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ECONOMIC DEVELOPMENTS AND OUTLOOK

FUNDAMENTAL ISSUES

The main economic policy issue today is how to convert

the current recovery into a sustainable economic expansion.
Achievement of high employment levels depends upon further
reduction of inflation rates and the creation of a favor-
able investment climate so as to obtain the necessary
growth in our capital stock to absorb unemployment.
Creation of this investment climate and further progress
on the inflation side presupposes a reduction in fiscal
deficits. Avoidance of a resurgence of inflationary
pressures requires prudent fiscal and monetary policies.
Furthermore, in an increasingly interdependent world

it is necessary to take the strength of demand worldwide
explicitly into account in the formulation of national
policies.

U.5. OBJECTIVES AT THE SUMMIT

Our objectives are to obtain agreement on:

-- recognition that inflation itself creates
unemployment and, therefore, that policies
must be fashioned not only to avoid resur-
gence of inflationary expectations but also to
achieve further reductions in inflation rates;

-- reduction of fiscal deficits;

-- improvement in mutual understanding of the
strength of demand in individual countries and its
effect on demand elsewhere;

-—- acceptance of the principle that though policy
oals may be mutual, both their actual achieve-
ment as well as the determination of ways and
means of achievement are the responsibility of
national governments. The need for consulta-
tion and cooperation should be generally
accepted, but coordination of policies
would be neither helpful nor practicable.



REMARKS ON ECONOMIC DEVELOPMENTS AND OUTLOOK
FOR USE BY THE PRESIDENT AT THE INTERNATIONAL SUMMIT

When we met at Rambouillet last November, the discussions
centered largely on how to assure a balanced recovery
from the deep recession of 1974-75. The United States
economy was on the path to recovery at that time, but

the upturn elsewhere was not yet as visible.

I am pleased to note that we now meet in an obviously
improved economic climate: in a number of countries,
including my own, pre-recession levels of output have
been regained or even surpassed. Unemployment is begin-
ning to recede, considerable progress has been made

in reducing rates of inflation and our own recoveries
are also reflected in a significant expansion in world
trade, thus contributing to recoveries elsewhere. 1In
many respects, our success in turning the recession
around reflects the fact that we were able to refrain
~- in the face of strong political pressures -- from
instituting overstimulative measures in our economies
and from imposing restrictions on trade. Both these
courses would have been short-sighted in nature and
would have proved counter-productive.

But, lest we get carried away with our accomplishments,
may I suggest a number of sobering thoughts. The main
problem that led to the deep recession was the climate

of inflation that persisted for a decade, severely ex-
acerbated by the o0il price increases of 1973-74. The
global inflationary climate resulted in large part because
governments overcommitted themselves to ameliorate social
inequities at home and abroad and to achieve an ever
rising standard of living. These commitments proved

to be too ambitious in economic terms both in what they
actually attempted to achieve as well as in the expec-
tations they raised among the public. Thus, a major

task for the next several years is both economic and
political -- not only to restore our economies to a
sustained growth path, but also to set realistic goals
that are accepted by the public at large.

Our task is not an easy one, but I believe we have learned
from the experience of the past several years. Perhaps

the moet important lesson is that inflation, by itself,
creates recession and is thereby a major cause” of unemploy-

ment. Hence, a necessary condition to restoring and
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maintaining full employment is to eliminate the infla-
tionary tendencies from our economies. I have, in this
connection, been heartened by the support our Ministers
received at the OECD on a strategy for sustained expansion
based on the premise that the steady growth needed to
restore full employment will not prove sustainable unless

our countries make further progress toward eradicating
inflation. Such agreement in diplomatic forums is important,
but it is even more imortant that we in fact put actions
behind our language.

Secondly, we must pay greater attention to the state

of confidence in our economies. Consumers, in the face

of inflation, increased precautionary savings. Business,
fearful of the future course of our economies and the
unpredictability of our policies, curtailed capital invest-
ment -- the key element of economic growth and job creation.

For these reasons, a lasting turnaround in price expecta-
tions is crucial to the attainment of high employment
levels. Furthermore, because of the recent inflationary
experience, expectations of renewed inflation may be
triggered relatively more quickly than in the past and,
once renewed, will prove increasingly hard to erase.
Under these conditions, we must be doubly certain that
our fiscal and monetary policies in the period ahead
avoid undue risks of setting off another round of infla-
tion. It would be more prudent for short-term policies
to err on the side of caution rather than on the side

of expansion.

Expansionary policies have clearly been politically easier
to implement than policies of restraint, especially

when our levels of unemployment are still high. Moreover,
in the U.S. many Federal expenditures are inflexible and
subject to automatic increases. But the underlying

growth trend of outlays is in excess of growth in our

GNP and in our tax base. Therefore, it is essential

that we attempt to constrain the growth in expenditure
levels if we are to reduce the budget deficits in this
country. We have been unable to maintain short-term
fiscal fine tuning on the side of restraint. Therefore,
we must recognize that we have exceptionally long lead
times on reducing the rate of growth of expenditures

and, should it be required, on raising taxes. It is
important that we initiate our fiscal policies well

in advance to forestall too much of the burden of potential
restraint falling on monetary policy. The problems

I have just described with respect to the U.S. appear

to be common to many industrialized nations.
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Appropriate short-term policies are a necessary, but

not a sufficient, condition for a return to high employment
levels. A return to sustainable, noninflationary growth
presupposes a reordering of priorities and, in particular,
a shift of resources toward private investment. The
distortions in our economies resulting from inflation

and recession, and the needs created by the rise in

the relative price of energy, means that we must increase
our capital stock if we are to employ our people produc-
tively and are once more to achieve rising standards

of living. This means that we must create a financial
climate that generates sufficient savings flows and
channels these into productive investment. In my country,
and I suspect also in yours, such a climate cannot be
established without a significant and lasting reduction

in the financial requirements of the central government
and the local authorities.

The policy problems I have mentioned are not easy to
solve. But their solution constitutes our main task

today if we are to consolidate the current recovery,

to restore high-employment levels, and to lay a firm
basis for continued stable growth. To achieve this,

it is more important than ever that we judge the impact
of economic interdependence correctly. The current
economic upswing is becoming increasingly widespread.

The prompt and substantial strengthening of world trade
that is accompanying our recoveries already demonstrates
how fast and how strongly changes in internal demand

are being transmitted across national borders. The

early and strong upturn of commodity prices -- at a

time when producer stocks are still high and capacity

is ample -- is a further indication of the possible
inflationary impetus that could result from the worldwide
recovery. The possibility of the reappearance of bottle-
necks early in the upswing and of a resulting regeneration
of price and wage pressures cannot be discounted.

Therefore, the lessons from our past experience should

not and must not be disregarded. 1In formulating national
policies the strength of worldwide demand must explicitly
be taken into account. Thus, we need to strengthen our
mutual understanding of changes in the economic parameters
affecting the world economy. The mutuality of our policy
goals is clear. The main contribution the U.S. can make
to the international economic community is to achieve
stable conditions at home. 1In shaping our policies to
this effect, their external impact must be taken into
account. But such external considerations must not over-
ride the overall objective without which neither we,

nor the international community, can regain full employment.
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INTERNATIONAL FINANCIAL AND MONETARY ISSUES

FUNDAMENTAL ISSUES

The major International Financial and Monetary
Issues to be addressed at the Summit will include:

1. How to encourage industrial countries in a
weak external financial position to implement
the domestic stabilization programs which offer
the only lasting means of preserving an open
and cooperative trade and payments system.
In the absence of domestic stabilization, such
countries will eventually be forced to resort
to extensive restrictions on trade. Should
a major country take such action, it might
prove difficult to dissuade other nations from
taking counter measures which would be incompat-
ible with the maintenance of the open trade
and payments system and the spirit of inter-
national cooperation which are the essential
foundations of further economic progress;

2. How to translate into law and into operating
practice the conceptual framework of the new
international monetary system agreed upon at
Rambouillet and subsequently endorsed by the
Interim Committee on the International Monetary
Fund in Jamaica.

