies on export credits

for Russia than we would if we adhered to the Consensus minimum rates.
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CONFIDENLTAL

From the Secretaryof State

The Franco/Russian Agreement expires at the end of this year and
negotiations for its renewal are expected to take place in November

or early in lecember. All Departments are agreed that it is very
important that the French should not renew their own Agreement at

rates of interest below those permitted by the Consensus. I1If they did,
it would be a clear breach of the Consensus, it would increase the
chances of a self-defeating international credit race and it would
make life much more difficult for those like ourselves who see no
Justification for giving preferential treatment to the Russians.

There is no possibility that the French could justifiably plead a

prior commitment to maintain low rates of interest for business with
Russia, but exchanges of information at official level have failed to
elicit any assurance from them that Consensus minimum rates of interest
will be observed in any renewal. Our officials in London and in FParis
have been told repeatedly that the President will himself make the
decisions on the terms for renewal of the Agreement.

We understand that the french Finance Minister is to go to Moscow
after the 1MF meeting in Belgrade. It is Jjust possible, therefore,
that he could discuss a renewal of the Franco/Russian Agreement and
that any approach to the French by us could meet with the response
that the decisions to renew and on the terms of the Agreement have
already been taken. In view of this we feel that it would be very
desirable for the Chancellor to raise this with the French Finance
Minigster in Belgrade and warn the French that i1if there were To be any
question of thelr considering going below the Consensus, the

lPrime Minister would wish first to have the opportunity of discussing

the matter with President Giscard.

I should be grateful if you could seek the Prime Minister's approval
for this action. A draft telegram for despatch to the Chancellor in
Malta is attached.

I am copying this to George Walden (FCO), Martin Hall (Treasury),
Andrew Duguid (Industry) and Martin Vile (Cabinet Office).

Joun sioncely
| / d%u\oﬂ/u W‘f\"&

S HAMPSON
Private Secretary
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CONFIDENTIAL

TO BRITISH HIGH COMMISSION, MALTA REPEATED BELGRADE
MOSCOW
PARIS

Following for Chancellor of Exchequer

USSR CREDIT AGREEMENT

The UK/USSR Credit Agreement signed by the then Prime Minister in
February 1975 expires in 1980. To match similar arrangements which
had been negotiated by the Russians with the French (and other
countries), the Agreement provides for export finance to be made
available at rates of interest below those in the International
Consensus on Export Credit Terms. Even if the Agreement is renewed
by us, it is very much in our interest to strive to eliminate the
benefit to the Russians and the public expenditure cost to us of these

exceptionally low interest rates. Similar very low rates of interest
were agreed in the Franco/Russian Credit Agreement which expires

at the end of December 1979. Renewal of that Agreement with
continued low interest rates would breach the consensus.

5. Officials here have been told that President Giscard will himself
make the decisions on the renewal and terms of a new Agreement.
Efforts at official level to persuade French to give an assurance not

to renew at present very low rates have failed.

3. We understand that French Finance Minister is going to

Moscow immediately following the IMF meeting and there thus seems to
be risk that he will have preliminary discussions on renewing the
Agreement and that any pressure we were later to put on French would
meet with the response that the decisions had already been taken.




4.

In view of this it seems very desirable that you should raise

this with the French Finance Minister and press him strongly not to

make any commitment to the Russians, stressing that it is in both

our interests for credit to Russia not to be given at below

Consensus rates.

Se

You might hand him letter on lines of the following:

Begins

The French and British Credit Agreements with USSR both expire
in the next few months. If the Soviet Government seeks to renew
these Agreements both your Government and my own must reach
decisions quite soon on the terms on which any renewal may

be negotiated.

I am concerned that the exceptionally low rates of interest
which at present apply in both these Agreements for the
financing of credit sales to Russia should be eliminated

for any renewal of the Agreements. I believe that there is no
defensible reason for conceding rates of interest to the USSR

which are below the minimum rates laid down in the Consensus

on official support for the financing of exports, to which we all
subscribe. Moreover, to do so would set a precedent for which
others, for example China, could be expected to press and could
jeopardise the future of the Consensus; and there are countries,
for example Germany and Japan, which could comfortably offer low
interest rates to other markets which it would be very costly
for France and the UK to match; and there are others, for
example the USA, which could readily offer long credit

periods which it would be equally burdensome for us to rival.




I hope therefore that you can assure me that there is no question

of the French Government responding to the inevitable Soviet
pressure to go below the appropriate Consensus rates. If any
question of this kind should arise, we very much hope that you
will take no decision without first allowing for discussion
between us, if necessary at the highest level, when our Prime
Minister meets President Giscard in November.
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