U.S. OBJECTIVES AT THE SUMMIT

First, we want to develop widespread understanding
of the essentiality of further reduction in rates of
inflation if the economic expansion required to sustain
high employment levels is to be achieved and the public
confidence essential to the survival of our political
systems maintained.

Second, we want to stress both privately and publicly
the importance of relying on domestic fiscal and monetary
policies as the means of streng+“ening countries' inter-
national financial positions rather than on attempts
to obtain international support for any particular ex-
change rate.



-2-

Third, we want others to recognize that unless
adequate domestic stabilization programs are put into
effect, the balance of payments deficits of weak countries
will simply continue to grow.

Fourth, we want to demonstrate international support
for strong and courageous actions on the part of such
countries designed to restructure their domestic economies
and thus eliminate their international payments deficits.
We will urge that any external financial assistance
provided by international institutions or friendly govern-
ments be made conditional on the implementation of effec-
tive domestic stabilization programs.

Fifth, we want to maintain the frequent, informal,
comprehensive and candid consultations on economic and
financial policies which have been developed among the
major finance ministeries and central banks.

Sixth, we seek early ratification in the U.S. Con-
gress and the legislatures of other nations of the amend-
ments to the Articles of Agreement of the IMF which
are needed to legalize the existing international monetary
system.

Seventh, we should respond to pressure from other
heads of state for U.S. ratification of the Financial
Support Fund -- which would enable the Fund to be estab-
lished -- by assuring them that the Administration will
continue to make every effort to obtain Congressional
approval.



REMARKS ON INTERNATIONAL FINANCIAL AND MONETARY
ISSUES FOR USE BY THE PRESIDENT
AT THE INTERNATIONAL SUMMIT

At Rambouillet, sound progress was made in dealing
with issues in the international monetary sphere.

On structural reform of the monetary system, we
resolved differences among us that had long appeared
insoluble, and we formulated a blueprint for reform that
subsequently was adopted by the entire IMF membership
in Jamaica. )

On the more immediate operational issues, we developed
a shared analysis of the existing international monetary
situation, and of techniques for dealing with the problems
we faced. Also, we agreed to closer cooperation and
consultation both among our Treasuries and our central
banks, to give us a better understanding of each other's
problems and policies. :

On both structural reform and the immediate issues,
we have agreed to focus on fundamentals. We recognize
that we must develop stability in the underlying economic
and financial conditions in our own national economies
if we are to achieve the international monetary and exchange
stability we all seek.

Recognition of our basic problems is only the first
step towards solutions. We must make further progress
in dealing with and preventing emerging difficulties
in the monetary field.

As I see it, for the present and for the months
ahead, the international monetary issues on which each
of our governments should concentrate fall under four
headings:

First, I know we all agree that as a matter of urgency
we must complete the agreed monetary reform package.
We must press ahead with the legislation required to
ratify the amendment of the IMF Articles and the increase
in IMF quotas.

Second, we must continue to develop the machinery
of consultation agreed at Rambouillet. That machinery
has been operating with great effectiveness and has enabled
us to prevent the exchange market problems which have
emerged in recent months from becoming even more serious.
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Third, we must undertake to eliminate persistent
payments imbalances, either surpluses or deficits, in
any of our countries. This is an important precondition
for achieving stable underlying economic and financial
conditions. 1In the present, potentially difficult inter-
national financial situation, it is particularly important
that we each follow policies to eliminate these persistent
payments imbalances.

As we consider these priorities, I think it would
be helpful if we discussed the prospects, and the need
for adjustment in individual countries -- both those
which have been recording the largest surpluses and those
with the largest deficits. Action to promote and accom-
modate adjustment is clearly needed on both sides.

The United States, Japan and Germany have all recorded
very strong current account positions in the recent past
and are in a position to attract capital in the private
markets. It is important that we in these countries
and others that are in a similar position, be prepared
to accept a significant reduction in current account
surpluses or increase in deficits and to utilize our
ability to attract capital from abroad.

-- In the United States, our current account position
has reversed very sharply, from large surplus to modest
deficit, a turn-around of about $15 billion. I am not
concerned about that shift -- in the framework of world
payments I have described, it is exactly the kind of
change that is needed, and constitutes a move toward
a healthier and more stable world payments situation.

We acknowledge our responsibility to contribute to the
preservation of the system by accepting an important

part of the current account deficits which are inevitable
in this period; and I pledge to do my best to resist

the inevitable domestic pressures for protection and

to build public acceptance of a substantial trade and
payments deficit. But my colleagues from other large
surplus countries will need to do the same.

However, action by the countries in surplus, the
U.S., Japan and Germany, and a willingness to see those
surpluses decline and vanish, cannot alone bring a stable
and sustainable international payments structure. Of
perhaps greater importance is the action needed on the
part of the large deficit countries -~ the U.K. and Italy
in particular -- to reestablish stable economic conditions.
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Fourth, we may need to consider in the IMF the possi-
bility of providing additional IMF credit, where private
and official credits have been exhausted, in cases of
extreme need having significant implications for the
system as a whole. Such credit beyond the normal standards
of availability, should be conditional on and in each
case tied to a rigorous and detailed program of monetary
and fiscal restraint that will restore domestic economic
stability in a reasonably short time. This credit cannot
substitute for, and should not be provided without, sound
domestic corrective action by the recipient; and it presup-
poses a commitment by the recipient to policies consistent
with the fundamental tenets of the political and economic
system on which cooperation among the industrial democracies
is based. sSuch financing would complement normal IMF drawings
and the proposed Financial Support Fund, and could be
coupled with the activation of the General Arrangements
to Borrow. I think such a move would greatly strengthen
our defenses against possible disorderly adjustment moves
which could damage the fabric of our liberal trade and
payments system,

In summary, these four points provide an appropriate
program for us to agree to at this meeting to help foster
international monetary stability. I would hope we can
all agree:

-- to proceed to ratify promptly the Jamaica monetary
reform package;

-- to continue to strengthen our consultative machinery;

-—- to commit ourselves for the coming period to adopt
policies to eliminate persistent payments imbalances,
both surplus and deficit; and

-- to consider, for cases of countries in special need,
a mechanism to supplement official credit tied to a
rigours corrective program.



TAB C




INTERNATIONAL INVESTMENT

FUNDAMENTAL ISSUES

The major investment issues to be addressed
at the Summit will include:

(1) How to increase support for a liberal climate
for international investment in the face of
pressures for increased restrictions;

(2) How to respond appropriately to the recent
revelations of involvement by some companies
in instances of bribery, alleged clandestine
intelligence activities and other improper
conduct;

(3) How to improve the public perception of the
positive contributions of multinational enter-
prises.

U.S. OBJECTIVES AT THE SUMMIT

We want to use the Summit to reinforce and give
high level impetus to our investment policy in the fol-
lowing key areas:

First, we need to obtain endorsement of the desir-
ability of liberal treatment for the broad range of
international capital flows. There is a need for a
private OECD review of government actions which restrict
or distort international capital flows, with a view
toward reducing such restrictions or distortions.

Second, we want support for the concept -- enunciated
by the United States in March in the UN Commission on
Transnational Corporations -- of an international agreement

to address the problem of bribery.



REMARKS ON INVESTMENT ISSUES FOR USE BY
THE PRESIDENT AT THE INTERNATIONAL SUMMIT

In the General Agreement on Tariffs and Trade (GATT)
we have long accepted that restrictions on trade should
be avoided and that we need to cooperate to maintain
an open system that serves us all. We should now give
comparable attention to supporting a liberal climate
for international investment in the face of pressure
for increased restrictions. There is a need not only
to avoid new unilateral actions but also to eliminate
existing restrictions and incentives which distort inter-
national capital flows and might lead to a deterioration
of the international investment climate. We have all
benefited from and have a continuing stake in the success
of an open world market economy.

A healthy investment climate requires that we dispel
the impression that multinational enterprises are harmful
to the interest of home and host countries. Although
capital flows often require short-term adjustments,
international direct investment should be welcome because
of the positive overall contribution it makes to economic
prosperity. In that regard, the three-part investment
package on international direct investment —-- adopted
by the Council of Ministers of the OECD last week --
is an important initiative.

In the broader context of international investment,
I believe we should encourage liberal treatment for
international capital flows. We should take steps to
review, and eliminate, government actions which restrict
or distort international capital flows and seek relaxation
of such restrictions or distortions.

Finally, we must address a very difficult problem.
Recent revelations of bribery in international commerce
have undermined confidence in the investment climate
internationally. Bribery is not only ethically abhorrent,
but it also threatens the free market system. The United
States has made specific proposals under the auspices
of the UN Economic and Social Council to give prompt
attention to the establishment of an international agree-
ment to deal with this problem. I believe it appropriate
and important for us to indicate our collective support
for the early development and adoption of such an agreement.
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TRADE

FUNDAMENTAL ISSUES

The major issues to be addressed at the Summit will include:

1. how to accelerate progress of the multilateral trade
negotiations (MTN);

2. how to better coordinate trade policies among the major
industrialized countries;

3. how to improve the GATT;

4. how to implement our commitment of special and differential
treatment for developing countries in the multilateral trade
negotiations and to assure continued constructive participation

of these countries in the MTN;

5. how international cooperation with respect to trade in services
could be improved.

U.S. OBJECTIVES AT THE SUMMIT

We want to use the Summit to reinforce and give high level impetus to
our overall trade strategy in the following areas,

First, we need to secure a commitment to accelerate the work program
of the multilateral trade negotiations, particularly with respect to the nego-
tiation of a tariff formula. To this end, we should seek agreement to hold
a ministerial level meeting of the Trade Negotiations Committee (TNC)
next February or March.
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Second, we need to secure greater understanding
and support for a coherent effort to improve the GATT.

Third, we should lay the basis for the implementation
of concrete proposals regarding special and differential
treatment for developing countries.

Fourth, we should seek agreement to initiate a
coordinated study of services industries in international
trade to determine how existing arrangements for inter-
national cooperation in this area can be improved.

Fifth, we should seek agreement on the long-term
goal of a maximum reduction in trade barriers in an in-
creasingly open global trading system.
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REMARKS ON TRADE FOR USE BY THE PRESIDENT
AT THE INTERNATIONAL SUMMIT

At Rambouillet, agreement was reached to complete
the multilateral trade negotiations in 1977. We must
redouble our efforts to achieve this important goal.

I am convinced that these negotiations are essential
to the establishment of a firmer economic partnership
among our countries and a sounder relationship with
the developing countries.

We have achieved a number of notable successes
in keeping an open trading system. But we shall be facing
continuing problems in the trade area as the recovery
surfaces disparities and weaknesses in our several econ-
omies. Constructive progress in the multilateral trade
negotiations can help us to manage these problems.

We in the United States are concerned by the slow
pace of the trade talks now underway in Geneva. We
cannot and should not allow short term considerations
to impede the efforts of our trade negotiators during
1976. A considerable amount of preparatory work must
be completed this year, if we are to conclude the negoti-
ations in 1977.

The United States has shown that it is prepared
to take the lead in the work in Geneva. We have put
forward a number of important negotiating proposals
and would welcome proposals from others.

The proposals we have made have been fully discussed
with our private advisory groups and the Congress, and
their comments have helped to fashion these proposals.
Trade is not now an issue in our election campaign,
and we do not expect it to become one. Our trade policy
is strongly supported by both parties.

A key to progress in the current stage of the negoti-
ations is for us to reach prompt agreement on a tariff
cutting formula. My negotiators have put a realistic
proposal on the table in Geneva. It calls for a tariff
cut greater than that achieved in the Kennedy Round.

It was designed to take account of the diverse views
of our negotiating partners.



We hope that you will agree to achieve negotiated cuts no less sub-
stantial than achieved in the Kennedy Round. Until agreement is reached
on a tariff cutting formula, negotiations could be stalled. We must also
agree to accelerate progress in reducing non-tariff barriers.

The multilateral trade negotiations offer us an exceptional opportunity
to improve the institutional structure of the world trading system. We must
undertake efforts to strengthen the GATT, particularly in the resolution of
disputes.

Multilateral efforts will be effective only if the countries represented
here exercise joint leadership. The OECD and less formal arrangements
provide useful means for achieving such cooperation.

We must also seek to assure that the multilateral trade negotiations
make an important contribution to improving trading relationships between
the developed and developing countries. Constructive participation of the
developing countries in these negotiations is important and highly desirable.

Our negotiators must find ways to implement our commitments to pro-
vide special and differential rules and treatment to the developing countries.
At the same time, they should explore how the developing countries can
gradually assume fully the responsibilities of membership in the world trad-
ing system.

In sum, our challenge is to build a global trading system that will both
strengthen the institutional basis for our own economic partnership and
establish a framework for cooperation with the developing countries. The
major industrial democracies must make every effort to resolve our dif-
ferences to foster the further development of a more open world trading
system.

A

To maintain the momentum generated at Rambouillet and to achieve an
agreed objective of concluding the negotiations in 1977, ministerial level
imput will be required. I therefore propose that we agree on a ministerial
level meeting early next year of all the participants in the Geneva negotiations.

We should also direct our ministers to coordinate a study of inter-
national trade in services, and develop appropriate proposals for improving
international cooperation with respect to trade in services.

We need to intensify our cooperation in all aspects of trade to meet the
challenge now and after successful conclusion of the MTN. Following the
MTN, we should consider ways to strengthen relations among the major
trading areas to permit maximum reductions in trade barriers in an increas-
ing bpen system.
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ENERGY

FUNDAMENTAL ISSUES

The major energy issues that merit discussion at the Summit

include:

(1) How to achieve a more ambitious and vigorous

effort by the industrial democracies to reduce

collective vulnerability by reversing our
growing dependence on o0il imports;

(2) How to strengthen coordination of industrialized

countries' strategy toward producers in the
CIEC Energy Commission.

U.S. OBJECTIVES AT THE SUMMIT

First, we want to convince the other major industrialized

countries of the continued U.S. commitment to a strong
energy policy.

Second, we want to obtain public recognition by chiefs
of state of the seriousness of the energy problem and
a renewed commitment to collective action to reduce
dependence on imported oil. 1In particular we want:

-— agreement to initiate in the IEA (with France,
which is not a member of the IEA, associated
through the EC) a process to develop national
objectives for reduced dependence and more
vigorous national energy policies.

-—- agreement to give high-level impetus to prompt
implementation of the IEA Long-Term Program
with major joint projects in conservation,
production of new supplies and an expanded
R&D effort.

Third, we want to assure continued adherence by the
other industrialized countries to a strategy toward
the o0il producers compatible with U.S. interest in con-
straining the cartel's pricing and production policies.
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REMARKS ON ENERGY FOR
USE BY THE PRESIDENT AT THE INTERNATIONAL SUMMIT

We continue to face a serious challenge in the energy
area.

Our achievements in consumer cooperation, the dialogue

with producers in the CIEC, and OPEC's recent moderation

on o0il prices are positive developments. But as we

move further into economic recovery, our demand for

imported o0il will inevitably grow. Thus, the soft demand
situation, which has helped to contain OPEC price increases,
will recede and remove these constraints on the cartel.
Therefore, we must increase our efforts to conserve

energy and to bring new supplies on stream.

U.S. Energy Program

As the world's largest o0il consumer, and with massive
untapped energy resources, the United States has a par-
ticularly large responsibility to reduce dependence.

The Energy Policy and Conservation Act, which I signed
last December is a major part of our effort.

-- It mandates substitution of coal for imported
0il by our electric utilities.

-- It establishes automobile efficiency standards
which will reduce import dependence.

-- It authorizes the establishment of emergency
0il stockpiles.

Unfortunately, this Act also perpetuates a program of
petroleum price controls which have the effect of subsi-
dizing imports of foreign o0il and hampering expansion

of domestic supplies. Within the confines of this program
we are attempting to bring U.S. petroleum prices up

to world levels as rapidly as possible.

-- We are removing regulations on supply and
prices of products accounting for a large
share of U.S. petroleum usage.

-— We are removing the cumbersome regulatory
apparatus which was adopted during the embargo. .~
i
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We have made a major commitment of resources to energy
research and development. We have also opened our Naval
Petroleum Reserves which will provide significant new
supplies.

However, more is needed. I have submitted a number of
major measures to the Congress to strengthen conservation
and stimulate the development of new supplies. It will

not be easy to obtain major new legislation before our
elections. But I am encouraged by the prospects for
legislation in the near future on unfreezing natural

gas prices, new incentives for synthetic fuels development,
additional incentives for conservation, and providing

for additional uranium enrichment capacity.

Consumer Country Cooperation

At Rambouillet, we reaffirmed our commitment to cooperative
action to reduce our dependence on imported oil. However,
as Chancellor Schmidt then pointed out, we have not

yet convinced our peoples of the continuing seriousness

of the energy problem nor our disposition to act collec-
tively.

We should take the opportunity of this meeting:

-- to give new impetus to cooperative concrete
measures and programs to reduce our dependence;

-- to agree to begin a process in the IEA and
other appropriate fora of clearly defining
collective and national objectives for reducing
our dependence on imported oil by 1985,

-— to commit ourselves to the policy steps needed
to reach these objectives.

Cooperation in the Dialogue with Producers

We also agreed at Rambouillet on the need to pursue

a coordinated strategy toward the oil producers. The

energy dialogue in CIEC cannot directly reduce our energy
vulnerability; only effective action to reduce our depend-
ence on imported o0il can achieve that goal. But it

can encourage the producers to exercise their market

power in a manner consistent with global growth and PRI
stability. A Aaany
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Consumer country coordination in the Energy Commission
has been encouraging and its continuation is essential.

In the last half of the year, we believe the industrialized
countries should concentrate in the Commission on:

-- establishing a base for ongoing dialogue
with the producers, aimed at encouraging
their moderation and underscoring their
dependence on us; and

—- initiating cooperative measures to provide
relief for the energy problems of the non-
0il developing countries.

We must, however, take care that this ongoing dialogue
does not evolve into a process of formal consultations
on price. Such consultations would create risks of
confrontation and appear to sanction future increases
while giving us no real influence over OPEC pricing
decisions.

The Energy Commission might expedite the establishment
of an International Energy Institute as we have proposed.
The proposed International Resources Bank could increase
adequate flows of new investment in 0il and gas explora-
tion and development by reducing the political risks

of investment in the Third World. The World Bank's
efforts in this area are also of importance.

At Rambouillet, a number of us stressed the importance

of individual and joint efforts to reduce our collective
vulnerability. Some positive steps have been taken.

We must now intensify and strengthen our national energy
programs, begin a process leading to clearer articulation
of our reduced dependency objectives, and maintain our
close and constructive coordination in the energy dialogue.
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RELATIONS BETWEEN DEVELOPED AND DEVELOPING COUNTRIES

FUNDAMENTAL ISSUES

The challenges which the Summit discussion should
address are:

(1) the need for the industrial countries to take
the leading role in North-South relations that
their interests and power warrant, rather than
mainly reacting to LDC demands and philosophy;

(2) the requirement and procedures for industrial
country coordination if this potential is to
be realized;

(3) the timing and content of a successful outcome
of the Paris Dialogue (Conference on Inter-
national Economic Cooperation-CIEC);

(4) support for a coordinated constructive approach
to issues of critical importance in our
relations with the developing countries, par-
ticularly energy, commodities, and investments
in natural resources.

U.S. OBJECTIVES AT THE SUMMIT

The Summit comes at a critical point in North-South
relations. A number of factors indicate that the situation
is fragile. There were major divisions among developed
countries at UNCTAD. The EC countries are demoralized
by the collapse of the Community's effort to take a
leadership role through a common, forward EC position
at UNCTAD. Some countries (the Dutch, Scandinavians)
make EC and industrial country coordination impossible
by their approach based on giving the LDCs whatever
they say they want at the moment rather than supporting
sounder long-term strategies. A resurgence of Arab-Israeli
and other political issues threatens to mar a number
of upcoming conferences.
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In this situation our Summit objectives are the
following.

First, we need to strenghten the major industrial
countries confidence in the area of North-South relations.
The 1ndustrial countries are dealing from a position
of strength. The developing countries need their markets,
capital and technology. These assets should be used
in a coordinated way to pursue a western strategy, rather
than viewing North-South relations as a defense against
an onslaught of hostile philosophy and unilateral demands.

Second, we want to achieve closer coordination
among industrial countries on North-South relations,
to make their leverage effective. This entails a difficult
guestion of how the EC, if it is to speak with one voice,
coordinates with the U.S. and Japan when its positions
are still in the formative stage.

Third, we want to reassert a willingness and capacity
for the U.S. to lead in developing realistic North-South
approaches.

Fourth, we want to present an approach to a succesgs-
ful conclusion of the Conference on International Economic
Cooperation as a concrete example of our leadership.

The Europeans and Japanese should be receptive to
this approach. However, not even this group is unified.
Some of the countries have shown a tendency to curry
LDC favor. Trudeau, for example, overruled his advisors
in the final days of UNCTAD and endorsed the UNCTAD
Common Fund, a pet LDC project in UNCTAD which we have
resisted.

Fifth, we want to reaffirm support for United States
proposals such as our comprehensive approach to commodi-
ties, the International Resources Bank and the Inter-
national Energy Institute,




REMARKS ON RELATIONS BETWEEN DEVELOPED AND DEVELOPING COUNTRIES
FOR USE BY THE PRESIDENT AT THE INTERNATIONAL SUMMIT

Our economic relations with the developing world
have reached a key decision-making stage. Clearly, we
must continue to improve our political and economic relation-
ships with the developing countries, to quicken the pace
of their development and to avoid the risk of a return
to the rhetoric and actions of confrontation. This requires
a kind of preparation and collaboration which we have
not yet achieved. It requires the same commitment, the
same political will which we achieved at Rambouillet
in pursuit of cooperaticn in sustaining economic recovery.

We have no need to be defensive in our relations
with developing countries. We have a strong position
from which to propose and pursue long-term strategies
in our interest as well as theirs. We are not under
siege. To be effective, however, we have to avoid dis-
array and competitive efforts to gain momentary favor.
Such competition may appear to be good short-term politics
but it does not advance substantive achievement.

Our position has been forthcoming, but we and other
OECD countries must now join together to agree on a
common program of action. At this stage coordination
becomes critical.

Our posture with respect to internationally traded
comm~dities will continue to be a key issue in our re-
lations with the developing world. The United States'
policy objectives in this area are to reduce excessive
price fluctuations, improve market access for processed
products of developing nations, ensure security of supply
for consumers, and increase investment for resource
development.

Our differences with developing countries are in
how the above objectives should be reached. It is neither
our policy nor our intention to supplant market mechanisms
or enter into price-fixing or production-limiting commodity
agreements. Although we agreed at Nairobi to engage
in a program of consultations on individual commodities,
we are not committed to any particular outcome of these
consultations. While we agreed to discuss the concept
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of a common fund for buffer stock financing in an ex-
ploratory meeting, early next year, we have made no
commitment to participate in eventual negotiation of
such a fund. We continue to believe the need for a
common fund has not been demonstrated. Specifically

we continue to object to the Common Fund for buffer
stocks as proposed by the Group of 77. (We believe that
objective commodity-by-commodity deliberations over
coming years will prove such a fund unnecessary.)

The resolution on commodities adopted at UNCTAD
by consensus failed to address the need to increase
private investment for resource production. It is to
meet this need that we put forward our proposal for
an International Resources Bank. The Bank would not
be a direct lender but instead would reduce the non-
commercial, or political, risks of foreign investment
in developing nations. 1In this way, it enables them
to diversify and expand their export base. We regret
that a resolution to study our proposal was not adopted
at the Nairobi UNCTAD meeting, although we appreciate
the support by OECD and other nations. We propose to
advance the idea in other appropriate international
forums including the CIEC. We will cooperate closely
with the major industrialized nations in this regard.



DEPARTMENT OF STATE

Washington, D.C. 20520

June 16, 1976

MEMORANDUM FOR

Mr. Roger Porter
Economic Policy Board
The White House

In response to Bill Seidman's request for
the State Department position on the Common Fund,
our position remains that expressed by the U.S.
Delegation at the conclusion of the Nairobi Conference,
to wit,

"A decision on a financial relationship among
buffer stocks will need to be considered in the
light of developments on individual funds.
However, since there may be advantages in
linking the financial resources of individual
buffer stocks we will participate without any
commitment in preparatory meetings to examine
whether further arrangements for financing of
buffer stocks including common funding are
desirable. After these preparatory discussions
we will decide on participation in any negotiating
conference."

This position was, as you know, agreed to by all of the
agencies and prior to the authorization given to our
delegation at Nairobi.

fo\’/pdhomlc agd Business Affairs
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EAST-WEST ECONOMIC RELATIONS

FUNDAMENTAL ISSUES

The major East-West economic issues that merit discussion
at the Summit include:

(1) the extent to which increasing participation
by the Soviet Union in world trade raises
questions as to how the Soviets, as well as
the other Eastern European countries, should
be brought into a closer relationship with
major Western economic programs or institutions;

(2) the extent to which the rising Soviet and
Eastern European hard currency debt raises
potential problems or opportunities for Western
governments; and

(3) the question of whether the increasing involvement
of the Communist countries in international
trade and payments is likely to give rise
to structural problems in relationships between
market and non-market economy countries requiring
some form of orderly examination by the industrial-
ized Western nations.

U.S. OBJECTIVES AT THE SUMMIT

We want to use the Summit to have the participating
countries recognize the gradually expanding Soviet and
Eastern European role in world economic and financial
activities as constituting an issue that warrants regular
monitoring, evaluation, and possibly consideration of
joint measures.

The economic dimension of the East-West relationship

is increasingly important. While at present the Soviet
Union and the nations of Eastern Europe do not constitute
a major segment of world economic activities, their

role is growing. They do constitute a factor that must

be taken into account in connection with global efforts
to respond to the major challenges of energy and food
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supplies, overburdened international financial institu-
tions, and environmental planning. The Summit countries
have an interest in ensuring that the Communist countries
do not become an obstacle to multilateral solutions

and that Western relationships with the Eastern countries
broaden the area of constructive mutual interest.

For these reasons, we believe the industrial democracies
should work together to develop a commonality of outlook
and purpose. We have included a proposal to this effect
in the U.S. presentation to the OECD Ministerial Meeting

on June 21. We want to use the Summit discussion on this

point to follow up our OECD initiative.

An indicator of the developing East-West economic involve-
ment is the growth in the Soviet and East European debt

to the West, which may rise to more than $30 billion

by the end of 1976. This does not represent a critical
problem yet, but it merits prudent monitoring by the
creditor countries. At some level a growing debt will
become an important consideration in East-West relations
as a point of economic leverage.



REMARKS ON EAST-WEST ECONOMIC RELATIONS
FOR USE BY THE PRESIDENT AT THE SUMMIT

Economic and political relationships between the East and West have
become increasingly important. One illustration of this is the dramatic
growth in East-West trade. Total two-way trade between the OECD
countries and the Communist countries of Eastern Europe, including the
Soviet Union, has increased nearly fourfold in the last four years,

This growth has many positive aspects, But it has also resulted in the
increasing potential for Eastern countries to disrupt Western trade patterns
and relationships. For example, erratic Soviet purchases of large quantities
of grain prompted the United States to negotiate a long-term grain agreement
with the Soviet Union. At the same time, this increased economic activity
has resulted in greater Communist-country dependence on Western sources
for trade, capital and technology.

In addition to direct East-West economic exchanges, the Communist
countries play a role in the broader economic system. Frequently their
conduct has not been constructive. For example, the Communist bloc has
at times impeded the dialogue with the developing countries.

The U.S. made certain proposals at the OECD Ministerial meeting
suggesting that the OECD adopt a systematic work program for developing
objectives and approaches. We proposed certain specific issues that should
be included in an initial examination. These include: reciprocity in trade,
growing external debt of Eastern countries, role of Communist countries
in multilateral bodies, development assistance contribution by Communist
countries. Our purpose is to better understand the new dimensions of our
economic relations with the Communist nations and ensure that they become
an increasingly positive element in the world economy.

Growing East-West relations presentg special problems. But it also
offers opportunities. If we understand the issues and deal with them
cooperatively, this development can contribute to our own prosperity as
well as to the stability of the international system.



FOLLOW-ON REMARKS ON
EAST-WEST ECONOMIC RELATIONS

Should you wish to discuss the issues in greater detail, then you might
make the following points:

-- Reciprocity in Trade. In communist trading systems, tariffs are
irrelevant to purchasing decisions made by central planners. Tariff con-
cessions offered by thesecountries are therefore meaningless. As a
result, many Western countries have sought import commitments from the
Eastern countries. We must determine whether this is the best approach.
We also need to examine whether our protective devices against unfair
trade practices by non-market countries is adequate and whether Eastern
access to Western markets can be improved without sacrificing this pro-
tection.

-- Growing Communist External Debt. Soviet and East European
indebtedness more than doubled in 1975, and now totals more than $30
billion. We must study the implications of this growing indebtedness.

Close consultations among the Western creditor nations is essential.
Financial pressures may at some point force the non-market economies

to cut back on the volume of Western imports. In such a situation, we

want to assure that our countries and firms do not succumb to non-economic
competition.

-- Eastern Nations in Multilateral Economic Bodies. We do not think
that the Soviets will try to join the GATT, the IMF, or the World Bank,
nor do we think their membership would be in our interests. Financial
pressures might encourage the Poles or other Eastern Europeans to
consider membership in the IMF and World Bank in the next few years,
however, and we should examine this question without waiting for over-
tures from the East.

-~ Communist Development Assistance. Communist aid to developing
countries has been negligible, and in 1976 they will receive more in repay-
ments from the Third World than they will extend in new aid. Moreover,
when they do provide assistance, they often attempt to create permanent
reliance of the recipient on the donor -- a neo-colonial relationship. These
policies have been criticized by the developing countries themselves. We
should encourage the Soviet Union and the Eastern Europeans to take a
more postive, less politically-motivated, approach in their aid efforts.
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INTERNATIONAL INSTITUTIONS

FUNDAMENTAL ISSUES

The major international institutions issues that merit
discussion at the Summit include:

(1) how to counteract the trend toward creating
unnecessary international institutions
concerned with economic issues;

(2) how to eliminate the duplication of effort
among and within existing international
economic institutions.

U.S. OBJECTIVES AT THE SUMMIT

We need to secure agreement among the participants that:

First, that there is not only a problem of pro-
liferation of institutions to oversee international
economic relations, but also a problem of duplication
among and within international institutions.

Second, that the major countries should cooperate in
efforts to consolidate and streamline existing organi-
zations as well as to guard against creation of new
organizations.

Third, the senior representatives from those countries
represented at the Summit should undertake two

related efforts: (1) to consolidate marginal bodies
in the OECD and (2) to recommend consolidation of
duplicative efforts in such organizations as the
IBRD-IMF, UN, and CIEC.



REMARKS ON INTERNATIONAL INSTITUTIONS FOR USE BY THE
PRESIDENT AT THE INTERNATIONAL SUMMIT

At Rambouillet Prime Minister Wilson called attention
to the proliferation of international bodies concerned
with economic issues and the burden this places on govern-
ments. He distributed an illustrative list of international
institutions, committees, and working groups concerned
with the same or related subjects and suggested this
matter deserved further study. I agree.

The institutions we created at the end of World
War II continue to be the basic international monetary,
trade and development organizations. They have been
supplemented by the OECD as the forum for more intimate
consultation and collaboration among the industrial
democracies. Within the past decade these institutions
have been further supplemented by new bodies initiated
by, or in response to the problems of, the developing
countries. These new bodies include organizations like
UNCTAD which are concerned with the full spectrum of
international economic relations and smaller institutions
like the regional development banks.

Additional organizations are not in themselves
proof of redundancy. Even when several bodies are con-
cerned with the same subject matter, they may differ
in approach and perspective and thereby serve a useful
purpose.

Nonetheless, I agree with former Prime Minister
Wilson's position that it is a challenge to the inter-
national community to assure that new institutions are
necessary before they are created and to reduce any
duplication of effort in existing institutions. As
the number of organizations increases, the burden on
officials and on our budgets also increases.

Economic relations among countries are and should
be conducted by private participants in the markets
with minimal interference by intergovernmental institutions.
As circumstances change, the related international institu-
tional framework should reflect these changes; but movement
should be in the direction of removing impediments to
private sector activity. Increasing world interdependence
does not require a larger or more complex intergovernmental
institutional structure.
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A major problem we face is the desire of the developing
countries for new forums which are duplicative of existing
bodies but which offer them additional platforms for
pressing their case and new secretariats to define the
issues as they see them.

As the world economy becomes increasingly integrated
and complex, it may seem to some that greater "political
will" and international monitoring are called for to
ensure harmony. Strong pressures from developing countries,
and the temptation to delay confrontation by referring
international economic issues to new institutions, is
responsible for much of the proliferation of new inter-
national agencies.

I believe we need to join in a concerted effort
to counteract the trend toward creating unnecessary
institutions through application of the following guide-
lines:

0 Where new organizations are proposed to meet
new needs, we should first consider whether the
function can be performed in an existing effective
structure, preferably one whose decisions are
made by major contributor weighted voting.

0 Where a new funding institution is deemed necessary
to draw contributions from new donors, such as
IFAD, we should look to existing competent bodies
to execute projects approved by the new institution.

0 We should consider bringing organizations together
to perform new functions where their talents
and experience can reinforce each other.

0 We should consider the farming out of tasks by
one organization to another in its special area
of competence.

0 We should consolidate existing organizations
where possible and should eliminate those which
do not have an essential purpose.
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In addition to these guidelines, I offer the following
specific suggestions for immediate action:

0 We should take full advantage of the Ad Hoc Committee
on Restructuring the Economic and Social Sectors
of the UN System. For example, we could:

-— Make sure that UNCTAD will rely on existing
commodity organizations instead of taking
on and duplicating their work.

-- Make every effort to avoid future special
sessions of the General Assembly on subjects,
such as development, which are handled regularly
by other UN bodies.

o The Development Committee of the IMF and World
Bank should review the activities of the development
banks and suggest changes to reduce duplication
and eliminate unnecessary institutional activity.

0 In addition, we should undertake a new effort
to strengthen within the OECD those organs that
are critical and to eliminate bodies which now
serve only marginal purposes. We should ask
senior representatives to give high priority
not only to this effort within the OECD but also
to recommend ways to eliminate duplication within
such other organizations as the UN, the IBRD,
the IMF, and the CIEC. We should ask for a report
on this within six months.

More coherent management and coordination is also
imperative. At this meeting we can agree that our coun-
tries should consult one with the other and other indus-

trial country partners before proposing a new institution
or forum.



TAB I




SOVIET HARD-CURRENCY DEBTS

FUNDAMENTAL ISSUES

The major issues to be addressed at the Summit are:

(1) recognition that the rising Soviet hard-
currency deficit represents possible
problems as well as opportunities for the
West;

(2) laying the groundwork for future consulta-
tion and concerted action.

U.S. OBJECTIVES AT THE SUMMIT

We want to use the Summit to identify the worsening
Soviet hard-currency debt as a possible problem in
East-West relations and to establish a unity of concern
among the Summit allies. We want the Western countries
to agree on our basic estimate of the facts of the
situation, and on the premise that in light of the
possibilities for continued increase in the debt, the
Soviet financial position should be carefully monitored.
We therefore want to have it agreed that the allies will
plan to have further consultation at the official level
on this issue. In that consultation, in addition to
exchanging data on the development of Soviet indebted-
ness, we should also attempt to reach agreement on what
would constitute signals that the Soviets are getting
into serious financial difficulties.

It would be desirable to obtain an early understanding
that Western nations would coordinate their actions if
Soviet ability to service their hard-currency debt
became questionable. We would like the discussion at
the Summit to open up for further consideration the
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fact that a serious debt problem for the Soviets has
implications, for good or bad, in East-West relations
generally. A serious debt bind for the Soviets could
lead them to take corrective measures in the area of
trade that could have disruptive effects on Western
trade interests. Alternatively, the Soviets might

reach the point of appealing to the West for debt
rescheduling or for other special financial assistance.
If events should reach this point, there would have to
be a calculation of an appropriate Western response,
whether helpful or non-helpful, and of how it might
affect our overall objectives in the East-West relation-
ship. The Summit should therefore recognize that if the
Soviet debt problem moves out of an acceptable range of
imbalance, it could have a distorting effect on various
aspects of the total East-West relationship.

In the discussion at the Summit, we will want to guard
against the creation of a crisis atmosphere. While we
think there is no disadvantage in the Soviets learning,
directly or indirectly, that the Summit partners are
prudently watching the trend of the Soviet debt problem
we have to be aware that if they conclude that the West
is seriously concerned over the situation, the Soviets
may begin to examine the pressure options that would be
open to them as a major world debtor. It is also true
that whatever may be the reaction at the Summit, the
very fact of raising the subject there - especially if
made public -~ would increase anxiety among Western bankers
and encourage a stiffening of credit terms. That is not
inappropriate under the circumstances, but we would not
want to encourage an over-reaction in financial circles
at this stage.

For these reasons, we should see to it that any reflection,
in the final communique or otherwise, is very low-key and
non-committal.



REMARKS ON SOVIET HARD-CURRENCY DEBTS
FOR USE BY THE PRESIDENT AT THE ECONOMIC SUMMIT

Together with the other countries here, we have become
aware of a rising Soviet hard-currency debt.

Soviet indebtedness to private Western banks at the end
of 1975 was close to $5 billion, having increased from
less than $300 million a year earlier. Total Soviet
hard-currency indebtedness - private and official - was
twice that figure. The Soviet hard-currency trade
deficit in 1975 was $6.3 billion roughly, and in the
first quarter of 1976 amounted to $2 billion. The
Soviet Union and the Eastern European countries taken
together owed about $15 billion to private Western banks,
and their total net debt to the West was about twice
that figure.

The size of the Soviet debt is impressive but is certainly
not critical as yet. We think, however, that the Soviet
debt situation warrants careful watching. Looking ahead,
we see a rather certain heavy Soviet trade deficit in
1976, with some variables in the picture that could result
in a serious financial problem for the Soviet Union by
1977.

A bad harvest in 1976 would add to the grain bill in 1977
and greatly increase Soviet import payments. Sluggish
demand in the West could also add to the imbalance in
Soviet hard-currency trade.

A bad year in 1976 - say a deficit of $6 billion - could
force the Soviets in 1977 to take aggressive steps to
redress their trade imbalance - cutting back on imports,
pushing exports at cut rates, selling gold on a large
scale, and generally using the leverage available to a
state-trading country. Any of these actions would have
inevitable effects on Western economic programs.

If the Soviet payments situation became serious enough,
the Western creditor countries might face a Soviet request
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for debt rescheduling or special financial assistance.
The implications of acceding to such a request or,
alternatively, of refusing or conditioning assistance
could have an impact beyond the trade dimension and
would have to be carefully considered.

For these reasons, we propose that the Summit countries
recognize the Soviet hard-currency deficit as a problem
having implications for Western economic and political
interests and that they agree to keep the matter under
review. This could be done through consultation on the
official level by the participating countries, with a

view to maintaining an agreed set of estimates and a
consensus on what would trigger danger signals that the
Soviets may be getting into serious financial difficulties.

We believe it should be implicit in our further consulta-
tion on this problem that the Western creditor nations
should react in a unified way, should the consideration
of unusual steps become necessary.

NOTE: Additional information on the Soviet debt to the
West that may be given to the other countries is
attached.



The attached tables provide information on
the Soviet debt to the West and on the Soviet hard-
currency deficit which may be given to the other

countries.



Estimated Soviet Debt to the West
and Debt Service Ratio

Debt Outstanding Debt-Service
at Yearend Ratio 1/
Year (Million USS) (%)
1970 1,722 18
1971 2,029 18
1972 2,608 20
1973 3,641 17
1974 4,461 15
1975 7,489 20
2/
1976 10,179 N.A.
1. Repayments of principal and interest taken

as a percentage of Soviet hard currency exports.
Inclusion of invisible receipts would decrease the
debt-service ratio only slightly.

2.

Preliminary.



USSR: Financing Hard Currency Deficits

v
Million US §
1976
1975 (Estimated)
2/ -
Trade deficit -6,300 -4,000 to -6,000
Medium-and long-term credits net 3/
of principal and interest payments 2,200 1,400
Other invisibles and hard currency
trade not elsewhere specified 4/ 500 600
BALANCE FINANCED -3,600 -2,000 to -4,000
of which:
Eurocurrency syndications 800 1,000 to 500
5/
Gold sales 1,000 1,000 to 800
6/
Change in Eurocurrency position,net 3,200 1,000 to O
7/
rrors and Ommissions -1,400 -1,000 to 1,000

1. Data rounded to nearest $100 million

2. Derived from Soviet statistics

3. Includes govermment-backed credits for imports of
machinery and equipment and large-diameter pipe.

4. Includes estimated revenues from arms sales, hard
currency expenditures under clearing agreements, and net
receipts from tourism and transportation.

5. Including rumored sale of 50 tons directly to Middle
Eastern buyers, which may have earned some $250 million
6. Position includes some medium-term borrowing.

7. Includes changes in short-term capital, and for 1976
will probably include additional bank-to-bank borrowing
on the Eurocurrency market.
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BACKGROUND PAPER
6/4/76

Economic Activity and Policies in Major Industrial Countries

The economic recovery of the industrial world from the
1974/75 recession is considerably stronger than anticipated
last November. The U.S. recovery in fact has entered the
expansion stage, as earlier peak levels of output have been
regained and the growth in demand has become increasingly
broad-based. And the United States economy is not alone in
exhibiting growing strength: Germany and France also have
entered the expansion phase well ahead of earlier expectations
and Canada and Japan. are not far behind. Output in the .
United Kingdom also has been rising since the beginning of the
year, but in Italy several stabilization measures recently
instituted to counter inflation and stem the depreciation of the
currency, are damping the revival of domestic demand.

The recovery currently is being spurred by a turnaround
in inventory investment from decumulation to accumulation and
by stronger private consumption demand. But a pick-up in order
activity for investment goods and signs of a revival of con-
struction activity point to a firming recovery almost everywhere.
Consequently, forecasts for growth of aggregate demand are
being revised upward in a number of countries. For the OECD
area as a whole, real GNP in 1976 is now expected to exceed
1975 levels by about 5 - 6 percent.

_ The revival of consumer spending, which has been heavily
concentrated in purchases of durable goods, has been accompanied
by a reduction in private savings rates from last year's
historically high levels. The return of consumer confidence,
indicated by these developments as well as by recent household
surveys, is being reenforced by labor market developments. With
rising rates of activity, unemployment rates have stabilized
almost everywhere and in some countries have begun to trend
slightly downwards. Perhaps more important,the ratio of job
vacancies to unemployment, a more sensitive indicator than the
unemployment rate by itself, has begun to improve fractionally
and short-time work is being reduced significantly. Nevertheless,
unemployment remains at historically high levels and only slow
improvement is expected in coming months.

The continued softness in the labor market has been a
major factor in the moderation in wage settlements recorded
in a number of countries. In Germany and Japan settlements
this year were both below last year's levels and at or below
" levels considered to be inflationary by the authorities. 1In
other countries, e.g., France, Canada and some smaller European
countries, however, wages are still rising fast and in some
“tountries, direct measures to control the rise of prices and wages
have been instituted. Wage settlements in the United Kingdgom and
Ttaly have come down considerably from last spring's very high



levels and at least in the United Kingdom are 1likely to lag
domestic inflation rates this year. Nevertheless, wage pressures
remain high in both countries compared with developments in the
big three economies.

Although cost pressures coming from the wage side continue

to lessen -- partly because of the more moderate settlements
and partly because of increases in productivity associated with
the early stages of a recovery =-- progress towards further

moderation of price increases seems to have come to a standstill.
This reflects in part the recent sharp rise in commodity prices
-~ the London Economist's dollar price index for industrial
commodities is 20 percent and that for food 25 percent above

last year's level -- and in part attempts by business to re-
store profit margins. In addition, in France, the United Kingdom
and Italy, the price effect of the recent currency depreciations
still has to work through the economy. As a consequence of
recent wage and cost developments, inflation rates in 1976 may
vary even more widely among countries than they d4id in 1975.

Although progress on the inflation side appears to have
been halted at an early stage in the recovery, inflationary
expectations so far seem not to have been affected. Long-term
interest rates have been trending downward in most countries
and, although there has been some firming very recently, still
remain considerably below their 1975 highs. And equity markets,
except in Italy and France, have turned up virtually world-wide.
The monetary authorities in most countries have pursued policies
designed to accomodate the recovery. Growth of money supply,
in fact, appears to have accelerated in recent months in a number
of countries. As a result, private sector liquidity has
remained high and short-term interest rates at least in the big
three countries have firmed only little, if at all. With
the increased internal cash flow associated with recovery and
the high level of bank liquidity, business so far is encountering

no difficulties in financing the swing in inventory behavior
and the incipient upturn in investment demand. It would appear

that this situation has not been materially altered even in

those countries where discount rates have been increased in the
wake of the recent disturbances in foreign exchange markets.
Italy represents an exception in this respect, as the authorities
have moved to tighten monetary conditions considerably. Never-
theless, the effects of the depreciation of the lira on trade
flows, coming at a time when external demand is reviving, may
help at least partially to offset any damping of internal demand.

In line with rising rates of industrial activity and
shifts from inventory decumulation to accumulation, imports
have begun to rise also. In addition, in Italy and to a

" lesser extent in some other weak currency countries, imports
have risen for speculative reasons. Only in Japan have imports
remained relatively stable over the first few months of 1976.
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The increase in import demand of industrial countries
has been accompanied also by higher export activity. 1In
the case of Germany and Japan, increases in exports are out-
stripping demand for imports and are resulting in very
high and rising export surpluses. The acceleration in export
demand has stemmed predominantly from an increase in trade among
industrial countries. The large rises in exports to OPEC of
the past two years have begun to flatten out. In addition,
import demand of non-oil producing developing countries, which
had been very high through most of the recession, began to fall
off in the second half of 1974. And this trend has continued
into 1976. Earnings of non-oil developing countries, however,
appear to be picking up considerably. The shift in inventory
demand in most industrial countries has been concentrated in
the raw and semi-fabricated materials stage. This implies a
more than proportional rise in demand for goods produced by
developing countries, which has been reflected in the strengthening
of commodity prices mentioned earlier. As a result of these
developments, external financing pressures on nen-oil developing
countries may turn out to be less severe than expected earlier,
both because of higher volume sales and because of higher
unit prices.

Policy Problems

The main policy tasks today are consolidation of the
current recovery, restoration of high-employment levels in
the various economies, and laying a firm basis for continuing
stable growth thereafter. These are not easy tasks considering
the major problem which led to the deep recession of 1974-1975;:
viz. the climate of inflation that prevailed from the mid-.
1960's through the early 1970's which was severely exacerbated
by the o0il price increases of 1973/74.

The global inflationary climate of the 1960's which carried
the seeds of eventual recession stemmed in large part from
an overly optimistic view of industrial country supply capa-
bilities. Governments strongly committed themselves to ameliorate
social ineguities at home and abroad and to achieve an ever
rising standard of living. However socially commendable, these
commitments proved to be too ambitious in economic terms =--
both in what they actually attempted to achieve and in the
expectations they raised among .the public. Thus, the major
task for the next several years is both economic and political
-- not only to regain acceptable levels of output but also
to set realistic goals that are accepted by the public at large.

Growth rates that will restore the industrial economies
to high employment levels with spfficient'price stability
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to be sustainable are clearly achievable, but they presuppose

a reordering of priorities and a shift in resource allocation
towards private investment. This requires a financial climate
that generates sufficient savings flows and channels them

into productive investment. Such a climate cannot be established
however without a significant and lasting reduction in:the '
financial reguirements of the various central governments.

In order to achieve a reduction in the social hardship
and the economic waste associated with underemployment and
to regain the basis for sustained increases in standards of
living for the industrial democracies and for the world at
large, the demand management decisions that will be made over
the next 18 months or so are crucial.

Recent experience shows the important role played by
inflationary expectations in economic developments. A lasting
turnaround in price expectations is crucial to the attainment
of high employment levels. Furthermore, because of the recent
inflationary experience, expectations of renewed inflation
can be triggered relatively more quickly than in the past and once
renewed, will prove increasingly hard to erase. Under these
conditions, it would be more prudent for short-term policies
to err on the cautionary rather than on the expansionary side.
In addition, institutional circumstances in most countries are
such as to make it easier for authorities to stimulate demand
that is rather more sluggish than desired than to control demand
that is expanding excessively. '

If the industrial countries fail to judge their supply
potential realistically and if they fail to gain acceptance
from the key constituencies in their economies for growth
objectives which are realistic, they will have lost the
opportunity to return to a period of sustained prosperity
for the world economy as a whole. The pre-conditions for
noninflationary growth exist; there have been no fundamental
changes in the industrial economies that indicate that productive
potential has lessened in any significant way. However, it
may well be that the problems which limit the ability of
underlying potential to come fully into play may have been
compounding over the past several years. And these problems,
discussed below, are likely to surface as nations move further
into expansion.

On a national plane, pressures on governments to bring
about a faster reduction in unemployment are likely to grow.
However, as forces of private demand gather strength, it will
become increasingly necessary that public expenditures become
less expansionary. Budget deficits almost everywhere have
reached historical highs. Although revenues will rise with the
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recovery; fiscal measures taken in 1974/75 are tending to
reduce high-employment balances: government expenditures,
especially for transfer payments, reflect the effects of
price increases increasingly promptly, while at the same time
income taxes have been cut and in some countries indexed to
offset or reduce fiscal drag. Accordingly, with inflation
rates that still remain unacceptably high, budget deficits
may shrink less rapidly than they have during past recovery
periods.

On an international plane, underlying payments disparities
may become increasingly apparent as recoveries procéed. The
recession subdued import demand and masked basic external
problems. As demand revives, these problems will surface
again, especially in those countries where import demand is
particularly responsive to rising levels cf activity without
a parallel development in exports. In addition, inflation
rates among countries are likely to differ during their
recoveries and this will tend also to exacerbate payments strains.
Furthermore, some countries which have borrowed heavily in
recent months will be faced with enormous medium-term debt
repayment problems, while others may begin to reach their
debt limits And countries which have recently seen a deprecia-
tion of their currencies will face a sharp increase in
import prices before the export stimulating effects of the
depreciations take hold. Thus, strains on international financial
markets may emerge, posing a need to examine possibilities for
new or extended financing to help those countries which are
attempting to stabilize their internal economies to bridge the
period necessary for stabilization measures to become effectives.

Because of these national and international considerations
it becomes more important than ever to judge the impact of
economic interdependence correctly. The current economic
upswing is becoming increasingly simultaneous. The prompt and
substantial strengthening of world trade that is accompanying
the recoveries already demonstrates how fast and how strongly
changes in internal demand are being transmitted across national
borders. The early and strong upturn of commodity prices --
at a time when producer stocks are still high and capacity
is ample -- is a further indication of the possible inflationary
impetus that could derive from a worldwide recovery that
underestimates its own strength. The possibility of the re-
appearanceof bottlenecks early in the upswing and of a resulting
regeneration of price and wage pressures cannot be discounted.

Therefore, the lessons from the past experience cannot and
must not be disregarded. In formulating national policies
the strength of demand worldwide must explicitly be taken into
account. But, perhaps more important, a scaling down of
horizons to more modest but attainable levelsis crucial to a
sustained recovery of the world economy.
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Economic Situation and Policies in France

The French authorities face two major underlying economic
problems: high structural unemployment and high inflation
rates. External deficits, though objectively not a basic pro-
blem, are viewed as such by the authorities mainly for political
rather than economic reasons.

The French economy was less affected by the world recession
than virtually any of its trading partners, except Canada.
Although the recession was briefer and more shallow than else-
where, social pressures to reverse the downward trend were
mounting over the summer of 1975. 1In recognition of the still
strong underlying inflationary tendencies, the French authorities
looked to outside stimuli, particularly from Germany and the
United States, to turn the French recession around. Nevertheless,
in the fall of 1975, the French Government instituted an ex-
pansionary program of its own and monetary policy, in particular,
became very stimulative. .

The French policy actions, coming just at the time when
the upturn in other countries was becoming more and more apparent,
were quickly effective. Industrial production began to rise
once more towards the end of last year and in recent months has
been rising at an annual rate of about 17 percent. Real GDP
is estimated to be rising at an annual rate of 13 percent during
the first half of this year and the year-to- -year 1ncrease from
1975 to 1976 is estimated to be 5-6 percent.

The revival in output is led by consumption demand which
has been buoyed by increases in wages in excess of the inflation
rate by about 2 percent per annum. Investment demand, particularly
for pvlant and equipment, remained weak through the beginning of
this year. The French authorities introduced several measures
last year to support investment activity, but the large margins of
spare capacity coupled with the weak financial positions of
many firms delayed the effectiveness of these actions. Recently
there have been indications, however, of a moderate upturn in
investment demand also.

But the improvement on the real side has come at the expense
of a considerable acceleration in inflation rates. Wholesale
prices,which had been falling during the first half of 1975, are
currently rising at an annual rate of 14 percent. Consumer prices

.which had been moderating during mo